
1  

 
 
 
 
 

 



2  

 



3  

 
 
 
 



4  

 



5  

 
 
 
 
 
 
 
 



6  

 
 

 

 
 
 
 
 
 
 
 
 
 



7  

 
 



8  

 
 

  



9  

 
 



10  

RURAL BANK OF BARILI (CEBU), INC.   
NOTES TO FINANCIAL STATEMENTS 
December 31, 2019 and 2018  

 

 

1. Corporate Information 

 
Rural Bank of Barili (Cebu), Inc. (“the Bank”), as a domestic stock corporation, was registered with 
the Securities and Exchange Commission (SEC) with registry no. 42662 on November 11, 1970. 
The Bank was issued by the BSP its Certificate of Authority No. B-496 to operate as a Rural Bank 
under the provision of Republic Act (R.A.) No. 720, as amended, and the Rules and Regulation 
duly promulgated by the Monetary Board on March 3, 1971. 

 
The Bank was incorporated primarily “to carry and engage in the business of extending rural 
credit to small farmers and tenants and to deserving rural industries or enterprises; to have and 
exercise all authority and powers; to do and perform all acts; to transact all business which may 
legally be had or done by Rural Banks organized under and in accordance with the Rural Bank’s 
Act, as it exist or may be amended; and to do all other things incident thereto and necessary and 
proper in connection with the said purpose within such territory, as may be determined by the 
Monetary Board of the Central Bank of the Philippines.” 

 
As a rural banking institution, the Bank’s operations are regulated and supervised by the BSP. In 
this regard, the Bank is required to comply with the rules and regulations of the BSP such as 
those relating to maintenance of reserve requirements on deposit liabilities and those relating to 
the adoption and use of safe and sound banking practices, among others, as promulgated by the 
BSP. The Bank is also subject to the provisions of the General Banking Law of 2000 (Republic Act 
No. 8791) and the Rural Bank Act (Republic Act No. 720). 

 
The registered office of the Bank is located at Poblacion, Barili, Cebu. It has eight (8) branches in 
the following areas: Carcar City, Dumanjug, Lawaan, Moalboal, San Fernando, Santander, Toledo 
City and Sibulan Negros Oriental. 

 
On February 23, 2020, the Board of Directors approved the financial statements and authorized 
the issuance thereof. 

 

2. Summary of Significant Accounting Policies 
 

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

 
2.1Basis 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 PFRS. PFRS are 
adopted by the Financial Reporting Standards Council (FRSC), from the pronouncements issued 
by the International Accounting Standards Board (IASB). 

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

statement of comprehensive income. The financial statements provide comparative information in 

respect of the previous period. 
 

c. Functional and Presentation Currency 

 
These financial statements are presented in Philippine pesos, the Bank’s functional and presentation 
currency, and all values represent absolute amounts except when otherwise indicated. Items included 
in the financial statements of the Bank are measured using its functional currency. Functional currency 
is the currency of the primary economic environment in which the Bank operates. 

 
2.2 Changes in Accounting Policies and Disclosures 

 
a. New and Amended Standards 

 
The accounting policies adopted are consistent with those of the previous financial years, except that 
the Bank has adopted the following new and amended PFRS, PAS and annual improvements effective 
as of January 1, 2019. 

 
 PFRS 16, Leases. The standard sets out the principles for the recognition, measurement, 

presentation and disclosure of leases and requires lessees to account for all leases under a 
single on-balance sheet model similar to the accounting for finance leases under PAS 17, 
Leases. The standard includes two recognition exemption for lessees – leases of low-value 
assets and short-term leases. At the commencement date of a lease, a lessee will recognize a 
liability to make lease payments (lease liability) and an asset representing the right to use the 
underlying asset during the lease term (right-of-use asset). Lessees will be required to 
separately recognize the interest expense on the lease liability and the depreciation expense on 
the right-of-use asset. 

 
The new standard does not have a significant impact on the Bank as it only has short-term or 
low-value lease contracts. 

 
 Philippine Interpretation IFRIC-23, Uncertainty over Income Tax Treatments 

 
The interpretation addresses the accounting for income taxes when tax treatments involve 

uncertainty that affects the application of PAS 12 and does not apply to taxes or levies outside 

the scope of PAS 12, nor does it specifically include requirements relating to interest and 

penalties associated with uncertain tax treatments. 

The interpretation specifically addresses the following: 
 

a. Whether an entity considers uncertain tax treatments separately  
b. The assumptions an entity makes about the examination of tax treatments by taxation 

authorities  
c. How an entity determines taxable profit (tax loss), tax bases, unused tax losses, unused tax 

credits and tax rates 
d. How an entity considers changes in facts and circumstances 

 
An entity must determine whether to consider each uncertain tax treatment separately or 

together with one or more other uncertain tax treatments. The approach that better predicts 

the resolution of the uncertainty should be followed. 

 
The interpretation does not have a significant impact on the Bank’s financial position and 

performance because there is no uncertainty involved in the tax treatments made by 

management in connection with the calculation of current and deferred taxes. 
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 Amendments to PAS 19, Employee Benefits, Plan Amendment, Curtailment or Settlement 

 
The amendments to PAS 19 address the accounting when a plan amendment, curtailment or 

settlement occurs during a reporting period. The amendments specify that when a plan 

amendment, curtailment or settlement occurs during the annual reporting period, an entity 

is required to: (a) determine current service cost for the remainder of the period after the 

plan amendment, curtailment or settlement, using the actuarial assumptions used to 

remeasure the net defined benefit liability (asset) reflecting the benefits offered under the 

plan and the plan assets after that event, and  
(b) determine net interest for the remainder of the period after the plan amendment, 

curtailment or settlement using: the net defined benefit liability (asset) reflecting the 

benefits offered under the plan and the plan assets after that event; and the discount rate 

used to remeasure that net defined benefit liability (asset). 
 

The amendments also clarify that an entity first determines any past service cost, or a gain or 
loss on settlement, without considering the effect of the asset ceiling. This amount is 
recognized in profit or loss. An entity then determines the effect of the asset ceiling after the 
plan amendment, curtailment or settlement. Any change in that effect, excluding amounts 
included in the net interest, is recognized in other comprehensive income. 

 
The amendments do not have a significant impact on the Bank’s financial position and 
performance. 

 
New and Amended Standards not Applicable to the Bank 

 
The following standards are effective as of January 1, 2019 but are not relevant to the  
Bank: 

 

 Amendments to PFRS 9, Prepayment Features with Negative Compensation  

 Amendments to PAS 28, Long-term Interests in Associates and Joint Ventures 

 Amendments to PFRS 3, Business Combinations and PFRS 11, Joint Arrangements, 

Previously Held Interest in a Joint Operation 

 Amendments to PAS 12, Income Tax Consequences of Payments on Financial 

Instruments Classified as Equity 

 Amendments to PAS 23, Borrowing Costs, Borrowing Costs Eligible for Capitalization 

 
b. Effective Subsequent to 2019 but not Adopted Early 

 
A number of new standards, amendments and improvements to standards and interpretations 

are effective for annual periods beginning after January 1, 2019, and have not been applied in 

preparing these financial statements. Unless otherwise stated, none of these is expected to have 

a significant effect on the financial statements of the Bank. Those which may be relevant to the 

Bank are set out below. The Bank does not plan to adopt these standards early and the extent of 

the impact is not yet determinable. 
 

 Amendments to PAS 1, Presentation of Financial Statements and PAS 8, Accounting Policies, 

Changes in Accounting Estimates and Errors, Definition of Material 

 
The amendments refine the definition of material in PAS 1 and align the definitions used 
across PFRSs and other pronouncements. They are intended to improve the understanding 
of the existing requirements rather than to significantly impact an entity’s materiality 
judgements. 

 
An entity applies those amendments prospectively for annual reporting periods beginning on 
or after January 1, 2020, with earlier application permitted. 
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The amendments are not expected to have a significant impact on the Bank’s financial 
position and performance. 

 
New and Amended Standards Effective Subsequent to 2019 but not Applicable to the 

Bank 
 

The following new and amended standards are effective subsequent to 2019 but do not 
apply to the Bank: 

 
 Amendments to PFRS 3, Definition of a Business 

 
2.3 Fair Value Measurement 

 
Fair value is the price that would be received to sell an asset or paid to transfer a liability in 
an orderly transaction between market participants at the measurement date. The fair value 
measurement is based on the presumption that the transaction to sell the asset or transfer 
the liability takes place either: 

 
 In the principal market for the asset or liability, or 
 In the absence of a principal market, in the most advantageous market for the asset or 

liability. 
 

The principal or most advantageous market must be accessible to the Bank. 
 

The fair value of an asset or a liability is measured using assumptions that market 
participants would use when pricing the asset or liability, assuming the market participants 
acts in their best economic interest. 

 
A fair value measurement of a nonfinancial asset takes into account a market participant’s 
ability to generate economic benefits by using the asset in its highest and best use or by 
selling it to another market participant that would use the asset in its highest and best use. 

 
The Bank uses valuation techniques that are appropriate in the circumstances and for which 
sufficient data are available to measure fair value, maximizing the use of relevant observable 
inputs and minimizing the use of unobservable inputs. 

 
All assets and liabilities for which fair value is measured or disclosed in the financial 

statements are categorized within the fair value hierarchy, described as follows, based on 

the lowest level input that is significant to the fair value measurement as a whole: 
 

 Level 1: quoted prices (unadjusted) in active markets for identical assets or liabilities; 
 Level 2: inputs other than quoted prices included within Level 1 that are observable for 

the asset or liability, either directly (i.e. as prices) or indirectly (i.e. derived from prices); 
and 

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

 
For assets and liabilities that are recognized in the financial statements on a recurring basis, 

the Bank determines whether transfers have occurred between levels in the hierarchy by re-

assessing categorization (based on the lowest level input that is significant to the fair value 

measurement as a whole) at the end of each reporting period. 
 

For the purpose of fair value disclosures, the Bank has determined classes of assets and 



14  

liabilities on the basis of nature, characteristics and risks of the assets and liability and the 
level of fair value hierarchy. 

 
 
 

2.4 Cash 
 

Cash includes cash on hand and in banks and is stated at its face value. Cash is unrestricted from 
being exchanged or used to settle a liability for at least 12 months after the end of the reporting 
period. 

 
2.5 Financial Assets – Recognition, Classification and Measurement 

 
Loans receivables and debt instruments issued are initially recognized when they are originated. 

All other financial assets and financial liabilities are initially recognized when the Bank becomes a 

party to the contractual provisions of the instrument. 
 

A financial asset (unless it is a trade receivable without a significant financing component) is 
measured at fair vale plus, for an item not at FVPL, transaction costs that are directly attributable 
to its acquisition or issue. A trade receivable without a significant financing component is initially 
measured at transaction price. 

 
a. Classification and Recognition 

 
On initial recognition, a financial asset is classified as measured at: amortized cost, FVOCI or 
FVPL. 

 
The classification depends on the entity’s business model for managing the financial assets and 
the contractual terms of the cash flows. 

 
For assets measured at fair value, gains and losses will either be recorded in profit or loss or OCI. 
For investments in equity instruments that are not held for trading, this will depend on whether 
the Bank has made an irrevocable election at the time of initial recognition to account for the 
equity investment at fair value through other comprehensive income (FVOCI). 

 
The Bank reclassifies debt investments when and only when its business model for managing 
those assets changes. 

 
Regular way purchases and sales of financial assets are recognized on trade-date, the date on 
which the Bank commits to purchase or sell the asset. 

 
b. Measurement 

 
At initial recognition, the Bank measures a financial asset at its fair value plus, in the case of a 

financial asset not at fair value through profit or loss (FVPL), transaction costs that are directly 

attributable to the acquisition of the financial asset. Transaction costs of financial assets carried 

at FVPL are expensed in profit or loss. 
 

Financial assets with embedded derivatives are considered in their entirety when determining 
whether their cash flows are solely payment of principal and interest. 

 
For debt instruments, subsequentmeasurement depends on the Bank’s business model for 
managing the asset and the cash flow characteristics of the asset. 

 
Debt Instruments: Amortized Cost 

 
Assets that are held for collection of contractual cash flows where those cash flows represent 
solely payments of principal and interest are measured at amortized cost. Interest income from 
these financial assets is included in finance income using the effective interest rate method. Any 



15  

gain or loss arising on derecognition is recognized directly in profit or loss and presented in other 
gains/(losses) together with foreign exchange gains and losses. Impairment losses are presented 
as separate line item in the statement of profit or loss. 

 
Debt Instruments: FVOCI 

 
Assets that are held for collection of contractual cash flows and for selling the financial assets, where 
the assets’ cash flows represent solely payments of principal and interest, are measured at FVOCI. 
Movements in the carrying amount are taken through OCI, except for the recognition of impairment 
gains or losses, interest income and foreign exchange gains and losses which are recognized in profit 
or loss. When the financial asset is derecognized, the cumulative gain or loss previously recognized in 
OCI is reclassified from equity to profit or loss and recognized in other gains/(losses). Interest income 
from these financial assets is included in finance income using the effective interest rate method. 
Foreign exchange gains and losses are presented in other gains/(losses) and impairment expenses are 
presented as separate line item in the statement of profit or loss. 

