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SEC FORM 17-Q 
 

QUARTERLY REPORT PURSUANT TO SECTION 17 OF  
THE SECURITIES REGULATION CODE  

 

1.  For the quarterly period ended  : September 30, 2015 
 

2.  Commission identification number : 15552 
 

3.  BIR tax identification number  : 000-663-983-000 
 

4.  Exact name of registrant as specified in its charter: 
 

    o PHILIPPINE SAVINGS BANK 
 

5.  Province, country or other jurisdiction of incorporation or organization: 
 

    o City of Manila, Philippines 
 

6.  Industry classification code  :    (SEC Use Only) 
 

7.  Address of registrant’s principal office: 
 

   o PSBank Center, 777 Paseo de Roxas cor. Sedeño St., Makati City 
 

8.  Registrant’s telephone number, including area code 
 

    o (632) 885-8208 
 

9.  Former name, former address and former fiscal year, if changed since last report: 
 

    o Not applicable 
 

10.  Securities registered pursuant to Sections 4 and 8 of the RSA: 
 

o Title of each class         Common Shares 

o Number of shares of common stock outstanding         240,252,491 

o Amount of debt outstanding         P=5,950,736,196       

             (Tier II Subordinated Notes) 

 

11.  Are any or all of the securities listed on the Philippine Stock Exchange? 
 

    o Yes 

 
12. Indicate by check mark whether the registrant: 
 

(a)  has filed all reports required to be filed by Section 17 of the Securities Regulation Code and 
Sections 26 and 141 of the Corporation Code of the Philippines, during the preceding 12 
months (or for such shorter period the registrant was required to file such reports). 

     Yes [ x ] No [   ] 
 

(b)  has been subject to such filing requirements for the past 90 days. 
 

     Yes [ x ] No [   ] 
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PART I – FINANCIAL INFORMATION 

 

 

Item 1. Management Discussion and Analysis of Financial Condition and Results of  

Operations           

 

Item 2. Financial Statements 
 

Attached are the following: 

Interim Statements of Condition        Annex 1 
Interim Statements of Income         Annex 2  
Interim Statements of Comprehensive Income     Annex 3 
Interim Statements of Changes in Equity      Annex 4 
Interim Statements of Cash Flows        Annex 5 
Aging of Receivables           Annex 6 
Business Segment            Annex 7 
Schedule of Financial Performance Indicators     Annex 8 

 

 

PART II – OTHER INFORMATION 

  

 

1. Control of Registrant 
 

The following stockholders own more than 5% of the total outstanding number of shares 
issued as of September 30, 2015: 
 

Name of Stockholder 

Outstanding 

Number of 

Shares 

Percent  to Total 

No. of Shares 

Metropolitan Bank and Trust Co. 182,535,895 75.98% 

PCD Nominee Corp. (Filipino)   18,353,021   7.64% 

Danilo L. Dolor   12,610,891   5.25% 

 
As of September 30, 2015, there is no person who holds more than 5% of the Bank’s 
securities lodged with PCD Nominee Corporation. 
 
 

2. Legal Proceedings 
 

The Bank in the course of its operations and  in  running its business, has several  legal 
cases that are filed in its behalf and against it. However, these cases will not give any 
material effect to its financial status  nor would have any material impact in continuing its 
operations. These cases are  part of its  daily business activities and  consequence of 
its  collection efforts and  business dealings with the public.  
 
 

3. Board Resolutions 
 
All material disclosures of the Bank had been made under SEC 17-C. 
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PHILIPPINE SAVINGS BANK 

SEC FORM 17-Q 

FOR THE QUARTER ENDED SEPTEMBER 30, 2015 

 

 

Item 1.  Management Discussion and Analysis 

 

A. Analysis of Statements of Condition 

 
September 30, 2015 (Unaudited) and December 31, 2014 (Audited) 
 
The Bank’s Total Assets as of September 30, 2015 was recorded at P=159.46 billion, this was 9.51% 
better than the P=145.61 billion level in December 2014. The significant increase in assets was the 
result of continuing growth in its loan and investment portfolios. 
 
Loans and Receivables, net of allowance and unearned interest and discounts representing 68.61% of 
total assets, stood at P=109.41 billion. This was P=13.65 billion higher than the December 2014 level of    
P=95.76 billion. Auto and Mortgage Loans rose by 23.31% and 13.80%, respectively. 

Held-to-Maturity Investments increased by 788.86% or P=13.28 billion from December 2014 level of       
P=1.68 billion to P=14.96 billion as of September 2015. Similarly, Financial Assets at Fair Value through 
Profit or Loss (FVPL) went up by P=2.76 billion to P= 3.04 billion from P=278.91 million in December 2014. 
Available-for-Sale Investments grew by P=595.20 million, 9.78% higher to P=6.68 billion from P=6.08 
billion in December 2014. In sum, these investment accounts comprised 15.48% of the total assets. 
 
There was no Interbank Loans Receivable and Securities Purchased under Resale Agreement as of 
September 2015 versus December 2014 level of P= 2.19 billion. Due from other Banks slid by P=2.10 
billion to P=1.29 billion while Due from Bangko Sentral ng Pilipinas, representing 7.86% of total assets 
was P=12.53 billion as at September 2015 from P=24.0 billion in December 2014. On the other hand, 
Cash and Other Cash Items stood at P=2.51 billion at September 2015. 
 
Investments in joint venture increased by P=13.25 million to P=681.86 million from P=668.61 million, as the 
Bank recognized its share in the net earnings of Sumisho Motor Finance Corporation (SMFC), a joint 
venture between PS Bank and Sumitomo Corporation. 
 
Investment Properties went up to P=3.25 billion as of September 2015 from P=2.93 billion in December 
2014 due to the foreclosure of real estate properties. Property and Equipment increased by P=302.97 
million to P=2.77 billion as of September 2015. 
 
Deferred Tax Asset went up by 38.61% or P=282.59 million to P=1.01 billion versus P=731.94 million in 
December 2014 as a result of recognition of deferred tax on provision for probable losses on loans. 
Goodwill and Other Intangibles reflected an increase of 15.69% or P=57.91 million to P=427.05 million 
from P=369.14 million in 2014. Meanwhile, Other Assets increased to P=895.52 million from P=888.82 
million level in December 2014. This was mainly due to the increase in the foreclosure of chattel 
mortgage properties. 
 
The Bank’s deposit level, comprising 90.55% of total liabilities, improved by 9.03% or P=10.52 billion to 
P=127.05 billion from P=116.53 billion as of December 2014. The increase came across all deposit 
products with growth in CASA of P=4.44 billion and time deposits of P=6.08 billion.  
 
As of September 30, 2015, the total Tier II Notes amounted to P=5.95 billion.  On June 23, 2015, the 
Bank received an issuer rating of PRS Aaa (corp.) from Philippine Rating Services Corporation 
(PhilRatings).  An issuer rating of PRS Aaa means that the company has a very strong capacity to 
meet its financial commitments relative to that of other Philippine corporates.  A PRS Aaa is the highest 
corporate credit rating assigned on the PRS scale.  The Bank on May 23, 2014 issued a P=3.0 billion 
Unsecured Subordinated Notes (Tier II) that qualify as Tier II capital under the BSP’s revised risk-
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based capital adequacy framework in line with Basel III standards.  The issuance has a loss absorption 
feature to conform to Basel III requirements. 
 

Treasurer’s, Cashier’s and Manager’s Checks increased to P=1.28 billion from P=1.25 billion in 
December 2014. Income Tax Payable as of September 2015 was at P=85.76 million representing 
accrual for the current quarter which is due for remittance to BIR on or before November 27, 2015. Bills 
Payable stood at P=1.87 billion as of September 2015. On the other hand, Other Liabilities was down at 
P=2.93 billion in September 30, 2015 versus P=3.01 billion in December 2014.  
 
The Capital stood at P=19.16 billion, 8.04% higher than the December 2014 level of P=17.73 billion. This 
included mark to market gains from its Available-for-Sale Investments which was recorded at                 
P=81.94 million in September 2015 versus P=26.60 million gains in December 2014.  
 
Return on Average Equity (ROAE) was lower at 12.53% in September 2015 versus 13.64% in 
December 2014. Return on Average Assets (ROAA) slid to 1.51% in September 2015 versus to 1.68% 
in end-2014. 
 

B. Discussion of Results of Operations  

 

For the nine months-ended September 30, 2015 (Unaudited) vs. September 30, 2014 (Unaudited) 

 
As of September 30, 2015, the Bank registered a Net Income after Tax of P=1.73 billion or 7.59% lower 
than the P=1.88 billion recorded for the same period last year. The decrease in net income was 
attributed to higher other operating income in 2014 due to the significant gains on the sale of Bank’s 
equity investments in Toyota Financial Services Corporation (TFSPC) and Victorias Milling Company, 
Inc. (VMC). 
 
Total Interest Income went up by 7.82% or P=588.77 million to P=8.12 billion versus P=7.53 billion in 2014.  

 
Interest earned from deposits with BSP increased by 228.82% to P=135.11 million from P=41.09 million. 
Interest income on Investment Securities went up to P=444.60 million from P=262.66 million while 
Interest income from Loans and Receivables was posted at P=7.35 billion, 12.23% higher than the P=
6.55 billion recorded during the same period last year. On the other hand, Interest earned from 
Interbank Loans Receivable and SPURA decreased by P=481.72 million or 72.54% lower compared to 
P=664.07 million in 2014 due to lower SPURA placements with BSP. Interest income from deposits with 
other banks went down by 44.97% to P=7.43 million.   
 
Interest Expense on deposit liabilities increased to P=1.63 billion from P=1.58 billion due to higher 
average daily balance (ADB) of deposit liabilities at P=125.27 billion in 2015 versus P=106.81 billion in 
2014 for the same period. Interest Expense on Subordinated Notes rose by 27.45% to P=256.96 million 
from P=201.62 million due to the amortization of debt issuance costs related to the issuance of the P=3.0 
billion Unsecured Subordinated Notes (Tier II) last May 2014. 
 
