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About
THE BANK

Welcome Bank (Rural Bank), Inc. is regulated by the Bangko Sentral ng Pilipinas (BSP) and is
one of the Philippine subsidiaries of Korea’s Welcome Financial Group. Welcome Financial
Group currently operates the fourth-largest savings bank in assets and twelve (12) other
subsidiaries in various financial sectors in Korea and with $3.6 billion in total assets. Welcome
Bank, Inc. is able to receive active funding based on its abundant liquidity in Korea
Headquarter and will actively apply its banking operations know-how in Korea to the
Philippines. The Bank has two (2) Branches and six (6) Branch-lite units with Head Office
located at Ortigas Center, Pasig City.

Business
TRANSITION

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 “Shared

—
Purchase Agreement to acquire Smart Bank (Rural Bank), Inc. with a
view to availing the banking license.
Bangko Sentral ng Pilipinas (BSP) approval was released for Share
transfer in August 2019, relocation of Head Office from Muntinlupa

City to Pasig City in December 2019, and Bank name change to
Welcome Bank (Rural Bank), Inc. in April 2020



Business
MODEL

Taking the full advantage of the accumulated experience in the Philippines financial market
since May 2014 via Welcome Finance, Inc., Welcome Bank (Rural Bank), Inc. focuses on
consumer loan market in the beginning stage. (1) Small Business Operator: Business Loan,
Premier Business Loan; (2) Salaried Customer: Salary Loan, Personal Loan, Personal Happy
Loan; and (3) Secured Loan: Condo-mortgaged Loan, Auto Loan.

At later stage, Welcome Bank expanded its loan target customers to corporate borrowers.

Competitive interest rates were offered to depositors: (1) Time deposit: target high potential
customers with higher deposit interest rate offerings; (2) Savings Deposit: target general public
customers with slightly higher interest rates among banks; and (3) Demand Deposit: servicing
both individual and corporate customers on conduit arrangement with then UCPB and after
the merger now Land Bank of the Philippines.

Our
MARKET

As Welcome 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.



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. Gone extra mile and rising above expectations by continuously
improving products and services; systems and processes to deliver the best possible
results.

enabling small savers to achieve greater productivity and small borrowers to have

° Financial Excellence Provider means ability to satisfy and delight our customers and
better access to funds.



We OFFER

DEPOSIT PRODUCTS

Regular Savings Checking Account Time Deposit Safety Deposit Box

LOAN PRODUCTS

Personal Loan Salary Loan Business Loan

Condo Loan Auto Loan



President’s

REPORT

The inflationary trends which started early
2022 due primarily to price rise in oil and
agricultural products have continued in the
year 2023. To mitigate the inflationary
pressure, the BSP has raised policy rate
from the historically low 2.0% before such
inflation up to 6.5% in October 2023 in
several steps. The market interest rate in
2023 was kept high overall, affected by the
BSP policy rate, despite a slight downwards
adjustment in the second half of 2023.

The inflationary pressure along with the
high interest rate was expected to bring
about an economic recession to some extent due to depressed investment and consumption. As a result, the country
posted a 5.6% GDP growth in 2023, which was lower than the targeted 6.5% more or less. Taking such a market
situation into consideration, Welcome Bank has focused on risk management in its business operation rather than on
aggressive growth of its loan assets. In line with this, Welcome Bank has maintained a stricter credit screen process and
heightened its bar in terms of minimum credit criteria, which was implemented in the second half of 2022.

As a result, the total loan volume Welcome Bank has delivered to its customers in 2023 posted at PhP363 million, which
represented only a 60% achievement of the annual target of PhP608 million. However, the loan volume booked in 2023
has grown by 86.2%, compared to the PhP195 million delivered in 2022.

With a view to securing sufficient funding sources to service loan customers, on the other hand, Welcome Bank has
rolled out aggressive marketing campaigns to acquire customer deposits in 2023. As a result, the deposit outstanding at
the end of 2023 has gone up to PhP348 million from PhP236 million one year ago. Aside from the increase in deposit
outstanding in 2023, Welcome Bank has also borrowed PhP150 million from a bank to utilize it for building loan assets
as well as to maintain sufficient liquidity to back the operation of its business. As a result, cash and its equivalent of
Welcome Bank has grown to PhP270 million at the end of 2023 from PhP171 million a year ago. Let me briefly present
the financial performance of Welcome Bank for the year 2023.

. Total Assets and resources of the Bank have swollen from PhP485 million at the end of 2022 to PhP747
million at the end of 2023, primary due to surge in loan receivables from PhP251 million to PhP419 million
as well as increase in deposit liabilities from PhP236 million to PhP348 million;

. Total Liabilities have also jumped from PhP356 million to PhP620 million in the same period;

. Total Equity closed at PhP127 million at the end of 2023;

- Interest income has grown to PhP116.5 million in 2023 from PhP88.8 million in 2022, while 2023’s net
interest income after deducting interest expense has increased to PhP94.6 million from PhP73.7 million a
year ago;

. Net loss after corporate tax in 2023 has decreased to PhP1.9 million from PhP7.1 million net loss posted in
2022

In the coming years, we have a business target to constantly grow loan assets. This goal is to be achieved only when we
can maintain increasing trends of deposit outstanding so as to use for funding sources of our loan business. We are
grateful to the shareholders and Board of Directors for their generous support, to business associates for their hardwork
and to loyal clients for making Welcome Bank their preferred bank.

Together, we look forward to standing at a better position towards achieving our balanced goals in the year 2024 and

onwards. >
7/

SUK SUB SHIM
President & CEO



Financial

HIGHLIGHTS

SELECTED FINANCIAL INFORMATION

(Amounts in Thousand Pesos)

[ 2023 | 2022 INC/DEC
Gross Revenues 137,749 109,641 28,108
Net Profit (Loss) (1,948) (7,097) 5,149
Income Tax Paid (932) (1,969) 1,037
Cash and Due from Banks 269,784 171,354 98,430
Investments 585 765 (180)
Loan Portfolio, Net 419,152 251,263 167,889
Total Assets 747,485 485,448 262,037
Total Deposits 348,160 236,033 112,127
Capital Funds 127,390 129,338 (1,948)




COMPARATIVE BALANCE SHEET
As of December 31, 2023 and 2022

(Rounded to Nearest Peso)

[ 2023 | 2022 INC/DEC

Assets
Cash and Other Cash Items 1,053,480 1,545,908 (492,428)
Due from BSP 6,704,153 6,863,010 (158,857)
Due from Other Banks 262,026,044 162,945,208 99,080,836
Held to Maturity 584,639 765,272 (180,633)
Loans and Receivables 419,152,060 251,262,503 167,89,557
Bank Premises 18,976,430 24,399,301 5,422,871
Investment Property 2,653,959 3,377,766 (723,807)
Right-of-use Asset 1,960,681 2,737,204 (776,523)
Intangible Asset 9,249,151 10,210,242 (961,091)
Other Asset 25,124,856 21,342,389 3,782,467
Total Assets 747,485,453 485,448,803 262,036,650 |
Liabilities
Deposit Liabilities 348,160,346 236,033,135 112,127,211
Bills Payable 247,000,000 100,000,000 147,000,000
Income Tax Payable 365,872 - 365,872
Lease Liabilities 2,658,558 3,377,879 (719,321)
Retirement Benefit Obligation 1,343,210 1,061,778 281,432
Accrued Interest and Other Liabilities 20,567,072 15,637,587 4,929,485
Total Liabilities 620,095,058 356,110,379 263,984,679 |
Capital Stock 174,939,894 100,000,000 74,939,894
Deposit for Stock Subscription - 74,939,894 (74,939,894)
Other Comprehensive Loss (635,284) (635,284) -
Deficit (46,914,215) (44,966,186) (91,880,401)

| Total Equity 127,390,395 129,338,424 (1,948,029) |

| Total Liabilities and Equity 747,485,453 P485,448,803 262,036,650 |




COMPARATIVE INCOME STATEMENT
As of December 31, 2023 and 2022

(Rounded to Nearest Peso)

[ 2023 | 2022 INC/DEC
Interest Income
Loans and Other Receivables 114,404,309 87,902,031 26,502,278
Bank Deposits 2,162,533 818,278 1,344,255
Financial Assets 8,707 35,318 (26,611)
Total Interest Income 116,575,549 88,755,627 27,819,922 ‘
Interest Expenses
Deposit Liabilities 14,889,429 11,266,235 3,623,194
Bills Payable 7,049,383 3781,431 3,267,952
21,938,812 15,047,666 6,891,146
Net Interest Income 94,636,737 73,707,961 20,928,776
Provision for Credit and Impairment 10,065,118 9,997,709 67,409
Losses
Net Interest Income after Credit and 84,571,619 63,710,252 20,861,367
Impairment Losses
Other Income
Service Charges and Fees 14,076,534 7,922,965 6,153,569
Rentals - 2,586,457 (2,586,457)
Others 7,096,464 10,375,463 (3,278,999)
21,172,998 20,884,885 288,113 ‘
Other Expenses
Compensation and Fringe Benefits 37,658,038 29,054,653 8,603,385
Depreciation and Amortizations 10,579,389 12,161,347 (1,581,958)
Taxes and Licenses 12,972,372 7,701,678 5,270,694
Other Administrative Expenses 47,414,538 44,108,777 3,305,761
| 108,624,337 93,026,455 15,597,882 |
Profit (Loss) Before Tax (2,879,720) (8,431,318) 5,551,598
Tax Expense (Benefit (931,691) (1,969,299) 1,037,608
| Net Profit (Loss) (1,948,029) (6,462,019) 4,513,990 ‘
Other Comprehensive Income
Item that will not be classified
subsequently to profit or loss
Remeasurements of post-employment - 847,046 (847,046)
defined benefit plan
Tax Effect - (211,762) 211,762
- 635,284 (635,382)
Total Comprehensive Loss 1,948,029 7,097,303 (5,149,274) ‘




Financial
SUMMARY

AS OF DECEMBER 31, 2023

BT o2

PROFITABILITY (in Php) |

Net Interest Income 94,637 73,547
Non-Interest Income 21,173 20,885
Non-Interest Expenses 108,624 93,026
Profit before Tax and Provision (2,880) (8,431)
Income Tax (932) (1,969)
Provision for Credit and Impairment Losses 10,065 9,998
Net Income (1,948) (7,097)

BALANCE SHEET DATA (in Php) |

Liquid Assets 270,368 172,119
Gross Loans 419,152 251,263
Total Assets 747,485 485,449
Deposits 348,160 236,033
Total Equity 127,390 129,338

SELECTED RATIOS |

Tier 1 Capital

Common Stock 174,940 100,000

Deposit for Stock Subscription - 74,940

Deficit (45,601) (38,504)

Comprehensive Loss (1,948) (7,097)

Less: Deferred Tax 52,451 16,429

Total 34,862 112,910

Tier 2 Capital

Paid-up perpetual and cumulative preferred 74,940 -

stock

General Loan Loss Provision 3,937 2,338
78,877 2,338

Total Qualifying Capital 113,739 115,248

Credit Risk-weighted asset 713,196 463,372

Operational Risk-weighted asset 72,915 27,048

Risk-weighted assets 786,112 490,420

Capital Ratios

Total CET Capital expressed as percentage of total 4.43% 26.37%

risk weighted assets

Total Tier 1 Capital expressed as percentage of 4.43% 23.02%

total risk weighted assets

Capital conservation buffer 1.57% -

Total Regulatory Capital expressed as percentage 14.47% 23.50%

of total risk weighted assets




Assets Composition and percentage of each asset account to total

resources as of December 31, 2023 is shown below. Total

P h p 7 47 48 5 earning assets (loan and investments) accounts for 56.07%
)

of the total assets.

Other Assets
5.22%

Bank Premises, FFE
2.54%

Liquid Assets
36.09%

1 Liquid Assets - 269,783

1 Held to Maturity - 586

M Loans and Receivables - 419,152
B Bank Premises, FFE - 18,976

M Other Assets - 38,990

56.07%

L & Receivabl
oans & Receivables 0.08%

Held to Maturity

Liabilities & Equity
Php747'485 Liquid asset is 77.49% of total deposit liabilities which

means that the Bank can service withdrawals anytime when
the need arises. As shown below, the capital account
Equity Capital represents 17.04% of the total resources.

17.04%

Deposit Liabilities
46.58%
3.34%

Other Liabilities

1= Deposit Liabilities - 348,160
i Bills Payable - 247,000

H Other Liabilities - 24,935

M Equity Capital - 127,390

33.04%
Bills Payable



Total CASH and
ASSETS INVESTMENTS

747,485
539,445
485,449
126,013 58,381
83,424
[ ] 2019 [ ] 2020 w2021 m 2022 W 2023 2019

299,822

270,368
172,119
53,763 .

u 2020 m 2021 m 2022 m 2023

LOANS and Deposit
RECEIVABLES LIABILITIES

419,152

251,263
182,277
16,475
9,826 8778

112019 w2020 m 2021 W 2022 W 2023 - 2019

Gross
INCOME

94,432

47,408

2746 4,269
]
22019 w2020 m 2021 m 2022

348,160

u 2020 m 2021 W 2022 m 2023

236,033

289,779
24,309

115,810

m 2023



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. 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

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 opted 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 GOVERNANCE STRUCTURE AND RISK MANAGEMENT PROCESS

The Bank’s Credit Scoring System runs from 1 to 7 (1 lower risk and 7 for highest risk). The loan
applicants with a rating 6-7 will be declined unless level of comfort in terms of debt repayment
capability on cash flow is proven acceptable. The loan applicants with a rating 1 to 5 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.

| Net Monthly Income (In Php) Maximum DBR Allowed
25,000 - 29,999 25%
30,000 — 39,999 30%
40,000 — 49,999 35%
50,000 - 69,000 40%

70,000 — 99,999 45%




100,000 — 149,000 50%

150,000 — 199,999 55%
200,000 — 299,999 60%
300,000 — 399,999 65%
400,000 — 599,999 70%

600,000 — above 75%

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 of P10,000,000
Credit Committee P1,000,001 - P10,000,000
President P600,001 - P1,000,000
Division Head P150,001 - P600,000
Loan Center Team Lead P150,000 and below

Money Laundering and Terrorist Financing Prevention Program (MTPP)

Welcome Bank adopts a comprehensive and risk-
based Money Laundering and Terrorist Financing
Prevention Program (MTPP) geared towards the
promotion of high 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

-~ B integrity of the banking system, to protect the Bank
from becommg 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 always be 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. It is 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 transactions shall be reported to Anti Money
Laundering Commission (AMLC) within 5 working days as required by the law. Before entering into a
business relationship, clients undergo verification process by checking their name against the watchlist
database [free (OFSI OFAC, UNSC, AMLC, etc.) or subscription-based free (World Check, etc.)] and any
new list which the AMLC may issue from time to time. WBI provides trainings, at least once a year for
internal training and every two (2) years of role-based training program aimed to provide efficient,
adequate, and continuous education program for the Bank to be aware of the obligations and
responsibilities in preventing ML/TF/PF.



Corporate
GOVERNANCE

| 34t

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 of directors, 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 13 February 2023 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 WorldwidePte.Ltd.
while the remaining 2 directors nominated by 40% stakeholder, Flowtiger Ventures, Inc.

Selection Process for the Board and Senior Management

Given that the Bank is a joint-venture between two investors —Welcome Capital Worldwide, PTE. LTD.
and Flowtiger Ventures, Inc. the two major shareholders will be the parties that recommend Board
members and senior management. Upon recommendation by the two parties, the Compliance Office
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 Office will advise the
recommending party of the unfit point of the candidate and ask for recommendation of the
replacement.

Qualifications of a Director

v" Must be fit and proper for the position of a director of the Bank. The following matters must be
considered: integrity or probity; physical and mental fitness; relevant education, financial,
literacy, training; possession of competencies relevant to the job, such as knowledge and
experience, skills, diligence and independence of mind; and sufficiency of time to fully carry out
responsibilities; and concurrent positions in the same BSFI and interlocking positions in other
entities that may pose conflict of interest.

v" He shall submit to the BSP the required certifications and other documentary proof of his
qualifications within twenty (20) banking days from the date of election.

v" The members of the Board shall possess the foregoing qualifications for directors in addition to
those required or prescribed under R.A. No. 8791 and other existing applicable laws and
regulations

v" Must have attended a seminar on corporate governance for Board of Directors. A director shall
submit to the BSP a certification of compliance with the BSP-prescribed syllabus on corporate
governance for first time directors and documentary proof of such compliance.



Member of the
BOARD OF DIRECTORS

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.

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 with a Bachelor degree in Economics &
Business Administration in February 1985 and obtained a
master degree on Business Administration 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.




KYOCHAN AN

Director

He is a graduate of Bachelor degree in Conservation Cultural
Property from Yong-In University in 2004. From years 2007-2021,
he had worked for Welcome Financial Group and rose from the
ranks from an Associate to Branch Manager, Loan Center Manager,
Call Center Manager, General Manager to 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
prior to his election and appointment as Director on September
30, 2021.

JOB ADRIAN MESINA AMBROSIO

Director

From June 2006 to May 2014, he served for PJS Law Firm as
a partner. He is the President and Managing Director of
Flowtiger Ventures, Inc. since October 2013. He graduated
from Ateneo de Manila University on Economics in 1994. He
obtained his Master’s degree from the Ateneo de Manila
College of Law in 1998.

EDWARD SEMBRANO RELUCIO

Independent Director

He was admitted to the Philippine Bar in 2001. Assumed various
positions at PJS Law Firm and Department of Transportation as
Legal Officer and Consultant where he gained his working
expertise in the field of law. He graduated in 1996 from the
Ateneo de Manila University where he earned his Bachelor
Degree in Psychology and obtained a Master’s Degree from the
Ateneo de Manila Law School in 2000.




2023 Attendance of the
MEMBERS OF THE BOARD




Board-level and
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 and
Compliance Committee
(ACC)

The Audit and 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
and Compliance Committee will be reported
to the Board quarterly. The management is
responsible for implementing action items
recommended by the Audit and Compliance Committee to better manage and control corporate
governance and to improve overall financial performance of the Bank. The Audit and Compliance
Committee is composed of three (3) members.

Executive Committee
(EXCOM)

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 two (2) Division Heads who are at the helm of the Bank’s operation composed the
Executive Committee.




Management
Committee (MANCOM)

Credit Committee (CRECOM)

The main responsibility 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 three
(3) members.

The main functions of the Management Committee are to initiate, design, review, update all bank
systems and operating procedures including all operating manuals for approval of ExCom and
confirmation of the Board. Also, 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 and team. Management Committee is composed of the different
managers and team leads that ensure all Bank’s action and efforts remain coordinated and customer-
focused. The ManCom 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.



KEY OFFICERS

SUK SUB SHIM
President
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JINCHUL KANG JULIET ESPERANZA ATTY. RIA CAMILLE MARILOU TUBORO
Treasurer Internal Audit and concurrent SANCHEZ Assistant
Chief Compliance Officer Corporate Secretary Corporate Secretary

DEPARTMENT HEADS

CHERRY ALCANTARA ERMINDA LOZANO JULIET R. ESPERANZA
Human Resources and Finance and Accounting Internal Audit and Compliance
Development Department Department Department



TEAM LEADS

APRIL MAY JOI CORPUS
Loan Center

FRANZ JAVIER
Information and Communication
Technology Team
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EUNICE GRACE LORENZO KIRBY DABALOS
Wow Center Sales and Marketing Team

= \

RICHELLE ROYO RHENALYN MONTOYA
Administration Team Happy Call Team

. \
|
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EDWARD MARIN
Monitoring Team



Branch Managers & Branch-lite Unit Heads

Katherine Magsanay Liza Montilla Thezzie Mae Arro Sarah Jane Pineda
Head Office Branch Alabang Branch Davao Branch-lite Unit San Fernando Branch-lite Unit

Brenda Oximina Joel Golloso Dennis Omolon Denesa Mabayag
Quezon City Branch-lite Unit Sta. Rosa Branch-lite Unit CDO Branch-lite Unit Cebu Branch-lite Unit



PERFORMANCE ASSESSMENT PROGRAM

To assess the performance of the management,
the Bank 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. (1) Volume of the
loan disbursed for the year; (2) Delinquency rate
(overdue 10 or more days) of the loan portfolio;
(3) Deposit Outstanding — average of each
month-end for the year; (4) 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 directors by
Shareholders have already attended the
Corporate Governance Orientation
| Program and AMLA Seminar as required by
BSP prior to confirmation.

RETIREMENT AND SUCCESSION PLANNING

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 the 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 shareholder’s
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 the retirement age. 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 approve 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 in the same bank but can be re-elected to serve as
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 and
operational performance assessment for
the previous vyear 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, 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
meeting of the Board and its Committees. They have no other compensation or arrangement with the
Bank.

Senior Manager or Team Leader Positions: The remuneration of senior manager level position 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 the senior manager based on the said streamline and President/CEO will approve for the
compensation that is recommended by HR Manager.

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
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; conduced on arm’s length basis and that no
stakeholder is unduly disadvantaged. Identification of RPTs is the responsibility of the business unit
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 approval and endorsement of the CreCom/ExCom. 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
Department of the Bank,
composed of minimum 3
personnel including the Team
Head. The Audit Team s
responsible for setting up annual
audit plan and or 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 Office is headed by the appointed and BSP-confirmed Chief Compliance Officer
on concurrent capacity. 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.

Welcome Bank’s Internal Audit Head (IAH) and concurrent Chief Compliance Officer (CCO) assumed
both the audit and compliance functions of the Bank carrying out the board-approved audit and
compliance plan.

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 the annual shareholders’ meeting.




SUSTAINABLE FINANCE FRAMEWORK
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1 RESPONSIBLE
CONSUMPTION
AND PRODUCTION

Welcome Bank commitment to
sustainability is fostered at the Board
level. The backbone of the bank’s
commitment to sustainability is the 17
United Nations Sustainable Development
Goals (SDGs).

The corporate sustainability starts with
our value system and a principles-based
approach to doing business. This means
operating in ways that, at a minimum,
meet fundamental responsibilities in the
areas of human rights, labor, environment
and anti-corruption. As a responsible
business, we enact the same values and
principles wherever they have a presence,

and know that good practices in one area do not offset harm in another. By incorporating the Ten
Principles of the UN Global Compact into strategies, policies and procedures, and establishing a culture
of integrity, we are not only upholding the basic responsibilities to people and planet, but also setting
the stage for long-term success. Welcome Bank’s commitment to sustainability is fostered at the board
level and transcends to the senior management and employees.

ENVIRONMENTAL AND SOCIAL RISK MANAGEMENT

Welcome Bank integrates sustainability considerations
and objectives into its business strategy and actively
manages social and environmental risks associated
with its business engagements. In doing so, the bank
mitigates risks; it also contributes to positive change
by supporting clients that seek continuous
improvement in environmental and social practices.

