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The amendments resulted in a revision in the Bank’s policy to include both
incremental costs and an allocation of other costs when determining whether
a contract was onerous. The amendments apply prospectively to contracts
existing at the date when the amendments are first applied. Management
assessed that there is no significant impact on the Bank’s financial statements
as a result of the change since none of the existing contracts as of January 1,
2022, would be identified as onerous after applying the amendments.

(i) Annual Improvements to PFRS 2018-2020 Cycle. Among the
improvements, the following amendments which do not have significant
impact and which are effective from January 1, 2022, are relevant to the
Bank’s financial statements:

e PFRS 9 (Amendments), Financial Instruments — Fees in the 10 per cent’ Test
for Derecognition of Liabilities. 'The amendments clarify the fees that an
entity includes when assessing whether the terms of a new or modified
financial liability are substantially different from the terms of the original
financial liability. These fees include only those paid or received between
the borrower and the lender, including fees paid or received by either the
borrower or lender on the other’s behalf.

e Jllustrative Examples Accompanying PFRS 106, Leases — Lease Incentives.
The amendments remove potential for confusion regarding lease
incentives by deleting from Illustrative Example 13 the reimbursement
relating to leasehold improvements as it had not been explained clearly
enough as to whether the reimbursement would meet the definition of a
lease incentive in accordance with PFRS 16.

Elffective in 2022 that is not Relevant to the Bank

Among the amendments and improvements to PFRS which are mandatorily
effective for annual periods beginning on or after January 1, 2022, the following
are not relevant to the Bank’s financial statements:

(i) PFRS 3 (Amendments), Business Combinations - Reference to the Conceptual
Framework (effective from January 1, 2022)

(i) Annual Improvements to PFRS 2018-2020 Cycle. Among the

improvements, the following amendments, which are effective from
January 1, 2022, are not relevant to the Bank:

o PERS 1, First-time Adoption of Philippine Financial Reporting Standards —
Subsidiary as a First-time Adopter

o PAS 41, Agriculture — Taxation in Fair Value Measurements
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(c)  Effective Subsequent to 2022 but not Adopted Early

There are amendments to existing standards effective for annual periods
subsequent to 2022, which are adopted by the FRSC. Management will adopt the
following relevant pronouncements in accordance with their transitional
provisions; and, of these are expected to have impact on the Bank’s financial
statements:

@) PAS 1 (Amendments), Presentation of Financial Statements — Classification of
Liabilities as Current or Non-current (effective from January 1, 2023)

(i) PAS 1 and PFRS Practice Statement 2 (Amendments), Presentation of Financial
Statements — Disclosure of Accounting Policies (effective from January 1, 2023)

(i) PAS 8 (Amendments), Acounting Estimates — Definition of Accounting Estimates
(effective from January 1, 2023)

@v) PAS 12 (Amendments), Income Taxes — Deferred Tax Related to Assets and
Liabilities Arising from a Single Transaction (effective from January 1, 2023)

2.3 Current versus Non-current classification

The Bank presents assets and liabilities in the statement of financial position based on
current or noncurrent classification. An asset is current when it is:

e cxpected to be realized or intended to be sold or consumed in normal operating cycle;
e held primarily for the purpose of trading;
e  cxpected to be realized within twelve months after the reporting period; or,

e  cash or cash equivalent unless restricted from being exchanged or used to settle a
liability for at least twelve months after the reporting period.

All other assets are classified as noncurrent.

A liability is current when:

e itis expected to be settled in normal operating cycle;
e itis held primarily for the purpose of trading;
e itis due to be settled within 12 months after the reporting period; or,

e there is no unconditional right to defer the settlement of the liability for at least
twelve months after the reporting period.

The Bank classifies all other liabilities as noncurrent.

2.4 Financial Instruments

Financial assets and financial liabilities are recognized when the Bank becomes a party to
the contractual terms of the financial instrument.
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Financial Assets

At initial recognition, the Bank measures a financial asset at its fair value plus or
minus, in the case of a financial asset not at fair value through profit or loss (FVPL),
transaction costs that ate incremental or directly attributable to the acquisition or
issue of the financial asset, such as fees and commissions. Transaction costs of
financial assets carried at FVPL are expensed outright in profit or loss. Unless
specifically indicated to apply to either year, the policies that follow apply to both
years.