As of September 2015, Net Interest Income improved by 8.36% to P=6.23 billion from P=5.75 billion the 
same period last year.  
 
Net Service Fees and Commission Income increased to P=913.54 million from P=796.10 million in 2014.  
 
Meanwhile, the Bank reflected lower Other Operating Income amounting to P=883.40 million in 
September 2015.  This was mainly due to the recognition of the gain on sale of the Bank’s equity 
investments in TFSPC in 2014 which was recorded under Miscellaneous Income account.  Also, the 
Bank recognized a trading gain and a mark to market loss of P=3.59 million and P=40.70 million, 
respectively, resulting to a net trading loss of P=37.11 million for the period ended September 2015. 
 
In September 2015, the Bank participated in a bond exchange transaction with the Republic of the 
Philippines affecting HFT and AFS investments and received a 25-year Benchmark bonds with coupon 
of 4.625% and face value of P=868.05 million and P=493.47 million respectively, at a price equivalent to 
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the ratio of Eligible Bond Repurchase Price to the New Benchmark Bond Issue Price for every P1.00 
principal amount of each series of Eligible Bonds offered.  The Bank realized a net trading gain of P=
4.40 million from this transaction. 
 
 
 
In 2015, the Bank posted net gains on the foreclosure and sale of chattel mortgage and investment 
properties amounting to P=496.50 million, P=7.85 million lower compared with the P=504.35 million gains 
during the same period last year. Gain on sale of property and equipment was lower at P=11.01 million 
in 2015.  
 
Foreign Exchange gain was posted at P=13.85 million from P=5.59 million in September 2014.  
  
Other Operating Expenses, excluding provision for impairment and credit losses, went up to P=5.16 
billion from P=4.99 billion in September 2014. Compensation and Fringe Benefits was posted at P=1.96 
billion while occupancy and equipment-related costs was at P=503.22 million. Depreciation and 
amortization of Bank’s properties and leasehold improvements was down to P=365.16 million from  
P=378.55 million in 2014. Meanwhile, Security, messengerial and janitorial services was at P=248.12 
million. Amortization of software costs was recorded at P=71.57 million. Miscellaneous Expenses was 
higher by 5.77% or P=69.01 million to P=1.26 billion from P=1.20 billion last year. 
 
The Bank set aside P=1.13 billion in provision for impairment and credit losses. 
 
The Bank also reflected income from its investments in Sumisho Motor Finance Corporation (SMFC) 
amounting to P=13.25 million in September 2015.  This was lower by 80.02% versus the same period 
last year which included the P=72.09 million share in the net earnings of Toyota Financial Services 
Philippines Corporation (an associate) which the Bank sold in the third quarter of 2014. 
 
 
For the quarter-ended September 30, 2015 (Unaudited) vs. September 30, 2014 (Unaudited) 
 
The Bank reported a net income after tax of P=602.37 million for the quarter ended September 30, 
2015, P=144.74 million lower than the P=747.11 million recorded for the same quarter last year. The 
decrease was attributed to the one-time gain on sale of the Bank’s equity investments in TFSPC during 
the third quarter of 2014.  
 
Total Interest Income for the third quarter of 2015 was reflected at P=2.79 billion, 8.25% higher than P=
2.58 billion recorded for the same quarter last year. Meanwhile, Total Interest Expense was down to          
P=633.79 million from P=635.05 million. Net Interest Income improved to P=2.16 billion from the P=1.94 
billion during the same quarter last year. 
 
Interest income on Loans and Receivables was better by P=310.96 million or 14.09% to P=2.52 billion 
compared to the P=2.21 billion during the same period last year. Interest earned from Investment 
Securities improved by 180.50% or P=163.72 million to P=254.42 million. Meanwhile, Interest earned 
from deposit with BSP was higher by P=3.93 million, 34.36% better than the P=11.43 million level during 
the third quarter of 2014. Interest earned from Interbank Loans and SPURA declined by 99.78% or P=
261.64 million to P=0.58 million from P=262.21 million while Interest income from placements with other 
banks was reflected at P=0.42 million versus P=4.71 million last year. 
 
Meanwhile, Other Operating Income was lower by P=529.91 million to P=301.51 million from P=831.42 
million recorded during the third quarter of 2014.  
 
In September 2015, the Bank participated in a bond exchange transaction with the Republic of the 
Philippines affecting HFT and AFS investments and received a 25-year Benchmark bonds with coupon 
of 4.625%, and face value of P=868.05 million and P=493.47 million, respectively, at a price equivalent to 
the ratio of Eligible Bond Repurchase Price to the New Benchmark Bond Issue Price for every P1.00 
principal amount of each series of Eligible Bonds offered. The Bank realized net trading gain of  
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P=4.40 million from this transaction. 
 
The net gains on sale and foreclosure of chattel mortgage and investment properties were posted at 
 P=207.99 million compared to P=178.06 million gains during the same period in 2014. Meanwhile, the 
Bank also reflected a lower gain on sale of property and equipment of P=0.44 million compared to P=1.07 
million gains in the third quarter of 2014. Miscellaneous Income was lower by P=526.60 million versus  
P=646.37 million recorded during the third quarter of 2014 due to sale of the Bank’s equity investments 
in TFSPC.   
 
The Bank reflected a foreign exchange gain of P=6.91 million from P=5.44 million in 2014.  
 
Total Operating Expenses, excluding provision for impairment, registered a decrease of P=89.07 million 
to P=1.71 billion from P=1.80 billion in 2014.  
 
Compensation and fringe benefits rose by 4.95% to P=645.83 million from P=615.36 million in 2014. 
Taxes and licenses went down to P=236.76 million from P=368.11 million mainly due to payment of 
capital gains tax relative to the sale of the Bank’s investments in TFSPC in the 3

rd
 quarter of 2014. 

Occupancy and equipment-related costs was also higher by 7.04% or P=11.30 million to P=171.80 million 
versus  
P=160.50 million during the third quarter of 2014. Security, messengerial and janitorial services 
increased to P=89.32 million from a year ago level of P=72.23 million. Amortization of software costs also 
increased by 14.12% to P=24.56 million from P=21.52 million in 2014. Miscellaneous Expense was down 
at P=414.63 million compared to P=438.72 million in September 2014.  
 
The Bank set aside an additional provision for credit loss of P=438.55 million during the third quarter of 
2015. 
 
The Bank also reflected income from its investments in Sumisho Motor Finance Corporation (SMFC) 
amounting to P=4.44 million in September 2015.  This was lower by 78.87% versus the same period last 
year which included the P=27.34 million share in the net earnings of Toyota Financial Services 
Philippines Corporation (an associate) which the Bank sold in the third quarter of 2014. 
  
 

Analysis of Key Performance Indicators 
 
The following ratios measure the financial performance of the Bank: 

 
  September 30 December 31 

  2015 2014 2014 

  (Unaudited) (Audited) 

Return on Average Equity* ROAE 12.53% 13.94% 13.64% 
Return on Average Assets* ROAA 1.51% 1.68% 1.68% 

Net Interest Margin on 
Average Earning Assets 

 
NIM 6.37% 6.36% 6.58% 

Earnings per share EPS P=7.21 P=7.81 P=9.65 

Capital-to-Risk Assets Ratio CAR 18.17% 20.06% 19.57% 
Liquidity Ratio LR 28.28% 51.45% 46.83% 
Debt-Equity Ratio DER 7.32:1 7.58:1 7.21:1 

Asset-to-Equity Ratio AER 8.32:1 8.58:1 8.21:1 
Interest Rate Coverage Ratio IRCR 1.93:1 2.01:1 1.96:1 

* computed based on annualized/normalized net income 

 
September 2015 vs. September 2014 Comparative highlights on key performance indicators 
 
1. Return on Average Equity (ROAE) in September 30, 2015 went down to 12.53% from 13.94% the 
same period last year. ROAE measures how well the Bank is using common shareholders’ invested 
money.  It is calculated by dividing the annualized/normalized net income by the year-on-year average 
of the outstanding shareholders’ equity. 
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2. Return on Average Assets (ROAA) decreased to 1.51% from 1.68% in September 2014. ROAA is 
calculated by dividing the annualized/normalized net income by the year-on-year average of the 
outstanding total assets.  
 
3. Net Interest Margin on Average Earning Assets (NIM) went up to 6.37% in September 30, 2015 
from 6.36% last year. NIM is calculated by dividing the net interest income by the average earning 
assets. 
 
4. Earnings per Share (EPS) was lower at P=7.21 as of September 30, 2015 compared to P=7.81 
reported during the same period last year. EPS represents the net profit the Bank has generated per 
common share.  It is computed by dividing the year to date net income by the weighted average 
number of outstanding common shares. 
 
5. Capital-to-Risk Assets Ratio (CAR) was lower at 18.17% in September 2015 versus 20.06% in 
September 2014. CAR is the measure of the Bank’s capital strength. It is calculated by dividing the 
qualified capital by risk-weighted assets as defined by the Bangko Sentral ng Pilipinas (BSP).  
 
6. Liquidity Ratio (LR) decreased to 28.28% in September 2015 from 51.45% the same period last 
year.  LR measures the Bank’s ability to meet its short-term liabilities. It is derived by dividing the 
current assets by current liabilities. 
 
7. Debt-to-Equity Ratio (DER) decreased to 7.32:1 from 7.58:1 in September 2014. DER indicates the 
extent to which the Bank’s leveraged, or financed by credit. This is computed by dividing total liabilities 
by total stockholder’s equity. 
 
8. Asset-to-Equity Ratio (AER) was lower at 8.32:1 in September 2015 versus 8.58:1 last year. AER is 
computed by dividing the total assets by total shareholder’s equity. 
 
9. Interest Rate Coverage Ratio (IRCR) went down 1.93:1 this year from 2.01:1 in September 2014. 
IRCR is a measure of the Bank’s ability to meet its interest payments on outstanding debt. It is 
calculated by dividing the total earnings before interest and taxes over interest expense. 
 