The Bank’s Environmental and Social Risk (ESR)
Framework applies to all its businesses and products.
The Framework has been developed to promote
informed decision-making that is consistent with these
principles and with the commitment in providing
responsible financial services. The Bank will work with

clients to promote environmental and social improvements and aims to avoid entering into business
engagements that do not comply with the ESR Framework. The Bank recognizes that climate change and
environmental hazards could pose significant risks to the safety and soundness of individual financial

institutions and the entire financial system.



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.

COLLECT
post-consumer plastics
COMPENSATE
plastic footprint

EDUCATE
the plastic crisis to communities

TRANSFORM

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
— ‘ = - “‘»a 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.

plastics into better products

AFFILIATION

The Bank is a member in good standing of the Rural Banker’s

Association of the Philippines (RBAP) and Federation of Metro
Manila Rural Banks (FMMRB). Also, a registered submitting
entity 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 through their

website upon authorization. RBAP

ral Bankers Association of the Philippines

MANAGEMENT INFORMATION SYSTEM (MIS)

w Welcome !Banlf WGBS

CUSTOMER LOAN DEPOSIT ACCOUNTING HQ PRODUCT REPORT COMMON 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
through WGBS System which is the combination system
made from WBIS (Loan System) and Express-O (Core
e e Banking System). This warrant that accurate information
reaches the Board and Stakeholders in a timely manner.

Login to WGBS

a Enter your user ID

@  Enter your password




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.

COMPLIANCE POLICIES

o L [

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.

FINANCIAL CONSUMER PROTECTION AND DATA PRIVACY

The Board of Directors of the Bank approved for
adoption the Financial Consumer Protection Manual
(revised as per BSP Circular 1160) 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 policies that ensure protection of the
rights of the subject from undue disclosure of
personal data without consent.




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.

= Disclosure and Transparency - The Bank provide financial consumers with all material details of
an instrument or service before a transaction is consummated.

= 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.

= Protection of client information — In accordance with the Data Privacy Act of 2012 (RA No.
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.

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

= Effective recourse complaint is 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.



Organizational Structure




Stockholders and
STOCKHOLDINGS

| NAME NATIONALITY PERCENT (%) OF HOLDINGS
Welcome Capital Worldwide Pte. Ltd. Korean 60.0%
Flowtiger Ventures, Inc. Filipino 40.0%
Saeyoung Chang Korean 0.0%
Suk Sub Shim Korean 0.0%
Kyochan An Korean 0.0%
Job Adrian M. Ambrosio Filipino 0.0%
Edward S. Relucio Filipino 0.0%

Related Party
STRUCTURE

WELCOME BANK
(RURAL BANK), INC.

)




PRODUCTS
& SERVICES

DEPOSIT PRODUCTS

Minimum Initial Interest Earning Interest Rate
Deposit Balance
Welcome Savings - - 1.50% - 2.00%
Welcome Checking — Personal 2,000 5,000 .50%
Welcome Checking — Corporate 5,000 25,000 .50%
Welcome Time Deposit
Short Term
Amount (in Php) 30 days 90 days 180 days 181-364
days
999,999 4.25% 4.50% 4.75% 4.75%
1,000,000 — 4,999,999 4.25% 4.75% 5.00% 5.00%
5,000,000 — 9,999,999 4.50% 5.00% 5.25% 5.25%
10,000,000 and above 4.50% 5.00% 5.25% 5.25%
Long Term
Amount (in Php) 1Year 2 Years 3 Years 4 Years
1-999,999 5.00% 5.25% 5.25% 5.25%
1,000,000 - 4,999,999 5.25% 5.50% 5.50% 5.50%
5,000,000 - 9,999,999 5.50% 5.75% 5.75% 5.75%
10,000,000 and above 5.75% 6.00% 6.00% 6.00%

Welcome Premium Time Deposit

Term: 5 years — Tax Free

Amount (in Php) 5 years and 1 day
1-999,999 5.50%
1,000,000 — 4,999,999 5.75%
5,000,000 — 9,999,999 6.00%
10,000,000 and above 6.75%

Safety Deposit Box

The Bank also offers safety deposit boxes in Alabang Branch for lease to valued customers at very
affordable prices.




LOAN PRODUCTS

Loan Amount

Term

Interest Rate

UNSECURED LOANS

Personal Loan

P50,000 - P1,000,000

12-36 months

1.39% - 1.89%

Personal Happy Loan

P50,000 - P1,000,000

12-24 months

2.50%

Premier Personal Loan

P50,000 - P10,000,000
(renewal)

12-36 months

1.25% - 2%

Salary Loan

P50,000 - P500,000

12-36 months

3%

Business Loan

P50,000 - P1,000,000

12-36 months

2.25% - 3%

Premier Business Loan

Up to P3,000,000
(Renewal)

12-36 months

2.25% - 3%

SECURED LOANS

Auto Finance Loan

P100,000 - P1,000,000

12-36 months

1.59% - 2.35%

Auto Loan

P100,000 - P1,000,000

12-48 months

1.00% - 1.50%

Condo Mortgage Loan

P1,000,000 —
P20,000,000

3 vyears (Interest only -
Mortgage renewable every
3 years)

1.25%




BRANCHES &
Branch-Lite Units

Head Office Branch

e Unit 102-B, The Taipan Place Bldg.,
F. Ortigas Jr. Road corner, Ortigas
Center, Brgy. San Antonio, Pasig
City, 1605, Philippines i g

e (02) 8282 8585 4

e (0917-701-9601

e banking@welcomebank.com.ph

o e

Alabang Branch

o G/F Westgate Tower, 1708
Investment Drive, Madrigal Business
Park, Muntinlupa City

e (02) 8282 8585

e 0917-701-9260

e banking@welcomebank.com.ph



mailto:banking@welcomebank.com.ph
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Quezon City Branch-lite Unit

e Unit No. 14, Banawe Fortune Center
Building, along Quezon Avenue corner
Banawe Avenue, Quezon City, 1100

e (632)8562 5842

e sales@welcomebank.com.ph

Welcome Bank
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San Fernando Branch-lite Unit

° 2nd Floor, F.F. Paras Building, Jose Abad
Santos Avenue, Corner Mc Arthur
Highway, Dolores, City of San Fernando,
Pampanga, 2000

. (045) 402 1925

. sales@welcomebank.com.ph
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Sta. Rosa Branch-lite Unit o o Macatiog B ienooe
Balibago Complclv
e Unit B-18, 2nd Floor, Banawe De Sta. / ' 0% eacldnoo
Rosa, F. Reyes Street, Brgy. Balibago, = ’jﬁ}iﬁ‘,‘ﬁ?j.,?',‘?.i: ZRALC
Sta. Rosa City, Laguna, 4026 :
e (049)5362751
o sales@welcomebank.com.ph
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Davao Branch-lite Unit

e 33, Ground Floor, Jeva Building,
Quirino Avenue, Davao City, 8000

e (082) 233 9045 (082) 300 0416

e sales@welcomebank.com.ph

CDO Branch-lite Unit

e Pelaez Commercial Arcade 3, Tirso Neri -
Velez Streets, Cagayan De Oro City, 9000

o (088) 856 5051

e sales@welcomebank.com.ph
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Audited
FINANCIAL STATEMENTS

Financial Statements

WELCOME BANK (RURAL BANK), INC.
(Formerly Smart Bank (Rural Bank), Inc.)

December 31, 2023 and 2022
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REPORT OF INDEPENDENT AUDITORS

The Board of Directors and Stockholders Unit 1701-1703 The Taipan Place Bldg.
Welcome Bank (Rural Bank), Inc. F. Ortigas Jr. Road corner Ortigas Center
(Formerly Smart Bank (Rural Bank), Inc.) Brgy. San Antonio, Pasig City

Report on the Audit of the Financial Statements
Opinion

We have audited the financial statements of Welcome Bank (Rural Bank), Inc. (Formerly Smart
Bank (Rural Bank), Inc.), (the Bank) which comprise the statements of financial position as at
December 31, 2023 and 2022, and the statements of comprehensive income, statements of
changes in equity and statements of cash flows for the years then ended, and notes to the
financial statements, including a summary of material accounting policy information.

In our opinion, the financial statements present fairly, in all material
position of the Bank as at December 31, 2023 and 2022, and its financi
cash flows for the years then ended in accordance with Philippi
Standards (PFRS).

Basis for Opinion

We conducted our audits in accordance with Philippine Standards on Audits g{FSAl Our
responsibilities under those standards are further described in the Auditors’ Responsibilities for th
Audit of the Financial Statements section of our report. We are independent of the Bank in
accordance with the Code of Ethics for Professional 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 Ethics. 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 misstatement,
whether due to fraud or error.

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



2 AR

Suite 1808 - 1807 Cityland Condominium 10 Tower 2

HLV. Dela Coata St., Makati Clty, 1227 Philippines
EARIOALRS T +63 2 8541 0462  +63 2 8550 0087

q C Aquino, Mata, Calica & Associates
( M Certified Public Accounfants

Those charged with governance are responsible for overseeing the Bank’s financial reporting
process.

Auditors’ Responsibilities for the Audit of the Financial Statements

Our objectives are to obtain reasonable assurance about whether the financial statements as a
whole are free from material misstatement, whether due to fraud or error, and to issue an
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 gtatements.

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

¢ Identify and assess the risks of material misstatement of the finan
due to fraud or error, design and perform audit procedures resp . s}
obtain audit evidence that is sufficient and appropriate to provide a basi fof'out opnmon/
The risk of not detecting a material misstatement resulting from fraud is higher than fér one
resulting from error, as fraud may involve collusion, forgery, intentional o
misrepresentations, or the override of internal control.

e 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.

e 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.

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

We communicate with those charged with governance regarding, among other matters, the
planned scope and timing of the audit and significant audit findings, including any significant
deficiencies in internal control that we identify during our audit.
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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 for the year ended
December 31, 2023 required under Bangko Sentral ng Pilipinas (BSP) Circular No. 1074 in Note
30 and the Bureau of Internal Revenue (BIR) as disclosed in Note 31 of 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 to the financial statements taken as a whole.

AMC & ASSOCIATES

QL O. Tug Kk

By:  Ariel D. Gonzales L
Partner Qf::bn\ o
CPA Cert. No. 89570 &g
TIN 169-688-077-000 g, -
PTR No. 10075912, Jan. 3, 2024, Makatj(@Gi
BIR Accreditation No. 08-0035
(issued on Dec. 20, 2021 valjd
SEC Accreditation No. 89570
(valid to audit 2021 to 2025 financi
IC Accreditation No. 89570-IC (Group A)
(valid to audit 2020 to 2024 financial statements)
BSP Accreditation No. 89570-BSP (Group B)
(valid to audit 2021 to 2025 financial statements)
March 26, 2024

FIRM ACCREDITATION

Aquino, Mata, Calica & Associates

BOA Accreditation No. 4275 - valid from June 29, 2023 to June 28, 2026
BIR Accreditation No, 08-002582-000-2023 - issued on October 12, 2023 valid until October 11, 2026
SEC Accreditation No, 4275-SEC (Group A) - valid to audit 2023 to 2027 financial statements

1C Accreditation No. 4273-1C (Group A) - valid to audit 2020 to 2024 financial statements

BSP Accreditation No. 4275-BSP (Group B) - valid to sudit 2021 to 2025 financial statements

CDA CEA No. 075-AF - valid from June 2, 2021 to Junc 1, 2024



Aquino, Mata, Calica & Associates
Certified Public Accowntants
Suite 1805 - 1807 Cityland Condominium 10 Tower 2

& ASSOCIATES HLV. Dela Costa St, Makati City, 1227 Philippines
T +63 28341 0462 » +63 2 8893 0267

SUPPLEMENTAL STATEMENT OF INDEPENDENT AUDITORS

The Board of Directors and Stockholders
Welcome Bank (Rural Bank), Inc.
(Formerly Smart Bank (Rural Bank), Inc.)
Unit 1701-1703 The Taipan Place Building
F. Ortigas Jr. Road corner Ortigas Center
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, 2023, on which we have rendered the
attached report dated March 26, 2024.

In compliance with Revised Securities Regulation Code Rule 68, we are stating that the Bank has
two stockholders owning 100 or more shares each of the Bank’s capital stocks, as disclosed in
Note 21 of the financial statements.

AMC & ASSOCIATES

Q.. G

By:  Ariel D. Gonzales
Partner
CPA Cert. No. 89570
TIN 169-688-077-000
PTR No. 10075912, Jan. 3, 2024, Makati City
BIR Accreditation No. 08-003584-1-2021
(issued on Dec. 20, 2021 valid until Dec. 19, 2024)
SEC Accreditation No. 89570 (Group A)
(valid to audit 2021 to 2025 financial statements)
IC Accreditation No. 89570-IC (Group A)
(valid to audit 2020 to 2024 financial statements)
BSP Accreditation No. 89570-BSP (Group B)
(valid to audit 2021 to 2025 financial statements)

March 26, 2024

FIRM ACCREDITATION

Aquino, Mata, Calica & Associates

BOA Accreditation No. 4275 - valid from June 29, 2023 to June 28, 2026

BIR Accreditation No, 08-002582-000-2023 ~ issucd on October 12, 2023 valid until October 11, 20126
SEC Accreditation No, 4275-SEC (Group A) - valid to audit 2023 to 2027 financial statements

1C Accreditation No, 4275-IC (Group A) - valid to audit 2020 to 2024 financial statements

BSP Accreditation No. 4275-BSP (Group B) - valid to audit 2021 to 2025 financial statements

CDA CEA No. 075-AF - valid from June 2, 2021 to June 1, 2024



WELCOME BANK (RURAL BANK), INC.

AU AR

(FORMERLY SMART BANK (RURAL BANK), INC.)
STATEMENTS OF FINANCIAL POSITION

DECEMEBER 31, 2023 AND 2022
(Amounts in Philippine Peso)

2023 2022
ASSETS
Cash (Note 4) r 1,053,480 P 1,545,908
Due from Bangko Sentral ng Pilipinas (Note 5) 6,704,153 5,863,010
Due from other banks (Note 6) 262,026,044 162,945,208
Loans and other receivables (Mote 7) 419,152,060 251,262,503
Financial assets at amortized cost (Note 8) 584,639 765,272
Bank premises, furniture, fixtures and
equipment (Note 9) 18,976,430 24,399,301
Investment property (Note 10) 2,653,959 3377766
Right-of-use assets (Nate 11} 1,960,681 2,737,204
. 9,249,151 10,210,242
18,931,491 16,428,777
6,193,365 4,913,612
P 747485453 P 485,448 803
LIABILITIES
Deposit liabilities (Note 13) P 348,160,336 P 236,033,135
Bills payable (Note 16) 247,000,000 100,000,000
Income tax payable 365,872 -
Lease liabilities (Note 11) 2,658,558 3,377 879
Retirement benefit obligation (Nofe 18) 1,343,210 1,061,778
Accrued interest and other liabilities (Note 17) 20,567,072 15,637,587
Total Liabilities 620,055,058 356,110,379
EQUITY
Capital stock (Nete 21) 174,939,894 100,000,000
Dreposits for stock subscription (Nate 21) - 74,939,594
Other comprehensive loss (Note 21) { 635,284 ( 635,284 )
Deficit { 46,914,215 ) ( 44,966,186 )
Total Equity 127,390,395 129,338,424
TOTAL LIABILITIES AND EQUITY r 747,485,453 P 485,448,803

See Notes to Financial Statements,




WELCOME BANEK (RURAL BANK), INC.

(FORMERLY SMART BANK (RURAL BANK), INC.)
STATEMENTS OF COMPREHENSIVE INCOME

(AR ERNRR

FOR THE YEARS ENDED DECEMBER 31, 2023 AND 2022

(Aniouats in Philippine Pesa)

INTEREST INCOME
Loans and other receivables (Mot 7)
Bank deposits (Mot 6)
Finoneial assets at amortized cost (Wale 8)

INTEREST EXPEMNSE
Deposit liabilities (Nofe 15)
Bills payable (Nolke 16)

NET INTEREST INCOME

PROVISION FOR CREDIT [~ "
AND IMPAIRMENT LO Werag | ELTT

NET INTEREST INCOME A

AND IMPAIRMENT LOSPES APR oo 2024
OTHER INCOME T
Services charges and fees [Mppe 7, on ® I'U:-T
wf, § - 3

Rentals (Nate 23)
Others (Mote 19)

OTHER EXPENSES
Compensation and fringe benefits (Mote 18)
Depreciation and amortization (Notes 9, 16, 17 md 12)
Taxes and licenses (Motz 31)
Other administrative expenses (Mot 19)

LOSS BEFORE TAX
TAX BENEFIT (Note 20)
NET LOSS

OTHER COMPREHENSIVE INCOME
Item that will not be reclassified
subsequently to profit or loss
Remeasurements of post-employiment
defined benefit plan (Note 18)
Tax effect (Mot 20)

TOTAL COMPREHENSIVE LOSS

See Notes to Financial Statements,

2023 2022

P 114,404,309 P 87,902,031
2,162,533 418,278

8,707 35318

116,575,548 B8,755,627
14,689,429 11,266,235

7,049,383 3,781,431

21,938,812 15,047 666
94,636,737 73,707,961

10,065,118 9,997,709

54,571,619 63,710,252

14,076,534 7,922,965

- 2,586,457

7,096,464 10,375,463

21,172,998 20,884,885

37,658,038 29,054,653

10,579,389 12,161,347

12,972,372 7,701,678

47,414,538 44,108,777
108,624,337 93,026,455

i 2,879,720 { 8,431,318
: 931,691 ) | 1,969,299 )
( 1,948,029 ) ( 6,462,015 )
- 847,046
4 { 11,762 }

- 635,284

(P 1,948,029} { P 7,097,303 )




WELCOME BANE [RURAL BANK) INC,
(FORMERLY SMART RANK (RURAL DANEL INC)
STATEMENTS OF CHANGES 1N BQUITY
FOR THE YEARS ENDED DECEMDER 31, 2023 ANT 2022
(Amswats in Plidlippine Peso}

Capilal Depogil fue Sk Oibser Comprehensive
Srock Subscription Loss
(hare 21) Mare 21) Mt 21) Dieficit Tetal
Dakance ol |anusry 1, 2023
A3 previous|y reponied F 10000000 P TAMGEH P - [P anEm ARy M 1ETEAN
P lrssification va other comprelvesiv ks - - i 63526 ) 535,284 =
As restabed 100,000,000 FamemM | GIBIBA) ¢ 44,950,185 ) [FoEE R
Issuarce of shares MEEEM [ THITRAM ) - - b
Tolal comnprehensive lass for the yoar - - - [ 148,091 | 1548029 ]
Balance ol Devernber 31, 2023 P IMAFEM P 0] [P 53I5384) [ I 45914715) I 17, 93
Balance at January 1, 2022 P WO0N000 P - P - iP ILEMIET) P 1,455,830
Reclassilicatian [rom liabiliny - 4,500 A5 - - 74,938,859
Total compeehinsive loss for he year - - - ] 708708 | 7007303 )
Halinew at December 31, 2032 F o000 P ToTmEE P - [ F A5EMATD) B ke U]

Sor Mores b0 Fimsncial Silowmdiirs,



WELCOME BANK (RURAL BANK], INC.

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

FOR THE YEARS ENDED DECEMBER 31, 2023 AND 2022

STATEMENTS OF CASH FLOWS

(Anromrts fin Plilippiiee Peso)

CAEH FLOWS FROM OPERATING ACTIVITIES

Loss before tax

Adjustments for:
Interest expenge (Noted 15 aind 16)
Depreciation and amortization {Motes 5, 10,

17 mmad 72)

Provigion for credit and impairment osses (Nofe 14)

Retirenent axpanse (Note 18}

Accretion of interest on lease liabilities {Moks 11)

Interest frcome (Nakus 6, 7 and 8)

Operating loss before working capital changes

Increase in loans and other receivables

Diacrease (increase) in other assats

Increase (decrease) in deposit liabilities

Increase in accrued interest and other Liabili
Cash used in eperations

ties

Interest received on loans and other receivables

Interest received on bank deposits {Nolv &)
Interest paid en deposit liabilities
Cash paid for income taxes (Mol 20)

MNet Casly Used in Operating Activities

CASH FLOWS FROM INVESTING ACTIVITIES
Proceeds from financial azsets at amortized cost

Interest received on financial assets at amortized cost

Additions to intangible assets {Note 12)
Acquisitions of bank premises, fumniture,
fixtures and equipment (Not: 3)

Met Cosh Used in Investing Activities

CASH FLOWS FROM FINANCING ACTIVITIES

Proceeds from bills payable (Noke 16)
Repayments of lease liabilities (Mon 11)
Interest paid on bills payable

Net Cash From (Used in) Financing Activities

NET INCREASE (DECREASE) IN
CASH AND CASH EQUIVALENTS

CASH AND CASH EQUIVALENTS AT BEGINNING OF YEAR

Cash (Mot 4)
Due from Bangke Sentral ng Pilipinas (Woke 5)
TDue from other banks (Mate &)

CASH AND CASH EQUIVALENTS AT END OF
Cash (MNote 4)
Due from Bangko Sentral ng Pilipinas (Note 5]
Due from other barks (Note 6)

YEAR

Sec Notes to Financinl Statements.

A IR

2023 A2
i ZET9.7200) ( 8A431,318)
21,938,512 15,047,666
10,579,369 12,161,347
10,065,118 9,997,709
261,432 14,732
145,794 161,224
{ 116,575,549 ) ( BB, 755,627 )
{ 76,444,724 ) ( 59,604,267
{ 174,478,297 ) { 80,819,021 )
{ 1,279,753 ) 1,548,856
12127211 ( 53,746,196 )
1,674,291 4,596,895
[ 138,400,272 ) ( 188,013,723 )
110,904,770 85,128,188
2,162,533 18,002
{ 11,634,235 ) ( 10,783,242 )
{ 1,206,151 ) ( 170,719 )
[ 38,173,355 ) ( 112,030,604 }
160,633 204,670
31,868 25493
{ 608,302 ) { 1,555,373 )
( 1,351,800 ) ( 6,798,486 )
[ 1,747,602 ) ( 6,123,696 )
147,000,000 =
( 1,600,109 ) ( 2,768,381 }
{ 7,049,383 ) ( 4,574,954
138,350,508 | 7.343,335 )
98,429,551 | 127,497,635 )
1,545,908 632,013
6,863,000 5,980,649
162,945,208 292,239, 09%
171,354,126 298,851,761
1,053,480 1,545,908
6,704,153 6,863,010
262,026,044 162,945,208
269,783,677 171.354,136

l
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WELCOME BANK (RURAL BANK), INC.
(FORMERLY SMART BANK (RURAL BANK), INC.)
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2023 AND 2022
(Amounts in Philippine Peso)

GENERAL INFORMATION

Corporate Information

Welcome Bank (Rural Bank), Inc, (Formerly Smart Bank (Rural Bank), Inc.) (the Bank) was
registered with the Securities and Exchange Commission (SEC) on May 26, 1999 with
Registration Number A199906565. The Bank purpose is to carry on and engage in the
business of extending credit to small farmers and businessmen and to deserving small and
medium scale industries or enterprises; to provide financial products and services through
digital platform or electronic channels, specifically providing electronic payment and
financial services; to have and exercise all authority 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 Republic Act No. 7353 (Rural Banks Act of 1992) as it exists
or may be amended; to provide the corporation's subsidiary or affiliate with services such
as sales and marketing support, customer acquisition acts, credit assessment and review,
internal audit, compliance-related acts, and performing other business processes for said
Subsidiar)' or affiliate, to the extent that relevant governing laws and regulations of the
Bangko Sentral allow to do 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 Bangko Sentral ng Pilipinas.