 
Debt Instruments: FVPL 

 
Assets that do not meet the criteria for amortized cost or FVOCI are measured at FVPL. A gain or loss 
on a debt investment that is subsequently measured at FVPL is recognized in profit or loss and 
presented net within other gains/(losses) in the period in which it arises. 

 
Equity Instruments 

 
The Bank subsequently measures all equity investments at fair value. Where the Bank’s management 

has elected to present fair value gains and losses on equity investments in OCI, there is no subsequent 

reclassification of fair value gains and losses to profit or loss following the derecognition of the 

investment. Dividends from such investments continue to be recognized in profit or loss as other 

income when the Bank’s right to receive payments is established. Changes in the fair value of financial 

assets at FVPL are recognized in other gains/(losses) in the statement of profit or loss as applicable. 

Impairment losses (and reversal of impairment losses) on equity investments measured at FVOCI are 

not reported separately from other changes in fair value. 
 

2.6 Financial Liabilities – Recognition, Classification and Measurement 

 
Financial liabilities are either classified as financial liabilities through profit or loss or other financial 
liabilities. 

 
The Bank’s financial liabilities are categorized under financial liabilities at amortized cost - net and 
other financial liabilities. 

 
Other financial liabilities include deposit liabilities, and accounts payable and accrued expenses 
(excluding government and other statutory liabilities). 

 
Financial liabilities are recognized when the Bank becomes a party to the contractual agreements of 

the instrument. All interest related charges are recognized as an expense in the statement of 

comprehensive income under the caption Financing Costs, except those directly attributable to the 

acquisition, construction or production of a qualifying asset which are capitalized as part of the cost of 

that asset. 

 
Other financial liabilities are recognized initially at fair value, less directly attributable transaction 
costs. 

 
After initial recognition, these liabilities are subsequently measured at amortized cost using the 
effective interest rate method. Amortized cost is calculated by taking into account any discount or 
premium on the issue and fees that are an integral part of the effective interest rate. 

 
Interest-bearing loans and borrowings are raised for support working capital requirements of the 

Bank. They are recognized at proceeds received, net of direct issue costs. Finance
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charges, including premiums payable on settlement or redemption and direct issue costs, are charged to 

profit or loss except for those which are capitalized as part of the cost of a qualifying asset, on an accrual 

basis using the effective interest method and are added to the carrying amount of the instrument to the 

extent that they are not settled in the period in which they arise. The Bank has no interest-bearing loans in 

2019 and 2018. 

 
Financial liabilities are classified as current liabilities if payment is due to be settled within one year or less 

after the end of the reporting period (or in the normal operating cycle of the business, if longer), or the 

Bank does not have an unconditional right to defer settlement of the liability for at least twelve months 

after the end of the reporting period. Otherwise, these are presented as noncurrent liabilities. 

 
2.7 Derecognition of Financial Assets and Liabilities 

 
a. Financial Assets 

 
A financial asset is derecognized when (a) the rights to receive cash flows from the asset have expired, (b) 

the Bank retains the right to receive cash flows from the asset, but has assumed an obligation to pay them 

in full without material delay to a third party under a ‘pass-through’ arrangement, or (c) the Bank has 

transferred its rights to receive cash flows from the asset and either has transferred substantially all the 

risks and rewards of the asset, or has neither transferred nor retained substantially all the risks and rewards 

of the asset, but has transferred control of the asset. 

 
Where the Bank has transferred its rights to receive cash flows from an asset or has entered into a ‘pass-

through’ arrangement and has neither transferred nor retained substantially all the risks and rewards of the 

asset nor transferred control of the asset, the asset is recognized to the extent of the Bank’s continuing 

involvement in the asset. Continuing involvement that takes the form of a guarantee over the transferred 

asset is measured at the lower of the original carrying amount of the asset and the maximum amount of 

consideration that the Bank could be required to repay. 

 
b. Financial Liabilities 

 
A financial liability is derecognized when the obligation under the liability is discharged, cancelled or has 

expired. Where an existing financial liability is replaced by another from the same lender on substantially 

different terms, or the terms of an existing liability are substantially modified, such an exchange or 

modification is treated as a derecognition of the original liability and the recognition of a new liability, and 

the difference in the respective carrying amounts is recognized in the statement of comprehensive income. 

 
2.8 Impairment of Financial Assets 

 
The Bank recognizes loss allowances for ECLs on financial assets measured at amortized cost. 

 
The Bank measures loss allowances at an amount equal to lifetime ECLs, except for the following, which are 
measured at 12-month ECLs: 

 
- debt securities that are determined to have low credit risk at the reporting date; and  
- other debt securities and bank balances for which credit risk (i.e. the risk of default occurring over the 

expected life of the financial instrument) has not increased significantly since initial recognition 

 
Loss allowances for other receivables are always measured at an amount equal to lifetime ECLs. 

 
When determining whether the credit risk of a financial asset has increased significantly since initial 

recognition and when estimating ECLs, the Bank considers reasonable and supportable information that is 

relevant and available without undue cost or effort. This 

 
includes both quantitative and qualitative information and analysis, based on the Bank’s historical 
experience and informed credit assessment and including forward-looking information. 

 
The Bank assumes that the credit risk on a financial asset has increased significantly if it is more than 30 
days past due. 

 
The Bank considers a financial asset to be in default when: 
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- the borrower is unlikely to pay its credit obligations to the Bank in full, without recourse by the Bank 
to actions such as realizing security (if any is held); or 

- one principal amortization or interest is not paid when due. 
 

The Bank considers a debt security to have low credit risk when its credit risk rating is equivalent 
to the globally understood definition of ‘investment grade’. 

 
Lifetime ECLs are the ECLs that result from all possible default events over the expected life of a 
financial instrument. 

 
12-month ECLs are the portion of ECLs that result from default events that are possible within the 
12 months after the reporting date (or a shorter period if the expected life of the instrument is 
less than 12 months). 

 
The maximum period considered when estimating ECLs is the maximum contractual period over 
which the Bank is exposed to credit risk. 

 
Loss allowances for financial assets measured at amortized cost are deducted from the gross 
carrying amount of the assets. 

 
For debt securities at FVOCI, the loss allowance is charged to profit or loss and is recognized in 
OCI. 

 
Measurement of ECLs 

 
ECLs are a probability-weighted estimate of credit losses. Credit losses are measured as the 
present value of all cash shortfalls (i.e. the difference between the cash flows due to the entity in 
accordance with the contract and the cash flows that the Bank expects to receive). 

 
ECLs are discounted at the effective interest rate of the financial asset. 

 
Credit-impaired Financial Assets 

 
At each reporting date, the Bank assesses whether financial assets carried at amortized cost and 
debt securities at FVOCI are credit-impaired. A financial asset is ‘credit-impaired’ when one or 
more events that have a detrimental impact on the estimated future cash flows of the financial 
asset have occurred. 

 
Evidence that a financial asset is credit-impaired includes the following observable data: 

 
- significant financial difficulty of the borrower or issuer; 
- a breach of contract such as default of one principal amortization or interest;  
- the restructuring of a loan or advance by the Bank on terms that the Bank would not 

consider otherwise;  
- it is probable that the borrower will enter bankruptcy or other financial reorganization; or  
- the disappearance of an active market for a security beacuse of financial difficulties. 

 
Restructured Loans 

 
The Bank seeks to restructure loans where possible, rather than take possession of collateral. 

This may involve extending the payment arrangements and the agreement of new loan 

conditions. Once the terms have been renegotiated, the loan is no longer considered past due. 

The Bank continuously reviews restructured loans to ensure that all criteria are met and that 

future payments are likely to occur. The loans continue to be subject to an individual or collective 

impairment assessment, calculated using the loan’s original interest rate. The difference between 

the recorded value of the original loan and the present value of the restructured cash flows, 

discounted at the original effective interest rate, is recognized in profit or loss. 
 

Write-off 
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The gross carrying amount of a financial asset is written off when the Bank has no reasonable 

expectations of recovering a financial asset in its entirety or a portion thereof. The Bank 

individually makes an assessment with respect to the timing and amount of write-off based on 

whether there is a reasonable expectation of recovery. The Bank expects no significant recovery 

from the amount written off. However, financial assets that are written off could still be subject 

to enforcement activities in order to comply with the Bank ‘s procedures for recovery of amounts 

due. 
 

2.9 Offsetting Financial Instruments 
 

Financial assets and financial liabilities are offset and the net amount reported in the statement 
of financial condition if, and only if, there is a currently enforceable legal right to offset the 
recognized amounts and there is an intention to settle on a net basis, or to 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 at gross in the statement of financial 
condition. 

 
2.10 Bank Premises, Furniture and Fixtures, Transportation Equipment 

 
Bank premises, furniture, fixtures and transportation equipment are carried at acquisition cost 
less subsequent depreciation, amortization and impairment losses. Land is stated at cost less any 
impairment in value. 

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

 
Land is not depreciated. Depreciation of bank premises, furniture, fixtures and transportation 
equipment commences once the assets are available for use and is computed using the straight-
line method over the following estimated useful lives of the depreciable assets as follows: 

 
Building - 20 years 
Building improvements - 5 years 
Furniture and fixtures - 3 to 5 years 
Transportation equipment - 3 to 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 recoverable amount of 

the bank premises, furniture, fixtures and transportation equipment is the higher between the 

fair value less cost of disposal and value in use. 
 

The estimated useful lives, residual values and depreciation and amortization method of property 
and equipment are reviewed at each year end, with the effect of any changes in estimate 
accounted for on a prospective basis. 
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An item of bank premises, furniture, fixtures and transportation equipment, including the related 

accumulated depreciation, amortization and impairment losses, is derecognized upon disposal or 

when no future economic benefits are expected from its use or disposal. 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 asset) is included in profit or loss in the year the asset is 

derecognized. 
 

Fully depreciated and amortized bank premises, furniture, fixtures and transportation equipment 

are retained in the accounts until they are no longer in use and no further depreciation and 

amortization are charged to current operations. 
 

2.11 Investment Properties 
 

Investment properties are measured initially at cost, including transaction costs. An investment 
property acquired through an exchange transaction is measured at fair value of the asset 
acquired unless the fair value of such an asset cannot be reliably measured in which case the 
investment property acquired is measured at the carrying amount of asset given up. Any gain or 
loss on exchange is recognized in the statement of income under ‘Income from sale of asset 
acquired’. 

 
Foreclosed properties are classified under ‘Investment Properties’ upon: 

 
 entry of judgment in case of judicial foreclosure; 

 execution of the Sheriff’s Certificate of Sale in case of extra-judicial foreclosure; or  

 notarization of the Deed of Dacion in case of payment in kind (dacion en pago). 
 

Foreclosed assets may be redeemed by the mortgagor within certain period. All expenses 
incurred in the litigation/foreclosure of the properties are charged to operations. Holding costs 
subsequent to the foreclosure or acquisition of the properties are also charged to operations as 
incurred. 

 
An allowance for possible future losses from subsequent disposal of acquired properties is set up 

based on the recommendation of BSP examiners and/or management’s appraisal in case the 

estimated value of the asset is clearly below its carrying cost. 

 
Subsequent to initial recognition, investment properties are carried at cost less accumulated 
depreciation (for depreciable investment properties) and any impairment in value. 

 
Depreciation is calculated on a straight-line basis using the remaining useful lives from the time of 
acquisition of the depreciable investment properties ranging from 10 to 25 years. 

 
Investment properties are derecognized when they have either been disposed of or when the 

investment property is permanently withdrawn from use and no future benefit is expected from 

its disposal. Any gains or losses on the retirement or disposal of an investment property are 

recognized in the statement of income under ‘Net gain on sale or exchange of assets’ in the 

period of retirement or disposal. 
 

Expenditures incurred after the investment properties have been put into operations, such as 
repairs and maintenance costs, are normally charged against income in the period in which the 
costs are incurred. 

 
Transfers are made to investment properties when there is a change in use evidenced by ending 
of owner occupation, commencement of an operating lease to another party or ending of 
construction or development. Transfers are made from investment properties when there is a 
change in use evidenced by commencement of owner occupation or commencement of 
development with a view to sale. 
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2.12 Noncurrent Assets Held for Sale 

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

 
Noncurrent assets held for sale are measured at the lower of their carrying amounts, immediately 

prior to their classification as held for sale, and their fair value less costs to sell. Assets classified 

as held for sale are not subject to depreciation. The gain or loss arising from the sale or 

revaluation of held for sale assets is recognized in profit or loss. 

 
Noncurrent assets that ceases to be classified as held for sale is measured at the lower of, (a) its 

carrying amount before the asset was classified as held for sale, adjusted for any depreciation, 

amortization or revaluations that would have been recognized had the asset not been classified 

as held for sale, and, (b) its recoverable amount at the date of the subsequent decision not to sell. 

Any adjustment to the carrying amount of a noncurrent asset that ceases to be classified as held 

for sale resulting in either a gain or loss is recognized in profit or loss. 
 

2.13 Other Resources 
 

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

 
Other recognized assets of similar nature, where future economic benefits are expected to flow 

to the Bank beyond one year after the end of the reporting period (or in the normal operating 

cycle of the business, if longer), are classified as noncurrent assets. 
 