C. Key Variables and Other Qualitative and Quantitative Factors 

 

Liquidity 
 
PSBank manages its liquidity position to ensure that it has more than adequate funds to meet its 
obligations at any given time. The Bank monitors its daily liquidity and reserve position by 
determining inflows and outflows, short-term and long-term obligations, holdings and repayments.  
Short-term liquidity management identifies obligations and repayments in the next 12-months, aids 
in the determination of the securities trading strategy, and influences the Bank’s pricing 
mechanism.  On the other hand, long-term liquidity management covers maturing obligations and 
repayments of loans and investments beyond the next 12-months. 
 
The level of liquid assets remained strong, exhibiting healthy growth in investment securities. 
 
With the Bank’s high capitalization, current liquidity position, strong deposit growth trend, continuing 
development of retail and corporate accounts, and prudent liquidity management, the Bank does not 
anticipate encountering any cash flow or liquidity problems in the next 12 months.  It remains 
confident of its ability to meet its obligations and is committed to providing the necessary funding to 
support the projected loan growth, investment activities and expenditures. 

 
The Bank also performs liquidity stress testing under various stress scenarios to ensure its ability to 
meet its funding obligations. The Bank has a Liquidity Contingency Funding Plan to anticipate and 
manage any funding crisis that may occur. 

 

Events that will Trigger Direct or Contingent Financial Obligation 
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In the normal course of the Bank's operations, there are various outstanding commitments and 
contingent liabilities such as guarantees and commitments to extend credit, which are part of its 
lending and related businesses but due to their nature, may not be reflected in the accompanying 
financial statements.  The Bank, however, does not anticipate significant losses as a result of these 
transactions. 
 
Also, several suit and claims, in behalf or against the Bank in relation to its operations, including 
labor-related cases are pending before the courts and quasi-judicial bodies.  In the opinion of 
management, these suits and claims, if decided adversely, will not involve an amount having a 
material effect on the financial statements. 
 

 

Material Off-Balance Sheet Transactions, Arrangements and Obligations 
 

The following is a summary of the Bank’s commitments and contingent liabilities at their equivalent 
peso contractual amounts: 
 

  30-Sep-15 30-Sep-14 31-Dec-14 

Trust Department P=2,253,696,843 P=1,565,981,906 P=1,751,995,244 
Spot Foreign Exchange Contracts 46,740,000 - - 
Stand-by credit line 78,635,185 78,824,731 78,623,503 
Late deposits/payments received 63,409,410 61,315,225 70,408,879 
Items held for  safekeeping 300,062 213,613 309,487 
Others 138,153 116,555 29,407 

 
None of these off-balance sheet transactions, arising in the ordinary course, either individually or in 
the aggregate, are expected to have a material adverse effect on the Bank’s financial condition. 

 

Material Commitments for Capital Expenditures  
 
The Bank’s capital expenditures includes projected expenses for new branches, on-site and off-site 
ATMs, upgrade of bank premises including infrastructure, furniture, fixtures and equipment, IT-
related activities on systems, infrastructure, and licenses. Capital expenditures were sourced from 
the Bank’s capital. 
 
As of September 30, 2015, the Bank had a total of 247 branches and 610 ATMs which consist of 260 
onsite ATMs and 350 offsite ATMs nationwide. 

 

Causes for Any Material Changes from Period to Period of Financial Statements  
 

See previous discussion on Analysis of Statement of Condition and Discussion of Results of 
Operations. 

 

Known Trends, Events or Uncertainties or Seasonal Aspects 

 
The financial statements of the Bank have been prepared in compliance with Philippine Financial 
Reporting Standards (PFRS). 
 

Changes in Accounting Policies and Disclosures 
 

The accounting policies adopted are consistent with those of the previous financial year. The 
issuance of and the amendments to the following standards and interpretations which became 
effective January 1, 2015 were assessed to either be applicable or not applicable to the Bank. 
 
PAS 19, Employee Benefits – Defined Benefit Plans: Employee Contributions (Amendments) 
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PAS 19 requires an entity to consider contributions from employees or third parties when accounting 
for defined benefit plans.  Where the contributions are linked to service, they should be attributed to 
periods of service as negative benefit.  These amendments clarify that, if the amount of the 
contributions is independent of the number of years of service, an entity is permitted to recognize 
such contributions as a reduction in the service cost in the period in which the service is rendered, 
instead of allocating the contributions to the periods of service.  This amendment is effective for 
annual periods beginning on or after January 1, 2015.  The Bank does not expect the amendment to 
have an impact since it has a non-contributory defined benefit plan.  
 
 
 
Annual Improvements to PFRSs (2010-2012 cycle) 
 
The Annual Improvements to PFRSs (2010-2012 cycle) are effective for annual periods beginning 
on or after January 1, 2015 and are not expected to have a material impact on the Bank.  They 
include: 
 
PFRS 2, Share-based Payment – Definition of Vesting Condition 
This improvement is applied prospectively and clarifies various issues relating to the definitions of 
performance and service conditions which are vesting conditions, including: 

• A performance condition must contain a service condition; 

• A performance target must be met while the counterparty is rendering service; 

• A performance target may relate to the operations or activities of an entity, or to those of another 
entity in the same group; 

• A performance condition may be a market or non-market condition; and 

• If the counterparty, regardless of the reason, ceases to provide service during the vesting period, 
the service condition is not satisfied. 

 
This amendment does not apply to the Bank as it has no share-based payments. 
 
PFRS 3, Business Combinations – Accounting for Contingent Consideration in a Business 
Combination 
The amendment is applied prospectively for business combinations for which the acquisition date is 
on or after July 1, 2014.  It clarifies that a contingent consideration that is not classified as equity is 
subsequently measured at fair value through profit or loss whether or not it falls within the scope of 
PAS 39, Financial Instruments: Recognition and Measurement (or PFRS 9, Financial Instruments, if 
early adopted).  The Bank shall consider the amendment for future business combinations. 
 
PFRS 8, Operating Segments – Aggregation of Operating Segments and Reconciliation of the Total 
of the Reportable Segments’ Assets to the Entity’s Assets 
The amendments are applied retrospectively and clarify that: 
 

• An entity must disclose the judgments made by management in applying the aggregation criteria 
in the standard, including a brief description of operating segments that have been aggregated 
and the economic characteristics (e.g., sales and gross margins) used to assess whether the 
segments are ‘similar’. 

• The reconciliation of segment assets to total assets is only required to be disclosed if the 
reconciliation is reported to the chief operating decision maker, similar to the required disclosure 
for segment liabilities. 

 
The amendments affect disclosures only and the Bank does not expect that PFRS 8 will have 
material financial impact in future financial statements. 
 
PAS 16, Property, Plant and Equipment, and PAS 38, Intangible Assets – Revaluation Method – 
Proportionate Restatement of Accumulated Depreciation and Amortization 
The amendment is applied retrospectively and clarifies in PAS 16 and PAS 38 that the asset may be 
revalued by reference to the observable data on either the gross or the net carrying amount.  In 
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addition, the accumulated depreciation or amortization is the difference between the gross and 
carrying amounts of the asset.  The amendment has no impact on the Bank’s financial position or 
performance. 
 
PAS 24, Related Party Disclosures – Key Management Personnel 
The amendment is applied retrospectively and clarifies that a management entity, which is an entity 
that provides key management personnel services, is a related party subject to the related party 
disclosures.  In addition, an entity that uses a management entity is required to disclose the 
expenses incurred for management services.  The amendments affect disclosures only and have no 
impact on the Bank’s financial position or performance. 
 
Annual Improvements to PFRSs (2011-2013 cycle) 
 
The Annual Improvements to PFRSs (2011-2013 cycle) are effective for annual periods beginning 
on or after January 1, 2015 and are not expected to have a material impact on the Bank.  They 
include: 
 
PFRS 3, Business Combinations – Scope Exceptions for Joint Arrangements 
The amendment is applied prospectively and clarifies the following regarding the scope exceptions 
within PFRS 3: 
Joint arrangements, not just joint ventures, are outside the scope of PFRS 3. 
This scope exception applies only to the accounting in the financial statements of the joint 
arrangement itself. 
 
PFRS 13, Fair Value Measurement – Portfolio Exception 
The amendment is applied prospectively and clarifies that the portfolio exception in PFRS 13 can be 
applied not only to financial assets and financial liabilities, but also to other contracts within the 
scope of PAS 39 (or PFRS 9, as applicable). 
 
PAS 40, Investment Property 
The amendment is applied prospectively and clarifies that PFRS 3, and not the description of 
ancillary services in PAS 40, is used to determine if the transaction is the purchase of an asset or 
business combination.  The description of ancillary services in PAS 40 only differentiates between 
investment property and owner-occupied property (i.e., property, plant and equipment).  The 
amendment has no significant impact on the Bank’s financial position or performance. 

 

Significant Accounting Policies - Financial Instruments  
 
Financial Instruments - Initial Recognition and Subsequent Measurement 
Date of recognition 
Purchases or sales of financial assets that require delivery of assets within the time frame 
established by regulation or convention in the marketplace are recognized on the settlement date.  
Deposits, amounts due to banks and loans are recognized when cash is received by the Bank or 
advanced to the borrowers. 
 
Initial recognition of financial instruments 
All financial instruments, including trading and investment securities and loans and receivables, are 
initially measured at fair value.  Except for FVPL investments and liabilities, the initial measurement 
of financial instruments includes transaction costs.  The Bank classifies its financial assets in the 
following categories: FVPL investments, AFS investments, held-to-maturity (HTM) investments, and 
loans and receivables.  Financial liabilities are classified into liabilities at FVPL and other financial 
liabilities at amortized cost.  The classification of financial instruments at initial recognition depends 
on their purpose and characteristics and the management’s intention in acquiring them.  
Management determines the classification of its investments at initial recognition and, where 
allowed and appropriate, re-evaluates such designation at every statement of condition date.   
 