In 2020, the Bank transferred its head office and main office branch to Unit G02 I Square
Building, 15 Meralco Ave.,, 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 2022, the Bank moved its head and main office branch to Units 1701 - 1703 and
Unit 102-B The Taipan Flace Building, F. Ortigas |r. Road corner Ortigas Center, Barangay
San Antonio, Pasig City. The approval was also included in the Bank's Amendment in
Articles of Incorporation and By-Laws discussed in the succeeding paragraph.

In a regular meeting held on June 18, 2021, the Bank’s Board of Directors approved the
amendment of primary purpose of the Bank to carry on and engage in the business of
extending credit to small farmers and businessmen and to deserving small and medium
scale industries or enterprises; to provide financial products and services through digital
platform or electronic charnels specifically providing electronic payment and financial
services; to have and exercise all authority 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 Republic Act No. 7353 (Rural Banks Act of 1992) as it exists or may
be amended; to provide the corporation’s subsidiary or affiliate with services such as sales
and marketing support, customer acquisition acts, credit assessment and review, internal
audit, compliance-related acts, and performing other business processes for said subsidiary
or affiliate, to the extent that relevant governing laws and regulations of the Bangko Sentral
allow to do; 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 Bangko Sentral ng Pilipinas (BSP). The said amendment was approved by BSP
and SEC on August 23, 2022, and February 13, 2023, respectively.
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On March 21, 2023, the BSP approved the application for authority to establish six new
Branch lite units (BLUs) in the following locations:

Location Branch Affiliation
1. Quezon City Head Office Branch
2. 5ta. Rosa Laguna Head Office Branch
3. San Fernando, Fampanga Head Office Branch
4. Cebu City Head Office Branch
5. Davao City Head Office Branch
6. Cagayan de Oro City Head Office Branch

Approval of Financial Statements

The financial statements of the Bank as at and for the year ended December 31, 2023
(including the comparative financial statements as at and for the year ended

December 31, 2022) were authorized for issue by the Bank's Board of Directors (BOD) on
March 26, 2024,

MATERIAL ACCOUNTING POLICY INFORMATION

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

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

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

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

b. Presentation of Financial Statements

The financial statements are presented in accordance with Philippine Accounting
Standard (PAS) 1, Presentation of Financial Statements. The Bank presents all items of
income and expense in a single statement of comprehensive income.
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The Bank presents the third statement of financial position as at the beginning of the
preceding period when it applies an accounting policy retrospectively or makes a
retrospective restatement or reclassification of items that has a material effect on the
information in the statement of financial position at the beginning of the preceding

period. The related notes to the third statement of financial position are not required to
be disclosed.

Functional and Preseniation Currency

These financial statements are presented in Philippine pesos, the Bank’s functional and

presentation currency, and all values represent absclute amounts except when
otherwise indicated.

Items included in the financial statements of the Bank are measured using its functional

currency. Functional currency is the currency of the primary economic environment in
which the Bank operates.

Adoption of New and Amended PFRS

a. Lffective in 2023 that are Relevant to the Bank

The Bank adopted for the first time the following amendments to FFRS, which are
mandatorily effective for annual periods beginning on or after January 1, 2023:

FAS1 (Amendments) : Classification of Liabilities as Current
or Non-current

PAS1 and PFRS Practice
Statement 2 (Amendments): Presentation of Financial Statements -
Disclosure of Accounting Policies

FPAS 8 (Amendments) :  Definition of Accounting Estimates

PAS512 (Amendments) : Deferred Tax Related to Assets and
Liabilities from a Single Transaction

Discussed below are the relevant information about these pronouncements:

i PAS 1 (Amendments), Presentation of Financial Statemsents - Clossification of
Liabilities as Current or Nen-current. The amendments clarify that the classification
of liabilities as current or non-current should be based on rights that are in
existence at the end of the reporting period and make explicit that only rights in
place at the end of the reporting period should affect the classification of a
liability. Furthermore, this clarifies that the classification is unaffected by
expectations about whether an entity will exercise its right to defer settlement of
a liability. The application of these amendments had no significant impact on the
Bank’s financial statements.
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i, PAS 1 and PFRS Practice Statement 2 (Amendments), Presentation of Financial
Statements - Disclosure of Accounting Policies. The amendments replaced the
requirement for entities to disclose their significant accounting policies with the
requirement to disclose their material accounting policy information. The
amendments also include guidance to help entities apply the definition of
material in making decisions about accounting policy disclosures.

The amendments clarify that accounting pelicy information may be material
because of its nature, even if the related amounts are immaterial, that accounting
policy information is material if users of an entity’s financial statements would
need it to understand other material information in the financial statements and
if an entity discloses immaterial accounting policy information, such information
shall not obscure material accounting policy information. The application of these
amendments is reflected in the Bank's financial statements under Notes 2 and 3.

il PAS 8 (Amendments), Defimtion of Accounting Estimates. The amendments
introduced a new definition of accounting estimate which is a monetary amount
in the financial statements that are subject to measurement uncertainty. It also
clarifies that a change in accounting estimate that results from new information
or new developments is not a correction of an error. In addition, the effects of a
change in input or a measurement technique used to develop an accounting
estimate are changes in accounting estimates if they do not result from the
correction of prior period errors. The application of these amendments had no
significant impact on the Bank's financial statements.

iv. FAS 12 (Amendments), Deferred Tax Related to Assets and Linbilities from a Single
Transaction. The amendments narrow the scope of the initial recognition
exception under FAS 12, so that it no longer applies to transactions that give rise
to equal taxable and deductible temporary differences. The amendments also
clarify that where payments that settle a liability are deductible for tax purposes,
it is a matter of judgement (having considered the applicable tax law) whether
such deductions are attributable for tax purposes to the liability recognized in the
financial statements (and interest expense) or to the related asset component {and
interest expense). Management assessed that the application of such amendments
had no significant impact on the Bank's financial statements.

b. Effective in 2023 that ave not Relevant fo the Bank

Among the amendments to PFRS, which are mandatorily effective for annual periods
beginning on or after January 1, 2023, the amendments to PAS 12, International Tax Reform
- Pillar Two Model Rules, are not relevant to the Bank's financial statements.

L
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¢. Effective Subsequent to 2023 buf not Adopted Early

There are amendments to existing standards effective for annual periods subsequent to
2023, which are adopted by the FRSC. Management will adopt the following relevant
pronouncements in accordance with their transitional provisions; and, unless otherwise
stated, none of these are expected to have a significant impact on the Bank's financial
staterments:

i PAS 7 (Amendments), Casl Flow Statements and PFRS 7 (Amendments), Financial
Instruments: Disclosures - Supplier Finance Arrangentents (effective from January 1,
2024)

i PAS1 (Amendments), Presentation of Financial Statements - Non-current Linbilities with

Covenants (effective from January 1, 2024)

iii. PFR5 16 (Amendments), Leases - Lease Liability in a Sale and Leaseback (effective from
January 1, 2024)

iv. FFR517, Insurance Contracts - Insurance Contracts (effective from January 1, 2025)

V. PFR517 (Amendments), Insurance Contracts - Initial Application of PFRS 17 and PFRS
9 — Compuarative Information (effective from January 1, 2025)

Vi PAS 21 (Amendments), The Effects of Changes in Foreign Exchange Rates - Lack of
Exchangeability (effective from January 1, 2025)

Financial Instrinnents

a. Financial 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 transaction 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,
Financial Instruments: Presentation. All other non-derivative financial instruments are
treated as debt instruments.

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

Classification and Mensurement of Financial Assets
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.

i.  Financial Assets at Amortized Cost

Financial assets are measured at amortized cost if both of the following conditions
are met (and are not designated as FVTPL):
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= the asset is held within the business model whose objective is to hold financial
assets in order to collect contractual cash flows (“hold to collect”); and,
s the contractual terms of the instrument give rise, on specified dates, to cash flows

that are solely payments of principal and interest {“SFPFI”) 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.

Where the business model is to hold assets to collect contractual cash flows, the Bank
assesses whether the financial instruments’ cash flows represent SPPL In making this
assessment, the Bank considers whether the contractual cash flows are consistent
with a basic lending arrangement, i.e., interest includes only consideration for the
time value of money, credit risk, other basic lending risks and a profit margin that is
consistent with a basic lending arrangement. Where the contractual terms infroduce
exposure to risk or volatility that is inconsistent with a basic lending arrangement,
the related financial asset is classified and measured at FVTPL.

The Bank’s financial assets measured at 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,
amounts due from BSP and other banks.

Cash, Due from BSF and Due from other banks includes cash on hand, savings and
demand deposits and short-term, highly liquid investments with original maturities
of three months or less, readily convertible to 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 fixed or determinable
payments that are not quoted in an active market. They arise when the Bank
provides maney, goods or services directly to a debtor with no intention of trading
the receivables. These include financial assets such as direct loans to customers and
sales contract receivable. The difference between the sale and repurchase price is
recognized 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
offective 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
amount of the financial asset at the date of the change in estimate.
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Investments that are primarily composed of government bonds bearing fixed
interest rates and defined maturity dates are also measured at amortized cost.

Interest income is calculated by applying the effective interest rate to the gross
carrying amount of the financial assets except for those that are subsequently
identified as credit impaired. For credit-impaired financial assets at amortized 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 recognized in the profit
or loss of statement of comprehensive income as part of Interest income.

Financial Asseis at Fair Value Through Other Comprehensive Income (FVOCI)

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 sell (“hold to collect and sell”); and,

* the contractual terms of the financial assets give rise to cash flows that are SPFI
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 FYOCI;, 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 FVTPL.

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

Interest income is calculated by applying the effective interest rate to the gross
carrying amount of the financial assets except for those that are subsequently
identified as credit impaired. For credit-impaired 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 earned on holding equity instruments are recognized in profit or loss
when the Bank's right to receive 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 investiment.

As at December 31, 2023 and 2022, the Bank does not have financial assets designated
at FVOCI.

IR SAETM AR
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i, Financial Assets at Fair Value Through Profit or Loss (FVTPL)

Financial assets that are held within a different business medel other than “hold to
collect” or “hold to collect and sell” are categorized at FVTPL. Further, irrespective
of the business model, financial assets whose contractual cash flows are not SPPI are
accounted for at FVTFL. Also, equity securities are classified as financial assets at
FVTPL, unless the Bank designates an equity investrnent that is not held for trading
as at FVOCI at initial recognition.

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 to active
market transactions or using a valuation technique where no active market exists.

Interest earned on these investments is included in the net fair value gains (losses)
on these assets presented as part of Interest income in the statements of
comprehensive income,

As at December 31, 2023 and 2022, the Bank does not have financial assets designated
at FVTPL.

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

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

Impairment of Financial Assets

Expecied Credit Loss Model

PFRS 9's impairment requirements use more forward-looking 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 observable data that comes to the attention of the Bank about certain loss
events, including, among others: the significant financial difficulty of the issuer or
debtor; a breach of contracts, such as a default or delinquency in interest or principal
payments; it is probable that the borrower will enter bankruptcy or other financial
reorganization; the disappearance of an active market for that financial asset because of
financial difficulties; or observable data indicating that there is a measurable decrease in
the estimated future cash flows from a group of financial assets since the initial
recognition of those assets, although the decrease cannot yet be identified with the
individual financial assets in the group.
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The Bank determines whether there has been a significant increase in credit risk for the
financial asset since initial recognition by comparing the risk of a default occurring over
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.

The Bank promptly recognizes and maintains an adequate allowance for credit losses at
all imes. It adopts the principles provided under the Enhanced Standards on Credit Risk
Management in implementing scund and robust credit risk measurement
methodologies that adequately consider ECL. In this respect, the ECL methodology is
not considered as a separate and distinct process but as an important element of the
entire credit risk management process.

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

*  Probability of default - It is an estimate of the likelihood of a counterparty defaulting
at its financial obligation over a given time horizon, either over the next 12 months
or the remaining lifetime of the obligation,

*  Loss given defoult - Tt is an estimate of loss arising in the case where default occurs at
a given time. It is based on the difference between the contractual cash flows of a
financial instrument due from a counterparty and those that the Bank would expect
to receive, including the realization of any collateral or effect of any credit
enhancement.

*  Exposure at default - It 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
significant, and individually or collectively for financial assets that are not individually
significant. If the Bank determines that no objective evidence of impairment exists for an
individually assessed financial asset, whether significant or not, it includes the assetina
group of financial assets with similar credit risk characteristics and collectively assesses
them for impairment. Assets that are individually assessed for impairment and for which
an impairment loss is or continues to be recognized are not included in a collective
assessment of impairment.

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 future 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 receivables.

IR
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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
Stage 1 Credit exposures that are considered Twelve (12)
"performing” and with no significant months

increase in credit risk since initial
recognition or with low credit risk

Stage 2 Credit exposures that are considered Lifetime
"under performing” or not yet
non-performing but with significant
increase in credit risk since initial
recognition or with low credit risk

Stage 3 Credit exposures with objective Lifetime
evidence of impairment, thus,
considered as "non-performing,

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 to 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 FFRS 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 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 MORE;
. expostres with missed payment for more than thirty (30) days; and

* exposures with risk ratings downgraded by at least two (2) grades (e.g., expasure
with a risk rating of "3" on the origination date was downgraded to risk rating of
'5" on the reporting date) for BSFls with below fifteen (15)-risk rating grades, and
three (3} grades for BSEls with {ifteen (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 cobservation 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,

Multiple 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:

L. Exposures to non-retuil 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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il.  Exposures to a retail counterparty. 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 another transaction under Stage 3. However, the Bank
is not precluded from 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

iti. Exposures lo counterparbies belonging to a group of relaled entilies. The Bank with
multiple exposures to counterparties that belong to the same group of related entities
measures ECL at the counterparty level (per entity). The Bank likewise considers the
status of the other counterparties belonging to the same group in determining the
stage under which the exposures shall be classified.

General and 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 on-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 off-
balance-sheet accounts and investments.

The Bark shall treat Stage 1 provisions for loan accounts as General Provision (GP),
while Stages 2 and 3 provisions shall be treated as Specific Provisions (SP).

The Bank applied the following methodologies and guideline for Risk Credit and ECL
estimation:

Time horizon

Stages of credit in measuring
impairment Characteristics ECL
Stage 1 Other than loan receivables as Stage 2 Twelve (12)
or Stage 3 months
(12-month PD
*LGD)
Stage 2 31 to B9 days past due Lifetime
Stage 3 90 or more days past due or Lifetime
restructured loan

When the Bank already determined the probability of default (PD), it uses the Markov
Chain Model using a transiton matrix approach in computing ACL. This is based on
Markov properties and lifetime FD) is estimated by transition matrix multiplication.
Transitions matrix which follows Markov properties are dependent only on the values
of current states, and not on the previous history data up to that point (see Note 14).

When the financial asset is in the losses given default (LGD) stage, the Bank applied the
LDG rate of 45%, which is given by Basel IL.

For forward-looking information, the Bank uses Vasicek model with GDP growth rates
wherein a multi-scenario is applied including the neutral, posilive, and negative.
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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 incoma. 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 calculation of the present value of the estimated future cash flows of a collateralized
financial asset reflects the cash flows that may result from foreclosure less costs for
obtaining and selling the collateral, whether or not foreclosure is probabile.

For the purpose of a collective evaluation of impairment, financial assets are grouped on
the basis of similar credit risk characteristics (i.e., 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 relavant to the
estimation of future cash flows for groups of such assets by being indicative of the
debtors’ ability to pay all amounts due according to the contractual terms of the assets
being evaluated.

Future cash flows in a group of financial assets that are collectively evaluated for
impairment are estimated on the basis of the contractual cash flows of the assets in the
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 to reflect the effects of current conditions that did not affect the period
on which the historical loss experience is based and to remove the effects of conditions
in the historical period that do not exist currently,

Esumates of changes in future cash tlows for groups of assets should reflect and be
directiomally consistent with changes in related observable data from period to period
(for example, changes in unemployment rates, property prices, payment status, or other
factors indicative of changes in the probability of losses in the group and their
magnitiude). The methodology and assumptions used for estimated future cash fows
are reviewed regularly by the Bank to reduce any differences between loss estimates and
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 necessary
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 income,

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

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

For the purpose of a collective evaluation of impairment, financial assets are grouped on
the basis of similar credit risk characteristics (i.e., 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 flows for groups of such assets by being indicative of the
debtors’ ability to pay all ameunts due according to the contractual terms of the assets
being evaluated.

Future cash flows in a group of financial assets that are collectively evaluated for
impairment are estimated on the basis of the contractual cash flows of the assets in the
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 to reflect the effects of current conditions that did not affect the period
on which the historical loss experience is based and to remove the effects of conditions
in the historical period that do not exist currently,

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

If in a subsequent pericd, the amount of the impairment loss decreases and the decrease
can be related objectively to an event ccourring after the impairment was recognized
[such as an improvement in the debtor’s credit rating), the previously recognized
impairment loss is reversed by adjusting the allowance account. The amount of the
reversal is recognized in the statement of comprehensive income,
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When possible, the Bank opted to restructure loans rather than to take possession of the
collateral. This may involve 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 criteria
are met and those future payments are likely to occur. The loans continue to be subject
to an individual or collective impairment assessment, calculated using the loans’
original effective interest rate. The difference between the recorded sale of the original
lvan and the present value of the restructured cash flows, discounted at the original
effective interest rate, 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 corresponding adjustment to their carrying
amount through a loss allowance account, except for debt instruments measured at
FWVOCI, for which the loss allowance is recognized in other comprehensive income and
accumulated in Revaluation reserves account, and does not reduce the carrying amount
of the financial asset in the statement of financial position.

¢ Derecognition of Financial Assets

L. Modification of Loans

When the Bank rensgotiates or otherwise modifies the contractual cash flows of
loans to customers, the Bank assesses whether or not the new terms are substantially
different from the criginal 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 to be able to pay;

= Whether any substantial new terma are introduced that will affect the risk profile
of the loan;

= Significant extension of the loan term when the borrower is not in financial
difficulty;

+ Significant change in the interest rate;

= Change in the currency the loan is denominated in; and/ or,

* 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
recognizes a “new” asset at fair value, and recalculates a new effective interest rate
for the asset. The date of renegotiation is consequently considerad to be the date of
initial recognition for impairment calculation, including for the purpose of
determining whether a significant increase in credit 1isk has occurred. 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
renegotiation was driven by the debtor being unable to make the originally agresd
payments. Differences in the carrying amount are recognized as gain or loss on the
derecognition of financial assets in profit or loss.

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
dlerecognition. Such an amount is included in the caleulation 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.
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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 Assefs 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 confractual 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 liability at fair value through
prufit or luss, Subseqguently, financial labllides are measured at amortized cost using the
effective interest method except for derivatives and financial liabilities designated at
FVTTL, 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).

Financial liabilities include deposit liabilities, bills payable, lease liabilites, 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,

Bills payable are 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 effective interest method for maturities beyond one
year, less settlement payments; any difference between proceeds net of transaction costs

and the redemption value is recognized in the staternents of comprehensive income over
the period of the barrowings.

Lease liabilities are fully discussed in Leases in the succeeding pages.
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Depaosits for stock subscription is defined as a subscription agreement which, among
other things, states that the Bank is not contractually obliged to return the consideration
received and that the Bank is obliged to deliver a fixed number of own shares of stock
for a fixed amount 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 Fhilippine 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,
BSP duly supported by complete documents as listed in Circular Letter
Mo. 2009-042 dated May 14, 2009,

" Application for the amendment of Articles of Incorporation for the increase in
authorized capital, which has been returned due to insufficiency of supporting
documents, shall not qualify for recognition as an equity instrument; and the
submitted the amended copy of the documents still waiting for BSF approval”

- The Bank must have obtained the approval of the Monetary Board on transactions
invalving 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 subscription which does not meet the abovementioned conditions
shall be classified as a liability,

Deposits 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

subsequently measured at amortized cost for maturities beyond one year, less
settlement payments.

Derecognition of Financial Liabilities

Financial liabilities are derecognized from the statement of financial position only when
the obligations are extinguished either through discharge, cancellation or expiration.
The difference between the carrying amount of the financial liability derecognized and
the consideration paid or payable is recognized in profit or loss.
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f Items of Incomte and Expense Related to Financial Assets

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 Interest
expense, Impairment losses, Gain on disposal of financial assets, Dividend income and
Fecoveries from accounts written-off (presented as part of Other income) in the
Statement of comprehensive income.

Mon-—ompounding interest, dividend income and other cash flows resulting from
holding financial assets are recognized in profit or loss when earned, regardless of how
the related carrying amount of financial assets are measured,

& Offsetting Financial Instrurents

Financial assets and liabilities are set-offs and the resulting net amount is reported in the
statement of financial position when there is a legally enforceable right to offset the
recognized amounts and there is an intention to settle on a net basis, or realize the asset
and settle the liability simultaneously. This is not generally the case with master netting
agreements, and the related assets and liabilities are presented gross in the statement 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 must also be enforceable in the
normal course of business, in the event of default, and the event of insolvency or
bankruptcy; and must be legally enforceable for both entity and all counterparties to the
financial instruments.

Bank Premises, Furniture, Fixtures and Equipment

Bank premises, fumilure, [ixluces and equipinenl are carried al acvguisition cost less
accumulated depreciation and amortization and any impairment losses,

The cost of an asset comprises its purchase price and directly attributable cost of bringing
the asset to working condition for its intended use. 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 impairment losses
are removed from the accounts and any resulting gain or loss is reflected in profit or loss for
the period.

Depreciation is computed on the straight-line basis over the estimated useful lives of the
assets as follows:

Building 50 years
Building improvements 5 years
Leasehold improvements 5 years
Furniture, fixtures and equipment 3 -5 years
Other office equipment 3- 5 years

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,

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 until they are no
longer in use and noe further charge for depreciation is made with respect for those assets,
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An itern of bank premises, furniture, fixtures and egquipment, including the related
accumulated depreciation, amortization and impairment losses, is derecognized upon
disposal or when no future economic benefits are expected to arise from the continued use
of the asset. Any gain or loss arising from the derecognition of the asset {calculated as the
difference between the net disposal proceeds and the carrying amount of the item) is
included in profit or loss in the year the item is derecognized.