2.14 System Software 
 

Software costs acquired separately are measured on initial recognition at cost. The initial cost of 

software costs consists of its purchase price, including import duties, taxes and any directly 

attributable costs of bringing the asset to its working condition and location for its intended use. 

Following initial recognition, software costs are carried at cost less accumulated amortization and 

any accumulated impairment loss. 
 

Software costs are amortized on a straight-line basis over the estimated useful life of ten (10) 
years. 

 
The period and method of amortization for software costs with a finite useful life are reviewed at 
least at each financial year end. Changes in the expected useful life or the expected pattern of 
consumption of future economic benefits embodied in the asset is accounted for by changing the 
amortization period or method, as appropriate, and treated as changes in accounting estimates. 

 
The amortization expense on software costs with finite lives is recognized in the statement of 
comprehensive income. 
 
2.15 Impairment of Nonfinancial Assets 

 
At the end of each reporting period, the Bank reviews the carrying amounts of its nonfinancial 

assets to determine whether there is any indication that those assets have suffered an 
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impairment loss. If any such indication exists, the recoverable amount of the asset is estimated in 

order to determine the extent of the impairment loss (if any). Where it is not possible to estimate 

the recoverable amount of an individual asset, the Bank estimates the recoverable amount of the 

cash-generating unit to which the asset belongs. Where a reasonable and consistent basis of 

allocation can be identified, corporate assets are also allocated to individual cash-generating 

units, or otherwise they are allocated to the smallest group of cash-generating units for which a 

reasonable and consistent allocation basis can be identified. 

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

 
Recoverable amount is the higher of fair value less costs to sell and value in use. 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 for which the estimates of future cash flows have not been adjusted. 

 
If the recoverable amount of an asset (or cash-generating unit) is estimated to be less than its 
carrying amount, the carrying amount of the asset (or cash-generating unit) is reduced to its 
recoverable amount. An impairment loss is recognized immediately in profit or loss, unless the 
relevant asset is carried at a revalued amount, in which case the impairment loss is treated as a 
revaluation decrease. 

 
Where an impairment loss subsequently reverses, the carrying amount of the asset (or cash-

generating unit) is increased to the revised estimate of its recoverable amount, but so that the 

increased carrying amount does not exceed the carrying amount that would have been 

determined had no impairment loss been recognized for the asset (or cash-generating unit) in 

prior years. A reversal of an impairment loss is recognized immediately in profit or loss, unless 

the relevant asset is carried at a revalued amount, in which case the reversal of the impairment 

loss is treated as a revaluation increase. 
 

No impairment of nonfinancial assets was recognized in 2019 and 2018. 
 

2.16 Capital Funds 
 

The Bank has issued par value capital stock that is classified as equity. Incremental costs directly 
attributable to the issue of new capital stock are shown in equity as a deduction, net of tax, from 
the proceeds. 

 
When the Bank issues its par value shares, the proceeds shall be credited to the “Share Capital” 
account in the Bank’s statement of financial condition to the extent of the par value, with any 
excess being reflected as “Additional paid-in-capital” account in the Bank’s statement of financial 
condition. 

 
Where such shares are subsequently reissued, any consideration received, net of any directly 
attributable incremental transaction costs and the related tax effects, is included in equity 
attributable to the equity holders of the Bank. 

 
Surplus includes all current and prior period results as disclosed in the statement in the 

statement of comprehensive income, reduced by the amount of dividend declared. The 

appropriated portion represents the amount which is not available for distribution. 
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Other comprehensive income comprises items of income and expense, including reclassification 
adjustments that are not recognized in profit or loss as required by other PFRS. 

 
2.17 Revenue and Cost Recognition 

 
Revenue is measured based on the consideration to which the Bank expects to be entitled in a 
contract with a customer and excludes amounts collected on behalf of third parties. The Bank 
recognizes revenue when it transfers control over a good or service to a customer. The Bank 
assesses its revenue arrangements against specific criteria to determine if it is acting as a 
principal or agent. The following specific recognition criteria must also be met before revenue is 
recognized: 

 
(i) Interest income is recognized in the statement of comprehensive income for all 

instruments measured 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 contractual terms of the financial instrument but 

does not consider future credit losses. The calculation includes all fees 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. 

 
When a loan becomes past due, interest, penalties and surcharges are recognized by the 
Bank only upon collection. 

 
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. 

 
(ii) Service charges, fees and commissions are generally recognized on an accrual basis when 

the service has been provided. Commission and fees arising from negotiating, or 
participating in the negotiation of, a transaction for a third party are recognized on 
completion of the underlying transaction. Other service fees are recognized based on the 
applicable service contracts, usually on a time-appropriate basis. 

 
(iii) Revenue attributable to the sale of assets acquired, exclusive of interest, is recognized at 

the date of sale, except when it is not probable that the economic benefits will flow to 
the Bank until the consideration is received or until an uncertainty is removed. The sale 
is the present value of the consideration, determined by discounting the installments 
receivable at the imputed rate of interest. The interest element is recognized as revenue 
as it is earned, using the effective interest method. 

 
Costs and expenses are decreases in economic benefits during the accounting period in the form 
of outflows or decrease of assets or incurrence of liabilities that result in decreases in equity, 
other than those relating to distributions to equity participants. Costs and expenses are 
recognized in the statement of comprehensive income in the period these are incurred. 
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2.18 Employee Benefits 
 

a. Defined Benefit Plan 
 

The net defined benefit liability or asset is the aggregate of the present value of the defined 

benefit obligation at the end of the reporting period reduced by the fair value of plan assets (if 

any), adjusted for any effect of limiting a net defined benefit asset to the asset ceiling. The asset 

ceiling is the present value of any economic benefits available in the form of refunds from the 

plan or reductions in future contributions to the plan. 
 

The cost of providing benefits under the defined benefit plans is actuarially determined using the 
projected unit credit method. 

 
Defined benefit costs comprise service cost, net interest on the net defined benefit liability or 
asset and remeasurements of net defined benefit liability or asset. 

 
Service costs which include current service costs, past service costs and gains or losses on 
nonroutine settlements are recognized as expense in profit or loss. Past service costs are 
recognized when plan amendment or curtailment occurs. 

 
Net interest on the net defined benefit liability or asset is the change during the period in the net 

defined benefit liability or asset that arises from the passage of time which is determined by 

applying the discount rate based on high quality corporate bonds to the net defined benefit 

liability or asset. Net interest on the net defined benefit liability or asset is recognized as expense 

or income in profit or loss. 
 

Remeasurements comprising actuarial gains and losses, return on plan assets and any change in 

the effect of the asset ceiling (excluding net interest on defined benefit liability) are recognized 

immediately in other comprehensive income in the period in which they arise. Remeasurements 

are not reclassified to profit or loss in subsequent periods. 

 
Plan assets are assets that are held by a long-term employee benefit fund or qualifying insurance 
policies. Plan assets are not available to the creditors of the Bank, nor can they be paid directly to 
the Bank. Fair value of plan assets is based on market price information. When no market price is 
available, the fair value of plan assets is estimated by discounting expected future cash flows 
using a discount rate that reflects both the risk associated with the plan assets and the maturity 
or expected disposal date of those assets (or, if they have no maturity, the expected period until 
the settlement of the related obligations). 

 
The Bank’s right to be reimbursed of some or all of the expenditure required to settle a defined 
benefit obligation is recognized as a separate asset at fair value when and only when 
reimbursement is virtually certain. 

 
b. Employee Leave Entitlement 

 
Employee entitlements to annual leave are recognized as a liability when they are accrued to the 

employees. The undiscounted liability for leave expected to be settled wholly before twelve 

months after the end of the annual reporting period is recognized for services rendered by 

employees up to the end of the reporting period 

 
2.19 Leases 

 
The Company determines whether an arrangement is, or contains, a lease based on the 
substance of the arrangement and requires 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. 
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a. As Lessee 

 
From January 1, 2019 

 
Payments associated with short-term leases and all leases of low-value assets are recognized on a 

straight-line basis as an expense in profit or loss. Short-term leases are leases with a lease term of 

12 months or less. Variable lease payments which are based on future sales or consumption are 

recognized as rent expense in the period incurred. 
 

Before January 1, 2019 
 

Leases which transfer to the Bank substantially all the risks and benefits incidental to ownership 
of the leased item are classified as finance leases and are recognized as assets and liabilities in 
the statement of financial position at the inception of the lease at amounts equal to the fair value 
of the leased property or, if lower, at the present value of minimum lease payments. Lease 
payments are apportioned between the finance charges and reduction of the lease liability so as 
to achieve a constant rate of interest on the remaining balance of the liability. Finance charges 
are directly charged against income. Capitalized leased assets are depreciated over the shorter of 
the estimated useful life of the asset and the lease term. 

 
Leases which do not transfer to the Bank substantially all the risks and benefits of ownership of 

the asset are classified as operating leases. Operating lease payments (net of any incentive 

received from the lessor) are recognized as expense in profit or loss on a straight-line basis over 

the lease term, except when the leases are cancellable in which case actual rent paid is the bases 

of rent expense. Associated costs such as repairs and maintenance and insurance, are expensed 

as incurred. 
 

2.20 Taxes 
 

a. Current 
 

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 date. They are calculated according to 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 statement of 

comprehensive income. 
 

b. Deferred 
 

Deferred tax assets and liabilities are provided, using the balance sheet liability method, on all 

temporary differences at the end of reporting period between the tax bases of assets and 

liabilities and their carrying amounts for financial reporting purposes. 

 
Deferred tax liabilities are recognized for all taxable temporary differences, including asset 
revaluations. Deferred income tax assets are recognized for all deductible temporary differences, 
carryforward benefits of unused tax credits from excess minimum corporate income tax (MCIT) 
over the regular corporate income tax (RCIT) and unused tax losses, to the extent that it is 
probable that taxable profit will be available against which the deductible temporary differences 
and carryforward benefits of unused tax credits and unused tax losses can be utilized. 
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Deferred tax, however, is not recognized when it arises from the initial recognition of an asset or 
liability in a transaction that is not a business combination and, at the time of the transaction, 
affects neither the accounting profit nor taxable profit or loss. In respect of taxable temporary 
differences associated with investment in a subsidiary, deferred income tax liability is not 
recognized where the timing of the reversal of the temporary differences can be controlled and it 
is probable that the temporary differences will not reverse in the foreseeable future. 

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

period and reduced to the extent that it is no longer probable that sufficient taxable profit will be 

available to allow all or part of the deferred income tax asset to be utilized. Unrecognized 

deferred income 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 allow the 

deferred income tax assets to be recovered. 
 

Deferred tax assets and liabilities are measured at the tax rates that are expected to apply to the 
period when the assets are realized or the liabilities are settled, based on tax rates (and tax laws) 
that have been enacted or substantively enacted at the end of each reporting period. 

 
Income tax relating to items recognized directly in equity is recognized in equity and not in the 
statement of income. 

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

 
c. Percentage tax 

 
The Bank is registered as a percentage entity. Accordingly, the Bank’s interest, commissions and 
discounts from lending activities as well as income from leasing on the basis of remaining 
maturities of instrument and other income is subject to five (5%) and seven (7%) percentage tax. 

 
2.21 Related Party Transactions 

 
A party is related to the Bank if it has direct or indirect control or is controlled by an entity 
whether parent or subsidiary, if it has interest in the Bank that gives its significant influence over 
the Bank and if it is a member of the key management personnel of the Bank. 

 
PAS 24 provides additional guidance and clarity in the scope of the standard, the definitions and 
disclosures for related parties. It also requires disclosure of the compensation of key 
management personnel by benefit type. 

 
2.22 Provisions 

 
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 a number of 

similar obligations, the likelihood that an outflow will be required in settlement is determined by 

considering the class of obligations as a whole. When time value of money is material, long-term 

provisions are discounted to their present values using a pretax rate that reflects market 

assessments and the risks specific to the 
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obligation. The increase in the 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. 
 

The Bank has no provisions requiring disclosure as of December 31, 2019 and 2018. 
 

2.23 Contingencies 
 

Contingent liabilities are not recognized in the financial statements. They are disclosed 
unless the possibility of an outflow or resources embodying economic benefits is remote. A 
contingent asset is not recognized in the financial statements but disclosed when an inflow 
of economic benefits is probable. 

 
The Bank has no contingencies requiring disclosure as of December 31, 2019 and 2018. 

 
2.24 Events After End of Reporting Period 

 
Post year-end events that provide additional information about the Bank’s position at the 
end of each reporting period (adjusting events) are reflected in the financial statements. 
Post year-end events that are not adjusting events are disclosed in the notes to financial 
statements when material. 

 
There are no events after end of reporting period involving the Bank which require 
disclosure as of December 31, 2019 and 2018. 

 
2.25 Accounting Policies, Changes in Accounting Estimates and Errors 

 
PAS 8 removes the concept of fundamental error and the allowed alternative to 
retrospective application of voluntary changes in accounting policies and retrospective 
restatement to correct prior period errors. It defines material omission or misstatements, 
and describes how to apply the concept of materiality when applying accounting policies and 
correcting errors. 