Derivatives recorded at FVPL 
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Derivative financial instruments are initially recorded at fair value on the date at which the derivative 
contract is entered into and are subsequently remeasured at fair value.  Any gains or losses arising 
from changes in fair values of derivatives (except those accounted for as cash flow hedges) are 
taken directly to the statement of income and are included in ‘Trading and securities gain - net’.  
Derivatives are carried as assets when the fair value is positive and as liabilities when the fair value 
is negative.   
 
For purposes of hedge accounting, hedges, if any, are classified primarily as either: a) a hedge of 
the fair value of an asset, liability or a firm commitment (fair value hedge); or b) a hedge of the 
exposure to variability in cash flows attributable to an asset or a liability or a forecasted transaction 
(cash flow hedge).  Hedge accounting is applied to derivatives designated as hedging instruments in 
a fair value, cash flow, or net investment hedge provided certain criteria are met.   
 
At the inception of a hedge relationship, the Bank formally designates and documents the hedge 
relationship to which the Bank wishes to apply hedge accounting and the risk management 
objective and strategy for undertaking the hedge.  The documentation includes identification of the 
hedging instrument, the hedged item or transaction, the nature of the risk being hedged and how the 
Bank will assess the effectiveness of changes in the hedging instrument’s fair value in offsetting the 
exposure to changes in the hedged item’s fair value or cash flows attributable to the hedged risk.  
Such hedges are expected to be highly effective in achieving offsetting changes in fair value or cash 
flows and are assessed on an ongoing basis to determine that they actually have been highly 
effective throughout the financial reporting periods for which they were designated.  
 
Cash flow hedge  
The effective portion of the gain or loss on the hedging instrument is recognized directly as ‘Cash 
flow hedge reserve’ in the statement of comprehensive income.  Any gain or loss in fair value 
relating to an ineffective portion is recognized immediately in the statement of income.  
 
Amounts recognized as other comprehensive income (OCI) are transferred to the statement of 
income when the hedged transaction affects profit or loss, such as when the hedged financial 
income or financial expense is recognized or when a forecast sale occurs.  Where the hedged item 
is the cost of a non-financial asset or liability, the amounts taken to other comprehensive income are 
transferred to the initial carrying amount of the non-financial asset or liability.  
 
If the forecast transaction or firm commitment is no longer expected to occur, the cumulative gain or 
loss previously recognized in the statement of comprehensive income are transferred to the 
statement of income.  If the hedging instrument expires or is sold, terminated or exercised without 
replacement or rollover, or if its designation as a hedge is revoked, any cumulative gain or loss 
previously recognized in other comprehensive income remains in other comprehensive income until 
the forecast transaction or firm commitment affects profit or loss.  If the related transaction is no 
longer expected to occur, the amount is recognized in the statement of income.  
 
Hedge effectiveness testing  
To qualify for hedge accounting, the Bank requires that at the inception of the hedge and throughout 
its life, each hedge must be expected to be highly effective (prospective effectiveness), and 
demonstrate actual effectiveness (retrospective effectiveness) on an ongoing basis.  The 
documentation of each hedging relationship sets out how the effectiveness of the hedge is 
assessed.  The method that the Bank adopts for assessing hedge effectiveness will depend on its 
risk management strategy. 
 
For prospective effectiveness, the hedging instrument must be expected to be highly effective in 
offsetting changes in fair value or cash flows attributable to the hedged risk during the period for 
which the hedge is designated.  
 
The Bank’s associate has designated its cross currency interest rate swaps as cash flow hedges of 
the foreign currency and interest rate risks arising from floating interest rate foreign currency-
denominated liabilities.   
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Financial assets or financial liabilities held-for-trading (HFT) 
Other financial assets or financial liabilities held for trading (classified as FVPL investments) are 
recorded in the statement of condition at fair value.  Changes in fair value relating to the HFT 
positions are recognized in ‘Trading and securities gains - net’.  Interest earned or incurred is 
recorded as interest income or expense, respectively, while dividend income is recorded in other 
operating income under ‘Miscellaneous’ when the right to receive payment has been established. 
 
Included in this classification are debt securities which have been acquired principally for the 
purpose of selling in the near term. 
 
Designated financial assets or financial liabilities at FVPL 
 
Designated financial assets or financial liabilities classified in this category are those that have been 
designated by management upon initial recognition.  Management may only designate an 
instrument at FVPL upon recognition when the following criteria are met, and designation is 
determined on an instrument-by-instrument basis: 

• the designation eliminates or significantly reduces the inconsistent treatment that would 
otherwise arise from measuring the assets or liabilities or recognizing gains or losses on them 
on a different basis; 

• the assets and liabilities are part of a group of financial assets, financial liabilities or both which 
are managed and their performance evaluated on a fair value basis, in accordance with a 
documented risk management or investment strategy; and 

• the financial instrument contains one or more embedded derivatives which significantly modify 
the cash flow that would otherwise be required by the contract. 

 
Designated financial assets and financial liabilities at FVPL are recorded in the statement of 
condition at fair value.  Changes in fair value are recorded in ‘Trading and securities gains - net’.  
Interest earned or incurred is recorded in interest income or interest expense using the effective 
interest rate (EIR), while any dividend income is recorded in other operating income under 
‘Miscellaneous’ according to the terms of the contract, or when the right of the payment has been 
established.   
 
Embedded derivatives 
An embedded derivative is separated from the host contract and accounted for as a derivative if all 
of the following conditions are met: 

• the economic characteristics and risks of the embedded derivative are not closely related to the 
economic characteristics of the host contract; 

• a separate instrument with the same terms as the embedded derivative would meet the 
definition of a derivative; and 

• the hybrid or combined instrument is not recognized at fair value through profit or loss. 
 
The Bank assesses whether embedded derivatives are required to be separated from host contracts 
when the Bank first becomes a party to the contract.  Subsequent reassessment is prohibited unless 
there is a change in the terms of the contract that significantly modifies the cash flows that otherwise 
would be required under the contract, in which case reassessment is required.  The Bank 
determines whether a modification to the cash flows is significant by considering the extent to which 
the expected future cash flows associated with the embedded derivative and the host contract has 
changed, and whether the change is significant relative to the previously expected cash flow on the 
contract.  

As of September 30, 2015 and December 31, 2014, the Bank does not have any embedded derivatives 
required to be separated from the host contract. 
 
AFS investments 
AFS investments include equity and debt securities.  Equity investments classified as AFS are those 
which are neither classified as HFT nor designated at FVPL.  Debt securities in this category are 
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intended to be held for an indefinite period of time and may be sold in response to needs for liquidity 
or in response to changes in market conditions.  The Bank has not designated any loans and 
receivables as AFS. 
 
After initial measurement, AFS investments are subsequently measured at fair value.  The effective 
yield component of AFS debt securities, as well as the impact of restatement on foreign currency-
denominated AFS debt securities, are reported in other operating income.  The unrealized gains and 
losses arising from the fair valuation of AFS investments are excluded, net of tax, from reported 
income and are reported as ‘Net unrealized gain (loss) from AFS investments’ in OCI. 
 
When the security is disposed of, the cumulative gain or loss previously recognized in OCI is 
recognized as ‘Trading and securities gains - net’ in the statement of income.  Where the Bank 
holds more than one investment in the same security, these are deemed to be disposed on a 
weighted average basis.  Interest earned on holding AFS debt investments are reported as interest 
income using the EIR.  Dividends earned on holding AFS equity investments are recognized in the 
statement of income as other operating income under ‘Miscellaneous’ when the right of the payment 
has been established.  The losses arising from impairment of such investments are recognized as 
‘Provision for credit and impairment losses’ in the statement of income and removed from ‘Net 
unrealized gain (loss) from AFS investments’ in OCI. 
 
HTM investments 
HTM investments are quoted non-derivative financial assets with fixed or determinable payments 
and fixed maturities for which the Bank’s management has the positive intention and ability to hold 
until maturity.  After initial measurement, HTM investments are subsequently measured at amortized 
cost using the effective interest amortization method, less impairment in value.  Amortized cost is 
calculated by taking into account any discount or premium on acquisition and fees that are an 
integral part of the EIR.  The amortization is included in ‘Interest income on investment securities’ in 
the statement of income.  The losses arising from impairment of such investments are recognized in 
the statement of income under ‘Provision for credit and impairment losses’.  The effects of 
restatement on foreign currency-denominated HTM investments are recognized in the statement of 
income. 
 
If the Bank were to sell or reclassify more than an insignificant amount of HTM investments before 
maturity (other than in certain specific circumstances), the entire category would be tainted and 
would be reclassified as AFS investments.  Furthermore, the Bank would be prohibited from 
classifying any financial asset as HTM investments during the following two years. 
 
Loans and receivables 
This accounting policy relates to the Bank’s ‘Due from Bangko Sentral ng Pilipinas (BSP)’, ‘Due 
from Other Banks’, ‘Interbank Loans Receivable and Securities Purchased Under Resale 
Agreements (SPURA)’, and ‘Loans and Receivables’.  These are non-derivative financial assets 
with fixed or determinable payments and fixed maturities that are not quoted in an active market, 
other than: 

• those that the Bank intends to sell immediately or in the near term and those that the Bank, 
upon initial recognition, designates as at FVPL; 

• those that the Bank, upon initial recognition, designates as AFS; and 

• those for which the Bank may not recover substantially all of its initial investment, other than 
because of credit deterioration. 