Investinent Property

[nvestrnent property includes real properties acquired in settlement of loans and receivables
from defaulting borrowers not held for sale in the next 12 months.

These are initially measured at acquisition cost which comprise the carrying amount of the
related loan after adjustments for unamoertized premium or discount less allowance for
credit losses plus accrued interest and directly attributable costs. Transaction costs, which
include non-refundable capital gains tax and documentary stamp tax, incurred in
cormection with foreclosure are capitalized as part of the cost of the real properties acquired.

If the real properties acquired include depreciable real properties, the carrying amount shall
be allocated to land and depreciable real properties based on their fair values.

Subsequently, investment properlies are stated al cost less accumulated depreciation and
any impairment in value. Depreciation is computed on a straight-line basis over the
estimated useful life of ten years. The estimated useful life and the depreciation method are
reviewed periodically to ensure that the pericd and the method of depreciation are

consistent with the expected pattern of economdic benefits from items of real properties
acguired.

Transfers to, or from, investment property shall be made when, and only when, there is a
change in use.

Direct operating expenses related to investment properties, such as repairs and

maintenance, and real estate taxes are normally charged to profit or loss in the period in
which these costs are incurred.

The carrying values of the real properties acquired 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 value exceeds the estimated recoverable
amount, the assets or cash generating units are written down to their recoverable amounts.

Investmment property is derecognized upon disposal or when permanently withdrawn from
use and no future economic benefit is expected from its disposal. Any gain or loss on the

retirement or disposal of an investment property is recognized in profit or loss in the year
of retirement or disposal.

Real and Other Properties Acquired (ROPA) in settlement of loans through foreclosure or
dation in payment are classified as investment property if pertains to real properties
acquired and classified under Other assets account if pertains to other properties acquired.
ROPA are recognized as follows:

(i) Upon entry of judgment in case of judicial foreclosure;
ifi} Uponexecution of the sherifl's certificate of sale in case of extrajudicial foreclosure;
and,
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(iif) Upon notarization of the deed of dacion in case of dation in payment (dacion en
pago)

The difference between the fair value of the foreclosed properties and the carrying value of
the related receivables given up is recognized in ‘gain on asset foreclosures and dacion
transactions’ account in the statements of comprehensive income.

I the canying amount of ROPA exceeds PS5 million, the appraisal of the

foreclosed/ purchased asset shall be conducted by an independent appraiser acceptable to
the BSP.

ROPA may also be classified as non-current assets held for sale when the sale is within the
next twelve (12) months and is subsequently measured at the lower of their carrying,

amounts immediately prior to their classification as held for sale and their [air value less
costs to sell.

ROPA not held for sale is accounted as subsequently measured at cost less accumulated
depreciation and accumulated impairment losses.

Allowance for impairment losses is recognized for any anticipated losses based on appraisal
reports, current negetiations and programs to dispose of these properties, and the
provisioning requirement of the BSP. The BSF requires the Bank to set-up an allowance for
impairment losses based primarily on the holding period of the assets.

Land, building and other non-financial assets not held for sale are impaired in accordance
with accounting policy on “Imprirment of Non-financial Assets”,

Intungible Assets

Intangible assets consist of software costs which are initially carried at cost. An intangible
asset is 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 Banlk.

Costs related to software purchased by the Bank for use in operations are amortized on a
straight-line basis ranging from 5 to 10 years. The amortization period and the amortization
method for software cost are 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
staternent of incorme,

The carrying walues 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 excesd the
estimated recoverable amount, the assets are written down to their recoverable amounts,

An intangible asset is derecognized on disposal, or when no future economic benefits 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 proceeds and the
carrying amount of the asset and are recognized in profit or loss when the asset is
derecognized.
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Other Assels

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. Other 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.

a. Security deposits

This pertains to the deposit to the rentals incurred, This is initially recorded as an asset
and measured at the amount of cash paid. Subsequently, this is carried at amortized cost.

b, Stationeries and supplies

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

Provisions are recognized when present obligations will probably lead to an outflow of
economic resources and they can be estimated reliably even if the timing or amount of the
outflow may still be uncertain, A present obligation arises from the presence of a legal or
constructive 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
anumber of similar obligations, the likelihood that an cutflow will be required in settlement
is determined by considering the class of cbligations 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 time is recognized as an interest expense. Provisions
are reviewed at the end of each reporting period and adjusted to reflect the current best
estimate.
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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 liability is recognized in the financial statements. Similarly, probable
inflows of economic benefits that do not yet meet the recognition criteria of an asset are
considered contingent assets, hence, are not recognized in the financial statements. On the
other hand, any reimbursement that the Bank can be virtually certain to collect from a third

party with respect to the obligation is recognized as a separate asset not exceeding the
amount of the related provision.

Revenue and Expense Recognition

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

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

o Interest Income and Expense

Interest income and expense are recognized in the statement of comprehensive income
for all instruments measured at amortized cost using the effective interest method,

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

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

For other income arises in the performance of Bank's services, the Bank follows a 5-step
process to determine whether to recognize revenue:

Identifying the contract with a customer

ldentifying the performance obligations

Determining the transaction price

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

S

The Bank determines whether a contract with a customer exists 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;

i, each party’s rights regarding the goods or services to be transferred or performed can be
identified;

iii. the payment terms for the goods or services to be transferred or performed can be
identified;
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iv. the contract has commercial substance (i.e., the risk, timing 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 ata point in ime or over-time, when (or as) the Bank satisfies
performance obligations by transferring the promised geods or services to its customers.

A performance obligation is satisfied at a point in time unless it meets one of the following
criteria, in which case it is satisfied over time:

i, the customer simultaneously receives and consumes the benefits provided by the Bank's
performance as the Bank performs;

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

iii. 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 conlract liabilities for consideration received in respect of unsatisfied
performance obligations and reports these amounts as other liabilities in the statement of
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 statement
of financial position, depending on whether something other than the passage of tme is
required before the consideration is due.

The Bank also earns service fees and commissions in varicus banking services, and gains on
sale of properties, which are supported by contracts approved by the parties involved. These
revenues are accounted for by the Bank in accordance with FERS 15,

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

a.  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 criteria, Service charges and fees related
to the acquisition and origination of the loan are amortized and recognized as income
using the effective interest rate method over the term of the loan.

b.  Gains from Sale or Derecognition of Non-Financial Assets

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 Income

Miscellaneous income such as rental income, inspection and filing fees is generally
recognized when earmed.
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Expense encompasses losses as well as those expenses that arise in the course of the ordinary
activities of the Bank.

Expenses and costs, if any, are recognized in profit or loss upon utiization of the assels or
services or at the date these are incurred. All finance costs are reported in the profit or loss
on an accrual basis. Revenues and expenses that relate to the same transaction or other event
are recognized simultaneously.

Impairntent 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, furniture, fixtures and equipment, right-of-
use assets, foreclosed properties or investment property and intangibles 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
amount is the higher of an asset’s or fair value less costs to sell and its value in use and is
determined for an individual asset, unless the asset does not generate cash inflows that are
la.rgely 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 belongs.

Where the carrying amount of an asset exceeds its recoverable amount, the 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 time value of money and the
risks specific to the asset.

An impairment loss is recognized only il e 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 previcusly 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 accumulated depreciation and amortization) had no impairment loss been recognized
for the asset in prior years.

Leases
a.  Banlk as Lessee

For any new contracts entered into, the Bank considers whether a contract is, or contains
alease. 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 consideration, 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 Hme the asset is made
available to the Bank;

* the Bank has the right to obtain substantially all of the economic benefits from the use
of the identified asset throughout the peried of use, considering its rights within the
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defined scope of the contract; and,

* the Bank has the right to direct the use of the identified asset throughout the period
of use. The Bank assesses whether it has the right to direct "how and for what purpose’
the asset is used throughout the periad of use,

Right-of-Llse (ROLI) Asset

At the commencement date, the Bank measures the ROU asset at cost, which comprises
of:

*  initial measurement of the lease Hability;

any lease payments made at or before the commencement date, less any incentives
received;

* any initial direct costs incurred by the Bank;

an estimate of costs to be incurred by the lessee in dismantling and removing the
underlying asset, restoring the site on which it is located or restoring the underlying
asset to the condition required by the terms and conditions of the lease unless those
costs are incurred to produce inventories. The Bank incurs the obligation for those
costs either at the commencement date or as a consequence of having used the
underlying asset during a particular period.

The Bank depreciates the ROU asset on a straight-line basis from the lease
commencement date to the earlier of the end of the useful life of the ROU asset or the

end of the lease term. The Bank also assesses the ROU asset for impairment when such
indicators exist,

The Bank has elected to account for short-term leases and low-value assets using
practical expedients. Instead of recognizing a ROU asset and lease liability, the

payments in relation lo these are recognized as an expense in profit or loss on a straight-
line basis over the lease term.

ROU asset is presented as a separate line item on the statement of financial condition.
Lease Lialnlity

At the commencement date, the Bank measures the lease liability at the present value of
the lease payments unpaid at that date, discounted using the interest rate implicit in the

lease if that rate is readily available or if not, the Bank uses the incremental borrowing
rate.

At the commencement date, the lease payments included in the measurement of the
lease liability comprise the following payments for the right to use the underlying asset
during the lease term that are not paid at the commencement date:

fixed payments (including in-substance fixed payments), less any incentives
receivable;

variable lease payments that depend on an index or a rate, initially measured using
the index or rate as at the commencement date;

* amounts expected to be payable by the lessee under the residual value guarantees;
the exercise price of a purchase option if the lessee is reasonably certain to exercise
that optorn; and

*  payments of penalties for terminating the lease, if the lease term reflects the lessee
exercising an option to terminate the lease,
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After the commencement date, the Bank measures the lease liability by:

*  increasing the carrying amount to reflect interest on the lease lability;
*  reducing the carrying amount to reflect the lease payments made; and

remeasuring the carrying amount to reflect any reassessment or lease modifications
or to reflect in-substance fixed lease payments.

The Bank recognizes the amount of remeasurement of the lease liability as an adjustment
to the ROU asset. However, if the carrying amount of the ROU asset is reduced to zero
and there is a further reduction in the measurement of the lease liability, the Bank
recognizes any remaining amount of the remeasurement in profit or loss.

Lease liability is presented as a separate line item on the statements of FAnancial
condition.

b, Bank as Lessor

Leases that do not transfer to the lessee substantally all the risks and benefits of
ownership of the asset are classified as vperating leases. Lease 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. [t makes an assessment of whether the fulfillment of the arrangement is

dependent on the use of a specific asset or assets and the arrangement conveys a right to use
the asset.

Employee Benefits

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

a. Shovt-term Benefits

Wages, salaries, and bonuses are recognized as an expense in the year in which the
associated services are rendered by employees. Short-term aceumulating compensated
absences such as paid annual leave is 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 is recognized when the
absences occur.

b, Defined Bengfii Plan

A defined benefit plan is a post-employment plan that defines an amount of post-
employment benefit that an employee will receive on retirement, usually dependent on
one or more factors such as age, years of service and salary. The legal obligation for any
benefits from this kind of post-employment plan remains with the Bank, even if plan
assets for funding the defined benefit plan have been acquired. Plan assets may include
assets specifically designated to a long-term henefit fund, as well as qualifying insurance
policies. The Bank's defined benefit post-employment plan covers all regular full-time
employees,

The Bank has no funded defined benefit retirement plan. The benefit considered in the
valuation is the minimum retirement benefit provided under Republic Act No. 7641 and
the minimurm benefit is approximately ninety-nine percent (99%) of final monthly salary
per year of service.
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The cost of providing benefits is determined using the Projected Unit Credit Method
which reflects services rendered by employees to the date of valuation and incorporates
assumptions concerning employees’ projected salaries. Post-employment expenses
include current service cost, past service cost, and net interest on defined benefit
asset/liability. Remeasurements which include cumulative actuarial gains and losses
return on plan assets, and changes in the effects of asset ceiling are recognized directly
in other comprehensive income and are also presented under equity in the statements
of financial condition,

Actuarial gains and losses arising from experience adjustments and changes in actuarial
assumptions are charged or credited to equity in other comprehensive income in the
period in which they arise.

Past-service costs are recognized immediately in profit or loss,

The defined benefit obligation is calculated annually by an independent actuary using
the projected unit credit method. The present value of the defined benefit obligation is
determined by discounting the estimated future cash outflows using interest rates based
en market yields on government bonds as of the valuation dates that have terms to
maturity approximating the terms of the related pension abligation.

¢.  Defined Comtribution Plan

A defined-contribution plan under which the Bank pays fixed contributions to an
independent entity such as Social Security System (S5S), Philhealth and Pag-ibig, The
Bank has no legal or constructive obligations to pay further contributions after payment
of the fixed contribution. The contributions recognized in respect of defined contribution
plans are expensed as they fall due. Liabiliies and assets may be recognized if
underpayment or prepayment has cccurred and are included in current liabilities or
current assets as they are normally of a short-term nature,

d.  Termination Benefifs

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

Income 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.

Curtent tax assets or liabiliies comprise those claims from, or obligations to, fiscal
authorities relating to the current or prior reporting period, that are uncollected or unpaid
at the reporting period. They are calculated using the tax rates and tax laws applicable to
the fiscal periods to which they relate, based on the taxable profit for the year. All changes

to current tax assets or liabilities are recognized as a component of tax expense in the profit
or loss.
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Deferred tax is provided, using the liability method on temporary differences at the end of
the reporting period between the tax base of assets and liabilities and their carrying amounts
for financial reporting purposes. Under the liability method, with certain exceptions,
deferred tax liabilities are recognized for all taxable temporary differences and deferred tax
assets are recognized for all deductible temporary differences and the 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 tax assets are reassessed at the end of each reporting period and are recognized to
the extent that it has become probable that future taxable profit will be available to allow
such deferred tax assets to be recavered,

Deferred tax assets 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 have
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 reporting perind
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 Habilities and assets reflects the tax consequences that
would follow from the manner in which the Bank expects, at the end of the reporting period,
to recover or settle the camrying amount of its assets and liabilities. For purposes of
measuring deferred tax liabilities and deferred tax assets for investment properties that are
measured using the fair value model, the carrying amounts of such properties are presumed
to be recovered entirely through sale, unless the presumption is rebutted, that is, when the
investment property is depreciable and is held within the business model whose abjective
is to consume substantially all of the economic benefits embodied in the investment
property over time, rather than through sale,

Most changes in deferred tax assets or liabilities are recognized as a component of tax
expense in profit or loss, Only changes in deferred tax assets or liabilities that relate to items
recognized in other comprehensive income or directly in equity are recognized in other
comprehensive income or directly in equity.

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

Related Party Transactions and Relationship

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

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

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



28 AR M

Eqguity
Capital stock represents the nominal value of shares that have been issued,

Deficit represents all current and prior period results of operations as reported in the profit
or loss section of the statement of comprehensive income, reduced by the amounts of
dividends declared.

Other comprehensive loss represents actuarial loss on retirement, net of tax.

Events Afier the End of the Reporting Period

The Bank identifies subsequent events that occurred after the reporting date but before the
date when the financial statements were authorized for issue. Any subsequent events that
provide additional information about Bank's financial position at the reporting date
(adjusting events) are reflected in the financial statements, while subsequent events that do
not require adjustments (non-adjusting events) are disclosed in the notes to financial
statements when material.

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 statements and
related notes. Judgments and estimates are continually evaluated and are based on historical
experience and other factors, including expectations of future events that are believed to be
reasonable under the circumstances, Actual results may likely differ from these estimates,

Critical Management Judgments in Applying Accounting Policies

In the process of applying the Bank's accounting policies, management has made the
judgmenls, as presented below and in the succeeding page, apart from those involving

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

a. Application of ECL to Financial 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, unless there has
been a significant increase in credit risk since the origination of the financial instrument,
in such case, a lifetime ECL for the insbrument is recognized.

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

b.  Evaluation of Business Model Applied in Managing Financial Instrumenls

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 portfolic of financial assets for trading
activities consistent with its risk appetite.
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The Bank developed business models that reflect how it manages its portfolio of
financial instruments. The Bank's business models need not be assessed at the entity
level or as a whole but shall be applied at the level of a portfolio of financial instruments
(i.e., group of financial instruments that are managed together by the Bank) and not on
an instrument-by-instrument basis (i.e., not based on intention or specific characteristics
of individual the financial instrument),

In determining the classification of a financial instrument, the Bank evaluates in which
business model a financial instrument or a portfolio of financial instruments belong to
taking into consideration the objectives of each business model established by the Bank
(.., held-for-trading, generating accrual income, direct matching to a specific liability)
as those relating to the Bank's investment strategies.

Testing the Cash Flow Characteristics of Financial Assets and Continuing Evaluation of the
Business Model

In determining the classification of financial assets under FFRS 9, the Bank assesses
whether the contractual terms of the financial assets give rise on specified dates to cash
flows that are SPP] on the principal outstanding, with interest representing time value
of money and credit risk associated with the principal amount ocutstanding. The
assessment as to whether the cash flows meet the test is made in the currency in which
the financial asset is denominated. Any other contractual term that changes the timing
or amount of cash flows (unless it is a variable interest rate that represents the time value
of money and credit risk) does not meet the amortized cost criteria, In cases where the
relationship between the passage of time and the interest rate of the financial instrument
may be imperfect, known as the modified time value of money, the Bank assesses the
modified time value of money feature to determine whether the financial instrument
sUll sneels the SPPT criterion,

The objective of the assessment is to determine how different the undiscounted
contractual cash flows could be from the undiseounted cash flows that would arise if the
time value of money element was not modified (the benchmark cash flows). If the
resulting difference is significant, the SPPI criterion is not met, In view of this, the Bank
considers the effect of the modified time value of money element in each reporting
period and cumulatively over the life of the financial instrument.

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

Distinction between Investment Properly and Cwner-vccupied Properties

The Bank determines whether a property qualifies as an investment property. In making
this judgment, the Bank considers whether the property generates cash flows largely
independent of the other assets held by an entity. Owner-occupied properties generate

cash flows that are attributable not only to the property but also to other assets used in
operations.



-30- A0

Some properties may comprise a portion that is held to earn rental or for capital
appreciation and ancther portion that is held for use in providing services or for
administrative purposes. If these portions can be sold separately (or leased out
separately under a finance lease), the Bank accounts for those portions separately, If the
portions cannot be sold separately, the property is accounted for as investment property
only if an insignificant portion is held for use in providing services or for administrative
purposes,

Judgment is applied in determining whether ancillary services are so significant that a
property does not qualify as an investment property. The Bank considers each property
separately in making its judgment. Management believes that ROPA should be
appropriately classified under investment property since the Bank determined that its
intention for such properties is for capital appreciation.

Classification of Acquired Properties and Fair Value Determination of Investment Property

The Bank classifies ils acquired properties as Bank premises, furniture, fixtures and
equipment if used in operations, as Other properties under Other assets if the Bank
expects that the properties (including properties other than land and building) will be
recovered through sale rather than use but has not qualified to be classified under
FFRS 5, Non-current Assets Held for Sale and Discontinued Operations, as Investment
property if the Bank intends to hold the properties for capital appreciation or for lease
or as Financial Assets in accordance with PAS 39, At indital recognition, the Bank
determines the fair value of acquired properties based on fair valuations performed by
bath internal and external appraisers. The appraised value is determined based on the
current econgmic and market conditions as well as the physical condition of the

property'.
Determination 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 tming of receipt and consumption of
benefits provided by the Bank to the borrowers or 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 measurements of
the value to the customer of the services transferred to date relative to the remaining
services promised as a basis in recognizing revenues. Such measurements inchide
results of performance completed to date, the time elapsed, and appraisals of milestones
reached or activities alveady performed.

Assessment of Whether Contract is Lease or Not

For contracts in place at the date of initial application, the Bank has elected to apply the
definition of a lease from PAS 17 and IFRIC 4 and has not applied FFRS 16 to
arrangements that were previously not identified as a lease under PAS 17 and IFRIC 4.

Management assessed those office buildings qualified as a lease since the contract
contains an identified asset, the Bank has the right to obtain substantially all of the
economic benefits, and the Bank has the right to direct the use of the identified asset
throughout the period of use.
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Mamagement assessed that staff houses did not qualify as a lease since the Bank has no
right to obtain substantially all of the economic benefits and the Bank has no right to
direct the use of the identified asset throughout the period of use.

Determination of Lease Term of Contracts with Renewal and Termination Options

In determining the lease term, management considers all relevant factors and
circumstances that create an economic incentive to exercise a renewal option or not
exercise a termination option. Fenewal options and/ or periods after termination options
are cnly included in the lease term if the lease is reasonably certain to be extended or
not 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 replacement is not
readily available.

The lease term is reassessed if an oplion is actually exercised or not exercised or the Bank
becomaes obliged to exercise or not exercise it. The assessment of reasonable certainty is
only revised if a significant event or a significant change in circumstances accurs, which
affects this asseasment, and that is within the control of the Banls,

Assesainent of Forward-looking Information

In assessing forward-looking information of the effect of PFRS 9 the Bank shall consider
the macroeconomic factors and how are this linked to risk drivers of the exposure. The
Bank may consider that it is essential in 'assessing the soundness of forward-looking
information and in ensuring that these are adequately supported.

Assessment of Significant Increase in Credit Risk

The Bank transfers credit exposures from Stage 1 to Stage 2 if there is a sigruiﬁcént
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 and 3 for it loans and receivables exposures with
missed payment for more than thirty (30) days; and exposures with risk ratings
downgraded by at least two (2) grades.
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k. Assessment of Contrachunl Terms of @ Financial Asset

The Bank determines whether the contractual terms of a financial asset give rise on a
specified dates to cash flows that are solely payments of principal and interest on the
principal amount cutstanding. In making its judgments, the Bank considers whether the
cash flows before and after the changes in iming or in the amount of payments represent
enly payments of principal and interest on the principal amount cutstanding,

Management assessed that the contractual terms of its financial assets are solely
payments of principal and interest and consistent with the basic lending arrangement
except for financial assets at fair value through other comprehensive income.

I, Recognition of Provisions and Contingencics

Judgment is exercised by management to distinguish between provisions and
contingencies. Policies on recognition and disclosure of provisions and contingencies
are discussed in Note 2 and relevant disclosures are presented in Note 23,

Key Sowrces 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 period, that have

a significant risk of causing a material adjustment to the carrying amounts of assets and
liabilities within the next reporting period:

n.  Estimation of Allowance 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 econormic
conditions and credit behavior (e.g., the likelihood of customers defaulting and the

resulting losses), Explanation of the inputs, assumptions and estimation used in
measuring ECL is further detailed in Note 14.