(i) Classification, Measurement and Reclassification of Financial Assets

The classification and measurement of financial assets is driven by the Bank’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 as follows.

Financial Assets at Amortized Cost

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

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

e the contractual terms of the instrument give rise on specified dates to
cash flows that are solely payments of principal and interest (SPPI) 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
SPPI. In making this assessment, the Bank considers whether the
contractual cash flows are consistent with a basic lending arrangement, i.c.,
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 [see Note 3.1(a)].

Where the contractual terms introduce exposure to risk or volatility that are
inconsistent with a basic lending arrangement, the related financial asset is
classified and measured at FVPL. The Bank’s financial assets at amottized cost
are presented in the statement of financial position as Cash, Due from BSP, Due
from Other Banks, Loans Arising from Reverse Repurchase Agreements, Loans
and Receivables, and Accrued rent receivable and Rental and other deposits
(presented under Other Resources account).
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For purposes of cash flows reporting and presentation, cash equivalents
comprise of accounts with original maturities of three months or less, including
non-restricted balances of Due from BSP, Due from Other Banks, and Loans
Arising from Reverse Repurchase Agreements. Cash equivalents are short-
term, highly liquid investments that are readily convertible to known amounts
of cash and which are subject to insignificant risk of changes in value.

Financial Assets at Fair Valne Throush Other Comprebensive Income

The Bank accounts for financial assets at fair value through other
comprehensive income (FVOCI) if the assets meet the following:

e 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,

e the contractual terms of the financial asset give rise to cash flows that are
SPPI 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
FVOCI; 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
FVPL. The Bank has designated its equity instrument as at FVOCI. The Bank
currently has no debt instruments in its FVOCI financial asset classification.

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

Financial Assets at Fair Value Through Profit or Loss

Debt instruments that do not meet the amortized cost critetia, or that meet the
criteria but the Bank has chosen to designate as at FVPL at initial recognition,
or those that do not qualify under the FVOCI or “hold to collect and sell”
business model are measured at FVPL. Equity investments are classified as
financial assets at FVPL, unless the Bank designates an equity investment that
is not held for trading as at FVOCI at initial recognition. The Bank currently
does not have financial assets at FVPL.
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A financial asset is held for trading if:

e it has been acquired principally for the purpose of selling it in the near term;

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

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

Financial assets at FVPL are measured at fair value. Any gains and losses
arising from changes in the fair value of the financial assets at FVPL category
are recognized in profit or loss in the period in which they arise.

(i) Effective Interest Rate Method and Interest Income

Interest income on financial assets measured at amortized cost and all
interest-bearing debt financial assets classified as at FVPL, or at FVOCI, is
recognized using the effective interest rate method. The effective interest rate
is the rate that exactly discounts estimated future cash receipts through the
expected life of the financial instrument or, when appropriate, a shorter period,
to the net carrying amount of the financial asset.

The effective interest rate is calculated by taking into account any discount or
premium on acquisition, fees and costs that are an integral part of effective
interest rate. The Bank recognizes interest income using a rate of return that
represents the best estimate of a constant rate of return over the expected life
of the instrument; hence, it recognizes the effect of potentially different
interest rates charged at various stages, and other characteristics of the product
life cycle (including prepayments, penalty interest and charges).

If expectations regarding the cash flows on the financial asset are revised for
reasons other than credit risk, the adjustment is booked as a positive or
negative adjustment to the carrying amount of the asset with an increase or
reduction in interest income.

The Bank calculates interest income 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 and or are purchased or originated
credit-impaired (POCI) assets.