 
After initial measurement, ‘Due from BSP’, ‘Due from Other Banks’, ‘Interbank Loans Receivable 
and SPURA’ and ‘Loans and Receivables’ are subsequently measured at amortized cost using the 
effective interest amortization method, less allowance for credit losses.  Amortized cost is calculated 
by taking into account any discount or premium on acquisition and fees and costs that are an 
integral part of the EIR.  The amortization is included in ‘Interest income’ in the statement of income.  
The losses arising from impairment are recognized in ‘Provision for credit and impairment losses’ in 
the statement of income. 
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Other financial liabilities carried at amortized cost 
This category represents issued financial instruments or their components, which are not designated 
at FVPL and comprises ‘Deposit Liabilities’, ‘Subordinated Notes’, ‘Treasurer’s, Cashier’s and 
Manager’s Checks’, ‘Accrued Taxes, Interest and Other Expenses’, ‘Accounts Payable’, ‘Bills 
Purchased - Contra’, ‘Other credits’, ‘Due to BSP’, ‘Dividends Payable’, ‘Due to the Treasurer of the 
Philippines’ and ‘Deposits for Keys - Safety Deposit Boxes (SDB)’, where the substance of the 
contractual arrangement results in the Bank having an obligation either to deliver cash or another 
financial asset to the holder, or to satisfy the obligation other than by the exchange of a fixed 
amount of cash or another financial asset for a fixed number of own equity shares. 
 
After initial measurement, financial liabilities not qualified as and not designated as FVPL are 
subsequently measured at amortized cost using the effective interest amortization 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 EIR. 
 
A compound financial instrument which contains both a liability and an equity component is 
separated at the issue date.  A portion of the net proceeds of the instrument is allocated to the debt 
component on the date of issue based on its fair value (which is generally determined based on 
quoted market prices for similar debt instruments).  The residual amount determined after deducting 
the fair value of the debt component is assigned to the equity component.  The value of any 
derivative features (such as a call option) embedded in the compound financial instrument other 
than the equity component is included in the debt component. 
 
Derecognition of Financial Assets and Liabilities 
Financial assets 
A financial asset (or, where applicable a part of a financial asset or part of a group of financial 
assets) is primarily derecognized when: 
 

• the rights to receive cash flows from the asset have expired; or 

• the Bank has transferred its rights to receive cash flows from the asset or has assumed an 
obligation to pay the received cash flows in full without material delay to a third party under a 
‘pass-through’ arrangement; and either:  
a. the Bank has transferred substantially all the risks and rewards of the asset, or  
b. the Bank has neither transferred nor retained the risks and rewards of the asset but has 

transferred control over 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 over the asset, the asset is recognized to the extent of 
the Bank’s continuing involvement in the asset.  In this case, the Bank also recognizes an 
associated liability.  The transferred asset and the associated liability are measured on a basis that 
reflects the rights and obligations that the Bank has retained. 
 
Continuing involvement that takes the form of a guarantee over the transferred asset is measured at 
the lower of original carrying amount of the asset and the maximum amount of consideration that the 
Bank could be required to repay. 
 
Financial liabilities 
A financial liability is derecognized when the obligation under the liability is discharged or 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 
income. 
 
Repurchase and Reverse Repurchase Agreements 
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Securities sold under agreements to repurchase at a specified future date (‘repos’) are not 
derecognized from the statement of condition as the Bank retains substantially all the risks and 
rewards of ownership.  The corresponding cash received, including accrued interest, is recognized 
in the statement of condition as a loan to the Bank, reflecting the economic substance of such 
transaction.   
 
Conversely, securities purchased under agreements to resell at a specified future date (‘reverse 
repos’) are not recognized in the statement of condition.  The consideration paid, including accrued 
interest, is recognized in the statement of condition as SPURA, and is considered a loan to the 
counterparty.  The difference between the purchase price and resale price is treated as interest 
income and is accrued over the life of the agreement using the effective interest amortization 
method. 
 
Offsetting Financial Instruments 
Financial assets and financial liabilities are offset and the net amount reported in the statement of 
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.   
 
Reclassification of Financial Assets 
A financial asset is reclassified out of the FVPL category when the following conditions are met: 

• the financial asset is no longer held for the purpose of selling or repurchasing it in the near term; 
and  

• there is a rare circumstance. 
 
A financial asset that is reclassified out of the FVPL category is reclassified at its fair value on the 
date of reclassification.  Any gain or loss already recognized in the statement of comprehensive 
income is not reversed.  The fair value of the financial asset on the date of reclassification becomes 
its new cost or amortized cost, as applicable.  
  
If, as a result of a change in intention or ability, it is no longer appropriate to classify an investment 
as held to maturity, it shall be reclassified as available for sale and remeasured at fair value on the 
date of reclassification, and the difference between its carrying amount and fair value shall be 
recognized in other comprehensive income. 
 
Impairment of Financial Assets 
The Bank assesses at each statement of condition date whether there is objective evidence that a 
financial asset or group of financial assets is impaired.  A financial asset or group of financial assets 
is deemed to be impaired if, and only if, there is objective evidence of impairment as a result of one 
or more events that have occurred after the initial recognition of the asset (an incurred ‘loss event’) 
and that loss event (or events) has an impact on the estimated future cash flows of the financial 
asset or the group of financial assets that can be reliably estimated.   
 
Evidence of impairment may include: indications that the borrower or a group of borrowers is 
experiencing significant financial difficulty; default or delinquency in interest or principal payments; 
the probability that they will enter bankruptcy or other financial reorganization; and where observable 
data indicate that there is a measurable decrease in the estimated future cash flows, such as 
changes in arrears or economic conditions that correlate with defaults. 
 
Financial assets carried at amortized cost 
For financial assets carried at amortized cost, which includes loans and receivables, due from banks 
and HTM investments, the Bank first assesses individually at each statement of condition date 
whether objective evidence of impairment exists for financial assets that are individually significant, 
or collectively for financial assets that are not individually significant.  If the Bank determines that no 
objective evidence of impairment exists for an individually assessed financial asset, whether 
significant or not, it includes the asset in a group of financial assets with similar credit risk 
characteristics and collectively assesses for impairment.  Those characteristics are relevant to the 
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estimation of future cash flows for groups of such assets by being indicative of the debtors’ ability to 
pay all amounts due according to the contractual terms of the assets being evaluated.  Assets that 
are individually assessed for impairment and for which an impairment loss is, or continues to be, 
recognized are not included in a collective assessment for impairment.  Assets individually 
assessed for impairment for which no impairment loss was measured are also collectively assessed 
for impairment. 
 
If there is objective evidence that an impairment loss has been incurred, the amount of the loss is 
measured as the difference between the asset’s carrying amount and the present value of the 
estimated future cash flows (excluding future credit losses that have not been incurred).  The 
carrying amount of the asset is reduced through the use of an allowance account and the amount of 
loss is charged to the statement of income.  Interest income continues to be accrued on the reduced 
carrying amount and is accrued using the rate of interest used to discount the future cash flows for 
the purpose of measuring the impairment loss.  
 
Loans and receivables, together with the associated allowance accounts, are written off when there 
is no realistic prospect of future recovery and all collateral have been realized.  If, in a subsequent 
year, the amount of the estimated impairment loss decreases because of an event occurring after 
the impairment was recognized, the previously recognized impairment loss is reduced by adjusting 
the allowance account.  If a future write-off is later recovered, any amounts formerly charged are 
credited to ‘Recovery from charged-off assets’ in the statement of income. 
 
The present value of the estimated future cash flows is discounted at the financial asset’s original 
EIR.  If a loan has a variable interest rate, the discount rate for measuring any impairment loss is the 
current EIR, adjusted for the original credit risk premium.  The calculation of the present value of the 
estimated future cash flows of a collateralized financial asset reflects the cash flows that may result 
from foreclosure less costs for obtaining and selling the collateral, whether or not foreclosure is 
probable. 
 
For the purpose of a collective evaluation of impairment, financial assets are grouped on the basis 
of credit risk characteristics such as industry and age of receivables. 
 
Future cash flows in a group of financial assets that are collectively evaluated for impairment are 
estimated on the basis of historical loss experience for assets with credit risk characteristics similar 
to those in the group.  Historical loss experience is adjusted on the basis of current observable data 
to reflect the effects of current conditions that did not affect the period in which the historical loss 
experience is based and to remove the effects of conditions in the historical period that do not exist 
currently. 
 
Estimates of changes in future cash flows reflect, and are directionally consistent with changes in 
related observable data from period to period (such as changes in unemployment rates, property 
prices, commodity prices, payment status, or other factors that are indicative of incurred losses in 
the group and their magnitude).  The methodology and assumptions used for estimating future cash 
flows are reviewed regularly by the Bank to reduce any differences between loss estimates and 
actual loss experience. 
 
Restructured loans 
Where possible, the Bank seeks to restructure loans rather than to take possession of collateral.  
This may involve extending the payment arrangements and the agreement on new loan conditions.  
Once the terms have been renegotiated, any impairment is measured using the original EIR as 
calculated before the modification of terms and the loan is no longer considered past due.  
Management continuously reviews restructured loans to ensure that all criteria are met and that 
future payments are likely to occur.  The loans continue to be subjected to an individual or collective 
impairment assessment, calculated using the loan’s original EIR if the original loan has a fixed 
interest rate and the current repriced rate if the original loan is repriceable.  The difference between 
the recorded value of the original loan and the present value of the restructured cash flows, 
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discounted at the applicable interest rate, is recognized in ‘Provision for credit and impairment 
losses’ in the statement of income. 
 
AFS investments 
For AFS investments, the Bank assesses at each statement of condition date whether there is 
objective evidence that a financial asset or group of financial assets is impaired. 
 
In the case of debt instruments classified as AFS investments, the Bank assesses individually 
whether there is objective evidence of impairment based on the same criteria as financial assets 
carried at amortized cost.  However, the amount recorded as impairment is the cumulative loss 
measured as the difference between the amortized cost and the current fair value, less any 
impairment loss on that investment previously recognized in the statement of income.   
 