 
2.26 Earnings Per Common Share 

 
Earnings per common share is determined by dividing net income for the year by the 
weighted average number of common shares issued and outstanding at the end of the year. 

 
Earnings per share is computed as:  

 
 2019 2018 

Net income 37,449,628 22,204,581 
Divided by the weighted average number of    

subscribed common shares 2,000,163 2,000,163 

Earnings per share 18.72  11.10  
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3. 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. 

 
3.1 Judgments 

 
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. Determination of the Bank’s Functional Currency 

 
The Bank, based on the relevant economic substance of the underlying circumstances, has 
determined its functional currency to be the Philippine peso. It is the currency that mainly 
influences the Bank’s revenue and costs and expenses. 

 
b. Provisions and Contingencies 

 
Judgment is exercised by management to distinguish between provisions and contingencies. 
Policies on recognition and disclosure of provision and disclosure of contingencies are discussed 
in Notes 2.22 and 2.23 respectively. 

 
3.2 Estimates 

 
The estimates and assumptions used in the financial statements are based upon management’s 
evaluation of relevant facts and circumstances of the Bank’s financial statements. Actual results 
could differ from those estimates. The following are the relevant estimates performed by 
management on its December 31, 2019 and 2018 financial statements: 

 
a. Impairment of Financial Assets 

 
The measurement of impairment losses under PFRS 9 across all categories of financial assets 

requires judgment, in particular, the estimation of the amount and timing of future cash flows, 

including collectability, collateral values and other credit enhancements, when determining 

impairment losses. Increases or decreases to the allowance balance are recorded as part of 

operating expenses in the statements of comprehensive income. 

 
Under PFRS 9, additional judgments are also made in assessing a significant increase in creditrisk 
in the case of financial assets measured using the general approach. These estimates are driven 
by a number of factors, changes in which can result in different levels of allowances. 

 
The Bank’s impairment calculations are outputs of statistical models with a number of underlying 
assumptions regarding the choice of variable inputs and their interdependencies. 

 
The estimates used in arriving at the expected credit loss is detailed in Note 4. 

 
b. Useful Lives of Bank Premises, Leasehold Improvements, Furniture and Fixtures 

 
The Bank estimates the useful lives of Bank premises, leasehold improvements, furniture, fixtures 

and equipment based on the period over which the assets are expected to be available for use. 

The estimated useful lives of these assets are reviewed periodically and 



28  

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, estimation of the useful lives of Bank premises, leasehold 

improvements, furniture, fixtures and equipment is based on collective assessment of 

industry practice, internal technical evaluation and experience with similar assets. It is 

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 Bank 

premises, leasehold improvements, furniture, fixtures and equipment would increase 

recorded operating expenses and decrease noncurrent assets. 
 

The Bank’s property and equipment, net of accumulated depreciation, amounted to 

P33,390,095 and P18,767,814 as of December 31, 2019 and 2018, respectively (Note 7). 
 

c. Realizable Amount of Deferred Tax Assets and Liabilities 
 

The Bank reviews its deferred tax assets at the end of each reporting period and reduces 

the carrying amount to the extent that it is no longer probable that sufficient taxable 

profit will be available to allow all or part of the deferred tax asset to be utilized. 
 

Deferred tax assets amounted to P27,867,326 and P26,170,124 as of December 31, 2019 
and 2018, respectively (Note 21). 

 
d. Impairment of Nonfinancial Assets 

 
Except for intangible assets with indefinite useful lives, PAS 36 requires that an 

impairment review be performed when certain impairment indicators are present. The 

Bank’s policy on estimating the impairment of nonfinancial assets is discussed in detail 

in Note 2.15. 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 loss could have a material adverse 

effect on the results of operations. 
 

No impairment losses on other nonfinancial assets were recognized in 2019 and 2018. 
 

d. Revenue Recognition 
 

The revenue recognition policies require the use of estimates and assumptions that may 
affect the reported amounts of the revenues and receivables. 

 
e. Fair Values of Financial Assets and Liabilities 

 
PFRS requires that certain financial assets and liabilities (including derivative 
instruments) be carried at fair value, which requires the use of accounting estimates. 
These estimates are detailed in Note 20. 
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4. Financial Risk Management Objectives and Policies 

 
The Bank has exposure to the following risks from its use of financial instruments: 

 
a. Credit risk 
b. Liquidity risk  
c. Market risk 

 
This note represents information about the Bank’s exposure to each of the above risks, the 
Bank’s objectives, policies and processes for measuring and managing risk, and the Bank’s 
management of capital. 

 
By their nature, the Bank’s activities are principally related to the use of financial instruments. 
The Bank accepts deposits from clients at fixed rates, and for various periods, and seeks to earn 
above-average interest margins by investing these funds in high-quality assets. The Bank seeks to 
increase these margins by consolidating short-term funds and lending for longer periods at higher 
rates, while maintaining sufficient liquidity to meet all claims that might fall due. 

 
The Bank’s Credit Committee, which is composed of four Directors, has overall responsibility for 
the Bank’s risk management systems and sets risks management policies across the full range of 
risks to which the Bank is exposed. 

 
a. Credit Risk 

 
Credit risk is the risk that the counterparty in a transaction may default and arises from lending, 

treasury, and other activities undertaken by the Bank. The Bank manages its credit risk and loan 

portfolio through the Credit Committee which undertakes several functions with respect to credit 

risk management. Impairment provisions are provided for losses that have been incurred at the 

reporting date. Significant changes in the economy, or in the health of a particular industry 

segments that represents a concentration in the Bank’s portfolio, could result in losses that are 

different from those provided for at the reporting date. Management therefore carefully 

manages its exposure to credit risk. 

 
The Credit Committee undertakes credit analysis and review to ensure consistency in the Bank’s 
risk assessment process. It also ensures that the Bank’s credit policies and procedures are 
adequate to meet the demands of the business. The Credit Committee is also responsible for 
developing procedures to streamline and expedite the processing of credit applications. 

 
The Credit Committee also undertakes portfolio management by reviewing the Bank’s loan 
portfolio, including the portfolio risks associated with particular industry sectors, loan size and 
maturity, and development of a strategy for the Bank to achieve its desired portfolio mix and risk 
profile. 

 
Risk limit control and mitigation policies 

 
The Bank structures the levels of credit risk it undertakes by placing limits on the amount of risk 
accepted in relation to one borrower, or groups of borrowers, and to geographical and industry 
segments. Such risks are monitored on a revolving basis and subject to an annual or more 
frequent review. Limits on the level of credit risk by product and by industry sector are reviewed 
and recommended by the Credit Committee to the Board of Directors for approval. 

 
Exposure to credit risk is 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 corporate and personal guarantees. 
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Lending limits are reviewed in the light of changing market and economic conditions and periodic 
credit reviews and assessments of probability of default. 

 
The Credit Committee reviews the Bank’s loan portfolio in line with the Bank’s policy of not 
having significant unwarranted concentrations of exposure to individual counterparties, in 
accordance with the BSP’s prohibitions on maintaining a financial exposure to any single person 
or group of connected persons in excess of 25% of its net worth. 

 
With respect to credit risk arising from other financial assets of the Bank, which comprise of cash 
and cash equivalents, its exposure to credit risk arises from the default of the counterparty with a 
maximum exposure equal to the carrying value of these instruments. This is mitigated, however, 
by the Bank’s policy of placing its funds only in reputable banks and financial institutions. 

 
The maximum exposure to credit risk at the reporting date is as follows:  

 
 2019 2018 

Due from BSP 22,905,708 22,632,104 

Due from other banks 184,614,638 291,034,944 

Loans receivable, gross 969,221,952 821,572,355 

Other financial assets:    

Accrued interest income 377,863 2,108,199 

Sinking fund 22,626,041 18,589,490 

Deposits in a bank under receivership 10,213,724 10,213,724 

Accounts receivable 14,693,358 14,884,602 

 1,224,653,284  1,181,035,418  
 

The distribution of maximum credit exposure by industry sector of the Bank as of 
December 31, 2019 and 2018 are as follows: 

 
     Other 
 Loans Due from Due From  Financial 

2019 Receivables BSP Other Banks  Assets 

Financial institutions - 22,905,708 184,614,638 32,839,765 

Agriculture, hunting, fishing and      
forestry 134,694,631 - - - 

Wholesales and retail trade,      
repair of motor vehicles,      

motorcycles, personal and      
household goods 20,568 - - - 

Loans to individuals primarily for      
personal use purposes 834,506,753 - - - 

Others - - - 15,071,221 

 969,221,952 22,905,708 184,614,638 47,910,986 

      

     Other 
 Loans Due From Due From  Financial 

      
2018 Receivables BSP Other Banks  Assets 

Financial institutions - 22,632,104 291,034,944 28,803,214 
Agriculture, hunting, fishing and      

forestry 105,007,030 - - - 

Wholesales and retail trade, repair      
of motor vehicles, motorcycles,      
personal and household goods 111,507 - - - 

Loans to individuals primarily for      
personal use purposes 716,453,818 - - - 

Others - - - 16,992,801 

 821,572,355 22,632,104 291,034,944  45,796,015  
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Impairment Assessment 
 

The following types of financial assets are subject to the expected credit loss model of 
impairment: 

 
a. Loans receivable; 
b. Accounts receivable; and 
c. Deposits in a bank under receivership. 

 
Loans receivable 

 
The Bank applies the PFRS 9 simplified method approach in measuring expected credit losses 
which uses a lifetime expected loss allowance for all loans receivable. This is also in accordance 
with BSP Circular No. 1011 which allows those BSP supervised financial institutions with simple 
operations to adopt simple loan loss methodologies fundamentally anchored on the principle of 
recognizing ECL. 

 
To measure the expected credit losses, loans receivables have been grouped based on shared 
credit risk characteristics and the days past due. 

 
The expected loss rates are based on the payment profiles of loan over a period of 3 years before 
December 31, 2019 and 2018 and the corresponding historical credit-losses experienced within 
this period. The historical loss rates are adjusted to reflect current and forward-looking 
information on macroeconomic factors affecting the ability of borrowers to settle their 
obligation. The results of this computation are booked as an additional provision. 

 
The reconciliation of allowance for impairment losses of loans receivable is disclosed in Note 6. 

 
The Board approves the provisioning for doubtful accounts and write-off of receivables, which 
covers, but not limited to, non-performing loan for more than ten (10) years, deceased, missing, 
and insolvent borrowers. 

 
Other Debt Investments 

 
The following table presents an analysis of the credit quality of other debt investments at 
amortized cost or FVOCI. It indicates whether the debt investments were subject to a 12-month 
ECL or lifetime ECL-allowance, and in the latter case, whether they are credit-impaired.  

 
   Lifetime      
   ECL – 

Lifetime 
    

   not     
 Credit 12-month credit ECL – credit  Loss Allo-  Net Carrying 

2019 Rating ECL impaired impaired Total wance  Amount 

Debt Instruments         
at Amortized Cost         

Due from BSP Performing 22,905,708 - - 22,905,708 - 22,905,708 
Due from other         

banks Performing 184,614,638 - - 184,614,638 - 184,614,638 
Accrued interest         

income Performing 377,863 - - 377,863 - 377,863 
Other financial         
assets:         

Sinking fund Performing 22,626,041 - - 22,626,041 - 22,626,041 
Deposits in a bank         

under Non-        
receivership performing - - 10,213,724 10,213,724 10,213,724 - 

Accounts Underper-        
receivable forming 237,945 - 14,455,413 14,693,358 14,455,413 237,945 

  230,762,195 - 24,669,137 255,431,332 24,669,137  230,762,195 
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   Lifetime      
   ECL –      
   not Lifetime ECL     
  12-month credit – credit  Loss Allo-  Net Carrying 

2018 Credit Rating ECL impaired impaired Total wance  Amount 

Debt Instruments         
at Amortized Cost         

Due from BSP Performing 22,632,104 - - 22,632,104 - 22,632,104 

Due from other banks Performing 291,034,944 - - 291,034,944 - 291,034,944 
Accrued interest         

income Performing 2,108,199 - - 2,108,199 - 2,108,199 

Other financial assets:         

Sinking fund Performing 18,589,490 - - 18,589,490 - 18,589,490 
Deposits in a bank Non-        

under receivership performing - - 10,213,724 10,213,724 10,213,724 - 
 Underperfor-        

Accounts receivable ming 429,189 - 14,455,413 14,884,602 14,455,413 429,189 

  
 

334,793,926 - 24,669,137 359,463,063 24,669,137  334,793,926  
 

The following are the assumptions used in the credit rating system of the Bank: 
 

Performing financial assets are those with counterparties that have a low risk of default 
and a strong capacity to meet contractual cash flows. 

 
Underperforming financial assets are those counterparties with significant increase in 
credit risk, which is presumed if interest/principal repayments are more than 30 days 
past due. 

 
Non-performing financial assets shall be considered nonperforming, 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 other loans, even if not considered impaired, shall be considered nonperforming if 
any principal and/or interest are unpaid for more than ninety (90) days from contractual 
due date, or accrued interests for more than ninety (90) days have been capitalized, 
refinanced, or delayed by agreement. 