For financial assets that have become credit-impaired subsequent to initial
recognition, interest income is calculated by applying the effective interest

rate to the net carrying amount of the financial assets (after deduction of

the loss allowance). If the asset is no longer credit-impaired, the calculation of
interest income reverts to gross basis. For financial assets that were
credit-impaired on initial recognition, interest income is calculated by applying
a credit-adjusted effective interest rate to the amortized cost of the asset. The
calculation of interest income does not revert to a gross basis even if the credit
risk of the asset subsequently improves.
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(izi)  Impairment of Financial Assets

The Bank recognizes a loss allowance for expected credit losses (ECL) on all
financial assets that are measured at amortized cost and debt instruments
classified as at FVOCI. Equity secutities, either measured as at FVPL or
designated as at FVOCI, atre not subject to impairment.

The Bank measures the ECL of a financial asset in such manner that reflects:
(i) the time value of money; and, (ii) reasonable and supportable information
about past events, current conditions and forecasts of future economic
conditions that affect the collectability of the future cash flows of the financial
assets.

The amount of allowance for ECL is updated at the end of each reporting
period to reflect the changes in credit risk of the financial asset since initial
recognition. The Bank recognizes lifetime ECL when there has been a
significant increase in credit risk (SICR) since initial recognition. However, if
the credit risk on the financial instrument has not increased significantly since
initial recognition, the Bank measures the loss allowance for that financial
instrument at an amount equal to 12-month ECL. Lifetime ECL represents
the expected credit losses that will result from all possible default events over
the expected life of a financial instrument. In contrast, 12-month ECL
represents the portion of lifetime ECL that is expected to result from default
events on a financial instrument that are possible within 12 months after the
end of the reporting period.

The Bank’s ECL model follows a three-stage impairment approach, which
guide in the determination of the loss allowance to be recognized in the
financial statements. The staging of financial assets and definition of default
for purposes of determining ECL are further discussed in Note 4.1.

ECL is a function of the probability of default (PD), loss-given default (LGD),
and exposure-at-default (HEAD), with the timing of the loss also considered,
and is estimated by incorporating forward-looking economic information and
through the use of experienced credit judgement. These elements are
discussed more fully in Note 4.1.

The Bank calculates ECL either on an individual or collective basis. For
modelling ECL parameters which were carried out on a collective basis,
the financial instruments are grouped on the basis of shared credit risk
characteristics, such as but not limited to instrument type, collateral type,
product type, and historical net charge-offs of the borrowers.

The Bank applies a simplified ECL approach for its accounts receivables
wherein the Bank uses a provision matrix that considers historical changes in
the behavior of the portfolio of credit exposures based on internally collected
data to predict conditions over the span of a given observation period. These
receivables include claims from various counterparties, which are not
originated through the Bank’s lending activities. For these instruments, the
Bank measures the loss allowance at an amount equal to lifetime ECL.
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The Bank recognizes an impairment loss in profit or loss for all financial
instruments subjected to ECL impairment assessment with a corresponding
adjustment to their carrying amount through a loss allowance account. With
respect to any investments in debt securities that are measured at FVOCI, the
related loss allowance account is recognized in other comprehensive income
and accumulated in the Revaluation Reserves account, and does not reduce the
carrying amount of the financial asset in the statement of financial position.

(i)  Reclassification of Financial Assets

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

A change in the objective of the Bank’s business model will be effected only at
the beginning of the next reporting period following the change in the business
model.

(v)  Derecognition of Financial Assets

The financial assets are derecognized when the contractual rights to receive
cash flows from the financial instruments expire, or when the financial assets
and all substantial risks and rewards of ownership have been transferred to
another party. If the Bank neither transfers nor retains substantially all the
risks and rewards of ownership and continues to control the transferred asset,
the Bank recognizes its retained interest in the asset and 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 collateralized borrowing for the proceeds received.

(vi)  Modification of Loans

When the Bank renegotiates or otherwise modifies the contractual cash flows
of the loans to customers, the Bank assesses whether or not the new terms are
substantially different to the original terms. The Bank considers, among
others:

e 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;

e whether any substantial new terms are introduced that will affect the risk
profile of the loan;

e significant extension of the loan term when the borrower is not in financial
difficulty;

e significant change in the interest rate;

e change in the currency the loan is denominated in; and/or,
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e 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
considered to be the date of initial recognition for impairment calculation,
including for the purpose of determining whether SICR has occurred.