Future interest income continues to be accrued based on the reduced carrying amount using the 
rate of interest used to discount future cash flows for the purpose of measuring impairment loss.  
Such accrual is recorded as part of ‘Interest income’ in the statement of income.  If, in a subsequent 
period, the fair value of a debt instrument increases and the increase can be objectively related to 
an event occurring after the impairment loss was recognized, the impairment loss is reversed 
through the statement of income. 
In the case of equity investments classified as AFS investments, objective evidence would also 
include a ‘significant’ or ‘prolonged’ decline in the fair value of the investments below its cost.  The 
Bank treats ‘significant’ generally as 20.00% and ‘prolonged’ generally as greater than twelve (12) 
months.  When there is evidence of impairment, the cumulative loss - measured as the difference 
between the acquisition cost and the current fair value, less any impairment loss on that financial 
asset previously recognized in the statement of income - is removed from equity and recognized in 
the statement of income.  Impairment losses on equity investments are not reversed through the 
statement of income.  Increases in fair value after impairment are recognized in the statement of 
comprehensive income. 
 
Collateral valuation 
The Bank seeks to use collateral, where possible, to mitigate its risks on financial assets.  The 
collateral comes in various forms such as hold-out on deposits, real estate, receivables and other 
non-financial assets.  The fair value of collateral is generally assessed, at a minimum, at inception.  
Non-financial collateral, such as real estate and chattel, is valued based on data provided by third 
parties such as independent appraisers.  
 

Standards Issued but not yet Effective 
 
Standards issued but not yet effective up to the date the Bank’s financial statements are listed 
below.  This listing consists of standards and interpretations issued, which the Bank reasonably 
expects to be applicable at a future date.  The Bank intends to adopt these standards when they 
become effective.  Except as otherwise indicated, the Bank does not expect the adoption of these 
new and amended PAS, PFRS and Philippine Interpretations to have significant impact on its 
financial statements. 
 
Effective 2016 onwards 
PAS 16, Property, Plant and Equipment, and PAS 38, Intangible Assets – Clarification of Acceptable 
Methods of Depreciation and Amortization (Amendments) 
The amendments clarify the principle in PAS 16 and PAS 38 that revenue reflects a pattern of 
economic benefits that are generated from operating a business (of which the asset is part) rather 
than the economic benefits that are consumed through use of the asset.  As a result, a revenue-
based method cannot be used to depreciate property, plant and equipment and may only be used in 
very limited circumstances to amortize intangible assets.  The amendments are effective 
prospectively for annual periods beginning on or after January 1, 2016, with early adoption 
permitted.  These amendments are not expected to have any impact to the Bank since it does not 
use a revenue-based method to depreciate its non-current assets. 
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PAS 16, Property, Plant and Equipment, and PAS 41, Agriculture – Bearer Plants (Amendments) 
The amendments change the accounting requirements for biological assets that meet the definition 
of bearer plants.  Under the amendments, biological assets that meet the definition of bearer plants 
will no longer be within the scope of PAS 41.  Instead, PAS 16 will apply.  After initial recognition, 
bearer plants will be measured under PAS 16 at accumulated cost (before maturity) and using either 
the cost model or revaluation model (after maturity).  The amendments also require that produce 
that grows on bearer plants will remain in the scope of PAS 41 measured at fair value less costs to 
sell.  For government grants related to bearer plants, PAS 20, Accounting for Government Grants 
and Disclosure of Government Assistance, will apply.  The amendments are retrospectively effective 
for annual periods beginning on or after January 1, 2016, with early adoption permitted.  These 
amendments are not expected to have any impact to the Bank as it does not have any bearer 
plants. 
 
PAS 27, Separate Financial Statements – Equity Method in Separate Financial Statements 
(Amendments) 
The amendments will allow entities to use the equity method to account for investments in 
subsidiaries, joint ventures and associates in their separate financial statements.  Entities already 
applying PFRS and electing to change to the equity method in its separate financial statements will 
have to apply that change retrospectively.  For first-time adopters of PFRS electing to use the equity 
method in its separate financial statements, they will be required to apply this method from the date 
of transition to PFRS.  The amendments are effective for annual periods beginning on or after 
January 1, 2016, with early adoption permitted.  It is not expected that the amendment would be 
relevant to the Bank. 
 
PFRS 10, Consolidated Financial Statements and PAS 28, Investments in Associates and Joint 
Ventures – Sale or Contribution of Assets between an Investor and its Associate or Joint Venture 
These amendments address an acknowledged inconsistency between the requirements in PFRS 10 
and those in PAS 28 (2011) in dealing with the sale or contribution of assets between an investor 
and its associate or joint venture.  The amendments require that a full gain or loss is recognized 
when a transaction involves a business (whether it is housed in a subsidiary or not).  A partial gain 
or loss is recognized when a transaction involves assets that do not constitute a business, even if 
these assets are housed in a subsidiary.  These amendments are effective from annual periods 
beginning on or after 1 January 2016.  It is not expected that the amendment would be relevant to 
the Bank. 
 
PFRS 11, Joint Arrangements – Accounting for Acquisitions of Interests in Joint Operations 
(Amendments) 
The amendments to PFRS 11 require that a joint operator accounting for the acquisition of an 
interest in a joint operation, in which the activity of the joint operation constitutes a business must 
apply the relevant PFRS 3 principles for business combinations accounting.  The amendments also 
clarify that a previously held interest in a joint operation is not remeasured on the acquisition of an 
additional interest in the same joint operation while joint control is retained.  In addition, a scope 
exclusion has been added to PFRS 11 to specify that the amendments do not apply when the 
parties sharing joint control, including the reporting entity, are under common control of the same 
ultimate controlling party.  
 
The amendments apply to both the acquisition of the initial interest in a joint operation and the 
acquisition of any additional interests in the same joint operation and are prospectively effective for 
annual periods beginning on or after January 1, 2016, with early adoption permitted.  These 
amendments are not expected to have any impact to the Bank. 
 
PFRS 14, Regulatory Deferral Accounts 
PFRS 14 is an optional standard that allows an entity, whose activities are subject to rate-regulation, 
to continue applying most of its existing accounting policies for regulatory deferral account balances 
upon its first-time adoption of PFRS.  Entities that adopt PFRS 14 must present the regulatory 
deferral accounts as separate line items on the statement of financial position and present 
movements in these account balances as separate line items in the statement of profit or loss and 
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other comprehensive income.  The standard requires disclosures on the nature of, and risks 
associated with, the entity’s rate-regulation and the effects of that rate-regulation on its financial 
statements.  PFRS 14 is effective for annual periods beginning on or after January 1, 2016.  The 
standard would not apply to the Bank since it is an existing PFRS preparer. 
 
PFRS 9, Financial Instruments – Hedge Accounting and amendments to PFRS 9, PFRS 7 and PAS 
39 (2013 version) 
PFRS 9 (2013 version) already includes the third phase of the project to replace PAS 39 which 
pertains to hedge accounting.  This version of PFRS 9 replaces the rules-based hedge accounting 
model of PAS 39 with a more principles-based approach.  Changes include replacing the rules-
based hedge effectiveness test with an objectives-based test that focuses on the economic 
relationship between the hedged item and the hedging instrument, and the effect of credit risk on 
that economic relationship; allowing risk components to be designated as the hedged item, not only 
for financial items but also for non-financial items, provided that the risk component is separately 
identifiable and reliably measurable; and allowing the time value of an option, the forward element of 
a forward contract and any foreign currency basis spread to be excluded from the designation of a 
derivative instrument as the hedging instrument and accounted for as costs of hedging.  PFRS 9 
also requires more extensive disclosures for hedge accounting. 
 
PFRS 9 (2013 version) has no mandatory effective date.  The mandatory effective date of  
January 1, 2018 was eventually set when the final version of PFRS 9 was adopted by the FRSC. 
The adoption of the final version of PFRS 9, however, is still for approval by BOA.  
 
The adoption of PFRS 9 will have an effect on the classification and measurement of the Bank’s 
financial assets, but will potentially have no impact on the classification and measurement of 
financial liabilities.  The Bank is currently assessing the impact of adopting this standard. 
 
PFRS 9, Financial Instruments (2014 or final version) 
In July 2014, the final version of PFRS 9, Financial Instruments, was issued.  PFRS 9 reflects all 
phases of the financial instruments project and replaces PAS 39, Financial Instruments: Recognition 
and Measurement, and all previous versions of PFRS 9.  The standard introduces new requirements 
for classification and measurement, impairment, and hedge accounting.   
 
PFRS 9 is effective for annual periods beginning on or after January 1, 2018, with early application 
permitted.  Retrospective application is required, but comparative information is not compulsory.  
Early application of previous versions of PFRS 9 is permitted if the date of initial application is 
before February 1, 2015.  The adoption of the final version of PFRS 9, however, is still for approval 
by BOA. 
 
The adoption of PFRS 9 will have an effect on the classification and measurement of the Bank’s 
financial assets, but will potentially have no impact on the classification and measurement of 
financial liabilities.  The Bank is currently assessing the impact of adopting this standard. 
 
IFRS 15 Revenue from Contracts with Customers 
IFRS 15 was issued in May 2014 and establishes a new five-step model that will apply to revenue 
arising from contracts with customers.  Under IFRS 15 revenue is recognized at an amount that 
reflects the consideration to which an entity expects to be entitled in exchange for transferring goods 
or services to a customer. 
 
The principles in IFRS 15 provide a more structured approach to measuring and recognizing 
revenue.  The new revenue standard is applicable to all entities and will supersede all current 
revenue recognition requirements under IFRS.  Either a full or modified retrospective application is 
required for annual periods beginning on or after 1 January 2017 with early adoption permitted.  
 
The Bank is currently assessing the impact of IFRS 15 and plans to adopt the new standard on the 
required effective date once adopted locally.  This new standard issued by the IASB has not yet 
been adopted by the FRSC. 
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Annual Improvements to PFRSs (2012-2014 cycle) 
The Annual Improvements to PFRSs (2012-2014 cycle) are effective for annual periods beginning 
on or after January 1, 2016, and are not expected to have a material impact on the Bank.  They 
include: 
 
PFRS 5, Non-current Assets Held for Sale and Discontinued Operations – Changes in Methods of 
Disposal 
The amendment is applied prospectively and clarifies that changing from a disposal through sale to 
a disposal through distribution to owners and vice-versa should not be considered to be a new plan 
of disposal, rather it is a continuation of the original plan.  There is, therefore, no interruption of the 
application of the requirements in PFRS 5.  The amendment also clarifies that changing the disposal 
method does not change the date of classification.  
 