 
The credit rating system takes into account ratings from independent ratings agencies. 

In the absence of such, other publicly available financial information are used. 
 

While cash is subject to the impairment requirements of PFRS 9, the identified 
impairment loss was immaterial as there have been no history of defaults among the 
Bank’s depositary banks. 

 
Collateral 

 
The Bank employs a range of policies and practices to mitigate credit risk. The most 
traditional of these is the taking of security for loans, which is common practice. The 
Bank implements guidelines on the acceptability of specific classes of collateral or credit 
risk mitigation. 

 
The principal collateral types for loans and advances are mortgages over residential and 
agricultural properties 

 
Longer-term finance and lending are generally secured; revolving individual credit 
facilities are generally unsecured. 
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An analysis of the maximum exposure to credit risk after taking into account any collateral held 

or other credit enhancements is shown below as of December 31, 2019 and 2018: 
 

  Financial   

  effect of   

 Maximum collateral or   

 credit credit  Net 

2019 exposure enhancement  exposure 

Agriculture, forestry and fishing 134,694,631 842,899 133,851,732 

Wholesales and retail trade, repair     

of motor vehicles, motorcycles,     

personal and household goods 20,568 20,568 - 

Loans to individuals primarily for     

personal use purposes 834,506,753 290,231 834,216,522 

 969,221,952 1,153,698 968,068,254 

     

  Financial   

  effect of   

 Maximum collateral or   

 credit credit  Net 

2018 exposure enhancement  exposure 

Agriculture, forestry and fishing 105,007,030 3,727,489 101,279,541 

Wholesales and retail trade, repair of     

motor vehicles, motorcycles, personal     

and household goods 111,507 111,507 - 

Loans to individuals primarily for     

personal use purposes 716,453,818 101,138 716,352,680 

 821,572,355 3,940,134  817,632,221  
 

As of December 31, 2019 and 2018, the Bank does not hold any collateral or other credit 

enhancements to cover the credit risks associated with its due from BSP and other banks, other 

receivables, and other financial assets. Hence the carrying values of those financial assets best 

represent the maximum exposure to credit risk. 
 

b. Liquidity Risk 
 

Liquidity risk is the risk that there are insufficient funds available to adequately meet the credit 
demands of the Bank’s clients and repay deposits on maturity. The Bank manages liquidity risk by 
holding sufficient liquid assets of appropriate quality to ensure short-term funding requirements 
are met. 

 
The Bank’s financial liabilities as of December 31, 2019 and 2018 have contractual maturities 
which are presented below:  

 
   Current Noncurrent 

 Total      More 
 Carrying  Within 6 6 to 12 1 to 5  than 5 

2019 Value On Demand months months years  years 

Deposit liabilities        

Savings 634,935,049 634,935,049 - - - - 

Time 112,951,777 - 23,651,815 4,856,962 84,443,000 - 

Accrued        
expenses 1,766,863 1,766,863 - - - - 

Accrued interest        
payable 693,311 693,311 - - - - 

Accounts        
payable 10,854,342 10,854,342 - - - - 

 761,201,342 648,249,565 23,651,815 4,856,962 84,443,000  -  
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   Current Noncurrent 

 Total      More 
 Carrying  Within 6 6 to 12 1 to 5  than 5 

2018 Value On Demand months months years  years 

Deposit liabilities        

Savings 623,486,097 623,486,097 - - - - 

Time 118,606,778  21,304,087 5,735,749 91,566,942   
Accrued        

expenses 977,135 977,135 - - - - 
Accrued interest        

payable 960,064 960,064 - - - - 

Accounts payable 9,032,936 9,032,936 - - - - 

 753,063,010 634,456,232 21,304,087 5,735,749 91,566,942  -  
 

The following table details the Bank’s expected maturity for its financial assets. The table has been drawn up 

based on the undiscounted contractual maturities of the financial assets including interest that will be 

earned on those assets. The inclusion of information on nonderivative financial assets is necessary in order 

to understand the Bank’s liquidity risk management as the liquidity is managed on a net asset and liability 

basis.  
 

   Current Noncurrent 

        More 
 Total Carrying  Within 6 6 to 12    than 5 

2019 Value On Demand months months 1 to 5 years   years 

Cash and other cash         
items 15,795,823 15,795,823 - - - - 

Due from BSP 22,905,708 22,905,708 - - - - 
Due from other         

banks 184,614,638 184,614,638 - - - - 
Loans and         

receivables 882,234,421 24,153,981 283,314,512 480,846,928 93,919,000 - 
Other financial         

assets at amortized         
cost* 23,246,349 23,246,349    - 

 1,128,796,939 270,716,499 283,314,512 480,846,928 93,919,000 - 

*Includes accrued interest income, accounts receivable, sinking fund and PCF 

    

    

       

   Current Noncurrent 

        More 
 Total Carrying  Within 6 6 to 12    than 5 

2018 Value On Demand months months 1 to 5 years   years 

Cash and other cash         
items 16,113,864 16,113,864 - - - - 

Due from BSP 22,632,104 22,632,104 - - - - 
Due from other         

banks 291,034,944 291,034,944 - - - - 
Loans receivable,         

net 743,543,242 31,413,861 334,519,452 272,286,073 105,323,856 - 
Other financial assets         
at amortized cost* 21,131,378 21,131,378 - - -  - 

 1,094,455,532 382,326,151 334,519,452 272,286,073 105,323,856  -   
*Includes accrued interest income, accounts receivable, sinking fund and PCF 

 
c. Market Risk 

 
The Bank’s exposure to market risk, the risk of future loss from changes in the price of a financial 

instrument, relates primarily to its holdings in debt securities. The Bank manages its risk by identifying, 

analyzing and measuring relevant or likely market risks. It recommends various limits to the Bank’s Credit 

Committee. The Credit Committee in turn passes its recommendations to the Board, which reviews and 

approves these limits. 

 
Interest Rate Risk Sensitivity Analysis 

 
The Bank follows a prudent policy in managing its assets and liabilities to ensure that exposure to 
fluctuations in interest rates are kept within acceptable limits. 
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The method by which the Bank measures the sensitivity of its assets and liabilities to 
interest rate fluctuations is by way of asset-liability gap analysis. This analysis provides 
the Bank with a static view of the maturity and repricing characteristics of its statements 
of conditions. An interest rate gap report is prepared by classifying all assets and 
liabilities into various time year categories according to contracted maturities or 
anticipated repricing dates, whichever is earlier the difference in the amount of assets 
and liabilities at maturing or being repriced in any time year category would then give 
the Bank an indication of the extent to which it is exposed to the risk of potential 
changes in net interest income. 

 
The Bank employs gap analysis to measure the sensitivity of its assets and liabilities to 

fluctuations in market interest rates for any given period. A gap is considered negative 

when the amount of interest rate sensitive liabilities exceeds the amount of interest rate 

sensitive assets. A gap is considered positive when the amount of interest rate assets 

exceeds the amount of interest rate sensitive liabilities. Accordingly during a period of 

rising interest rates the bank with a positive gap would be in a position to invest in 

higher yielding assets earlier than it would need to refinance its interest rate sensitive 

liabilities. During a period of falling interest rates, the Bank with a positive gap would 

tend to see its interest rates sensitive assets repricing earlier than interest rate sensitive 

liabilities, which may restrain the growth of its net profit or result in a decline in net 

interest income. 
 

The Bank’s exposure to interest rate risk arises from the following interest-bearing 
financial instruments:  

 
  2019 2018 

 Assets   

 Due from other banks 184,614,638 291,034,944 

 Loans receivable, net 882,234,421 743,543,242 

 Sinking fund 22,626,041 18,589,490 

  1,089,475,100 1,053,167,676 

 Liability   

 Deposit liabilities 747,886,826 742,092,875  
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The following table sets forth average interest rates and the asset liability gap position (in million pesos) of the Bank at net amounts as of December 
31, 2019 and 2018:  

 
    Current Noncurrent   

  Interest     More than 5   
 2019 Rates On Demand Within 6 months 6 to 12 months 1 to 5 years years  Total 

 Assets         

 Due from other banks 0.125%-3% 184,614,638 - - - - 184,614,638 

 Loans receivables, net 7.5%-20% 24,153,981 283,314,512 480,846,928 93,919,000 - 882,234,421 

 Sinking fund 3% 22,626,041 - - - - 22,626,041 

 Total  231,394,660 283,314,512 480,846,928 93,919,000 - 1,089,475,100 

 Liability         

 Deposit liabilities 1%-4.75% 634,935,049 23,651,815 4,856,962 84,443,000 - 747,886,826 

 Net Position  (403,540,389) 259,662,697 475,989,966 9,476,000 - 341,588,274 

 Cumulative gap  (403,540,389) (143,877,692) 332,112,274 341,588,274 341,588,274 -           
        

    Current Noncurrent   

  Interest     More than 5   
 2018 Rates On Demand Within 6 months 6 to 12 months 1 to 5 years years  Total 

 Assets         

 Due from other banks 0.25%-3% 291,034,944 - - - - 291,034,944 

 Loans receivables, net 7.5%-20% 31,413,861 334,519,452 272,286,073 105,323,856 - 743,543,242 

 Sinking fund 3% 18,589,490 - - - - 18,589,490 

 Total  341,038,295 334,519,452 272,286,073 105,323,856 - 1,053,167,676 

 Liability         

 Deposit liabilities 1%-4.75% 623,486,097 21,304,087 5,735,749 91,566,942 - 742,092,875 

 Net Position  (282,447,802) 313,215,365 266,550,324 13,756,914 - 311,074,801 

 Cumulative gap  (282,447,802) 30,767,563 297,317,887 311,074,801 311,074,801 -            
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5. Cash and Other Cash Items This 

account consists of: 

  
 2019 2018 

Cash and other cash items 15,795,823 16,113,864 

Due from BSP 22,905,708 22,632,104 

Due from other banks 184,614,638 291,034,944 

 223,316,169  329,780,912  
 

Due from BSP represents the Bank’s demand deposit with the BSP in compliance with the BSP’s 
reserve requirements (Note 11), and are noninterest bearing. The Bank has satisfactorily 
complied with the reserve requirements of BSP. 

 
Due from other banks is composed of savings deposits. 

 
Interest income earned from bank deposits amounted to P2,487,865 and P2,460,379 in 2019 and 
2018, respectively (Note 14).  

 

 

6. Financial Assets Carried at Amortized Cost This 

account consists of: 

 
 2019 2018 

Loans receivable, net 882,234,421 743,543,242 

Accrued interest income 377,863 2,108,199 

 882,612,284  745,651,441  
 

Loans are classified as: 
 

  Percent   Percent 
  to   to 
 2019 total 2018  total 

Loans and discount 834,506,753 89.99% 716,453,818 91.25% 
Small and medium enterprises      

loans 20,568 0.00% 111,507 0.01% 

Agricultural loans 134,694,631 14.52% 105,007,030 13.37% 

 969,221,952 104.52% 821,572,355 104.64% 
Less: Unamortized and other      

deferred income (41,891,594) (4.52%) (36,395,611) (4.64%) 

Loan receivables, net of      
discount 927,330,358 100.00% 785,176,744 100.00% 

Less: Allowance for probable      
losses (35,645,257)  (33,731,923)   

General loan loss      
provision (9,450,680)  (7,901,579)   

 882,234,421  743,543,242    
 

Past Due Loans 
 

Past due loans of a bank shall, as a general rule, refer to all accounts in its loan portfolio, all 
receivable components of trading account securities and other receivables, which are not paid at 
maturity. 
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BSP Manual of Regulations for Banks (MORB), Sec.304 defined the classification of past due loans 
when any principal and/or interest or installment due, or portions thereof, are not paid at their 
contractual due date, in which case, the total outstanding balance thereof shall be considered as 
past due. However, BSP-Supervised Financial Institutions (BSFIs) may provide a cure period on a 
credit product-specific basis, not to exceed thirty (30) days within which to allow the borrowers 
to catch up on their late payment without being considered as past due. 

 
Installment refers to principal and/or interest amortizations that are due on several dates as 
indicated in the loan documents. The allowance for loan losses is the estimated amount of losses 
in the Bank’s portfolio, based on evaluation of the collectability of loans and prior loss 
experience. 

 
Any amounts set aside in respect of losses on loans and advances in addition to those losses that 
have been specifically identified or potential losses which experience indicates to be present in 
portfolio of loans and advances are accounted for as appropriations from retained earnings. Any 
credits resulting from the reduction of such amounts result in an increase in retained earnings 
and are not included in the determination of net profit or loss for the period. 

 
The allowance is increased by provisions charged to expenses and reduced by write-offs and 
reversals. 

 
Loans receivable includes past due accounts and items in litigation as follows: 

 

  Percent  Percent 
  to  to 
  total  total 
 2019 loans 2018 loans 

Past due performing 4,826,040 0.52% 6,829,341 0.87% 

Past due non-performing 19,327,241 2.08% 24,583,820 3.13% 

Items in litigation 700 0.00% 700 0.00% 

 24,153,981 2.60% 31,413,861 4.00%  
 

Non-Performing Loans (NPLs) 
 

Loans, investments, receivables, or any financial asset shall be considered nonperforming, 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 other 

loans, even if not considered impaired, shall be considered nonperforming if any principal and/or 

interest are unpaid for more than ninety  
(90) days from contractual due date, or accrued interests for more than ninety (90) days have been 

capitalized, refinanced, or delayed by agreement. 
 