However, the Bank 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 agreed payments. Differences in the carrying amount are recognized
in profit or loss as either gain or loss on derecognition of financial assets.

As to the impact on ECL measurement, the expected fair value of the new
financial asset is treated as the final cash flow from the existing financial asset
at the date of derecognition. Such amount is included in the calculation of
cash shortfalls from the existing financial asset that are discounted from the
expected date of derecognition to the reporting date using the original effective
interest rate of the existing financial asset.

If the terms are not substantially different, the renegotiation or modification
does not result in derecognition, and the Bank recalculates the gross carrying
amount based on the revised cash flows of the financial asset and recognizes a
modification gain or loss in profit or loss.

The new gross carrying amount is recalculated by discounting the modified
cash flows of the original effective interest rate (or credit-adjusted effective
interest rate for POCI 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.

(vii)  Derecognition of Financial Assets Other than Through Modification

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

Financial liabilities, which include deposit liabilities, accrued interest and other
expenses, and other liabilities (except for tax-related payables and post-employment
defined benefit obligation), are recognized initially at their fair values (except for
lease liabilities which recognition policy is discussed in Note 2.11) and subsequently
measured at amortized costs using the effective interest method for maturities
beyond one year, less settlement payments. All interest related charges on financial
liabilities are recognized as an expense in profit or loss are presented under the
Interest Expense account in the statement of comprehensive income.

Deposit liabilities, accrued interest and other expenses, and other liabilities

(except for withholding taxes payable and income tax payable) are recognized
initially at their fair values and subsequently measured at amortized cost, using
effective interest method for maturities beyond one year, less settlement payments.

Bills payable, which is included as part of Other Liabilities account, is recognized
initially at fair value, equivalent to the issue proceeds (fair value of consideration
received), net of direct issue costs. Bills payable are subsequently measured at
amortized cost. Any difference between proceeds, net of transaction costs, and the
redemption value is recognized in profit or loss over the period of the borrowings
using the effective interest method.

Financial liabilities are derecognized from the statement of financial position only
when the obligations ate extinguished either through discharge, cancellation or
expiration. Where an existing financial liability is replaced by another from the same
lender on substantially different terms, or if the terms of an existing liability are
substantially modified, such an exchange or modification is treated as a
derecognition of the original liability and a recognition of the new liability, and the
difference in the respective carrying amounts is recognized as gain or loss in profit or
loss.

(¢)  Offsetting Financial Instruments

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

It must also be enforceable in the normal course of business, in the event of default,
and in the event of insolvency or bankruptcy; and must be legally enforceable for
both entity and all counterparties to the financial instruments.

2.5 Bank Premises, Furniture, Fixtures and Equipment

Bank premises, furniture, fixtures and equipment, except land, are carried at cost less
accumulated depreciation and amortization and any impairment in value. Land held for
use in operation or administration is stated at cost less any impairment losses.

The cost of an asset consists of its purchase price and any directly attributable costs
of bringing the asset to its working condition and location for its intended use.
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Expenditures for additions, major improvements and renewals are capitalized, while
expenditures for repairs and maintenance are charged to expense as incurred.

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

Buildings 10 to 25 years
Furniture, fixtures and office equipment 3 to 10 years
Transportation equipment 5 years

Leasehold improvements are amortized over the estimated useful lives of the
improvements of ten years ot the terms of the related leases, whichever is shorter.

Construction in progress represents properties under construction and is stated at cost.
This includes costs of construction and other direct costs. The account is not depreciated
until such time that the assets are completed and available for use.

The asset’s carrying amount is written down immediately to its recoverable amount if its
amount is greater than its estimated recoverable amount (see Note 2.14).

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

An item of bank premises, furniture, fixtures and equipment, including the related
accumulated depreciation, amortization and any 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 on derecognition of the asset (calculated as the
difference between the net disposal proceeds and the carrying amount of the item) is
included in profit or loss in the year the item is derecognized.