The Bank estimates the allowance for credit losses related to its financial assets based on
individual and collective assessments and available facts and circumstances including,
but not limited to, past events, current conditions, and forecast of fubure economic
conditions. The Bank considers reasonable and supportable information, including
forward-looking information thal affects credit risk in estimating the 12-month, In
assessing whether lifetime ECL is to be used, the Bark evaluates the change in the risk
of a default occurring over the expected credit life of the financial assets,

The Bank estimates the proportien of the financial assets that have experienced a
significant increase in credit risk using general information and calculates expected
credit losses on that basis, A number of qualitative and quantitative factors may be
considered to adjust the allowance for credit losses to reflect a more considerable value,

In these cases, judgment used was based on the best available facts and circumstances
including but not limited to, the length of relationship with the customer and the
customer’s current credit status based on third-party credit reports and known market
factors. The Bank used judgment to record specific reserves for customers against
amounts due to reduce the expected collectible amounts. These specific reserves are re-
evaluated and adjusted as additional information received impacts the amounts
estimated, notwithstanding the provisioning requirements under the Manual of
Fegulations for Banks (MORB).
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The amounts and timing of recorded expenses for any peried would differ if different
judgments were made or different estimates were utilized. An increase in the allowance

for doubtful accounts would increase the recognized operating expenses and decrease
current assets.

The carrying value of loans and other receivables and the analysis of the related

allowance for impairment on such financial assets are shown in Notes 7 and 14,
respectively.

Estimating the Appropriate Discount Rafe to Use

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 Measurement for Financial Instruments

Management applies valuation techniques to determine the fair value of financial
instruments where active market quotes 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
obgervable, 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
bransactivn al the repurting date,

The fair values of the Bank's financial instruments are disclosed in Note 26.
Impairment of Non-financial Assefs

FFRS requires that an impairment review be performed when certain impairment
indications are present. The Bank’s policy on estimating the impairment of non-financial
assets is discussed in detail in Note 2, 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 [oss
could have a material adverse effect on the results of operations.

In both years, no impairment loss is recognized in bank premises, furniture, fixture and
equipment, right-of-use assets and prepaid expense and others presented under other
assets,
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e Estimating Useful Lives of Bank Premises, Furniture, Fixtures and Equipment, Right-of-use

Asset, Real and Other Properties Acquired presented as Investment property and Intangible
Assets

The Bank estimates the useful lives of bank premises, furniture, fixtures and equipment,
right-of-use asset, investment property, 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, investment property, right-of-use asset and
intangible assets are reviewed periodically and are updated if expectations differ from
previous estimates due to physical wear and tear, technical or commercial obsolescence
and legal or other limits on the use of the assets. In addition, the estimation of the useful
lives are based on the Bank's collective assessment of industry practice, internal
technical evaluation, and experience with similar assets.

[tis possible, however, that future results of operations could be materially affected by
changes in estimates brought about by changes in factors mentioned above, The
amounts and timing of recorded expenses for any period would be affected by changes
in these factors and circumstances. A reduction in the estimated useful lives of the Bank's

premises, furniture and fixtures would increase the recognized operating expenses and
decrease assets,

The Bank uses a depreciation method that reflects the pattern in which it expects to
consume the asset’s future economic benefits. If there is an indication that there has been
a significant change in the pattern used by which a Bank expects to consume an asset's
futare economic benefits, the entity shall review its present depreciation method and, if
current expectations differ, change the depreciation method to reflect the new pattern,

The cavrying amuounts of bank premises, furniture, fixtures and equipment, imvestment
property, right-of-use asset, and intangible assets are analyzed in Notes 9, 10, 11 and 12,
respectively. Actual resulls, however, may vary due to changes in estimates brought
about by changes in factors mentoned above.

S Determination of Assumptions for Management's Estimation of Fair Value of Investment
Property

Investment property are measured using the cost model. The fair value disclosed in
Note 10 of the financial statements was determined by the Bank using the discounted
cash flows valuation technique which is mainly based on existing market conditions and
actual ransactions at each reporting period, such as selling price under installment sales,
expected timing of sale, and appropriate discount rates. The expected selling price is
determined by either an independent or internal appraiser on the basis of current

appraised values of the properties or similar properties in the same location and
condition.

For investment properties with appraisal conducted prior to the end of the current
reporting period, management determines whether there are significant circumstances
during the intervening period that may require adjustments or changes in the disclosure
of fair value of those properties.
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& Determination of Realizable Amount of Deferred Tax Asscts

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, 2023
and 2022 will be fully utilized in the coming years. The carrying value of deferred tax
assets as at those dates is disclosed in Note 20.

h. Valuation of Past-Employment Defined Benefit Obligation

The determination of the retirement obligation and cost and other retirement benefits is
dependent on the selection of certain assumptions used by actuaries in calculating such
amounts. Those assumptlions include among others, discount rates, and rates of
compensation increase. In accordance with the PFRS, actual results that differ from the
assumptions are recognized as remeasurements in other comprehensive income and
therefore, generally affect the recorded obligation in such future periods. While the Bank
believes that the assurnptions are reasonable and appropriate, significant differences in
the actual experience or significant changes in the assumptions may materially affect the
pension and other retirement obligations.

Retirement benefits recognized for the years ended December 31, 2023 and 2022 are
disclosed in Mote 18, As at December 31, 2023 and 2022, the bank’s retirement benefit
obligation amounting b P1,343,210 and F1,061,778, respectively, is presented in Note 18,

CASH

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

Barik's vault and those in the possession of tellers, amounting to P1,053,480 and P1,545,908
as at December 31, 2023 and 2022, respectively.

DUE FROM BANGKO SENTRAL NG PILIPINAS

This account consists of deposits maintained with BSP which amounted to 6,704,153 and
I'5,863,010 as at Decernber 31, 2023 and 2022, respectively, in compliance with BSP's 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 251 of the Manual of Regulation for Banks (MORB), a bank is required to
maintain a reserve against deposit and deposit substitute liabilides in local currency of
banks. Section 252 of the MORB further provides that the required reserves shall be kept in
the form of deposits maintained by banks in the demand deposit account (DDA) with the
Bangko Sentral and such deposit account with the BSP is net considered as a regular current
account as BSF checks for drawings against such deposit shall be limited to settlement of
cbligations with the BSP and withdrawals to meet capital requirements.
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DUE FROM OTHER BANKS

The details of the account are as follows:

2023 2022
Savings deposits P 33,645,874 124,303 558
Demand deposits 92,934,042 38,641,650
Time deposits 135,446,128 -
P 262,026,044 162,945 208

Savings and demand deposits earn interest rates based on prevailing bank rates ranging
from 0.05% to 0.125% in 2023 and 2022 while time deposits earn interest rates based on
prevailing bank rates ranging from 5.05% to 6.00% in 2023 and with a term of 90 days.

Total interest income earned amounted to F2,162,533 and PB18,278 in 2023 and 2022,
respectively, and is presented as Interest income on bank deposits in the statements of

comprehensive income,

LOANS AND OTHER RECEIVABLES

Loans and other receivables consist of the following:

2023 2022
Loans and discounts:
Loans to individuals for consumption P 276,995,726 158,998,385
Microenterprise loans 93,472,203 41,802,697
Loan accrued principal 29,893,161 12,905,822
Loans to individuals for other purposes 24,600,797 34,962,986
Loans to individuals for housing purposes 5,640,395 6,397,430
Small scale enterprise 57,407 307,411
430,659,689 255,374,731
Unamortized discount { 1,424.775) | 457,028 )
429,234,914 254,917,703
Other receivables:
Accrued interest receivable 8,698,609 5,222,231
Accounts receivable 8,221,647 8,060,561
446,155,170 268,200,485
Allowance for impairment losses (see Note 14) | 27,003,110} | 16,937,992
P 419,152,060 * 251,262,503

The credit terms of the Bank's loans and receivables ranges from one to ten years.
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Annual effective interest rates of loans and discounts ranges from to 10.00% to 58.20% in
2023 and 10.00% to 55.20% in 2022, Total interest income from loans and other receivables
amounted to P114,404,309 and P87,902,031 in 2023 and 2022, respectively, and is presented
as Interest income on loans and other receivables in the statements of comprehensive
income, In 2023 and 2022, the Bank's service charges and fees on loans amounted to
P14,076,534 and P7,922,965, respectively, and are presented under Other income in the
statements of comprehensive income,

FINANCIAL ASSETS AT AMORTIZED COST

This account pertains to the following:

2023 ) 2022
Agrarian Reform 10-year Bond:
Land Bank Bonds P 588,703 F 776,302
Unamortized discount { 4,064) | 11,0303
r 584639 P 765,272

The Agrarian Reform Bond from Land Bank Bonds bears annual interest of 5.786% and with
aterm of 10 years which will mature ranges from 2025 to 2028. Total interest income on these
investment securities amounts to P8,707 and P33,318 in 2023 and 2022, respectively, and is
presented as Interest income on Financial assets at amortized cost in the statements of
comprehensive income.

Management assessed that no impairment loss on the Bank’s financial assets at amortized
cost is required to be recognized in 2023 and 2022,

BANK PREMISES, FURNITURE, FIXTURES AND EQUIPMENT

In the Bank's financial statements, the gross carrying amounts and accumulated
depreciation at the beginning and end of 2023 and 2022 are shown below:

Building Furniture,
ancd Leasehold Fixtures and
[mprovements  Improvements Equipment Tatal

December 31, 2023

Caost P 7760954 P 18928105 P 14584270 0P 41273309

Accumulated depreciation  {_ 3.114,269) | 9.826054) (_ 9356556 [ 22.296.879)
Met carrying amounts P 4646665 P 902051 P 5227714 P 18976430
December 31, 2022

Cost F 7760934 P 16595838 P 134695395 P 40,052,167

Accumulated depreciation ([ 2.908,103) | 6,016,576} ( 6,728,187} [ 15,652,866
MNet carrying amounts P 4852831 P 12579262 P 6967208 0P 24,3993
January 1, 2022

Cast P 7760934 P 12543884 I 14802161 P 35,106,970

Accumulated depreciation | 2,700,937) 3386411 | 4,701,398) | 10,789,746

Net carrying amounts P 5088997 P 9157473 [ 10,100,763 P 24317233
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The reconciliation of the carrying amounts at the beginning and end of 2023 and 2022, of
bank premises, furniture, fixtures and equipment is shown as follows:

Building Furniture,
and Leasehold Fixtures and
Improvements  Improvements Equipment Tatal

Balance at January 1, 2023, net
of accumulated depreciation  F 4852831 P 12579262 P 5967208 P 2439330

Additions 333,934 1,017,867 1,351,601
Retiretment of asset - cost . i 1,667) [ 128,002) { 130,659
Accumulated depreciation

of retired asset - 1667 128,592 130,659
Depreciation charges for the

year { 208,166 | 3,811,145) { 2,757,361 | 6774672
Balance at December 31, 2023,

net of accumulated

depreciation P 4646665 P 910,051 P 5227714 P 18976430

Balance at January 1, 2022, net

of accumulated depreciation FoOS08RSY P 9157473 P 10100763 P 24317233
Additions - 6,051,954 F46,532 6,798,486
Retirement of asset - cost " - { 1,853,298) [ 1,853,298 )
Accumulated depreciation of

retired asset . - 1,853,298 1,853,293
Depreciation charges for the
year { 206,166 { 2,630,165} { 3,8B0,087) | 6,716,418)

Balance at December 31, 2022,
net of accumulated
depreciation P 4852831 P 12579262 P 6967208 P 24309301

As at December 31, 2023 and 2022, the Bank has fully depreciated bank premises, furniture,
fixtures and equipment that are still in use with an original cost amounting to P1,233,628
and P632,972, respectively.

Under BSF regulation Section 109, investments in bank premises, furniture, fixtures and
equipment should not exceed 50.00% of the Banks' net worth. In 2023 and 2022, the Bank
satisfactorily complied with this requirement.

In 2023 and 2022, no bank premises, furniture, fixtures and equipment that are pledged as
security for liabilities.

As at December 31, 2023 and 2022, 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 through use in operations.
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INVESTMENT PROPERTY

Investrnent property consists of acquired properties, mainly condominium unit, n the
settlement of loans and receivables from defaulting customers. The details of this account
are shown in the reconciliation balow:

2023 2022
Cost
Balance at January 1 P 3,619,035 P -
Additions - 3,619,035
Balance at December 31 3,619,035 3,619,035
Accumulated depreciation
Balance at January 1 241,269 -
Depreciation for the year 723,807 241,269
Balance at December 31 965,076 241,269
Carrying amount as at December 31 P 2,653,959 P 3,377,766

Asat Decemnber 31, 2023 and 2022, the fair value of the investment property is approximately
3,885,400 and P4,200,000, respectively, as assessed by the management based on the
current market price per square meter,

As al Devemnber 31, 2023 and 2022, no investment property pledged as security or collateral
for liabilities,

LEASES

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

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 onan index or a rate are excluded from the initial
measurement of the lease liability and asset.
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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 and the movement during the year are shown below:

2023 2022
Cost
Balance at beginning of year P 12034605 P 7,928,800
Additions 734,994 4,105,805
Reversal ( 7,928,800 -
Balance at end of year 4,840,799 12,034,605
Accumulated amortization
Balance at beginning of year 9,297 401 6,240,259
Amortization for the year 1,511,517 3,057,142
Reversal { 7,928,800) -
Balance at end of year 2,880,118 9,207 401
Carrying amount at end of year r 1,960,681 g 2,737,204

Lease Liabilities

The lease liabilities are secured by the related underlying assets. The movement of lease
liabilities as at December 31, 2023 and 2022 is presented in MNote 28,

As at December 31, 2023 and 2022, the Bank had committed to leases that had not yet
commenced. The total future cash outflows for the lease that had not yet commenced
amounted to 2,801,895 and P3,610,003, respectively.

The undiscounted maturity analysis of lease liabilities as at Decemnber 31, 2023 is as follaws:

Within 1to

1 year 2 years Total
Lease payment I 1,782,415 r 1,019,480 P 2,801,895
Finance charges ( 101,823) ( 41514) ( 143,337)
Met present values r 1,680,592 r 977,966 r 2,658,558

The undiscounted maturity analysis of lease liabilities as at December 31, 2022 is as follows:

Within 1lto

1 year 2 years Total
Lease payment P 1,446, 10% P 2,163,894 P 3,610,003
Finance charges ( 129.373) | 102,751) 232,124)

Met present values P 1,316,736 P 2,061,143 F 3,377,879
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Lease Payment Not Recognized as Liabilities

The Bank has elected 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 permitted to be recognized as lease liabilities and are expensed as
incurred.

In 2023 and 2022, the expenses relating to short-term leases amounted to P10,887,751 and
P10,405,944, respectively, and are presented as Rental under Other administrative expenses
in the statements of comprehensive income (see Note 19),

Additional Profit and Loss and Cash Outflow Information

The total cash outflow with respect to leases amounted to P1,600,109 in 2023 and 2,768,381
in 2022, Interest expense in relation to lease liabilities amounted to P145,794 and P161,224
in 2023 and 2022, respectively, and is presented as Interest expense on lease liabilities under
other administrative expenses (see Note 19).

INTANGIBLE ASSETS

Intangible assets pertain to information technology software that consists of the loan
management system, other software, and IT needs. The gross carrying amounts and
accumulated amortization of this information technology software at the beginning and end of
2023 and 2022 are shown below:

2023 02
Diecember 31
Cost r 14,819,515 P 14,515,915
Accumulated amortization (S 5570,364) 4,305,673)
Met carrying amount r 9,240151 P 10,210,242

A reconciliation of the carrying amounts at the beginning and end of 2023 and 2022, of
information technology software is shown as follows:

2023 2022

Balance at January 1, 2023,

net of accumulated amortization P 10,210,242 P 10,801,386
Additions 608,302 1,555,373
Retirement of asset - cost { 304,702) -
Accumulated amortization of

retired asset 304,702 -
Amortization charges for the year { 1,569,393) 2,146,517)
Balance at December 31, 2023

net of accumulated amortization r 9,249,151 P 10,210,242

As at December 31, 2023 and 2022, management believes that there is no indication of
impairment and that the carrying value of the intangible asset can be recovered through
use in operations.
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13. OTHER ASSETS

14.

Other assets consist of the following as at December 31:

2023 2022
Security deposit P 2,773,820 P 2461,911
Prepaid expenses 1,615,297 605,191
Advance rental 786,205 GY5,997
Stationery and supplies 356,879 204,302
Petty cash fund 120,000 45,000
Prepaid tax - 189,838
Others 341,164 711,373

I 6,193,365 F 4,913,612

Security deposit pertains to deposits 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.,

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

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

Prepoid tax relates to creditable withhold g les, wlicle is claimed aguinst income tax dus,
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.

ALLOWANCE FOR IMPAIRMENT AND CREDIT LOSSES

The changes in the allowance for impairment and credit losses of lnans and receivables
follow:

Loans Accounts Total
Receivable ___ Receivable (see Note 7)
Balance at January 1, 2023 P 14220808 T 2708004 P 16,037,992
Impairment losses for the year 10,065,118 - 10,065,118
Balance at December 31, 2023 P 24,295,016 P 2,708 00 P 27,003,110
Balance at Jamuary 1, 2022 T 6,040,283 P - P 6,940,283
Impairvnent losses for the year 7,280,615 2,708,0% 9,997,709

Balance at December 31, 2022 P 14,229 898 P 2,708,054 P 16,937,992
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Per 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 adopton of simple loan
loss estimation methodology that is compliant with PFRS 9 shall, at a minimum, be subject
to the regulatory guidelines in setting up an allowance for credit losses prescribed under the
Appendix 15 of the MORB. The Bank uses its own methodology in computing ACL using
transition matrix approach. This is based on Markov properties; lifetime PD is estimated by
transition matrix multiplication. Transitions matrix which follows Markowv properties are
dependent only on the values of current states, and not on the previous history data up to
that point.

An analysis of changes in the corresponding ECL allowances of loans as at
December 31 follows:

2023
Stage 1 Stage 2 Staged Taotal

ECL allowance as at

January 1, 2023 P2337997 P 2135830 P 9756071 P 14,229,898
Provision for credit losses 1,599,003 - 8,466,115 10,065,118
Transfer to Stage 1 - - - -
Transfer to Stage 2 - - - -
Transfer to Stage 3 - { 554,076) 554,076 -

Amounts written-off = - - -

ECL allowance as at
December 31, 2023 I 3837000 P 1,581,754 I 18,776,262 P 24,295,016

2022
Stagel Stage 2 Stage 3 Total

ECL allowance as at

Jarmuary 1, 2022 P 14580738 P 529106 P 4730430 P 6,940,283
Provision for credit losses 7,289,615 . - 7,289,615
Transfer to Stage 1 - - - -
Transfer to Stage 2 { 1,506,724 ) 1,606,724 - -
Transfer to Stage 3 i 5,025,632) - 5,025,632 -

Amounts written-off - - - -

ECL allowance as at
December 31, 2022 P 2337997 P 2135830 P 9756071 P 14,229,898

With the foregoing level of allowance for impairment and credit losses, management
believes that the Bank has sufficient allowanre to take care of any losses that the Bank may
incur from the non-cellection or non-realization of its receivables and other risks assets.
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15. DEPOSIT LIABILITIES

This account consists of the following;

2023 022
Demand P 1,725,582 P 2,397,035
Savings 6,678,460 13811973
Time 339,756,304 219,824,127

P 348,160,346 PP 236,033,135

The demand and savings deposits have annual effective interest ranging from 1.5% to 2% in
2023 and 0.5% to 2% in 2022, while time deposits have annual interest ranging from 2.125%
to 6.3% in 2023 and 2022, respectively. Interest expense on deposit liabilities amounted to
P14,889,429 in 2023 and P11,266,235 in 2022 and is presented as Interest expense on deposit
liabilities in the statements of comprehensive income.

Under Section 251 of MORB, the required reserves against deposit and deposit substitute
liabilities is 2% for demand, savings, and time deposits effective reserve week July 31, 2020.
On June 23, 2023, the BSP issued Circular No. 1175 approving the reduction of required
reserve requirement against deposit liabilities to 1% for demand, savings and time deposits.
Available reserves reported to the BSP as at Decernber 31, 2023 and 2022 consist of Due from
BSF amounted to P6,704,153 and P6,863,010, respectively (see Note 5). As at December 31,
2023 and 2022, the Bank is in compliance with the aforementioned BSP regulation.

The Bank has no deposit liabilities from DOSRI as at December 31, 2023 and 2022,

16. BILLS PAYABLE

This account consists of the following;

2023 2022
Industrial Bank of Korea P 150,000,000 P -
KEB Hana Bank 97,000,000 100,000,000

I 247,000,000 F 100,000,000

The movement of bills payable is presented in Note 28,

The bills payable are unsecured, with an annual effective interest ranging from 6.10% to
7.80% in 2023 and 3.18% in 2022, and a term of one year.

The interest on bills payable amounted to P7,049,383 in 2023 and P3,781,431 in 2022 is
presented as Interest expense on bill payable in the statements of comprehensive income.
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ACCRUED INTEREST AND OTHER LIABILITIES

The breakdown of this account follows:

2023 2022

Accrued other expenses P 9,987,359 P 7,839,022
Accrued interest expense 5,347,661 2,092 467
Accrued gross receipts tax payable 2,321,423 1,544,368
Accounts payable 1,933,844 3,379,563
Withhelding taxes payable 500,881 443,331
585, PHIC and Pag-1BIG contributions

payable 462,345 317,253
Others 13,359 21,583

r 20,567,072 P 15637587

Accrued other expenses include accruals for professional fees and incurred expenses. These

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

Accrued interest expense pertains to accrual of incurred interest on deposit liabilities and
bills payable.

Accrued gross receipts tax payable pertains to the accrual of gross receipts tax payable to
BIR which are remitted at an average term of 15 days after the end of the financial reporting
period.

Accounts payable consists of nen-trade payables which is to be settled within one to three
months after the end of each linancial reporting periods.

Withholding tax, 555, PHIC, Pag-1BIG and other payable pertains to statutory payables to
BIR and other government agencies which are remitted at an average term of 15 days after
the end of the financial reporting period.

COMPENSATION AND FRINGE BENEFITS

Expenses recognized for compensation and fringe benefits are presented below:

2023 2022
Salaries and wages P 22,528,993 P 18,085,348
Other benefits 12,531,711 9,266,496
Social security costs 2,203,680 1,362,744
Retirement 281,432 214,732
Directors” compensation 112,222 125,333

P 37,658,038 P 29,054,653
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Post-Employment Benefits

a. Characteristics of the Defined Benefit Plan

As at December 31, 2023, the Bank has no formal retirement plan however accrues
benefits pursuant to the provision of the Retirement Pay Law which provides a
retirement benefit equal to 22.5 days for every year of credited service,

Under Republic Act (R.A) No. 7641, The Retirement Pay Law, the Bank is legally obliged
to provide a minimum retirement pay for qualified employees upon retirement.