PFRS 7, Financial Instruments: Disclosures – Servicing Contracts 
PFRS 7 requires an entity to provide disclosures for any continuing involvement in a transferred 
asset that is derecognized in its entirety.  The amendment clarifies that a servicing contract that 
includes a fee can constitute continuing involvement in a financial asset.  An entity must assess the 
nature of the fee and arrangement against the guidance in PFRS 7 in order to assess whether the 
disclosures are required.  The amendment is to be applied such that the assessment of which 
servicing contracts constitute continuing involvement will need to be done retrospectively.  However, 
comparative disclosures are not required to be provided for any period beginning before the annual 
period in which the entity first applies the amendments. 
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PFRS 7, Applicability of the Amendments to PFRS 7 to Condensed Interim Financial Statements 
This amendment is applied retrospectively and clarifies that the disclosures on offsetting of financial 
assets and financial liabilities are not required in the condensed interim financial report unless they 
provide a significant update to the information reported in the most recent annual report.  
 
PAS 19, Employee Benefits – regional market issue regarding discount rate 
This amendment is applied prospectively and clarifies that market depth of high quality corporate 
bonds is assessed based on the currency in which the obligation is denominated, rather than the 
country where the obligation is located.  When there is no deep market for high quality corporate 
bonds in that currency, government bond rates must be used. 
 
PAS 34, Interim Financial Reporting – disclosure of information ‘elsewhere in the interim financial 
report’ 
The amendment is applied retrospectively and clarifies that the required interim disclosures must 
either be in the interim financial statements or incorporated by cross-reference between the interim 
financial statements and wherever they are included within the greater interim financial report (e.g., 
in the management commentary or risk report). 
 

Fair Value Measurement 
 
The following describes the methodologies and assumptions used to determine the fair values of 
financial instruments: 
 
Cash and other cash items, due from BSP, due from other banks, interbank loans receivable and 
SPURA, accounts receivable, accrued interest receivable, bills purchased, returned checks and 
other cash items (RCOCI), shortages, and petty cash fund - Carrying amounts approximate fair 
values due to the relatively short-term maturities of these assets. 
 
Debt investments - Fair values are generally based on quoted market prices.  If the market prices 
are not readily available, fair values are estimated using either values obtained from independent 
parties offering pricing services, or adjusted quoted market prices of comparable investments or 
using the discounted cash flow methodology, using rates currently available for debt on similar 
terms, credit risk and remaining maturities. 
 
Quoted AFS equity investments - Fair values are based on quoted prices published in markets. 
 
Unquoted AFS equity investments - Fair values could not be reliably determined due to the 
unpredictable nature of future cash flows and the lack of suitable methods of arriving at a reliable 
fair value.  Hence, these investments are carried at cost less allowance for impairment losses. 
 
Currently, there is no available market to sell these unquoted AFS equity investments.  The Bank 
will hold onto these investments until management decides to sell them when there will be offers to 
buy out such investments or the appearance of an available market where the investments can be 
sold. 
 
Derivative instruments (included under FVPL) - Fair values are estimated based on quoted market 
prices, prices provided by independent parties, or prices derived using acceptable valuation models. 
 
Receivable from customers and other receivables except accounts receivable, accrued interest 
receivable, bills purchased and security deposits - Fair values are estimated using the discounted 
cash flow methodology, using the Bank’s current incremental lending rates for similar types of loans. 
 
Demand deposits, savings deposits, treasurer’s, cashier’s and manager’s checks, accrued interest 
payable, accounts payable, bills purchased - contra, other credits, due to the Treasurer of the 
Philippines, deposits for keys - SDB, payment orders payable and overages - Carrying amounts 
approximate fair values due to either the demand nature or the relatively short-term maturities of 
these liabilities. 
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Subordinated notes and time deposits - Fair values are estimated using the discounted cash flow 
methodology using the Bank’s current incremental borrowing rates for similar borrowings with 
maturities consistent with those remaining for the liability being valued.   
 
Investment Properties - Fair values of the investment properties have been derived on the basis of 
recent sales of similar properties in the same areas where the investment properties are located, 
and taking into account the economic conditions prevailing at the time the valuations were made. 
 
The following tables summarize the carrying amount and fair values of the financial assets and 
liabilities, analyzed based on the hierarchy described for determining and disclosing the fair value of 
financial instruments by valuation technique (in thousands): 

 
 

 September 30, 2015 (Unaudited) 

 

Carrying 

Value Level 1 Level 2 Level 3 Total Fair Value 

Assets measured at fair value      

Financial Assets      
HFT investments      
 Government securities P= 2,377,757 P=2,377,757 P=– P=– P=2,377,757 
 Treasury Notes and Bonds 663,241 663,241 – – 663,241 
AFS investments      
 Government debt securities 1,499,046 955,177 543,869 – 1,499,046 
 Private debt securities 3,494,597 3,494,597 – – 3,494,597 
     Treasury Notes and Bonds 1,680,536 1,680,536 – – 1,680,536 
 Quoted equity securities 2,925 2,925 – – 2,925 

 P=9,718,102 P=9,174,233 P=543,869 P=– P=9,718,102 

Assets for which fair values are 

disclosed      

Financial Assets      
HTM investments      
    Government securities P=3,636,552 P=3,499,573 P=– P=– P=3,499,573 
    Private debt securities 2,857,474 2,896,943 – – 2,896,943 
    Treasury Notes and Bonds 8,466,563 8,329,138 – – 8,329,138 
Loans and receivables      
 Receivables from customers      
  Consumption loans 56,106,578 – 46,760,067 – 46,760,067 
  Real estate loans 38,682,314 – 35,504,020 – 35,504,020 
  Commercial loans 10,268,674 – 11,270,262 – 11,270,262 
  Personal loans 3,135,009 – 3,223,621 – 3,223,621 
 Other receivables      
  Sales contract receivable 193,387 – 211,543 – 211,543 
Other assets      
 Security deposits 163,805 – 167,742 – 167,742 
 Shortages 824 – 824 – 824 

Non-Financial Assets      
Investment properties 3,245,266 – 3,711,277  – 3,711,277 

 P=126,746,446 P=14,725,654 P=100,849,356 P=– P=115,575,010 

Financial Liabilities      

Deposit liabilities      
 Time P=93,500,335 P=– P=97,155,627 P=– P=97,155,627 
Bills Payable  1,869,600 – 1,869,600 – 1,869,600 
Subordinated notes 5,950,736 – 5,747,686 – 5,747,686 
Other Liabilities – Deposits on lease 
contracts 10,953 – 10,953 – 10,953 

 P=101,331,624 P=– P=104,783,866 P=– P=104,783,866 
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 December 31, 2014 (Audited) 

 

Carrying 

Value Level 1 Level 2 Level 3 Total Fair Value 

Assets measured at fair value:      

Financial Assets      

FVPL investments      

 HFT - government securities P=278,909 P=278,909 P=– P=– P=278,909 
AFS investments      
 Government debt securities 3,068,906 2,531,241 537,665 – 3,068,906 
 Private debt securities 3,010,068 3,010,068 – – 3,010,068 
 Quoted equity securities 2,925 2,925 – – 2,925 

 P=6,360,808 P=5,823,143 P=537,665 P=– P=6,360,808 

      

Assets for which fair values are 

disclosed:      

Financial Assets      
HTM investments      
     Private P=1,683,128 P=1,648,500 P=– P=– P=1,648,500 
Loans and receivables      
 Receivables from customers      
  Consumption loans 45,501,498 – 48,490,205 – 48,490,205 
  Real estate loans 33,992,035 – 36,757,985 – 36,757,985 
  Commercial loans 12,015,811 – 13,292,661 – 13,292,661 
  Personal loans 3,120,326 – 3,605,699 – 3,605,699 
 Other receivables      
  Sales contract receivable 232,266 – 250,251 – 250,251 
Other assets      
 Security deposits 114,005 – 115,974 – 115,974 

Non-Financial Assets      
Investment properties 2,933,069 – 3,372,177 – 3,372,177 

 P=99,592,138 P=1,648,500 P=105,884,952 P=– P=107,533,452 

 

 

Financial Liabilities      
Deposit liabilities      
 Time P=87,415,706 P=– P=91,696,880 P=– P=91,696,880 
Subordinated notes 5,946,901 – 5,785,495 – 5,785,495 

 P=93,362,607 P=– P=97,482,375 P=– P=97,482,375 

 

There have been no transfers between Level 1 and Level 2 in September 30, 2015 and December 
31, 2014.   
 

Financial Risk Management 
 

Compared with December 31, 2014, there have been no significant changes in the financial risk 
exposures that materially affect the financial statements of the Bank as of September 30, 2015. The 
Bank has exposures to credit, market, and liquidity risks from its use of financial instruments.  The 
following discussions should be read in conjunction with the Notes to the Bank’s 2014 audited 
financial statements. 
 
Risk Management Framework 
Organization risk management structure continues to be a top-down organization, with the Board of 
Directors (“BOD”) at the helm of all major initiatives. The Risk Oversight Committee (“ROC”) was 
constituted by the BOD to be responsible for the development and oversight of the Risk 
Management Program of the Bank.  The BOD approves broad risk management strategies and 
policies and ensures that risk management initiatives and activities are consistent with the Bank’s 
overall objectives.  The Board is also supported by other Board and management-level committees 
such as the Corporate Governance, Audit, Executive, Credit, Assets and Liabilities Committees, to 
name a few. 