2.6 Investment Properties

Investment properties pertain to parcels of land and building acquired by the Bank, in
settlement of loans from defaulting borrowers through foreclosure or dation in payment,
which are neither held by the Bank for sale in the next 12 months nor used in the
rendering of services or for administrative purposes. This also includes properties held for
rental.

Investment properties ate stated at cost, less accumulated depreciation and any
accumulated impairment losses (see Note 2.14). The cost of an investment property
comprises its purchases price and directly attributable costs incurred such as legal fees,
transfer taxes and other transaction costs.

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

Land is not subject to depreciation while building is depreciated over the remaining useful
life at the date of foreclosute or over 10 years, whichever is shorter.
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Direct operating expenses related to investment properties, such as repairs and
maintenance, and real estate taxes are charged against current operations in the period in
which these costs are incurred.

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

2.7 Intangible Assets

Intangible assets include computer software used in operations which are accounted for
under the cost model and reported under Other Resources account in the statement of
financial position. The cost of the asset is the amount of cash or cash equivalents paid
or the fair value of the other considerations given to acquire an asset at the time of its
acquisition. Capitalized costs are amortized on a straight-line basis over the estimated
useful lives (ranging from two to five years) as the lives of these intangible assets are
considered finite. In addition, intangible assets are subject to impairment testing as
described in Note 2.14.

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

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

2.8 Other Resources

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

2.9 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, for example, legal disputes or onerous contracts.

Provisions are measured at the estimated expenditure required to settle the present
obligation, based on the most reliable evidence available at the end of the reporting period,
including the risks and uncertainties associated with the present obligation. Where there
are a number of similatr obligations, the likelihood that an outflow will be required in
settlement is determined by considering the class of obligations as a whole.



87 Rizal Microbank 2022 Annual Report

-15-

When time value of money is material, long-term provisions are discounted to their
present values using a pretax rate that reflects market assessments and the risks specific to
the obligation. The increase in provision due to passage of time is recognized as interest
expense. Provisions are reviewed at the end of each reporting period and adjusted to
reflect the current best estimate.

In those cases, where the possible outflow of economic resource as a result of present
obligations is considered improbable or remote, or the amount to be provided for cannot
be measured reliably, no liability is recognized in the financial statements. Similarly,
possible inflows of economic benefits to the Bank that do not yet meet the recognition
criteria of an asset are considered contingent assets; hence, are not recognized in the
financial statements.

On the other hand, any reimbursement that the Bank can be virtually certain to collect
from a third party with respect to the obligation is recognized as a separate asset not
exceeding the amount of the related provision.

2.10 Other Income and Expense Recognition

Other income is recognized when (or as) the Bank satisfies a performance obligation by
transferring control of the promised services to the customer. A contract with a customer
that results in a recognized financial instrument in the Bank’s financial statements may
partially be within the scope of PFRS 9 and partially within the scope of PFRS 15, Revenue
from Contracts from Customers. In such case, the Bank first applies PFRS 9 to separate and
measure the part of the contract that is in-scope of PFRS 9, and then applies PFRS 15 to
the residual part of the contract.

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

The Bank assesses its revenue arrangement against specific criteria in order to determine if
it is acting as a principal or agent. The Bank concluded that it is acting as a principal in all
of its revenue arrangements.

For other income arising from various banking services such as service charges, fees and
commissions which are to be accounted for under PFRS 15 are recognized when the
service has been provided or after fulfilling the corresponding criteria. These include the
commissions, deposit-related fees and other credit-related fees.

For other income outside the scope of PFRS 15, the following provides information about
the nature and the related revenue recognition policies:

a.  Trading and Securities Gains (Losses) — These are recognized when the ownership of the
securities is transferred to the buyer and is computed as the difference between the
selling price and the carrying amount of the securities disposed of. These also
include trading gains and losses as a result of the mark-to-market valuation of
investment securities classified as FVPL.
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Gain or loss from assets sold or exchanged — Income or loss from assets sold or exchanged
is recognized when the title to the properties is transferred to the buyer or when the
collectability of the entire sales price is reasonably assured. This is included in profit
or loss as part of Miscellaneous Income or Miscellaneous Expenses in the statement
of profit or loss.