Explanation of Amounts Presented in the Financial Statements

Actuarial valuations are made every other year to update the retirement benefit costs
and the amount of contributions. All amounts presented below are based on the

actuarial valuation report obtained from an independent actuary on January 6, 2023, for
the period ended December 31, 2022,

The amount included in the statements of financial position arising from the Bank's
obligation in respect of its defined benefit plans is as follows:

om0 2022
Present value of defined obligation P 1,343,210 r 1,061,778
Fair value of plan asset - -
Retirement benefit obligation r 1,343,210 P 1,061,778

Retirement benefit obligation is presented under liability account in statements of
financial position.

Movements in the present value of the retirement benefit obligation as presented in
statements of financial position are as follows:

2023 2022
Balance at January 1 r 1,061,778 r -
Current service cost 281,432 214,732
Actuarial loss arising from changes in
demographic assutmptions - 847,046

Retirement benefit obligation P 1,343,210 P 1,061,778
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The components of amounts recognized in statement of comprehensive income in
respect of the defined benefit cbligation are as follaws:

2023 2022
Recognized in profit or loss:
Current service cost r 205,196 F 214,732
Interest cost 76,236 -
g 281,432 P 214,732

Above amounts are presented as retirement benefits under compensation and fringe
benefits,

Recognized in other comprehensive income:
Actuarial loss - Defined benefit obligation P - P B47,046
Remeasurement loss - Flan assets - -
Remeasurement gain - changes in the
effect of the asset ceiling - -

P . P 847,046

Amounts recognized in other comprehensive income were included within the items
that will not be reclassitied subsequently to profit or loss,

The present values of the defined benefit obligation, the related current service cost and
past service cost are measured using the projected unit credit method.

In determining the amounts of post-employment benefit abligation, the following
significant actuarial assumptions were used in both years:

Discount rate 71B%
Salary increase rate 4.00%

The discount rate used was 7.18% p.a. which is based on approximated zero-coupon
yield of government bonds with remaining period to maturity approximating the
estimated average duration of benefit payment. The average duration is estimated to be
18 years.

To approximate the zero-coupon yield for a given period to maturity, the BVAL
reference rate as published by the PDS Group with the same period to maturity, was
simply adopted. This approximation method is based on the principle that zero-coupon
yields could be higher or lower than the coupon-paying bond yields depending on the
interest rate outlook and investors’ liquidity requirements as shown by a study of
market transactions and thus, such rates should be close on the average. All other
popular methods produce results consistently lower or higher than the coupon-paying
yields given a normal yield curve.
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The salary increase rate was assumed at 4% per annum taking into consideration the
prevailing inflation rate and company policy. The mortality and disability rates used in
the valuation were the 1994 Group Annuity Table and the 1952 Disability Table,
respectively.

Risk Associated with the Retirerment Plan

The plan exposes the Bank to actuarial risks such as interest rate risk, longevity risk, and
salary risl,

i.  Interest Risk

The present value of the defined benefit obligation is calculated using a discount rate
determined by reference to market yields of government bonds. Generally, a
decrease in the interest rate of reference government bonds will increase the plan
obligation,

il. Longevity and Salary Risks

The present value of the defined benefit obligation is calculated by reference to the
best estimate of the mortality of the plan participants during their employment and
to their future salaries. Consequently, increases in the life expectancy and salary of
the plan participants will result in an increase in the plan obligation.

Other Information

The information on the sensitivity analysis for certain significant actuarial assumptions,
asget lability matching strategy, and the Hming and uncertainty of future cash [lows
related to the retirement plan are described below.

Sensitivity Analysis

Each sensitivity analysis on the significant actuarial assumptions was prepared by
remeasuring the defined benefit obligation at the actuarial valuation report date after
first adjusting one of the current assumptions according to the applicable sensitivity
increment or decrement, based on changes in the relevant assumption that were
reasonably possible at the valuation date, while all other assumptions remained
unchanged. The sensitivities were expressed as the corresponding change in the defined
benefit obligation.

The following table summarizes the effects of changes in the significant actuarial
assumptions used in the determination of the defined benefit obligation as of
December 31

Impact on defined benefit obligation
Change in Increase in Decrease in
Assumption Assumption Assumption

December 31, 2022
Discount rate i 118,120) 152,860 48,094
Salary increase rate 148,592 | 124,470) | 48,004
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The above sensitivity analysis is based on a change in an assumption while holding all
other assumptions constant. When calculating the sensitivity of the defined benefit
obligation to significant actuarial assumptlions, the same method (present value of the
defined benefit obligation calculated with the projected unit credit method at the end of
the reporting period) has been applied as when calculating the pension liability

recognized within the statements of financial position,
It should be noted that the changes assumed to be reasonably possible at the valuation
date are open to subjectivity, and do not consider more complex scenarios in which
changes other than those assumed may be deemed to be more reasonable.
19, OTHER ADMINISTRATIVE EXPENSES AND OTHER INCOME
Other Administrative Expenses

The compaosition of this account is shown below:

2023 2022
Rental (see Note 23} r 10,887,751 P 10,405,944
Fees and commission expense 8,672,011 8,215,549
Information technology expenses 5,573,058 5,858,871
Management and professional fees (see Note 22) 4,694,508 6,571,846
Paostage, telephone, cables and telegrams 4,099,474 3,966,160
Advertising 3,962,317 1,671,497
Power, light and water 1,693,950 1,357,072
Security, clerical, messengerial and janitorial 1,051,349 883,324
Insurance 937,155 1,187,156
Transportation and travel 778,7HI 117,263
Stationery and supplies 726,328 647,059
Repairs and maintenance 301,539 167,720
Representation and entertainment 252,206 156,055
Litigation expenses 202,000 29959
Membership fees and dues 178,973 10,520
Interest on lease liabilities (see Mote 11) 145,794 161,224
Supervision and examination fees 76,132 47 580
Fines, penalties and other charges 1,350 35,5940
Association dues - 170,528
Miscellaneous 3,179,850 2,146,670

P 47,414,538 P 44,108,777

Miscellaneous pertains to various expenses such as purchases of cleaning supplies and tokens.



50- O

Other Tncome

The composition of this account is shown below:

2023 2022
Inter-affiliate cutsourcing (se2 Note 22) r 6,708,072 P 9,614,317
Miscellaneous 388,392 761,146
r 7.096,464 I 10375463

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

20. CURRENT AND DEFERRED TAXES

The components of tax benefit as reported in the profit or loss and other comprehensive income
are as follows:

2023 2022
Reported in profit or loss:
Current tax expense:
Final tax at 20% P 434,248 P 170,712
Deferred income tax benefit relating to
origination and reversal of tempeorary
differences { 1,365,939) ( 2,140,018)
(P 931,691) (T 1,959,299
Reported in other comprehensive income
Deferred tax income relating to origination
and reversal of temporary differences P - (r 211,762)

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

2023 022
Tax on pretax loss at 25% (P 719,929) (P 2,319.591)
Adjustment for profit subjected to lower
income tax rate ( 108,562) | 42,680)
Tax effects of non-deductible expenses 108,562 42,680
Deferred tax benefit relating to original and
termporary differences { 211,762) 350,282

(P 931,691) (P 1,969,299)
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The net deferred tax assets relate to the following as of December 31:

Statements of Comprehensive Income

Statements of Financial Chiber
Fasition Profit or Less Comprehensive Income
2023 2022 2023 20x2 paic] mnzx2
Deferred tax assets:
Met Dperating Loss Carry-Over
{NOLCO) P 9494083 FLM0844 P14s6761 P 525587 P - Foo-
Impairmumt losses on loans and
ather receivable 6,750,778 423458 | 2516280)( 2.545.752) -
Minimum corparate income e
(MCIT) 1,964,557 82780 - - . -
Leasa labilities 654,639 844,470 179,830 46,337 - .
FPost-employment berefit
obligation 547,564 WEHE | 2H2119)( 53,683 ) . [ 21.762)
Deferred tax labilities:
Right-of-use assat [ 4503707( &84300)( 194,131)(  112497) - -
Met Deferred Tax Assets F18,931.491 [F16,428,777
Deferred Tax Income (P L365939)( F 2140018} P - (F 211,763 )

The amount of NOLCO and its availment period are shown below:

Applied Valid

Incurred Amount This Year Explred Umopplied Uniil

20 P me7Rded P . F . P 26678464 2025

roreit] 17,084,570 5,787,040 - 11,297,870 2025
I 4376330 P 5787040 P - r 37,675,334

Pursuant to Republic Act No. 11494, Bayanihan Recover as One Act dated September 11,
2020, and Revenue Regulations No. 25-2020 dated September 30, 2020, entities which
incurred net operating loss for taxable years 2020 and 2021 shall be allowed to carry over
the same as a deduction from gross income for the next five consecutive taxable years
immediately following the year of such loss,

On March 26, 2021, the Corporate Recovery and Tax Incentives for Enterprises ("CREATE")
Act was approved and signed into law. Under the CREATE Act, the RCIT of domestic
corporations are taxed at 25% or 20% depending on the amount of total assets and total
amount of taxable income. In addition, the MCIT was reduced from 2% to 1% of gross
income until June 30, 2023.

The Bank is subject to the minimum corporate income tax (MCIT) which is computed at
1.5% in 2023 and 1% in 2022 of 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 MCIT.
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The details of MCIT are presented as follows:

Year

Incurred Amount Applied Unapplied WValid Until
2023 P 1126776 P - P 1,136,778 026
2022 G33,801 - 633,801 2025
2021 194,030 194,020 224

P 1964597 P - I 1,964 597

In 2023 and 2022, the Bank claims itemized deductions for income tax purposes.

EQUITY
Capital Stock

Capital stock consists of:

Shares Amount
2023 2022 2023 2022
Common shares - P10 par value
Authorized, ssued and
Cutstanding 10, (R, (M) 10000000 P 100,000,000 P 100000000
Preferred stock - Authorized
Wating Treferved "A"= F100
par value 2,000,000 - P 200000000 P
Woting Preferred “B"- F1.40
par value 140, 0400, 0K - P 14,000,000 T
Issued and outstanding
Woting Freferred "A"-F100
par value 649,999 - Poe4,990900 P -
Voting Preferred "BY-1'1.40
par value 7,089,996 = 9,939,994 -
7,719,995 - P 74039894 P -
Total Capital stock P 17493989 T 100,000,000

In a regular meeting held on June 18, 2021, the Bank's Board of Directors approved the
increased in capital stock from P100 million, divided into 10,000,000 common shares at P10 par
value per share, to P314 million, divided as follows:

Par Value Total Amount
L Share Type Mo, of Shares [Php) {Fhp)
Common (Existing) 10,000,000 P 10,00 P 100,000,000
Voting Preferred A (New) 2,000,000 100,00 200,000,000
Voting Preferred B (New) 10,000,000 1.40 14,000,000

22,000,000 F 314,000,000
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The BOD also approved the amendment on the following features, rights and restrictions
in relation to the shares in the corporation:

1. Features rights and restrictions to the shares of corporation

Voting. Helders of each share shall have one (1) vole each, regardless of its
classification and par value.

Ownership Restriction. Voting Preferred A Shares may be owned by Philippine
nationals and non-FPhilippine nationals. Voting Preferred B Shares shall be owned
exclusively by Philippine nationals, and shall at all times, together with any
Common Shares owned by Philippine nationals, comprise of a minimum of at least
forty percent (20%) of the total number of voting shares of the corporation,

All Preferred Shares shall be non-curmulative and perpetual,

Dividends and Liquidation. The distribution of dividends and liquidated value or a
similar value shall be based on the par value of each share.

2. Restrictions on transfer of shares

Each shareholder may transfer its Common or Freferred shares subject to the terms

belo

L

a. Right of First Offer and Right of First Refusal

i.

If a shareholder (“Transferor”) intends to sell, transfer, assign or otherwise
dispuse of its shares (the "Sale Shares™) to a third party (the “Potential
Purchaser”), it shall give written notice (the “Transfer Notice”) to the other
shareholders (“Transferee”) of its intent to transfer its shares, specifying the
offer price and all other terms of the transfer (the "Offer”), Within thirty (30)
days from the date of the Transfer Motice (the “Offer Period"), the Transferce
may exercise a right of first refusal to purchase the Sale Shares or to arrange for
a qualified person as designee to purchase the Sale Shares,

it If the Transferee {or, as the case may be, its designee) accepts the Offer within

iii.

the Offer Period, the Transferar shall be bound to sell the Sale Shares to the
Transferee or its designee an the terms and conditions set forth in the Transfer
Motice, and such sale and purchase of Sale Shares shall be completed within
thirty (30) days from the date of the acceptance of the offer.

If the Transferee does not exercise the right to purchase the Sale Shares prior to
the expiry of the Offer Period, or following its exercise, the Sale Shares are not
sold to the Transferee pursuant to the paragraphs above, the Transferor may
transfer the Sale Shares to the Potential Purchaser at a price which is not lower
than the offer price and on terms no more favorable than those specified in the
Transfer Notice.
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b. Representation of Successor Shareholders

c.

Mo 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
personality under the laws of the Philippines or the country of its organization, has
the financial capability to perform its obligations, and has the power to enter into
and deliver an agreement for such sale, transfer or disposition, and to perform its

cbligations thereunder as evidenced by a duly adopted board resolution to such
effect.

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 violation of this Article Twelfth shall be null and void ab initio

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 was approved by the BSP and SEC on
August 23, 2022 and February 13, 2023, respectively (sez Note 1). Relatively to this, the Bank

issued preferred stock of P74939,894 in 2023 from the deposit for stock subscription
{see Mote 25).

As at December 31, 2023 and 2022, the Bank has two stockholders ewning 100 or more shares
each of the Bank's commeon stock.
RELATED PARTY TRANSACTIONS

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

The summary of the Bank’s transactions and outstanding balances with the related parties
follows:

2023 22
Arnount of Dutstanding Ameasnt of Dutstanding Terms and
Transactions Balance Transactions Balance Condition
Stockholders
Drepasita for stock
Subseription P 7493083 T - F - P 749989 SeeNote 25
Affiliates under
Common Control
Welcome Finance, Inc. -
Banagemant and
professional fees 3,285,549 - 4484812 - Payalle
monthly in
advance within
15 days from
recelpt of billing
Rental troame 6,708,072 - 0,614,217 - Payable every
5 working day
receipt of billing
ar within 20
working days
from end of

previous month

Key Management

Compensation 7797540 . 8,273,568 -
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Affiliates
The following are the transactions with affiliates under common control:

a. Un September 1, 2020, the Bank entered into an agreement with Welcome Finance, Inc.
(WFI), a company under common control, covering an inter-affiliate reciprocal
outsourcing agreement that is computed on an actual basis. In 2023 and 2022, the
outsourcing of services amounted to P6,708,072 and P9,614,317, respectively, presented
as part of Other incoms in the statements of comprehensive income (see Note 19). In 2023
and 2022, the insourcing of services amounted to P3,285,549 and P4,484,812, respectively,
presented as part of Management and professional fees under Other administrative
expenses in the statements of comprehensive income (see Note 19),

On April 28, 2021, the Bank acquired a Solution Packages with Rule base Credit &
Lending Integrated Planning System (R-CIIPS), N-Builder and N-Strategy covered by
Sales Agreement amounting to F1,095,526 from Welcome Finarice, Inc. (WFI), a company
under common control (see Nofe 12).

Key Management Personnel Compensation

Key management includes directors and officers with the position of manager and up. The
compensations of key management personmel related mainly to short-term benefits

amounting to P7,797 540 and P8,273.568 as for the vear December 31, 2023 and 2022,
respectively.

COMMITMENTS AND CONTINGENCIES

Operating Lease Commitinents - 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.

As discussed in Note 11, the Bank elected not to recognize a lease liability for short term
leases. Payments made on short-term leases are expense on a straight-line basis. The total
rentals from this operating lease amounted to P10,887,751 in 2023 and P10,405,944 in 2022
which is presented as Rental under Other administrative expenses (see Note 19),

Operating Lease Commitiments - Bank as Lessor

The Bank is a lessor to its affiliates under common control under various operating lease
contracts covering certain office spaces (see Note 22), The lease has terms ranging from two
years with renewal options. The future minimum lease collections under these operating
leases as at December 31, are as follows:

2023 2022
Within one year P 3,964,129 P 5,339 844
After one vear but not more than two years - 2,270,020

r 3,964,129 P 7,609,864
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The total rental income from this operating lease amounted to nil in 2023 and P2,586,457 in
2022 which is presented as Rental in the statements of comprehensive income.

Others

In the normal course of the Bank's operations, there are various commitments and
contingent liabilities such as guarantees and commitments to extend credit, which may not
be reflected in the accompanying financial statements. As at December 31, 2023 and 2022,
there are no contingent liabilities and outstanding litigations that are not reflected in the
accompanying financial staterments. Management believed that losses, if any, from these
claims will not have any material effect on the Bank's financial statements.

RISK MANAGEMENT OBJECTIVES AND POLICIES

As a financial institution, the Bank's activities expose it to credit, market and liquidity, and
operational risks. Credit risk emanates from exposures to borrowing customers,
counterparty risk in trading activities, and contingent credit risks arising from trade finance
exposures. Market risk covers price, liquidity and interest rate risks in the Bank's investment
portfolio. Liquidity risk may arise from a shortage in funding and/ or lack of market for the
sale of its assets. Operational 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 management framework and governance
struclure. The ability to manage risks effectively is vital for the Bank to sustain its growth
and continue to create value for its shareholders, depositors and regulators.

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

establishes a forum of discussion of the Bank's approach to risk issues in order 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 to customers, placing deposits and investments.
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The Bank manages credit risk through 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 collection
guidelines. The BOD ensures that the Bank’s credit policies and procedures are adequate to
meet the demands of the business. A codified signing authority is in place for every level of
loan processing and approval. Moreover, the Bank continuously monitors defaults of
customers and other counterparties, identified either individually or by group, and
incorporate this information into its credit risk controls. The Bank performs regular analysis
of the ability of borrowers and potential borrowers to meet interest and capital repayment
obligations and by changing these lending limits when appropriate. The Bank also subjects
the loan portfolio to a regular loan portfolio quality review, credit portfolio stress testing
and rapid portfolio reviews based on specific and potential events that may affect borrowers
in particular geographic locations and industries. Writing-off of bad accounts are approved
by the BOD and reported to the BSP in compliance with the rules and regulations for banks,
The Bank's policy is to deal only with creditworthy counterparties. In addition, for a certain

type of loans, collaterals or corporate and personal guarantees are required to mitigate credit
risk.

Loan classification and credit risk rating are an integral part of the Bank's management of
credit risk. Bank's exposures to credit risk on loans and other receivables and other details
pertaining to loans and receivables as at December 31, 2023 and 2022 are disclosed in
MNotes 7 and 30

The Bank’s exposure to credit risk which arises from possible default of other counter parties

with a maximum exposure equal to the carrying amounts of these instruments is addressed
by investing its excess funds with various credit-worthy 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 components of the statements of financial position is
shown below:

2023 2022
Due from Bangko Sentral ng Filipinas P 6,704,153 P 6,863,010
Due from other banks 262,026,044 162,945,208
Loans and other receivables - net 419,152,060 251,262,503
Financial assets at amortized cost 584,639 T63,272
Security deposits (presented under Other assets) 2,773,820 -

P 691,240,716 P 421835903

Financial 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.
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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 Due from BSP account represents the aggregate balance of deposit accounts in local
currency maintained by the Bank with the BSP primarily to meet reserve requirements,

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 invested are of high reputation and good credit
standing. Portion of due from other banks is secured by the lower of the agpregate
maximum insurance coverage of P500,000 and the balance of the deposit account, as
provided for under Republic Act (R.A.) No. 9576, Amendment to Charter of Diepastiory
Insturemee Corporation.

c.  Loarns and receipables

The Bank is able to manage the credit risk arising from Ioans and receivables to
individuals through (a) adherence to the credit policy guidelines set by the BOD wherein
credit approving authority is not exercised by a single individual but rather, through a
hierarchy of limits, is effectively exercised collectively; (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 conducting,
borrower credit risk assessment performed at least annually,

Laposure to credit risk is also managed through regular analysis of the ability of
borrowers and potential borrowers to meet interest and capital repayment obligations
and by changing these lending limits when appropriate. Exposure to credit risk is also
managed in part by obtaining collateral and personal guarantees. With respect to
foreclosed collaterals, the Bank is exerting effort to actively dispose of these
toreclosed properties.

The Bank’s loans are actively monitored to avoid significant concentrations of credit risk
in accordance with the BSP's prohibitions on maintaining a financial exposure to any
single person or group of persons in excess of 25.00% of its net worth,

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

As at December 31, 2023 and 2022, 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 (see Nofe 14).

d. Financial assets al amortized 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,

e.  Other assets

Other assets pertains to Security deposits. No significant credit risk is anticipated for
these accounts.
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The analysis of Bank's financial assets according to industry concentration, before taking
into account any collateral held or other credit enhancements, follows:

2023 2022
Cross Met Gross MNet
Maimum Maxl e Maximnum Maximum
__Exposure  _ Exposure Exposure Exposure

Accarding to industry:
Activities of households as employers

and undifferentiated goods and

services producing ecbivities of
Tenusehold for ows use P 285033580 T 285033569 P 184153808 P 164153805
Wholasale and retail trade, repair of
motor vehicles, motorcycles 72,575,483 72575483 40,604,780 40,604,785
Real estate activities 31,632,931 31,832,951 9,066,173 9.026,173
Construction 9,788,253 9,786,253 BAGZET1 6,462,671
Manufachuring 5,545,137 5,945,137 3,594,703 3,094,703
Transportation and stora e 2,569,899 2563,899 1,660,020 Lea0,020
Accommodation v oo service
actvities 2,342,953 1342553 268,432 268,432
Human health and social work
activities 1,965,002 1,965,002 B12,653 B12653
Agriculture, forestry and fishing 1,132,769 1,232,769 465,909 465,509
Education 1,005,614 1,051,814 1,861,352 1,861,352
Electricity, gas, steam and air,
conditioring supply 571,000 571,00
Financial and insurance activitiss 345,653 345,653 - -
Cther service activities 14,000,421 14,000,421 25,557,195 15,547,195
429,154,914 429,234,914 254,917,703 2549175708

Allowance for impakraent - { 24,295,006 ) - [ 14,229,898 )

P 429234914 P 404939608 P IMIITME P 140667805

Concentrations arise when a number of counlerparties ane engaped in similar business
activities, or activities in the same geographic region, or have similar economic features that
would cause their ability to meet contractual obligations to be similarly affected by changes
in economic, political or other conditions. Concentrations indicate the relative sensitivity of
the Bank's performance to development affecting a particular industry geographic location.