Microfinance and other small loans with similar credit characteristics shall be considered non-

performing after contractual due date or after it has become past due. 
 

Restructured receivables which do not meet the requirements to be treated as performing 
receivables shall be considered as NPLs. 

 
Non-performing loans, investments, receivables, or any financial asset 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. 

 
Non-performing loans amounted to P19,327,941 in 2019 and P24,584,520 in 2018. 
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The allowance for impairment losses on receivables as of December 31, 2019 and 2018 
relates to receivables from borrowers which have been outstanding and specifically 
identified to be impaired. No impairment loss on the rest of the Bank’s financial assets 
have been provided since none of them were identified to be impaired as of December 
31, 2019. 

 
Reconciliation of allowance for probable losses is as follows:  

 
 2019 2018 

Balance at beginning of year: 41,633,502 31,490,206 
Provision charged to operations 6,532,872 11,666,074 
Write-off (3,070,437) (1,522,778) 

Balance at end of year 45,095,937  41,633,502  
 

The Board of Directors of the Bank approved the write-off of delinquent loans 
amounting to P3,070,437 and P1,522,778 in 2019 and 2018, respectively. The amount 
was covered by a corresponding allowance for probable losses. 

 
Concentration of credit as to Industry/Economic Sector: 

 
  Percent   Percent 
 2019 to total 2018  to total 

Agriculture, hunting, fishing and      
forestry 134,694,631 13.90% 105,007,030 12.78% 

Wholesales and retail trade, repair of      
motor vehicles, motorcycles,      
personal and household goods 20,568 0.00% 111,507 0.01% 

Loans to individuals primarily for      
personal use purposes 834,506,753 86.10% 716,453,818 87.21% 

 969,221,952 100.00% 821,572,355  100.00%  
 

The total loan portfolio as of December 31, 2019 and 2018 is broken down below as to 
security:  

 
  Percent   Percent 
 2019 to total 2018  to total 

Secured      
REM agricultural 842,899 0.09% 3,727,489 0.45% 
Other collateral 310,799 0.03% 212,645 0.03% 

Unsecured 968,068,254 99.88% 817,632,221 99.52% 

 969,221,952 100.00% 821,572,355  100.00%  
 

Unsecured loans are salary loans covered by the memorandum of agreement between 

the Bank and DepEd stating that the latter shall deduct from the salary of the borrowers 

the payment of the loans. 
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7. Bank Premises, Leasehold Improvements, Furniture and Fixtures 

This account consists of: 

     Furniture,   
    Building Fixtures And Transportation  
  Land Building Improvements Equipment Equipment Total 

 Cost       
 December 31, 2017 5,586,446 21,573,990 - 10,051,831 3,968,619 41,180,886 
 Additions - - 303,036 1,883,320 132,000 2,318,356 
 Disposals  (5,600)  (2,407,650) - (2,413,250) 

 December 31, 2018 5,586,446 21,568,390 303,036 9,527,501 4,100,619 41,085,992 
 Additions 15,319,092 173,342 - 1,216,149 - 16,708,583 
 Disposals - - - - (2,237,081) (2,237,081) 

 December 31, 2019 20,905,538 21,741,732 303,036 10,743,650 1,863,538 55,557,494 

 Accumulated Depreciation       
 December 31, 2017 - 9,781,284 - 9,103,175 3,884,863 22,769,322 
 Provision - 898,958 - 44,635 1,018,513 1,962,106 
 Disposals  (5,600) - - (2,407,650) (2,413,250) 

 December 31, 2018 - 10,674,642 - 9,147,810 2,495,726 22,318,178 
 Provision - 899,976 60,607 1,065,923 59,788 2,086,294 
 Disposals - - - - (2,237,073) (2,237,073) 

 December 31, 2019 - 11,574,618 60,607 10,213,733 318,441 22,167,399 

 Net Book Value       
 December 31, 2018 5,586,446 10,893,748 303,036 379,691 1,604,893 18,767,814 

 December 31, 2019 20,905,538 10,167,114 242,429 529,917 1,545,097 33,390,095  
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Additions are valued at acquisition cost and other direct costs and expenditures 
necessary to bring the asset to its intended use. These properties are not encumbered 
and no impairment losses were recognized during the year. 

 
BSP requires that total investments of a bank in real estate and improvements, including 
bank equipments, shall not exceed 50% of the bank’s net worth. As of December 31, 
2019 and 2018, the Bank complied with the ceiling set forth by the BSP with 8.34% and 
5.17%, respectively. 

 
Depreciation expense charged to operations are as follows:  

 
 Note 2019 2018 

Occupancy expense 18 960,583 898,958 
Other operating expenses 19 1,125,711 1,063,148 

  2,086,294 1,962,106       
 
 
 

8. Intangible Asset 

 
This account pertains to software used by the Bank in its daily operations. 
Reconciliation of intangible asset is shown as follows:  

 
 2019 2018 

Cost    
January 1 3,284,930 1,814,632 
Additions - 1,470,298 
Disposals - - 

December 31 3,284,930 3,284,930 
Accumulated depreciation (2,386,698) (1,825,236) 

Net carrying amount 898,232 1,459,694 

Accumulated Amortization    
January 1 1,825,236 1,585,747 
Provision 561,462 239,489 
Disposals - - 

December 31 2,386,698  1,825,236  
 

Amortization charged to operations amounted to P561,462 and P239,489 in 2019 and 
2018, respectively (Note 19).  

 

 

9. Noncurrent Asset Held for Sale 
 

This account pertains to properties acquired by the Bank in settlement of loans through 
foreclosure. These properties are available for immediate sale in its present condition 
and are expected to be sold within 1 year. 
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10. Other Assets    

 This account consists of:    
     

  2019 2018 

 Sinking fund 22,626,041 18,589,490 

 Prepaid expenses 1,109,193 1,708,244 

 Stationeries and supplies 821,816 963,724 

 Accounts receivable 237,945 429,189 

 Petty cash fund 4,500 4,500 

 Miscellaneous assets 175,112 - 

  24,974,607  21,695,147  
 

Sinking fund pertains to fund established by the Bank for the retirement of its employees (Note 
17.2). 

 
Accounts receivable pertains to receivable subject to ongoing litigation. This account is shown as 
follows:  

 
 2019 2018 

Accounts receivable 14,693,358 14,884,602 

Less: Allowance for probable losses 14,455,413 14,455,413 

 237,945 429,189      
 

The Bank has a deposit with Export Bank which the Monetary Board placed under receivership of 
Philippine Deposit Insurance Corporation (PDIC) on June 29, 2012 amounting to P10,213,724. A 
100% allowance for probable losses was provided for this account.  

 

 

11. Deposit Liabilities 

 

This account consists of the following:  
 

 2019 2018 

Savings 539,530,280 512,408,008 

Time 111,009,557 116,664,558 

Special savings 95,404,769 111,078,089 

Special time 1,942,220 1,942,220 

 747,886,826  742,092,875  
 

The breakdown of savings and time deposits as to their maturities follows:  
 

  2019 2018 

 Short term (one year or less) 663,443,826 650,525,933 

 Long term (more than one year) 84,443,000 91,566,942 

  747,886,826 742,092,875 

 Interest rates on the deposit liabilities are as follows:    

    

  2019 2018 

 Regular savings 1% 1% 

 Time deposits 1.5%-4.75% 1.5%-4.75% 
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Under BSP regulations, deposit liabilities of rural banks are subject to reserve requirement ratios 
as follows: 

 

  Effective 
  June 1, 2018 

 Liquidity reserves 0% 

 Statutory reserves  

 Demand and NOW 5% 

 Savings and time 3% 
 Time deposits, negotiable CTDs, long-term non-negotiable tax  
 exempt CTDs 3% 

 Long-term negotiable CTDs under Circular No. 304 4% 

 Long-term negotiable CTDs under Circular No. 824 7% 

 IBCL (Sec. X343) 0% 

 Basic deposit accounts, as defined in Sec. 213 0% 

 
Pursuant to Sec. 251 of MORB, cash in vault is excluded as eligible form of reserve requirement.  

 
  Due from BSP Reserve requirement ratio 

 December 31, 2019 22,905,708 3.06% 

 December 31, 2018 22,632,104 3.05% 

 
As of December 31, 2019 and 2018, the Bank has complied with the above reserve requirements.  

 

12. Accounts Payable and Accrued Expenses 

This account consists of: 

  
 2019 2018 

Accounts payable 10,854,342 9,032,936 

Payable to government regulatory agencies 3,384,444 2,690,799 

Accrued expenses 1,766,863 977,135 

Accrued interest payable 693,311 960,064 

Advance rentals 12,000 12,000 

 16,710,960  13,672,934  
 

Accounts payable consist of accounts refundable to employees, over collection of loans 
pertaining to Department of Education Automatic Payroll Deduction System (DepEd-APDS), and 
other liabilities relating to loan processing. 

 
Payable to government regulatory agencies pertains to payable to Bureau of Internal Revenue 
(BIR), Social Security System (SSS), Philippine Health Insurance Corporation (PHIC), Home 
Development Mutual Fund (HDMF), and other taxes and licenses during the year. 

 
Accrued expenses pertain to accruals for various costs and other related fees and liabilities. 

 
Accrued interest payable pertains to unpaid interests on time deposits. 

 
The fair value of accrued expenses and interest payable was not disclosed as due to its short-

term duration, the Bank considers the carrying amount recognized in the statements of financial 

condition to be a reasonable approximation of its fair value. 
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13. Capital Disclosures      

 a.  Share Capital      

 Share capital consists of:      
     

  Shares Amount 

  2019 2018 2019 2018 

 Authorized      
 Preferred – P100 par value per      
 share 3,761 3,761 376,100 376,100 
 Common – P100 par value per      
 share 4,996,239 4,996,239 499,623,900 499,623,900 

 Common Stock      

 Subscribed and paid      

 Balance at beginning of the year 2,000,163 2,000,163 200,016,300 200,016,300 

 Add: Additional paid in capital - -    

 Total 2,000,163 2,000,163 200,016,300  200,016,300  
 

The Bank has 58 stockholders, 44 of which own 100 shares or more each. Its shares are not 
traded in any stock exchange or over the counter market. 

 
The holders of preferred shares are given preference over the holders of common shares in 
dividend and in distribution of corporate assets in the event of liquidation, dissolution or winding 
up of the Corporation. Preferred shares are non-convertible, non-voting and does not have right 
of pre-emption. 

 
b. Surplus  

 
 2019 2018 

Unappropriated    

Balance, beginning 163,276,802 171,059,241 

Dividends declared - (30,002,320) 

Appropriation for contingencies - (1,000) 

Stock dividends declaration (120,009,905) - 

Reversal of appropriation - 16,300 

Net income for the year 37,449,628 22,204,581 

Balance, end 80,716,525 163,276,802 

Appropriated for Contingencies    

Balance, beginning 61,782 77,082 

Additional appropriations - 1,000 

Reversal of appropriations - (16,300) 

Balance, end 61,782 61,782 

Total Surplus 80,778,307  163,338,584  
 

Dividends Declared 
 

The Board of Directors approved the declaration of cash dividends amounting to P30,002,320 in 
2018. 

 
Stock Dividend Distributable 

 
In 2019 and 2018, the Bank declared stock dividends equivalent to 60% of subscribed capital 

stock to all of its common stockholders. Pending approval of the distribution by the 
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BSP and SEC, this is reported in the financial statements as stock dividend distributable. These 
shares are payable only in whole shares, fractional shares of less than one-half (1/2) to be paid in 
cash and fractional shares of (1/2) or over, to be issued as whole share collecting from the 
respective stockholders any balance due between the par value of whole share and its fractional 
shares. 

 
Appropriations for Contingencies 

 
The Bank appropriated P61,782 in 2019 and 2018 from its surplus for its reserve contingency. As 

such, this portion of surplus is restricted from dividend distribution. 
 

c. Capital Adequacy Ratio 
 

Under existing BSP regulations, the determination of the bank’s compliance with regulatory 
requirements and ratios is based on the amount of the bank’s unimpaired capital (regulatory net 
worth) reported to the BSP, determined on the basis of regulatory accounting policies which 
differ from generally accepted accounting principles in some aspects. 

 
Under Section 22 of the General Banking Act, the combined capital accounts of each rural bank 
should not be less than an amount equal to 10% of its risk assets. The qualifying capital of the 
Bank for purposes of determining the capital-to-risk assets ratio to total equity excludes: 

 
 Unbooked valuation reserves and other capital adjustments as may be required by the 

BSP; 

 Total outstanding unsecured credit accommodations to directors, officers, stakeholders 
and DOSRI; 

 Deferred tax asset or liability; and  
 Other regulatory deductions. 

 
Risk assets consists of total assets after exclusion of cash on hand, due from BSP, loans covered by 
hold-out on or assignment of deposits, loans or acceptances under letters of credit to the extent 
covered by margin deposits, and other non-risk items as determined by the Monetary Board of 
the BSP. 