Recovery on charged-off assets —Income arising from collections on accounts or recoveties
from impairment of items previously written off are recognized in the year of
recovery. This is included in profit or loss as part of Miscellaneous Income.

Costs and expenses ate recognized in profit or loss upon utilization of the assets and/or
services or at the date those are incurred. All finance costs are reported in profit or loss on
accrual basis, except capitalized borrowing costs which are included as part of the cost of
the related qualifying asset, if any.

2.11 Leases

The Bank accounts for its leases as follows:

(a)

Bank as Lessee

The Bank considers whether a contract is or contains a lease. A lease is defined as ‘a
contract, or part of a contract, that conveys the right to use an asset (the undetlying
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:

e the contract contains an identified asset, which is either explicitly identified in
the contract or implicitly specified by being identified at the time the asset is
made available to the Bank;

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

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

At lease commencement date, the Bank recognizes a right-of-use asset and a lease
liability on the statement of financial position. The right-of-use asset is measured
at cost, which is made up of the initial measurement of the lease liability, any initial
direct costs incurred by the Bank, an estimate of any costs to dismantle and
remove the asset at the end of the lease, and any lease payments made in advance
of the lease commencement date (net of any incentives received).

The Bank amortizes the right-of-use asset on a straight-line basis from the lease
commencement date over the useful life of the right-of-use asset or the term of the
lease, whichever is shorter. The Bank also assesses the right-of-use asset for
impairment when such indicators exist (see Note 2.14).
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At the commencement date, the Bank measures the lease liability at the present
value of the lease payments unpaid at that date, discounted using the interest rate
implicit in the lease if that rate is readily available or the Bank’s incremental
borrowing rate.

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

Subsequent to initial measurement, the liability will be reduced for payments made
and increased for interest. It is remeasured to reflect any reassessment or
modification, or if there are changes in in-substance fixed payments.

When the lease liability is remeasured, the corresponding adjustment is reflected in
the right-of-use asset, or profit and loss if the right-of-use asset is already reduced
to zero.

The Bank has elected to account for any short-term leases (less than 12 months)
using the practical expedients. Instead of recognizing a right-of-use asset and lease
liability, the lease payments in relation to these are recognized as an expense in
profit or loss on a straight-line basis over the lease term.

The corresponding right-of-use assets and lease liabilities are presented as part of
Bank Premises, Furniture, Fixtures and Equipment, and Accrued Expenses and
Other Liabilities, respectively, in the statement of financial position.

(b)  Bank as Lessor
As alessor, the Bank classifies its leases as either finance or operating leases.

Leases which transfer to the lessee all risks and benefits incidental to ownership of
the leased item are classified as finance leases and are presented at an amount equal
to the Bank’s net investment in the lease. Finance income is recognized based on the
pattern reflecting a constant periodic rate of return on the Bank’s net investment
outstanding in respect of the finance lease and is included as part of Interest Income
on loans and receivables.

Leases which do not transfer to the lessee substantially all the risks and benefits of
ownership of the asset are classified as operating leases. Lease income from
operating leases is recognized in profit or loss on a straight-line basis over the lease
term.

2.12 Foreign Currency Transactions and Translation

The accounting records of the Bank are maintained in Philippine pesos. Foreign currency
transactions during the year are translated into the functional currency at exchange rates
which approximate those prevailing on transaction dates.
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Foreign currency gains and losses resulting from the settlement of foreign currency
denominated transactions and from the translation at year-end exchange rates of monetary
assets and liabilities denominated in foreign currencies are recognized in the statement of
comprehensive income as part of income or loss from operations.

2.13 Employee Benefits

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

(a)  Post-employment Defined Benefit Plan

A defined benefit plan is a retirement plan that defines an amount of retirement
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 retirement plan remains with the Bank, even if plan assets
for funding the defined benefit plan have been acquired.