The Bank holds collateral against loans and receivables in the form of real estate, Estimates
of fair value are based on the value of collateral assessed at the time of borrowing and
generally are not updated except when a loan is assessed to be impaired. Generally,
collateral is held over loans and advances to the Bank. Collateral is usually not held against
investment securities, and no such collateral was held as of December 31, 2023 and 2022

The estimated fair value of real estate held as collateral against loans and receivables as at
December 31, 2023 and 2022 amounted to P&(,110,696 and P66,028,686, respectively. The
Bank is not permitted to sell or repledge the collateral held in the absence of default by the
owner of the collateral,



-60- A

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

of the Banl:
023 o
Meither Past Due nor Specifically Impaired Past De
High Standard Substandard  But Mot Yet
Grade Grade Grade  _ Impaired Impaired Tatal
Due from BSP F 474153 P - F - P - P . F 6.704,153
Due from othar banks 262,026,044 - - - . 262,026,044
Loans and other
receivahles
Loans and discounts 3ME742 341605455 . 29,385,698 429506 429,234,914
Accours receivable - 5513553 - - 2,708,094 8,221,647
Accrued interest
receivable - 8,608,609 - - . 8,658,609
Finamcial assets at
amartized cost 584,530 - = - 584,830
Other asgets - IITART) - - 2373820
P303.263576 TISESOLAA0 P - P 20385608 P 27003110 P7IEM3.826
anzz
Meither Past Due nor Specifically Lpaired Past Due
High Standard Substandard  But Not Yet
Grade Grade Grade Impaired Impnired Total
Due from BSP P oags3po P r - P - P - F 6,863,010
Drue from other banks 162,945,208 = - - = 162,545,208
Loans and other
receivables
Lonns and discownts HLE75,486 179,006,508 - 915409 14,223 858 25497703
ACCOUNS receivable 5352467 - . - 2,708,094 8,060,561
Accrued interest
receivabls 5,222,0M - - - - LS )
Financial assets at
amortized cost 765,272 - - = - Th5.272
FINB2676 PI790%6008 P - P 30915409 P 16,537,592  P438,773,%5

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

1.

High Grade or low-risk loans

These loans are neither past due nor impaired which are fully secured by collateral and
with good collection status. These are financial assets that have a high probability of

collection. The counterparty has the apparent ability to satisfy its obligation and the
security is readily enforceable.

Standard Grade or medium visk 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. Substandard Grade

Substandard grade loans are those where the counterparties are, most likely, not capable
of homoring their financial obligations. These loans include impaired loans which have

contimuous 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 PFRS, a financial asset is past due when the counterparty has failed to
make a payment when contractually due.

— 2023
Less than Mo 61 to 91 to Over
3 days &) days 90 days 150 days 180 days Total
Loand and ather
receivabios
Loans and discounts P 29385698 P . r = P - 14 - I 20,305 698
20z
Less than i Glto 9l 1o Over
30 days 60 days o900 days 180 days 180 days Total
Loans and other
receivalbles
Loans and discounts  F 0215409 P . P - F - P - P 20515409
Liquidity Risk

Liquidity risk is generally defined as the current and prospective risk to earnings, or capital
atising 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 on matu rity.

The Bank's management is responsible for the overall management and oversight of the
Bank’s liquidity profile. The Bank manages liquidity risk by holding sufficient liquid assets
of appropriate quality to ensure short-term funding requirements are met and by
maintaining a balanced loan portfolio. A cash flow mismatch analysis is used to measure the
Bank's liquidity. A maturity ladder is constructed to determine the cumulative net excess or
deficit of funds at appropriate time bands. Net cumulative outflow limits have been put in
place to ensure that the Bank's funding requirements are not strained. The Bank also secks
to maintain sufficient liquidity to take advantage of interest rate opportunities when they
arise.
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The follawing table shows the maturity profile of the financial assets and liabilities, based
on the Bank's management of its liquidity structure:

Fimancial assels

Cash

Due from BSP

Dae from other banks

Loans and other receivables
Loans and discounts
Accounts recedvable
Accrued interest receivahle

Finanecial assets at amortized
cogt

Other assets

Financial liabilities:
Deposit liabilities
Bills payable
Lease liabilities
Accrued interes: and other
liabilities

Financial assets

Cazh

Due from BSP

Drue from other banks

Loans and other receivables
Loans and discounts
Accounts receivable
Accrued interask recaivably

Financial assats at amortized
cost

Financial ltabdlites:
Deposit labilities
Bills payable
Lease liabilites
Acerued interast and other
liabilities

202%
Less than 3ol Beyond
O Demand 3 Months Months 1 year Total
PoL053480 P - P - P P 1,083 480
6,704,153 - - - 6,704,153
262,026,044 - - - 262,025,044
- 21782826 B4,073,985 344,802 878 430,654 489
821,647 B, 221,647
- . 1581500 FA07109 B.598,609
- - - 584,639 354,639
2773820 277388
2TR005,334 21,782,825 £5,665 4B5 355,268,546 730,722,081
11,530,762 5,347 437 15,410,051 N5IT20% 348 160,545
- - 242,000,000 - 247,000,000
- 1,680,592 977868 2,658,958
17,956,130 11,420 134,236 5180537 17, 282473
23,786,992 5,358 B57 264,224 470 321,730,599 615,100,327
P254.718.332 P 16473860 (P 196,550.304) P 33537947 T 105620754
022
Less than Jtel2 Bayond
On Demand 3 Months Months 1year Total
F 15459308 P P - F - P 1545006
6,853,010 - - - 5,863,000
162,945,208 - - 162,545,208
13,102,370 BAT6397 41,179,500 194,616,464 255,374,731
8,060,561 - - . 8,060,551
86,581 148,428 1,085,708 3,501,514 3,222,131
- G2 A56 116,430 58640 765,272
192,603,638 5,687,201 42,201,628 159,104,384 440,778,921
47 2681.041 14,251 279 135,145,004 49,325,811 256,033,135
100,000,000 - - . 100,000 000
- - 1,216,736 2,061,143 337579
11,580,047 36,687 1,385,553 547 B 13,332,035
158,671,088 14,317,966 137 520,293 51,934,302 252,743,649
P 33932550 (P 7630.705) (P 85438.655) P147170082 P 5E,003,272

The negative liquidity gap is due to the timing difference in the contractual maturities of
assets and liabilities. The management measures the maximum funding requirement the
Bank may need to support its maturing obligations. 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.
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A prudential Minimum Liquidity Ratio (MLR) of twenty percent (20%) shall apply to banks
on an ongoing basis absent a period of financial stress. On April 7, 2020, the BSP issued
Memorandum No. M-2020-020 reducing the MLR from 20% to 16% until December 31, 2020,
The effectivity of the reduction of MLR was further extended until December 31, 2022 under
BSP Memorandum No. M-2022-004 dated January 17, 2022. 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:

2023 2022

Liquid Assets
Cash on hand r 1,053,480 P 1,545,908
Due from Bangko Sentral ng Pilipinas 6,704,153 6,803,010
Due from other banks 262,026,044 162,945,208
Financial assets at amortized cost 584,639 765,272
P 270,368,316 P 172,179,298
Qualifying labilities P 607,030,527 339,692,762
Liquidity percentage 44.54%, S0.67%

Based on the foregoing, the Bank was above the prudential MLR as at December 31, 2023
and 2022,

Market Risk

The Bank's market risk exposure arises from adverse movements in interest rates and prices
of assets that are either carried in the banking book or held as positions in the trading book
(financial 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-offs arising from changes in overall liquidity and funding conditions in the market,
Market risk related to the Bank’s financial instruments includes foreign currency, interest
rate and price risks.

@ Foreign Currency Risk

The Bank has no exposure to foreign currency risks as most transactions are
denominated in the Philippine peso, its functional currency.

b, Interest Rate Sensitivity

Interest rate risk arises when there is a mismatch between positions that are subject to
interest rate adjustments within a specified period. The most important source of interest
rate risk is the Bank's lending, funding and investments activities, where fluctuations in
interest rates are reflected in interest margins and earnings. Interest rate risk also arises in

trading activities, where changes in interest rates may cause fluctuations in portfolio market
values.

The Bank follows a prudent policy on managing its assets and liabilities to ensure that
exposure to fluctuations in interest rates are kept within acceptable limits.
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The Bank measures the sensitivity of its assets and liabilities to interest rate fluctuations
by way of Earnings-at-Risk (EaR).

EaR is a measure of likely earnings volatility for accrual portfolios, It is calculated as the
change in income over the next 12 months, given current exposures that will result from
a one-year standard deviation change in interest rates, updated quarterly. EaR is
calculated 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 assels at amertized cost and some
floating-rate loans and payables,

The volatility 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 financial
performance. The Due from BSP was not included in the cash flow interest rate risk
sensitivity since the potential effects on net results and capital funds will be immaterial.
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 income:

2023 .
Increase (Decrease) in Basic Points
23 6B (23) 168)
Change on net interest income:
Loans and receivables Po16312951 P 77794930 (P 26,312,991) (I 77.794,930)
Due from other banks 497,383 556429 | 497,383 | 550,419)
Financial assets al amertized
cost 2,003 24016 | 2,003) 24,016)
Deposit liabilities { 3,424,560) | 10,124,512) 3,824,569 10,124,512
Bills payable i 1,621,358} 4,793,580 1,621,358 4,793,560

P 21766450 P 63,456,983 (P 21,766,450} (P 63,456,953)

2022
Incresse (Decrease] in Basic Points
FH &6 23 (58]
Change on net interest income:

Loans and receivables P 20217457 T 59773381 (P 20,217.467) (P 59,773,381}
Due from other banks 188,204 556429 188,204} 556,429
Financial assets &t amortized

cost 8,123 406 | 8123 24,016)
Deposit liabilities [ 2,391,24) | 7,661,040 2,591,134 7,661,040
Bills payable [ BE9.729) ( 2,571,373 869729 _ 2571,373

P 15952831 P  50,121413 P 16952831 P 50121413

One of the goals in the risk management process is the adoption of the economic value
approach in measuring the interest rate risk in the banking book to complement the
earnings approach or EaR currently used.
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¢ 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,

Operational Risk

Operational 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 unforeseen catastrophes that may result in unexpected loss.
Operational risks include the risk of loss arising from various types of human or technical
error, settlement or payment failures, business interruption, administrative and legal risks,
and the risk arising from systems not performing adequately, 1t also mcludes the risk of loss
due to the Bank's failure to comply with the defined operational procedures, inability to
address fraud committed internally or externally, inability to handle system failures, and
inability to cope with the impact of external events.

The Bank manages operational risks by instituting policies to minimize its expected losses
and having an insurance and/or a business continuity plan to prepare for catastrophic
losses.

True to its commitment to sound management and corporate governance, the Bank
considers operational risk management as a critical element in the conduct of its business.
The BOD has the ultimate responsibility for providing leadership in the management of
operational risk in the Bank. The Bank has established measures to mitigate the effects of
risks related to operations through its senior management. The Bank's Operational Risk
Management tools are continually being reviewed and enhanced to proactively manage
operational risks and increase the Bank's operational resilience. Operational risks arising
from health, safety, and environmental issues are appropriately managed through policies
and measures that are integrated into the Bank's day-to-day operations. These include

envirorunental conscicusness, occupational health and safety, and community health and
safety.

The Bank continues to review its preparedness for major disaster scenarios and implements
required changes in its Business Continuity Flan, At year-end, the Bank also ensures that
disclosures are made in the financial statements for any significant accounts, if any, which
may have been affected by such risk.

Legal Risk

Legal risk pertains to the Bank’s exposure to losses arising 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 invelved in litigation in
enforcing its collection rights under loan agreements in case of borrower default. The Bank
tay incur significant legal expenses as a result of these events, but the Bank may still end
up with non-collection or non-enforcement of claims. The Bank has established measures to
avoid or mitigate the effects of these adverse decisions and engages several qualified legal
advisors, who were endorsed to and carefully approved by senior management.
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At year-end, the Bank also ensures that material adjustments or disclosures are made in the

financial statements for any significant commitments or contingencies which may have
arisen from legal proceedings involving the Bank.

Exposure to the legal risk of the Bank is low as at December 31, 2022 as there are no
outstanding cases filed against the Bank.

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 menitoring
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,

Anti-Maoney Laundering Controls

The Anti-Money Laundering Act (AMLA) or RA No. 9160 was enacted in September 2001
and was amended by RA Nos, 9194, 10167, 10365, and 10927 in 2003, 2012, 2013 and 2017,
respectively. Furthermore, terrorist financing was criminalized in RA No. 10168, Under the
AMLA, as amended, in order to prevent money laundering and financing activities, the
Bank is required to (1) identify its customers, (2) report covered transactions and suspicious
transactions to the Anti-Money Laundering Council {AMLC) and (3) retain customer
identification records and transactional documents for a specified perind.

On January 27, 2011, the BSP Circular No. 706 was implemented superseding all policies on
AMLA. The Circular requires the Bank to adopt a comprehensive and risk-based Money
Laundering and Terrorist Financing Program (MTFF) designed according to the Bank's
corporate structure and risk profile. Further amandments to the regulations on Anti-Money
Laundering (AML) and Combating Financing of Terrorism (CFT) were promulgated thru
BSP Circular Nos, 950 and 1022 in March 2017 and November 2018, respectively.

The Board approved the MTPP setting forth Bank's AML/CFT policies and procedures.
Under the MTPP, each business unit is required to verify the true identity of a customer
based on official or other reliable identification documents or records before an account may
be opened. Furthermore, the Bank is required to risk profile its customers to low, normal, or
high with corresponding due diligence of reduced, average, or enhanced. Decisions to enter
into a business relationship with a high-risk customer require management approval.

Under the reporting requirement, the Bank submits Covered Transaction Reports (CTRs) to
the Anti-Money Laundering Council {AMLC) involving a single transaction in cash or other
equivalent monetary instruments in excess of P0.5 million within one banking day. The Bank
also submits Suspicious Transaction Reports (STRs) to the AMLC in the event that
circumstances exist and there are reasonable grounds to believe that the transacton is
suspicious. As for record-keeping requirements, the Bank safe keeps, as long as the account
exists, all the Know-Your-Customer (KYC) documents involving clients, including
documents that establish and record the true and full identity of its clients. Likewise,
transactional documents must be maintained and stored. In cases involving closed accounts,
the KYC documents must be kept after their closure.
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On the other hand, all records of accounts with court cases must be kept until there is a final
resolution.

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 point in time in the course of
its business operations. No changes were made in the objectives, policies and processes from
the previous years.

BSP, as the Bank's lead regulator, sets and monitors capital requirements for the Bank. In
implementing current capital requirements, the BSP requires the Bank to maintain a
prescribed capital and ratio of qualifying capital to risk-weighted assets.

Under existing BSP regulations, the determination of the Bank’s compliance with regulatory
requiremnents and ratios is based on the amount of the Bank's ‘unimpaired capital
(regulatory net worth) as reported to the BSF, which is determined on the basis of regulatory
accounting policies which differ from PFRS in some respects.

The BSP has adopted the “Revised Risk-Based Capital Adequacy Framework For Stand-
Alone Thrift Banks, Rural Banks And Cooperative Banks” and referred by the BSP as Basel
1.5 framework, which requires the Bank to maintain:

a. Common Equity Tier 1 (CET 1) of at least 6.0% of risk-weighted assets;
. Tier 1 Capital of at lease 7.5% of risk-weighted assets;
¢. Capital Adequacy Ratio (CAR) or Qualifying Capital (Tier 1 plus Tier 2 Capital) of
at least 10.0% of risk-weighted assets; and,
d. Capital Conservation Buffer (CCB) of 25% of risk-weighted assets, comprised of CET
1 Capital

Qualifying capital and risk-weighted assets are computed based on BSP regulations. The
regulatory capital is analyzed as CET 1 Capital, Additional Tier 1 Capital and Tier 2 Capital,
each adjusted for prescribed regulatory deductions. Risk-weighted assets consist of total
assets less cash on hand, due from BSF, 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 minimum capital
ratios based on the new compositions under BSP Circular No. 1079 and capital conservation
buffer or CCB requirement for the Bank became effective on January 1, 2023.

The CCB is meant to promote the conservation of capital and build-up of adequate cushion
above the minimurm level that can be drawn down by banks to absorb losses during periods
of financial and economic stress.
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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 ratio of the Bank is shown in the table below:

Tier 1 Capital
Common stock
Deposit for stock subscription
Deficit
Comprehensive loss for the year

Less Deduction from Tier 1 Capital
Deferred tax asset

Defined benefit pension fund liability

Tier 2 Capital

Paid - up perpetual and cumulative

preferred stock
General loan loss provision

Total qualifying capital

Credit risk-weighted asset
Operational risk-weighted asset

Risk-weighted assets

Capital ratios

Total CET 1 capital expressed as percentage of

total risk weighted assets

Total Tier 1 capital expressed as of total

percentage of total risk weighted assets

Capital conservation buffer

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

2023 2022
P 100,000,000 P 100,000,000
- 74,939,894
45,601,470) | 38,504,167)
1,948,029) | 7,097,303}
52,450,501 129,338,424
18,931,491 16,428,777
1,343,210) -
17,588,281 16,428,777
34,862,220 112,909,647
74,939,894 -
3,937,000 2,337,999
75,876,894 2,337,996
P 113,739,114 P 115,247 643
P 713,196,074 P 463371,863
72,915,465 27,048,187
I' 786,111,539 F 490,420,050
4.43% 26.37%
4.43% 23.02%
1.57%) =
14.47% 23.50%

As at December 31, 2022, the Bank complied with the minimum capital ratios prescribed by
the BSP. As at December 31, 2023, the Bank is complied with the minimum capital adequacy
ratin, however, CET1, and Tier 1 are below the BSF required capital ratios. Moreover, the

capital conservation buffer has not met,
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Based on the Manual of Regulations for Banks Section 121, Mininum Capitalization of Banks
of which a rural bank whose head office and a branch are located in the National Capital
Region shall have a required minimum capital of P75 million, which must be satisfied within
five years from the date of effectivity. Banks that comply with the amended capital levels
must submit to the BSP a certification within 30 calendar days from the date of effectiv ity of
this circular. Banks not meeting the minimum required capital must submit to the BSP

within one year from the date of effectivity of this circular on an acceptable capital build-up
program.

On November 25, 2015, the BSP approved the Bank's capital build-up program in
compliance with Circular No. 854 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 P25 million in 2020.

In 2021, the Bank received deposit for stock subscription amounting to P74,939,894 to
comply with the required minimum capital. The deposit for stock subscription is presented
as a separate item in the statement of changes in equity pending approval by the SEC.
Cutstanding deposit for stock subscription in 2022 was converted to Capital stock with the

approval of the amendment of the Article of Incorporation on February 13, 2023 by the SEC.
(see Note 21).

On August 24, 2022, the BSP issued Circular No. 1151 Series of 2022 Amendments to the
Minimman Capitalization of Rural Banks increasing the minimum capital requirements for rural
banks. The new minimum capitalization requirement is part of the initiatives under the
Rural Bank Strengthening Program (RBSP). The RBSP was developed to enhance the
operations, capacity, and competitiveness of rural banks. It is anchored on the principle that
a safe and sound bank is well-capitalized. A strong capital base enables rural banks to
enhance weir risk management systems, upgrade resources and manage operational costs,
meet prudential standards, and accelerate digital transformation.

Under Section 121 of the MORB, as amended by Circular Nos. 1121 and 1142 dated
June 8, 2021 and March 29 2022, respectively, the minimum capitalization of the Banks shall
be P50 million.

As at December 31, 2023 and 2022, the Bank has satisfactorily meet the minimum capital
requirement by the BSE.

Leverage Ratio and Total Exposure Measure

The Bank’s leverage ratio and total exposure measure as of December 31 is presented as
follows:

2023 a0
Total capital P 127,390,395 P 129338424
Total assets P 747485453 I 485,448,803
Leverage ratio 17.04% 26.64%

Total exposure measure P 747485453 P 485,448,803
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Under BSF Circular No. 1079 Series of 2020 dated March 9, 2020, leverage ratio is computed
as Total capital divided by Total asset,

FAIR VALUE MEASUREMENT
Carrying Amounts and Fair Values by Category

The table below presents a comparison by category of carrying amounts and estimated fair
values of the Bank's financial assets and liabilities as at December 31;

2023 2022
C im, Carryin, .
J’I.nr:;rl.mf __ Fair Value &mgun!g Fair Value
Financial Assels
Cash " 1,053,480 P 1053460 P 1545908 P 1,545,908
Due from BEP 6,704,153 6,704,153 6,863,010 6,863,000
Due from other banks 262,026,044 262,026,044 162,945,208 162,545,208
Loans and other receivable 419,152,060 419,152,060 251,262,500 251,262,508
Financial assets at amortzed
cost 5B4.639 564,639 765,272 765,272

Other assets 2,773,520 2,773,820 - -

P 69223196 P 692294196 P 423381501 P 423,381,901

Fimancial Liabilities

Depasit labilities P 348160346 P 348160346 P 235033,135 P 236,083,135
Bills payable 247,000,000 247,000,000 100,000,000 100,000,000
Lease liabilities 2,658,558 2,658,556 3377875 3377875
Accrued interest and other

liabilities 17282423 17,282,423 13,332,635 13,332,635

P 615100,327 P 615100,327 T 352274645 P 3522374,645

The methods and assumptions used by the Bank in estimating the fair value of the financial
instruments are as follows:

i.  Cash, Due from BSP and D from other banks and Other Assets

The carrying amounts approximate fair values given the short-term nature of the
instruments.

il. Loans and receivables and Financial assets at amortized cost

Loans and other receivables and financial assets at amortized cost and are carried at
amortized cost less allowance for impairment loss. The estimated fair value of loans and
receivables and Financial assets at amorlized cost represents the discounted amount of
estimated future cash flows expected to be received. Long-term interest-bearing loans

are periodically repriced at interest rates equivalent to the current market rates, to
determine fair value,

iit. Deeposit liabilities and Bills payable

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
rates for similar borrowings with maturities consistent with those remaining for the
liability being value, if any. The carrying amount of deposit liabilities and bills payable
approximates fair value considering their short duration,
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The estimated fair values of lease liabilities are estimated using the discounted cash flow
methodology using the Bank's current incremental borrowing rates for similar
borrowings with maturities consistent with those terms of underlying right-of-use assets
being value. The carrying amount of lease liabilities approximates fair value.

v.  Accrued interest and other labilitics

Accrued interest and other liabilities are recognized initially at their fair value and
subsequently measured at amounts to which they are to be paid. Fair value of these
short-term liabilities approximates their carrying 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 liabilities not measured at fair value but for
which fair value is disclosed in accordance with other relevant PFRES, are categorized into
three levels based on the significance of inputs used to measure the fair value, The fair value
lierarchy has the following levels:

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

* Level 2: inputs other than quoted prices included within Level 1 that are observable
for the resource or liability, either directly (ie. 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
{unobservable inputs).

The level within which the financial asset or liability is classified is determined based on
the lowest level of significant input to the fair value measurement. For purposes of
determining the market value at Level 1, a market is regarded as active if quoted prices are
readily and regularly available from an exchange, dealer, broker, industry group, pricing
service, or regulatory agency, and those prices represent actual and regularly ocourring
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 models and valuation techniques or by
reference to the current market value of another instrument which is substantially the same
after taking into account the related credit risk of counterparties or is calculated based on
the expected cash flows of the underlying net asset base of the instrument.