 
The amount of surplus funds available for dividend declaration is determined also on the basis of 
regulatory net worth after considering certain adjustments. As of December 31, 2019 and 2018, 
the Bank was in compliance with the risk-based capital adequacy ratio (CAR). 

 
The CAR of the Bank as of December 31, 2019 and 2018, which comply with the requirements 
under Sec 127 of MORB, are as follows (amount in millions):  

 
 2019 2018 

Tier 1 capital 372,937,186 337,184,760 

Tier 2 capital 9,450,680 7,901,579 

Total qualifying capital 382,387,866 345,086,339 

Risk weighted assets 1,321,089,631 1,271,721,000 

Tier 1 capital ratio 28.23% 26.51% 

Tier 2 capital ratio 0.72% 0.62% 

Total CAR 28.94%  27.14%  
 

Regulatory capital consists of Tier 1 capital, which comprises share capital, share premium, 

retained earnings including current year profit less accrued dividends, net long positions in own 

shares and goodwill. The other component of regulatory capital, Tier 2, includes revaluation 

reserves. Certain adjustments are made to PFRS-based results and reserves, as prescribed by the 

BSP in supervising the Bank. 
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d. Minimum Capital Requirement 
 

Under Sec 121 of MORB, the minimum capitalization of rural banks with a head office in all other 
areas outside the National Capital Region and all cities up to 3rd class municipalities and having up 
to 10 branches is P30 million. As of December 31, 2019 and 2018, the Bank has complied with the 
requirement set forth by BSP. 

 
e. Additional Capital Disclosures 

 
The Bank’s objectives when managing capital are: 

 
 to safeguard the Bank’s ability to continue as a going concern, so that it can continue 

to provide returns for shareholders and benefits for other stakeholders, and 
 to provide an adequate return to shareholders by pricing products and services 

matching its corresponding level of risk. 

 
The Bank sets the amount of capital in proportion to risk. It manages the capital structure and 

makes adjustments to it in the light of changes in economic conditions and the risk characteristics 

of the underlying assets. In order to maintain or adjust capital structure, the Bank may adjust the 

amount of dividends paid to shareholders, return capital to shareholders, issue new shares or sell 

assets to reduce debt. 
 

The Bank defines capital as paid-in capital stock and surplus. Other components of equity are 

excluded from capital for purposes of capital management. The BOD has overall responsibility for 

monitoring capital in proportion to risks. Profiles for capital ratios are set in the light of changes in 

the Bank’s business, operation and industry. 

 
The Bank monitors its capital on the basis of the adjusted net debt-to-equity ratio. This ratio is 

calculated as adjusted net debt/capital. Net debt is calculated as total debt (as shown in the 

statements of financial condition) less cash. Capital comprises all components of equity (i.e. share 

capital and surplus) other than amounts recognized in equity relating to cash flow hedges, and 

including some forms of subordinated debt. 
 

The Bank’s strategy on managing capital has not changed in 2019 and 2018. The adjusted net 
debt-to-equity ratios at December 31, 2019 and 2018 are as follows:  

 
 2019 2018 

Total debt 792,766,488 780,354,934 

Less: Cash 223,316,169 329,780,912 

Adjusted net debt 569,450,319 450,574,022 

Divided by: Total equity 400,476,910 363,354,884 

Adjusted net debt-to-equity ratio 1.42  1.24  

 
14. Interest Income 

 
Interest income on loans and receivables are those earned from:  

 
 2019 2018 

Current loans 60,803,580 54,970,463 

Past due loans 3,325,256 8,426,605 

 64,128,837  63,397,068  
 

Interest income on bank deposits booked as Due from other banks amounted to P2,487,865 and P2,460,379 
in 2019 and 2018, respectively (Note 5). 
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15. Interest Expense 

 
Interest expense on deposits liabilities consists of:  

 
  2019 2018  

 Savings deposits 5,063,812 4,742,735  
 Special savings deposits 4,334,529 4,801,998  
 Time deposits 3,576,635 2,972,921  

  12,974,976 12,517,654  

      

16. Other Income     

 This account consists of:     
     

  2019 2018  

 Fees and commission income 67,078,404 58,986,470  
 Write-off recovery 3,079,838 2,442,242  
 Bank commission 282,303 214,434  
 Miscellaneous income 553,702 4,738,029  

  70,994,247  66,381,175   
 

Miscellaneous income includes interest on cash advances, refund of expenses in 
previous years, photocopy, pre-termination of CTDs and other fees.  

 

 

17. Employee Benefits 
 

17.1 Compensation and Benefits This 

consists of the following: 

  
 2019 2018 

Salaries and wages 19,475,686 17,689,532 
Other employee benefits 11,125,320 8,173,932 
Retirement expense 1,231,968 3,541,617 
SSS, PHIC and HDMF contributions 1,372,532 1,158,661 

 33,205,506  30,563,742  
 

17.2 Post Employment Benefits 
 

The Bank does not have an established retirement plan and only conforms to the minimum regulatory 
benefit under the Retirement Pay Law (R.A. 7641) which is of the defined benefit type and provides a 
retirement benefit of one-half (1/2) month salary for every year of service plus one-twelfth (1/12) of 

the 13
th

 month pay and cash equivalent of no more than five (5) days of service incentive leaves, 

which is approximately 22.5 days pay for every year of credited service. The regulatory benefit is paid 
in lumpsum upon retirement. The Bank established a sinking fund to match against the liabilities under 
the retirement obligation. This fund is not yet trusteed by an independent trust fund agency. This is 
presented under other assets (Note10). 

 
The Bank engaged the services of an actuary to determine the present value of accrued 
benefit obligation and cost of earned retirement benefits. 
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The cost of defined benefit pension plan as well as the present value of the pension 

obligation is determined using actuarial valuation. The actuarial valuation involves 

making various assumptions. The principal assumptions used in determining the pension 

benefit obligation for the defined benefit plan is shown below:  
 

  December 31, 2019 December 31, 2018 

 Discount rates 5.18% 5.18% 
 Salary projection rate 6.00% 6.00% 

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

 
 2019 2018 

Present value of benefit obligation 23,126,011 20,931,107 
Fair value of plan assets 22,626,041 18,589,490 

Unfunded obligation 499,970  2,341,617  
 

The defined benefit cost recognized in profit or loss as of December 31, 2019 and 2018 is 
as follows:  

 
 Note 2019 2018 

Service cost  1,110,673 1,047,805 
Past service cost  - 1,856,862 
Interest cost  1,084,231 991,888 
Interest income  (962,936) (354,938) 

Expense 17.1 1,231,968  3,541,617  
 

The defined benefit cost recognized in other comprehensive income as of December 31, 
2019 and 2018 is as follows:  

 
 2019 2018 

Accumulated other comprehensive loss, beginning - - 

Remeasurement loss recognized 468,003 - 
Less: Deferred tax asset (140,401) - 

Remeasurement loss, net of tax 327,602 - 

Accumulated other comprehensive loss, ending 327,602  -  
 

The movements in the unfunded obligation are shown as follows:  
 

 2019 2018 

Accrued Benefit Obligation    
Beginning balance 2,341,617 913,875 
Retirement expense recognized 1,231,968 3,541,617 
Remeasurement loss 468,003 - 
Benefits paid - (2,113,875) 
Contribution (3,541,618) - 

 499,970  2,341,617  
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The sensitivity analysis below has been determined based on reasonably possible 
changes of each significant assumption on the defined benefit obligation as of the end of 
the reporting period, assuming if all other assumptions were held constant. 

 
   Defined Benefit 
 2019 Increase (Decrease) Obligation 

 Discount rates 1% -12,337  
  -1% 12,337  
 Salary increase rate 1% 574  
  -1% -574  
 Employee turnover 10% 9,106  
  -10% -9,106  

     

   Defined Benefit 
 2018 Increase (Decrease) Obligation 

 Discount rates 1% (10,852)  
  -1% 10,852  
 Salary increase rate 1% 663  
  -1% (663)  
 Employee turnover 10% 8,755  
  -10% (8,755)  

 
The latest valuation conducted by an actuary was as of December 31, 2016.  

 

 
18. Operating Lease 

Commitments As a Lessee 

 
The Bank leases the premises of certain branches where it is situated. These contract of 
lease with its lessor, including its branches, are cancellable, thus rent expense is 
reported at the actual rent. 
 
Amounts recognized in statements of comprehensive income  
 
Under PFRS 16 
 
 December 31, 
 2019 

Depreciation charge of right-of-use assets  
Transportation equipment - 

Interest expense - 
Expense relating to short-term leases - 
Expense relating to leases of low-value assets 799,370 
Expense relating to variable lease payments - 

 799,370  
 

There are no right-of-use assets or lease liabilities arising from the short-term leases and 
leases of low valued assets recognized. 
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Under PAS 17, the Company’s total rent expense (as shown under occupancy expense in 
the Statements of Comprehensive Income) from its closed branches amounted to 
P773,997 in 2018. 

 
 Occupancy expense charged to operations is shown as follows:    
       

  Note 2019 2018  

 Depreciation 7 960,583 898,958  
 Rentals  799,370 773,997  

   1,759,953 1,672,955  

       

19. Other Operating Expenses      

 This account consists of:      
      

  Note 2019 2018  

 Communication  3,381,571 2,705,174  
 Management and professional fees  2,935,909 2,278,680  
 Insurance  2,597,460 2,648,172  
 Directors’ fees  2,241,746 1,260,000  
 Light and water  1,407,233 1,375,206  
 Depreciation 7 1,125,711 1,063,148  
 Security, messengerial and janitorial  1,072,611 948,860  
 Advertisement  1,069,721 468,972  
 Stationery and supplies  946,467 880,931  
 Repairs and maintenance  830,339 707,203  
 Information and technology  664,962 -  
 Amortization 8 561,462 239,489  
 Fuel and lubricant  439,650 470,906  
 Traveling  346,986 315,431  
 Supervision and examination fees  207,710 215,202  
 Donations and charitable contributions  62,775 78,713  
 Fees, fines and other penalties  44,098 -  
 Membership dues  27,693 34,751  
 Litigation/assets acquired  23,842 261,929  
 Periodicals and magazine  17,938 15,782  
 Collection expense  8,407 2,193,981  
 Miscellaneous  1,945,811 1,681,033  

   21,960,102 19,843,563          
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20. Financial Instruments 

 
Fair Value of Financial Instruments 

 
The following table sets forth the carrying values and estimated fair values of the Bank’s 
financial assets and liabilities recognized as at December 31, 2019 and 2018. There are 
no material unrecognized financial assets and liabilities as of December 31, 2019 and 
2018.  

 
  Carrying Value Fair Value 

  2019 2018 2019 2018 

Financial Assets at Amortized Cost      

Cash and other cash items 15,795,823 16,113,864 15,795,823 16,113,864 

Due from BSP 22,905,708 22,632,104 22,905,708 22,632,104 

Due from other banks 184,614,638 291,034,944 184,614,638 291,034,944 

Loans and receivables, net* 882,612,284 745,651,441 882,612,284 745,651,441 

Other financial assets:      

Sinking fund 22,626,041 18,589,490 22,626,041 18,589,490 

Accounts receivable 237,945 429,189 237,945 429,189 

Petty cash fund 4,500 4,500 4,500 4,500 

  1,128,796,939 1,094,455,532 1,128,796,939 1,094,455,532 

Financial Liabilities      

Deposit liabilities 747,886,826 742,092,875 747,886,826 742,092,875 
Accounts payable and      

accrued expenses** 13,314,516 10,970,135 13,314,516 10,970,135 

  761,201,342 753,063,010 761,201,342  753,063,010   
*includes loans receivable and accrued interest income  

**excluding payable to regulatory agencies and advance rental 

 
Fair value is defined as the amount at which the financial instrument could be sold in a 

current transaction between knowledgeable willing parties in an arm’s length 

transaction, other than in a forced liquidation or sale. Fair values are obtained from 

quoted market prices, discounted cash flow models and option pricing models, as 

appropriate. 
 

A financial instrument is regarded as quoted in an active market if quoted prices are 

readily available from an exchange, dealer, broker, pricing services or regulatory agency 

and those prices represent actual and regularly occurring market transactions on an 

arm’s length basis. For a financial instrument with an active market, the quoted market 

price is used as its fair value. On the other hand, if transactions are no longer regularly 

occurring even if prices might be available and the only observed transactions are forced 

transactions or distressed sales, then the market is considered inactive. For a financial 

instrument with no active market, its fair value is determined using a valuation 

technique (e.g. discounted cash flow approach) that incorporates all factors that market 

participants would consider in setting a price. 
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The following methods and assumptions are used to estimate fair value of each class of financial 
instruments: 

 
Cash 

 
The carrying amount approximates the fair value primarily due to the relatively short-term 
maturity of these financial instruments 

 
Financial assets at amortized cost 

 
Amortized cost is used in recognizing the amount of loans and receivables. 

 
Deposit liabilities 

 
Amortized cost less settlement payments 

 
Other financial instruments 

 
The carrying amount of these investments approximate fair value of these instruments. 

 
There were no transfers between levels during the period. 