Plan assets may include assets specifically designated to a long-term benefit fund, as
well as qualifying insurance policies. The Bank’s defined benefit plan covers all
regular full-time employees. The pension plan is tax-qualified, non-contributory and
administered by a trustee.

The liability recognized in the statement of financial position for defined benefit
post-employment plan is the present value of the defined benefit obligation at the
end of the reporting period less the fair value of plan assets. The defined benefit
obligation is calculated annually by independent actuaries using the projected unit
credit method. The present value of the defined benefit obligation is determined by
discounting the estimated future cash outflows for expected benefit payments using
a discount rate derived from the interest rates of a zero coupon government bonds
[using the reference rates published by Bloomberg using its valuation technology,
Bloomberg Valuation (BVAL)], that are denominated in the currency in which the
benefits will be paid and that have terms to maturity approximating to the terms of
the related post-employment liability. BVAL provides evaluated prices that are
based on market observations from contributed sources.

Remeasurements, comprising of actuarial gains and losses arising from experience
adjustments and changes in actuarial assumptions and the return on plan assets
(excluding amount included in net interest) are reflected immediately in the
statement of financial position with a charge or credit recognized in other
comprehensive income in the period in which they arise. Net interest is calculated
by applying the discount rate at the beginning of the period, unless there is a plan
amendment, curtailment or settlement during the reporting period. The calculation
also takes into account of any changes in the net defined benefit liability or asset
during the period as a result of contributions and benefit payments. Net interest is
reported as part of Interest Expense or Interest Income account in the statement of
comprehensive income.

Past-service costs are recognized immediately in profit or loss in the period of a
plan amendment or curtailment.
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(b)  Post-employment Defined Contribution Plan

A defined contribution plan is a retitement plan under which the Bank pays fixed
contributions into an independent entity such as the social security system. The
Bank has no legal or constructive obligations to pay further contributions after
payment of the fixed contribution. The contributions recognized in respect of
defined contribution plans are expensed as they fall due. Liabilities and assets may
be recognized if underpayment or prepayment has occurred.

(c)  Short-term Benefits

Short-term employee benefits include wages, salaries, bonuses, and non-monetary
benefits provided to current employees, which are expected to be settled before twelve
months after the end of the reporting period during which an employee services are
rendered, but does not include termination benefits. The undiscounted amount of the
benefits expected to be paid in respect of services rendered by employees in an
accounting period is recognized in profit or loss during that period and any unsettled
amount at the end of the reporting period is included as part of Accrued Interest and
Other Expenses in the statement of financial position.

(d)  Termination Benefits

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

2.14 Impairment of Non-financial Assets

The Bank’s premises, furniture, fixtures and equipment, intangible assets (recognized
under Other Resources account), investment properties, and other non-financial assets are
subject to impairment testing whenever events or changes in circumstances indicate that
the carrying amount of those assets may not be recoverable.

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

Impairment loss is recognized in profit or loss for the amount by which the asset’s or
CGU’s carrying amount exceeds its recoverable amount which is the higher of its fair
value less cost to sell and its value in use. The fair value less costs to sell is the amount
obtainable from the sale of an asset in an arm’s length transaction, while in determining
value in use management estimates the expected future cash flows to be generated from
the continued use of the asset or CGU, and determines the suitable interest rate in order
to calculate the present value of those cash flows. The data used for impairment testing
procedures are directly linked to the Bank’s latest approved budget, adjusted as necessary
to exclude the effects of asset enhancements. Discount factors are determined individually
for each CGU and reflect management’s assessment of respective risk profiles, such as
market and asset-specific risk factors.
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All assets are subsequently reassessed for indications that an impairment loss previously
recognized may no longer exist. An impairment loss is reversed if the asset’s or cash
generating unit’s recoverable amount exceeds their carrying amount.

2.15 Income Taxes

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

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

Deferred tax is accounted for using the liability method, on temporary differences at

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

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

period.

The carrying amount of deferred tax assets is reviewed at the end of each reporting period
and reduced to the extent that it is probable that sufficient taxable profit will be available
to allow all or part of the deferred tax asset to be utilized.