When the Bank uses the valuation technique, 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
instrurnent is included in Level 2, Otherwise, it is included in Level 3.

There have been no significant transfers among Levels 1, 2 and 3 in the reporting periods.

As at December 31, 2023 and 2022, there were no financial assets and liakiliGes measured at
fair value,
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Assets:

Cash

Due from BSP

Due from other banks

Loans and discount receivables:
Loans and discounts - gross
Accounts receivable
Accrued interest receivable

Financial assets at amortized cost

Bank premises, furniture, fixtures
and equipment

Investment property

Right-of-use assels

Intangible assets

Deferrad tax asset

Other assets

Liabilities
Deposit llabilities
EBills payable
Lease linbilities
Retirement benefit obligation
Income tax payalbile

Acerued interest and other liabilities
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Fair Value Measurement for Non-financial Assets

MATURITY ANALYSIS OF ASSETS AND LIABILITIES

AR AR

There were no non-financial assets measured at fair value as at December 31, 2023 and 2022,

The fair value disclosed for the Bank's investment property, which mainly consist of
condominium unit, is based on Level 2. The Level 2 fair value of condominium was derived
using the market comparable approach that reflects the recent transaction prices for similar
properties in nearby locations. Under this approach, when sales prices of comparable land
in close proximity are used in the valuation of the subject property with no adjustment on
the price, fair value is included in Level 2 (see Note 10).

The following table shows an analysis of assets and liabilities and analyzed 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, the maturity profile of assets and labilities follows:

2023
Due Within Due Beyond
‘One Year One Year Total
P 1,053480 P - P 1,053,480
6,704,153 - 6,704,153
262,026,044 - 262,006,044
85,856,711 344,802,978 430,659,689
8,271,647 . B,.221,647
1,591,500 707,109 8,695,600
- 584,639 5E4,639
- 18,976,430 18,976,430
. 2,653,959 2,653,959
1,960,681 1,960,681
9,249,151 0,249,151
. 18,931,491 18,931,491
3,419,545 2,773,820 6,193,265
P 368,873,040 r 407,040,258 r 775,913,338
P 32,588,250 r 31557209 r 38,160,345
247,000,000 . 247,000,000
1,680,502 977,966 2,658,558
- 1,343,210 1243210
365,672 - 365,872
15,386,535 5,180,537 20,567,072
P 297,021,249 r 323,073,809 r 620,095,058
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STATEMENTS OF CASH FLOWS

.

Aszzets:

Cash

Due from BSP

Due from other banks

Loans and discount recelvables:
Loans and discounts - gross
Accounts receivable
Accrued interest receivable

Financial assets at amortzed cost

Bank premises, furniture, fixtures
and equipment

Investment property

Right-of-use assets

Intangible assets

Deferred tax asset

Other assets

Liabilities
Deposit lisbilites
Bills payable
Lease habilities
Retirement benefit obligation

Accrued interest and other liabilities

AR A A
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2002
Due Within Due Beyond
One Year One Year Total
F 1,545,908 P - P 1,545,908
6,863,010 - 6,863,010
162,945,208 - 162,545,206
50,758,267 194,616,464 255,374,731
B.060,561 - 8,060,561
1,320,717 3,901,514 5,222,231
178,866 SBe406 765,272
- 24,399,301 24,399,301
- 3,377,766 3,377,766
- 2,737,204 2,737,204
= 10,210,242 10,210,242
. 16,428,777 16,428,777
430,669 4,482,943 4,913,612
P 242,103,206 P 260,740,617 P 502,843,822
P 186,707,324 P 49,335,811 P 236,033,135
TO0,000,000 - 100,000,000
1316736 2,061,143 3,377 879
- 1,061,778 1,061,778
15,090,229 547,348 13,657 567
P 303,114,299 r 52,996,080 | 356,110,379

Supplemental Information on Non-cash Investing and Financing Activities

The Bank recognized right-of-use assets amounting to 71,960,681 and P2,737,204 as at
December 31, 2023 and 2022, respectively, and lease liabilities amounting to P2,658,558
ancd P3,377,879 as at Decernber 31, 2023 and 2022, respectively.
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b. Reconciliation of Liabilities Arising from Financing Activities

Presented below is the reconciliation of the Bank's liabilities arising from financing
activities, which includes both cash and non-cash changes:

Diepoait for
Stock
Bills Payable Lease Liabilities Subscription
fsec Mote 16)  (see Note 11 (see Note 21) Total

Balance ay January 1, 2023 PO100000000 2P 33778 P 74030894 P 1783177
Casl flows from financing

activiliss:

Proceeds from bills payable 147,000,000 . - 147,000,000

Repayments of lease liabilities - { 1ED0109 ) - [ 1,600,109 )
Men-cash financing activites

Additons - 734,994 - 734,594

Interest amorization on lease

linbilities - 145,794 - 145,794

Conversion to prefarred shares - - { Ta9388%) ( 74,939,894 )
Balance at December 31, 2023 F 247000000 F 2E58558 P - P 248458558
Balanwce ay January 1, 2022 Fo100m00000 P 1A732% P - F 1579530
Cash fows from Anancing

mctivitios;

Repayments of lease linbilities - { 2.768,561) - [ 2,768,381 )
Mon-cash fnancing activities:

Additons . 4,105,806 . 4,105,806

Interest amortization on lease

liabilites - 161,224 . 161,224

Transfer to equity - . - 74,939.5% 74,939 B9

Balance at December 31, 2022 P 100000000 P 1IFTEM P TATIGEM P IFRNISTT

RECLASSIFICATIONS OF ACCOUNTS

Certain accounts in 2022 were reclassified to conform with the 2023 financial statements
presentation accounts.

As previously

Reported Reclassification As Reclassified
Service charges and fees P 2495523 P 5427 442 P 7,922 055
Others 15802905 | 5427 442) 10,375,463

The reclassification pertains to service charges and fees previously presented as part of other
income. The reclassification has no impact in the profit or loss,

SUPPLEMENTARY INFORMATION REQUIRED UNDER BSP CIRCULAR NO, 1074

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 new 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.
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This supplementary information is not a required disclosure under PFRS. In compliance
with the requirements set forth by Circular Nao. 1074, hereunder is the supplementary
information:

a,  Fimancial Performance [ndicators

The following basic ratios measure the financial performance of the Bank:

2023 2022
Return on average equity i 1.52%) | 7A44%)
Return on average assets ({ 0.32%) | 1.38%)
MNet interest margin 17.05% 17.90%

The following formulas were used to compute the indicators:

i Return on Average = _MNet Income (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
i, Return on Average = Met lncounne (ur Luss) After Income Tax x 100
Assets (%) Average Total Assets
Where:
Average Total = Current calendar/ fiscal year-end
Assets Total Assets balance +
previous calendar / fiscal year-end
Total Assets balance
2
iii. Met Interest = Met Interest Income x 100
Margin (%) Average Interest Earning Assets
Where:
Net Interest = Total Interest Income - Total Interest Expense
Income
Averape Interest = Current calendar/fiscal year-end
Earning Assets Total Interest Earnings Assets balance +

previous calendar/ fiscal year-end

Total Interest Earning Assets balance

2
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b, Capital Instruments

As at December 31, 2023 and 2022, the Bank has two classes of capital stock, which are
common and preferred shares.

The details of capital stock and CAR are presented in Notes 21 and 25, respectively.
Significant Credit Exposures s to Industry/Feonomic Sector

The classification of loans as to industry and economic activity concentration follows:

2023 022
Amount B Amount %
Activities of households as
employers amd undifferentiated
goods-and services producing
activities of households for
own use P 285,033,552 66,41 164,133,606 B30
Wholesale and retail trade of
motor vehicles, matorcycles 72,575,463 16.91 40,604,789 1593
Real estate activities 31,832,931 7.42 2,035,173 354
Construction 9,738,253 228 6,462,671 254
Accommodation and foed
service activities 2,342,953 (.55 268,432 011
Agriculture, forestry and fishing 1,232,769 0.29 AR5, 509 018
Manufacturing 5,945,137 1.39 3,904 70 157
Human health and social work
actvities 1,965,002 0,446 B12,653 DAz
Education 1,031,814 0.24 1,861,352 073
Transportation and storage 2,569,859 D.60 1,660,020 0.65
Financial and insurance
ackivities 345,654 0.08 - -
Electricity, gas, steam and afr,
conditioning supply 571,010 013 . -
Orther service activities 14,000,457 326 25597195 10,04
P_£29,234914 100,00 P 254917703 100,00

The BSP considers the significant credit exposures when the total loan exposure to a
particular industry exceeds 30% of the total loan portfolio. Significant credit exposures
of the Bank were noted for activities of households as employers and undifferentiated

goods-and-services producing activities of households for own use with 66.41% and
64.39% in 2023 and 2022, respectively.
EBreakdown of Total Loans as to Security and Status

As to security, the composition of total loan portfolio (net of unamortized discount) is
presented below:

2023 W22
Amount Ya Amount %
Secured
Feal estate mortgage 29,170,584 680 P 40,270,245 16.00
Other collateral 4,778,158 1.11 2,663,393 1.00
33,948,742 7.91 42,933,638 17.00
Unsecured 385,286,172 492.09 211,584,065 B3.00

P 479,234 914 100,00 F 254 517,700 100.00
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As at December 31, 2023 and 2022, the fair value of the collaterals of secured loans of the
Bank amounts to PE0,110,69 and P46,220,080, 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
impairad,

The breakdown of loans and discounts (net of unamortized discount) by status is
presented below:

2023 2022
Current P 375554200 P 219,772,398
Past due but not yet non-performing 35,553,385 21,145.454
Past due and already non-performing 14,127,329 3,959,851
Ibems in litigaton 4,000,000 -

r 429,234,914 P 254,917,703

2023
Pasl due bt Past due
Mot yet and already

Mon- Maon- Ttems in
Current performing  performing _Litigation  Total

Agrarian reformy/ other agricultural

loans P 15135189 P 2184348 P 9FLESE P 4000000 T 22294375
Loans to individuals for

consumption 252,000,008 3,711,592 8,421,953 - 285,033,553
Microenterprise loans 1.586,978 - - . 1586578
Loana ta individuals for heusing

purposes 28,800,538 259,842 1,567 567 - 31,070,047
Seall ceale cnbcrprise G2,400,605 2,200,755 2,803,931 = 8,295,901
Loans to individual for other

purpodes 14,645,822 56,735 - - 14,702,550

Pa/aSs40l0 P 35556085 P 14127328 P 4000000 F420334914

v}
Faat due but  Past due and
Mat yet already
Mon- M- Tlzma in
Current performing _performing Litigation Total

Loans to individuals for

Consumption F143,604,108 P 2054968 P - F - P 164,153,805
Microenterprise loans 36,843,056 B.237 608 3,993,851 - 459, 160.455
Loans to individuals for housing

purposes 4,170,613 2,358,150 - - 6,428,763
Small scale enterprise 74N . - - 307411
Loans to individual for other

purposes 3,847,290 - - - 34,847,223

PS8 P 3L14545 P 3999851 P - P 754,917,703
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An analysis of changes in the gross carrying amounts of loans as at December 31, 2023
and 2022 follows:

. 2023

Stage 1 Stage 2 Stage 3 Total
Balance as at January 1, X123 P 205661585 P 36436515 P 13276631 I 255,374,731
Mew assets originated F5,120,000 - - 345,120,000
Assets derecognized or prepaid ( 125,586,707) ( 57 BR2,535 ) 12149425 | 171,250 817)
Transfer to Stage 1 - - - -
Tramsfer to Stage 2 { 35,553,349) 35,353,349 - -
Transfer to Stage 3 { 14,127,329) = 14,127,329 -
Amounts written-off - - - -
Balance as at December 31,2023 P 375554200 P 14,127,329 P 39,553,385 I 429234914

2022

Stagel Stage 2 Stage 3 Tatal
Balance as at January 1, 2022 P 168073800 P 5291061 P 9276,780 P 1824641.641
Mew assets originated 164,991,375 - . 164,561,375
Assets derecognized or prepaid | T8.147.472) ( 32,436,664 17,868,823 92,715,313)
Transfer to Stage 1 - - - -
Transfer to Stage 2 { 31,145454) 31,145,454 - -
Transfer to Stage 3 { 3.999.5851) - 3,999 851 .
Amounts written-off - - - -
Balance as at December 31, 2022 P 219772398 P 3099851 P 31145454 P 754917703

Per BSF's 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 intereat or installment due, or portions tereol, are nut paid at thelr
contractual due date, in which case, the total outstanding balance thereof shall be
considered as past due. However, the Bank may provide a cure period on a credit
product-specific basis, not to exceed thirty (30) days within which to allow the obligors
or borrowers to catch up on their late payment without being considered as past due.
Provided, that any cure period policy shall be based on verifiable collection experience
and reasonable judgment that support tolerance of occasional payment delays.
Provided, further, that the observance of a cure period policy shall not precluds 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 period allowable by the policy shall not exceed ten (10) days.

Also, per BSP's MORB, loans, investments, receivables, or any financial asset shall be
considered nen-performing, even without any missed contractual payments, when it is
considered impaired under existing accounting standards, classified as doubtful or loss,
in litigation, and/or there is evidence that full repayment of principal and interest is
unlikely without foreclosure of collateral, if any. All ather loans, even if not considered
impaired, shall be considered non-performing if any principal and/or interest are
unpaid for more than ninety (90) days from the contractual due date, or accrued interests
for more than ninety (90) days have been capitalized, refinanced, or delayed by
agreement.

Microenterprise and other small loans with similar credit characteristics shall be

considered non-performing after the contractual due date or after it has become past
due.
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Restructured loans, which do not meet the requirements to be treated as performing
loans, shall be considered non-performing. However, if prior to restructuring, the loans
were categorized as performing, such classification shall be retained. Non-performing
loans, investments, receivables, or any financial asset {and/or any replacement loan)
shall remain classified as such until (a) there is sufficient evidence to support that full
collection of principal and interests is probable and payments of interest and/or
principal are received for at least six (6) months; or (b} written-off.

As of December 31, 2023 and 2022, non-performing loans of the Bank amounted to
P39,553,332 and P3,999,851, respectively, including loans in litigations amounting to
P4,000,000 and nil as at December 31, 2023 and 2022, respectively. The Bank does not
have restructured loans in both years,

Information on Related Partyy Loans

In the ordinary course of business, the Bank has loan transactions with certain DOSRL
Existing banking regulations limit the amount of individual loans to DOSRI, 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 total regulatory capital or 15% of total loan portfolio, whichever is
lower,

On March 15, 2004, the BSP issued Circular No. 423 which provides for the amended
definition of DOSRI accounts. Any violation of the provisions under Circular No. 423 is
subject to regulatory sanctions. However, loans, other credit accommodations and
guarantees, as well as availment of previously approved loans and committed credit
lines that are not considered DOSRI (non-DOSRI) accounts prior to the issuance of
Circular Mu. 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 accommodations
and guarantees become past due, or are extended, renewed or restructured, whichever
comes later,

On January 31, 2007, BSP Circular Mo, 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-banks. Under the said circular,
the total outstanding loans, credit accommodations and guarantees to each of the bank’s
subsidiaries and affiliates shall not exceed 10% of bank's net worth, the unsecured
portion shall not exceed 5% of such net worth. Further, the total outstanding exposures
shall not exceed 20% of the net worth of the lending bank, The said Circular became
effective on February 15, 2007

The Bank has no DOSRI loans subject to aforementioned ceilings in both years.
Aggregate Amount of Secured Liabilities and Assets Pledged as Security

The Bank did not have any secured liabilities or assets pledged as security as at
December 31, 2023 and 2022, except for lease labilities amounting to P2,658,558 and
F3,377,879, respectively, which are secured by the underlying Right-of-use asset with a
net carrying value of P1,960,681 and P2,737,204, respectively (see Mote 11),

Commitments and Conlingent Linbilities

As at December 31, 2023 and 2022, the Bank has no commitments and contingent
liabilities arising from off-balance sheet itemns. Relevant disclosures on commitments and
contingencies liabilities are fully discussed in Note 23,
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SUFPFLEMENTARY 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 exis ting 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 Revenue 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 GRT imposed on all banks and
non-bank financial intermediaries pursuant to Section 121 of the Tax Code and RA 9238,

GRT is levied on the Bank's lending income, which includes interest, commission and
discounts arising from instruments with maturity of five years or less and other income.
The tax is computed at the prescribed rates of either 7%, 5% or 1% of the related income
(per RA 9337).

The Bank reported total gross receipts tax (GRT) amounting to P7,253,397 for the year
ended December 2023. The GRT paid is presented as part of Taxes and licenses in the
statements of comprehensive income,

b Documeniary Stamp Taxves

In general, the Bank's DST transactions arise from the execution of debt instruments,
time deposits, and the issuance of new shares. DST pertaining to the Bank’s loan releases
are shouldered by its corresponding borrowers.

The Bank paid documentary stamp taxes (DST) amounting to P3,188,044 pertaining to
the execution of the debt instrument.

o Withholding Taxes

The details of total withholding taxes for the year ended December 31, 2023 are shown

below:
Compensation P 1,456,371
Final 1,749,806
Expanded 250,394

P 3,456,571
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d. Taxesand Licenses

The details of taxes and licenses for the year ended December 31, 2023 are as follows:

Gross receipt taxes P 7,253,397
Documentary stamp taxes 3,188,044
Municipal licenses and permits 2,521,916
Real property tax 8,515
Annual registration fee 500

P 12972372
d. Value Added Tax, Excise Tax and Customs Daties 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 tariff fees
as it did not import any goods for the year ended December 31, 2023

e. Deficiency Tax Assessments and Tax Cases

The Bank received a Letter of Authority dated September 12, 2023 and April 11, 2023,
from the Bureau of Internal Revenue (BIR) on all internal revenue taxes including
documentary stamp tax and other taxes covering the taxable vears 2022 and 2021,
respectively. As no deficiency tax has yet been assessed, no provision has been
recognized.



CAPITAL STRUCTURE
and CAPITAL ADEQUACY

As of December 31, 2023 and 2022, the Bank complied 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:

2023

2022

Tier 1 Capital

Common Stock

100,000,000

100,000,000

Deposit for future stock subscription - 74,939,894
Deficit (45,601,470) (38,504,167)
Comprehensive loss for the year (1,948,029) (7,097,303)
CET1 52,450,501 129,338,424
Less deduction from Tier 1 Capital
Deferred tax asset 18,931,491 16,428,777
(1,343,210) -
17,588,281 16,428,777
34,862,220 112,909,647
| Tier 2 Capital
Paid-up perpetual and cumulative preferred stock 74,939,894 -
General Loan Loss Provision 3,937,000 2,337,996
78,876,894 2,337,996
| Total Qualifying Capital 113,739,114 115,247,643
Credit Risk-weighted asset 713,196,074 463,371,863
Operational Risk-weighted asset 72,915,465 27,048,187
Risk-weighted assets 786,111,539 490,420,050
| Capital Ratios
Total CET 1 capital expressed as percentage of total risk 4.43% 26.37%
weighted assets
Total Tier 1 capital expressed as percentage of total risk 4.43% 23.02%
weighted assets
Capital conservation buffer (1.57%) -
Total regulatory capital expressed as percentage of total risk 14.47% 23.50%

weighted assets



Risk-based Capital
ADEQUACY RATIO

2023 2022
| Total Qualifying Capital 113.79 115.248
Credit Risk-Weighted Assets
Risk-Weighted Assets On — Balance Sheet Assets 713.798 463.372
Risk-Weighted Assets Off — Balance Sheet Assets -
| Total Credit Risk-Weighted Assets 713.798 463.372 |
Total Market Risk-Weighted Assets -
| Total Operational Risk-Weighted Assets 72.915 27.048 |
Net Risk-Weighted Assets 786.111 490.420
| Risk-Based CAR 14.47% 23.50% |

Note: Show comparative Adjusted Risk Based Capital Adequacy Ratio as of Dec. 31, 2023 & 2022.

That’s what was lacking last 2022 Annual Report.



SPECIAL EVENTS

Opening of Six Branch-lites Nationwide

Welcome Bank (Rural Bank), Inc. Korea's
Welcome  Financial Group  subsidiary
introduce new branch-lites nationwide!
Welcome Bank (Rural Bank), Inc. is eager to
serve consumers in aiding financial
assistance towards their financial needs for
whatever they are aiming for.

The branch -lites were introduced on June 1,
2023 and offer loan products and services
from Monday to Friday between 9:00 AM to
4:00 PM. Welcome Bank Branch-lites were

Welcome

Welcome Bank (Rural Bank),Inc.

BRANCH-LITES

9 Quezon City Branch-Lite
9 San Fernando Branch-Lite
9 Sta. Rosa Branch-Lite

9 Cebu Branch-Lite

9 CDO Branch-Lite

9 Davao Branch-Lite
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located at Quezon City, San Fernando — Pampanga, Sta. Rosa- Laguna, Cebu City, Cagayan De Oro City
and Davao City. Welcome Bank also maintains the two (2) major branches — the Customer Center Head
Office in Ortigas and Investment Drive Alabang branch, which offers Deposit and Loan products. Now,
as Welcome Bank (Rural Bank), Inc. moves closer towards advanced modernization, they made available
for the provincial sector the following loan products: Personal Loan, Salary Loan, Business Loan, Auto

Loan, and Condo Loan.

Welcome Bank (Rural Bank), Inc. will continue to cater the served and unserved local clients nationwide
and offer financial services to improve the lives of Filipino people through our loan products available
offering low interest rates and with high loanable amounts.




Welcome Bank 3RP Anniversary Celebration

Welcome Bank (Rural Bank), Inc. celebrated its 3rd anniversary this October 2023. With a strong desire
to serve the Filipino clients, Welcome Bank (Rural Bank), Inc. commenced its operations on October 1,
2020 under Welcome's flagship while supervised by the Bangko Sentral ng Pilipinas and Philippines
Deposit Insurance Corporation.

Over the span of three (3) years, Welcome Bank \ )mv.-pwp,@
(Rural Bank), Inc. has grown into having two . C"“““‘!""“m”s’
branches located in Ortigas and Alabang and six
branch-lite units nationwide located in the areas of:
Quezon City, Sta. Rosa-Laguna, San Fernando-
Pampanga, Cebu, Cagayan de Oro, and Davao. The
Company strives to be a trusted partner of the

Filipino clients in satisfying their financial needs. |

With its products and services, combined with the use of cutting-edge technology and a team of
dedicated professionals, Welcome Bank (Rural Bank), Inc. positions itself to become one of the
promising rural banks in the market, offering loan and deposit products. Welcome Bank (Rural Bank),
Inc. continues to exercise the highest ethical standard in all its professional dealings, as well as in
building a strong commitment to customer satisfaction, innovation, and community development.

Welcome Bank (Rural Bank), Inc., on its fourth year in the banking industry, would like to thank all the
people behind its success and growth in the corporate world.
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