 

Cash Flow Information 

 

Non-cash investing and financing activities 
 

The Bank has no acquisition of PPE through finance lease and conversion of debt to equity in 
2019 and 2018. 

 
Reconciliation of cash and non-cash financial liabilities arising from financing activities 

 
The Bank has no financial liabilities arising from financing activities in 2019 and 2018.  

 

21. Income Taxes 
 

The computations of Normal Income Tax (NIT) and Minimum Corporate Income Tax (MCIT) are 
shown below: 

 
NIT 

 

 Note 2019 2018 

Net Income Before Tax  53,283,801 33,413,072 

Less: Interest income subject to final tax 5,14 (2,487,865) (2,460,379) 

Loans written-off 6 (3,070,437) (1,522,778) 

Add: Reduction of interest expense  820,995 817,891 
Provision for probable losses -     

other assets 10 - 14,368,634 

Provision for probable losses - loans 6 6,532,872 11,666,074 

Provision for retirement 17 1,231,968 3,541,617 

Income subject to tax  56,311,334 59,824,131 

Income Tax Due at 30% thereon  16,893,401 17,947,239 

Less: Quarterly tax payments  11,841,999 14,280,174 

Creditable withholding tax  8,712 9,047 

Income tax payable  5,042,690  3,658,018  
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MCIT  
 

 2019 2018 

Gross Income 137,610,949 132,238,622 
Less: Income subject to final tax 2,487,865 2,460,379 

Total 135,123,084 129,778,243 

Less: Direct Costs   
Compensation and benefits 25,578,830 - 
Interest on deposits 12,153,981 11,699,763 

 37,732,811 11,699,763 

Gross Profit 97,390,273 118,078,480 

MCIT thereon @ 2% 1,947,805 2,361,570  
 

The reconciliation between the provision for income tax computed at the statutory 

income tax rate and the provision for income tax as shown in the Statement of 

Comprehensive Income for the years ended December 31, 2019 and 2018 are as follows: 
 
 

 2019 2018 

Income tax computed at the statutory income tax rate 16,893,401 17,947,239 
Tax effect of:    

Provision for probable losses-loans (1,959,862) (3,499,823) 
Provision for probable losses-accounts receivable - (3,651,847) 
Retirement expense (518,071) (534,804) 
Accounts written off-Loans 921,132 456,833 

Final tax on interest income 497,573 490,892 

Income Tax per Financial Statements    
Current 16,893,401 17,947,239 
Deferred (1,556,801) (7,229,640) 
Final tax 497,573 490,892 

 15,834,173  11,208,491  
 

Deferred income tax assets as of December 31, 2019 and 2018 arise principally from the 
following:  

 
 2019 2018 

Allowance for probable losses – loans receivable 13,528,781 12,490,051 
Allowance for probable losses – accounts receivable 4,336,624 4,336,624 
Allowance for probable losses – deposit in bank under    

receivership 3,064,117 3,064,117 
Provision for retirement 6,937,804 6,279,332 

 27,867,326  26,170,124  
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Reconciliation of deferred tax assets is shown as follows: 
 

    Allowance for   
   Allowance for probable losses   
  Allowance for probable losses – deposit in   
 Provision for probable losses – accounts bank under   
 retirement – loans receivable receivership  Total 

December 31, 2016 5,744,528 9,447,061 684,777 3,064,117 18,940,483 
Provision 534,804 3,499,823 3,651,847  7,686,474 
Tax effect on write off - (456,833) - - (456,833) 

December 31, 2017 6,279,332 12,490,051 4,336,624 3,064,117 26,170,124 
Provision 518,071 1,959,862 - - 2,477,933 
Tax effect on remeasurement loss 140,401 - - - 140,401 
Tax effect on write off - (921,132) - - (921,132) 

December 31, 2018 6,937,804 13,528,781 4,336,624 3,064,117  27,867,326  
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22. Related Party Transactions 
 

The Bank has identified its directors, officers, stockholders and key management 
personnel as its related parties. 

 
a. Loans to DOSRI 

 
In the ordinary course of business, the Bank enters into loan and other transactions with 
certain directors, officers, stockholders and related interests (DOSRI). Under the Bank’s 
policy, these loans and other transactions are made substantially on the same terms as 
with other individuals and businesses of comparable risks. The General Banking Act and 
BSP regulations limit the amount of the loans to its subsidiary and affiliate to 25% of the 
Bank’s capital funds. 

 
There were no DOSRI transactions and outstanding balances as of December 31, 2019 
and 2018. 

 
b. Executive Compensation 

 
The key executive officers of the Bank receive allowances for their services as such. The 
aggregate compensation and benefits paid to them in 2019 and 2018 amounted as 
follows:  

 
 2019 2018 

Short-term benefits 9,912,879 9,367,791 
Post-employment benefits - - 
Other long-term benefits - - 
Share-based payments - - 

 9,912,879  9,367,791  
 

The aggregate compensation and benefits paid to the other key management personnel 
in 2019 and 2018 amounted as follows:  

 
 2019 2018 

Short-term benefits 7,220,092 6,490,594 
Post-employment benefits - - 
Other long-term benefits - - 
Share-based payments - - 

 7,220,092  6,490,594  
 
 

23. Additional Disclosures 
 

The following are the financial ratios as required by the BSP  
 

 2019 2018 

Return on average equity1/ 9.81% 2.67% 

Return on average assets 2/ 3.20% 1.95% 
Net interest margin3/ 4.99% 9.87% 

1/Net income divided by average total equity for the period indicated 2/Net 
income divided by average total assets for the period indicated 3/Net 
interest income divided by average interest-earning assets  
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Mandatory Credit Allocation required under R.A. 6977, as amended by R.A. Nos. 8289 
and 9501 for Small and Medium Enterprises  

 
   Required Actual Compliance 

  2019 Compliance Amount Percentage 

 8% Small Enterprises 65,583,487  20,568 0.0% 
 2% Medium Enterprises 16,395,872  0 0.00% 

      

   Required  Actual Compliance 

  2018 Compliance Amount Percentage 

 8% Small Enterprises 58,341,905  111,506 0.00% 
 2% Medium Enterprises 14,585,476  0 0.00% 

 
The Bank is not compliant with MSME in 2019 and 2018. 

 
Implementing Rules and Regulations of the Agri-Agra Reform Credit Act under R.A. No. 
10000 and BSP Circular No. 736  

 
  

2019 

Required Actual Compliance 

  Compliance Amount Percentage 

 10% Agrarian Reform Credit 47,364,433  30,634,459 6.47%  
 15% Other Agricultural Credit 71,046,650  104,060,172 21.97%  

       

   Required  Actual Compliance  

  2018 Compliance Amount Percentage 

 10% Agrarian Reform Credit 44,947,396  38,759,081 8.62%  
 15% Other Agricultural Credit 67,421,094  66,247,949 14.74%  

 
The Bank is compliant with Agri-agra in 2019 but was not in 2018. 

 
Aggregate amount of secured liabilities and assets pledged as security 

 
The Bank has no secured liabilities and assets pledged as security as of 2019 and 2018. 

 
Minimum Liquidity Ratio (MLR) for Stand-Alone Rural Banks 

 
A prudential MLR of twenty percent (20%) shall apply to banks on an ongoing basis 

absent a period of financial stress. The liquidity ratio is expressed as a percentage of a 

bank’s eligible stock of liquid assets to its total qualifying liabilities. Computation of MLR 

for 2019 is show below. The Bank is compliant with MLR for 2019.  
 

 
Cash on hand 14,503,385 
Due from other banks 22,905,708 
Due from BSP 184,614,638 

Stock of liquid assets 222,023,731 
Divided by qualifying liabilities* 813,010,623 

Minimum liquidity ratio  27.31%   
*excluding obligations arising from operational expense



57  

 

24. Supplementary Information Required Under Revenue Regulation Nos. 02-2014 and 15-2010 of 
the BIR 

 
In addition to the disclosures mandated under PFRS, companies are required by the BIR to 

provide in the notes to financial statements certain supplementary information for the taxable 

year. The amounts relating to such supplementary information may not necessarily be the same 

with those amounts disclosed in the financial statements which were prepared in accordance 

with PFRS. The following are the supplementary tax information required for the taxable years 

ended December 31, 2019 and 2018. 
 

I.   Based on RR 02-2014 
 

The schedule and information of taxable income and deductions taken for 2019 are as follows: 
 

 a. Interest Income    

      

     Regular rate 

 Loans and receivables 64,128,837 

 b. Direct Costs    

      

     Regular rate 

 Compensation and benefits 25,578,830 

 Interest on deposits  12,153,981 

   37,732,811 

 c. Taxable Other Income    

      

     Regular rate 

 Fees and commission income 67,078,404 

 Write-off recovery 3,079,838 

 Bank comission 282,303 

 Miscellaneous income  553,702 

   70,994,247 

 d. Other Expenses    

      

     Regular rate 

 Taxes and licenses 7,893,739 

 Salaries and wages 6,394,708 

 Postage and telephone 3,381,571 

 Loans written-off 3,070,437 

 Management and professional fees 2,935,909 

 Insurance 2,597,460 

 Directors’ fees 2,241,746 

 Depreciation 2,086,294 

 Light and water 1,407,233 

 Security, messengerial and janitorial 1,072,611 

 Advertisement 1,069,721 

 Stationery and supplies 946,467 

 Repairs and maintenance 830,339 

 Rent expense 799,370 

 continued in next page-    
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Information and technology 664,962 
Amortization 561,462 
Fuel and lubricant 439,650 
Travel 346,986 
Supervision and examination fees 207,710 
Donations and charitable contributions 62,775 
Fees, fines and other penalties 44,098 
Membership dues 27,693 
Litigation/assets acquired 23,842 
Periodicals and magazine 17,938 
Collection expense 8,407 
Miscellaneous 1,945,811 

  41,078,939  
 

II. Based on RR 15-2010 a. 

Percentage Tax 

 
The Bank is subject to percentage tax at 5% and 7% on its gross receipts as follows:  

 
 2019  2018  

 Revenues Tax Paid Revenues Tax Paid 

Interest and other income 137,610,949 7,008,622 132,086,142   6,793,539  
 

b. Information on the Bank’s Importation 
 

The Bank did not have importations during the year. 
 

c. Excise Taxes 
 

The Bank did not have local nor imported excisable items. 
 

d. Documentary Stamp Tax 
 

The Bank paid documentary stamp tax amounting to P337,603 and P733,761 in 2019 and 
2018, respectively on loan instruments and other transactions subject thereto. 

 
e. Withholding Taxes 

 
The amount of withholding taxes paid/accrued for the year amounted to:  

 
 2019 2018 

a) Tax on compensation and benefits 2,945,910 3,002,925 
b) Expanded withholding taxes 515,624 429,822 
c) Final withholding 1,433,564 1,445,142 

 4,895,098  4,877,889  
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f. Taxes and Licenses 
 

The following table shows the taxes and licenses paid and accrued in 2019 and 2018 lodged 
under operating expenses:  

 
 2019 2018 

Percentage tax 7,008,622 6,793,539 

Business tax 477,123 478,116 

Documentary stamps tax 337,603 733,761 

Real property tax 19,004 62,951 

Annual fee 4,500 4,500 

Others 46,887 120,061 

 7,893,739  8,192,928  
 

g. Tax Assessments and Cases 
 

The Bank is not involved under preliminary investigation, litigation and/or prosecution in courts 

or bodies outside BIR. It has not been assessed any deficiency tax.  
   

25. Basis and Effects of Reclassification 
 

The following accounts reported in the 2018 financial statements were reclassified to conform 
to the current year’s presentation: 

 
a. Unearned service fees related to loan releases previously classified as a liability 

currently included in the computation of amortized cost of loans receivable. 

b. Accrued interest receivable previously classified as part of other assets is currently 
classified as financial asset at amortized cost.  

c. Director’s fees previously classified as part of compensation is currently classified 
as other operating expenses  

d. Documentary stamp tax paid by the Bank previously classified as other operating 
expense is currently classified as taxes and licenses. 

 
Statements of Financial Condition 

 
  Before  After 

 2018 Reclassification Reclassification Reclassification 

 Assets    

 Financial assets at amortized    

 cost 779,938,853 (34,287,412) 745,651,441 

 Other assets 23,803,346 (2,108,199) 21,695,147 

 Liability    

 Accounts payable and    

 accrued expenses 50,068,545 (36,395,611) 13,672,934 

 Statements of Comprehensive Income   

     

  Before  After 
 2018 Reclassification Reclassification Reclassification 

 Non-interest Expenses    

 Compensation and benefits 31,823,742 (1,260,000) 30,563,742 

 Taxes and licenses 7,459,167 733,761 8,192,928 

 Other operating expenses 19,317,324 526,239 19,843,563 
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26. External Audit and Other Related Matters 
 

Sta. Ana Rivera & Co. has not rendered any other services aside from the audit of the Bank’s 
annual financial statements or services that are normally provided in connection with statutory 
and regulatory filing in 2019. 

 
The engagement of Sta. Ana Rivera & Co. as external auditors has been approved by the Board of 
Directors. 

 

 

27. Other Matters 
 

There are no contingencies and commitments arising from off-balance sheet items.  
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