The measurement of deferred tax asset and deferred tax liabilities reflects the tax
consequences that would follow from the manner in which the Bank expects, at the end of
the reporting period, to recover or settle the carrying amount of its assets and liabilities.

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

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

2.16 Related Party Transactions and Relationships

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

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

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

General loan loss reserves pertain to the accumulated amount of appropriation made

by the Bank arising from the excess of the one-percent general loan loss provisions for
outstanding loans as required by the BSP under Circular No. 1011, Guidelines on the
Adoption of PFRS 9 (Circular No. 1011) over the computed allowance for ECL on ‘Stage 1

loan accounts.
Surplus reserves pertain to surplus restricted for a particular purpose.

Revaluation reserves comprise of gains and losses arising from the remeasurements
of the Bank’s retirement benefit plan and fair value changes on its financial asset at FVOCI.

Deficit represents all current and prior period results of operations as disclosed in the
profit or loss section of the statement of comprehensive income.

2.18 Events After the End of the Reporting Period

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

SIGNIFICANT ACCOUNTING JUDGMENTS AND ESTIMATES

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

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

(a)  Evaluation of Business Model Applied and Testing the Cash Flow Characteristics of Financial
Assets in Managing Financial Instruments

The Bank manages its financial assets based on a business model that maintains
adequate level of financial assets to match its expected cash outflows, largely in
relation to its core deposit funding arising from customers’ withdrawals and

continuing loan disbursements to borrowers, and to manage its working capital.

The Bank’s business models reflect how it manages its portfolio of financial
instruments, mainly loans and receivable portfolio. The Bank’s business models
need not be assessed at entity level or as a whole but shall be applied at the level of a
portfolio of financial instruments (i.e., group of financial instruments that are
managed together by the Bank) and not on an instrument-by-instrument basis

(i.e., not based on intention or specific characteristics of individual financial
instrument).

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

Furthermore, the Bank assesses whether the contractual terms of the financial assets
give rise on specified dates to cash flows that are SPPI on the principal amount
outstanding, with interest representing time value of money and credit risk
associated with the principal amount outstanding.

The assessment as to whether the cash flows meet the test is made in the currency in
which the financial asset is denominated. Any other contractual term that changes
the timing or amount of cash flows (unless it is a variable interest rate that represents
time value of money and credit risk) does not meet the amortized cost criteria. In
cases where the relationship between the passage of time and the interest rate of the
financial instrument may be imperfect, known as modified time value of money, the
Bank assesses the modified time value of money feature to determine whether the
financial instrument still meets the SPPI criterion.

The objective of the assessment is to determine how different the undiscounted
contractual cash flows could be from the undiscounted cash flows that would arise if
the time value of money element was not modified (the benchmark cash flows). If
the resulting difference is significant, the SPPI criterion is not met. In view of this,
the Bank considers the effect of the modified time value of money element in each
reporting period and cumulatively over the life of the financial instrument.
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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 an HT'C business model if the
Bank can explain the reasons for those sales and why those sales do not reflect a
change in Bank’s objective for the business model.

Distinction Between Investment Properties and Owner-occupied Properties

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

Some properties comprise a portion that is held to earn rental or for capital
appreciation and another portion that is held for use for administrative purposes. If
these portions can be sold separately (or leased out separately under finance lease)
then these portions can be accounted for 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 operations or for administrative purposes.
Judgment is applied in determining whether ancillary services are so significant that a
property does not qualify as investment property. As of the end of the reporting
period, the Bank has no property comprising a portion that is held for rental or for
capital appreciation and with other portions held for use in operation or for
administrative purposes.

Classification of Acquired Properties

The Bank classifies its acquired properties as Bank Premises, Furniture, Fixtures and
Equipment if used in operations, as Investment Properties if held for rental or for
currently undetermined future use and is regarded as held for capital appreciation, or
as financial asset. At initial recognition, the Bank determines the fair value of
acquired properties through internal and external appraisal depe