 
Credit Risk 
Credit risk is the risk that counterparty will not settle its obligations in accordance with the agreed 
terms.  The Bank’s lending business follows credit policy guidelines set by the BOD and ROC.  The 
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people engaged in the credit process are required to understand and adhere to these policies.  
Product manuals are in place and define the product, business plan, parameters, associated risks 
and mitigating controls.  The system of checks includes multiple approval system, ROC review, 
Internal Audit, and the BOD - through the ExCom, CreCom and ROC, for sound credit policies and 
practices. 
 
Credit risk control and management tools include product limits, credit scoring models, unique 
customer and group identification for aggregation of exposures, automated loan grading, 10-point 
credit rating systems, stress testing models, and external ratings.  Aggregate exposures of at least 
P0.1 billion are placed on a special monitoring.  Concentration of risk, by borrower, group of 
borrowers, geographical region and industry sector are monitored on a regular basis.  The Bank 
also performs impairment analyses on loans and receivables, on individual and collective basis in 
accordance with PFRS. 

 
Liquidity Risk 
Liquidity risk is the current and prospective risk to earnings or capital arising from the Bank’s 
inability to meet its obligations when they become due. Liquidity management emphasizes cashflow 
management, ability to raise funds, and maintenance of a stock of high quality liquid assets.  The 
Bank’s objective in liquidity management is to ensure that the Bank has sufficient liquidity to meet 
obligations under normal and adverse circumstances and is able to take advantage of lending and 
investment opportunities as they arise. 
 
The main tool that the Bank uses for monitoring liquidity is the Maximum Cumulative Outflow report.  
It shows the projected cash flows of assets and liabilities, representing estimated funding sources 
and requirements, under normal conditions.  The Bank also projects liquidity positions under 
different stress scenarios and has in place a Liquidity Contingency Funding Plan, to help evaluate 
funding needs and response strategies under various conditions. 

 
Market Risk 
Market risk is the possibility of loss to future earnings, fair values or future cash flows that may result 
from changes in the price of a financial instrument. The value of a financial instrument may change 
as a result of changes in interest rates, foreign currency exchange rates, equity prices and other 
market factors.  The Bank utilizes various measurement and monitoring tools to ensure that risk-
taking activities are managed within instituted market risk parameters.  The Bank’s risk policies and 
implementing guidelines are regularly reviewed by the Assets and Liabilities Committee, ROC and 
BOD to ensure that these are up-to-date and in line with changes in the economy, environment and 
regulations.  The ROC and the BOD set the comprehensive market risk limit structure and define the 
parameters of market activities that the Bank can engage in. 

 
Market Risk - Trading Book 
The Bank’s trading portfolios are mainly composed of peso and dollar-denominated sovereign debt 
securities that are marked-to-market daily.  Market risk exposures arising from these portfolios are 
measured daily.  The Bank has established stop loss, loss trigger, and Value-at-Risk (“VaR”) limits 
for its trading portfolios.  VaR is a statistical measure that estimates the maximum potential loss 
from a portfolio, under normal conditions, for a given confidence level, over a specified holding 
period.  The Bank’s current VaR model uses historical simulation for Peso and USD HFT portfolios 
with confidence level at 99% and a 1 day holding period.  It utilizes a 260-day rolling window of the 
most recently observed daily data for each asset class.  Reports are prepared on a daily basis and 
are also reported to the ROC and BOD on a monthly basis.  Stress testing is also conducted, based 
on historical and ad-hoc rate shocks to estimate potential losses in extreme or crisis situations.  
 
Market Risk - Banking Book (interest rate risk) 
The Bank follows a prudent policy on managing its assets and liabilities to ensure that exposure to 
fluctuations in interest rates are kept within acceptable limits.  One method by which the Bank 
measures the sensitivity of its assets and liabilities to interest rate fluctuations is by way of gap 
analysis.  An interest rate gap report is prepared by classifying all assets and liabilities into various 
time period categories according to contracted maturities or repricing dates, whichever is earlier.  
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The difference in the amount of assets and liabilities maturing or being repriced in any time period 
category would then give the Bank an indication of the extent to which it is exposed to the risk of 
potential changes in net interest income.  From the repricing gap, the Bank measures interest rate 
risk based on earnings perspective through Earnings-at-Risk (“EaR”). EaR is an interest rate risk 
measure of the Bank’s earnings decline either immediately or over time as a result of a change in 
the volatility of interest rates. It is a management tool that evaluates the sensitivity of the accrual 
portfolio to expected change in interest rates over the next 12 months.  The Bank also performs 
stress-testing analysis to estimate the impact of extreme interest rate movements. 

 
Market Risk - Foreign currency risk 
Foreign currency risk is the risk of an investment's value changing due to adverse movements in 
currency exchange rates.  It arises due to mismatches in the Bank's foreign currency assets and 
liabilities.  The Bank’s policy is to maintain foreign currency exposure within the approved position, 
VaR and loss limits and within existing regulatory guidelines. 

 

Related Party Transactions 
 

Parties are considered to be related if one party has the ability, directly or indirectly, to control the 
other party or exercise significant influence over the other party in making financial and operating 
decisions.  The Bank’s related parties include: 

• key management personnel, close family members of key management personnel and 
entities which are controlled, significantly influenced by or for which significant voting power 
is held by key management personnel or their close family member, 

• significant investor or parent company, 

• joint venture, associate and post-employment benefit plan for the benefit of the Bank’s 
employees, and 

• affiliates or other related parties, which are associates, subsidiaries, and joint ventures of the 
parent company. 
 

The Bank has several business relationships with related parties.  Transactions with such parties 
are made in the ordinary course of business and on substantially same terms, including interest and 
collateral, as those prevailing at the time for comparable transactions with other parties.  These 
transactions also did not involve more than the normal risk of collectibility or present other 
unfavorable conditions.   

 

Transactions with the Retirement Plan 
 

On December 20, 2012, the SEC issued Memorandum Circular No. 12 providing for guidelines on 
the disclosure of transactions with retirement benefit funds.  Under said circular, a reporting entity 
shall disclose information about any transaction with a related party (retirement fund, in this case) 
and outstanding balances necessary for an understanding of the potential effect of the relationship 
on the financial statements. 

 
Under PFRS, certain post-employment benefit plans are considered as related parties. The Bank 
has business relationships with its retirement plan pursuant to which it provides trust and 
management services to the said plan. The retirement plan of the employees of the Bank is being 
managed and maintained by the Trust and Investment Division of the Bank. The total carrying 
amount and fair value of the retirement fund as of September 30, 2015 and December 31, 2014 
amounted to P=1.1 billion and P=1.0 billion, respectively.  

 
The following table shows the amount of outstanding balances of related party transactions of the 
Bank and SMFC with the retirement plan of the employees of the Bank as of September 30, 2015 
and December 31, 2014: 
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  September 30, 2015 (Unaudited)  

  Elements of Transaction 

Related Party Nature of Transaction Statement of Condition Statement of Income 

Philippine Savings Bank Equity Investment* P=479,715,288  

 Time Deposits** 771,238  

 Savings Deposit 1,032  
 Investment in Money Market Fund*** 50,531,503  

 Receivables from brokers 265,064  

 Dividends Earned  P=10,426,528 

 Interest Income  33,191 

 Gain-Equity securities  1,095,302 

 Income in Money Market Fund   644.906
Sumisho Motor Finance 

Corporation 
 

Equity Investment 200,000,000  

*Includes fair value gains of P=268.72 million 
** Represents 1-day time deposit and bears interest of 1.00% 
*** Includes fair value gains of P=0.58 million 

 
 
 

  December 31, 2014 (Audited) 

  Elements of Transaction 

Related Party Nature of Transaction Statement of Condition Statement of Income 

Philippine Savings Bank Equity investment* P=491,205,802  

 Investment in Money Market Fund** 74,455,986  

 Deposit liabilities*** 8,663,348  

 Accrued interest income 6,738  

 Dividends earned  P=10,507,643 

 Gain on sale of equity securities  6,541,334 

 Interest income  38,235 

 
Income from Unit Investment Trust 

Fund (UITF)  155,041 

Sumisho Motor Finance 
Corporation Equity investment 200,000,000  

 
*Includes fair value gains of P=279.2 million 
**Includes fair value gains of P=0.6 million 
***Represents 30 days time deposit and bears interest of 2.00% 

 
Transactions relating to the Bank’s retirement plan are approved by its Retirement Committee.  The 
voting right over the investments in the Bank’s capital stocks is exercised by a member of the 
Retirement Committee as approved by all members of the Retirement Committee, whom are senior 
officers of the Bank. 
 
The Trust Division did not provide any allowance for impairment losses on investments managed for 
the Bank’s retirement fund in September 30, 2015.  However, as of December 31, 2014 allowance for 
impairment losses of P=19.7 million was provided for its retirement fund’s equity investment. 
 

Remunerations of Directors and Other Key Management Personnel 
 

Key management personnel are those persons having authority and responsibility for planning, 
directing and controlling the activities of the Bank, directly or indirectly.  The Bank considers the 
members of the Management Committee to constitute key management personnel for purposes of 
PAS 24, Related Party Disclosures. 

 
Total remunerations of key management personnel (covering assistant vice presidents and up) 
included under ‘Compensation and fringe benefits’ in the statements of income are as follows: 
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 September 30, 2015 

(Unaudited) 

December 31, 2014 

(Audited) 

Short-term employee benefits P= 140,637,568 P=203,553,036 

Post-employment pension benefits     18,936,256 5,100,084 

    P=159,573,824 P=208,653,120 

 
Short-term employee benefits include salaries and other non-monetary benefits. 

 
Remunerations given to directors, as approved by the Board Remuneration Committee, amounted to  
P=10.33 million and P=16.27 million in September 30, 2015 and December 31, 2014, respectively. 

 
The Bank also provides banking services to Directors and other key management personnel and 
persons connected to them. 

 

Other Related Party Transactions 
 

Other related party transactions of the Bank by category of related party are presented below. The 
following tables show the amount and outstanding balances included in the financial statements (in 
thousands): 
    

 
September 30, 2015 (Unaudited) 

Category 

Amount/ 

Volume 

Outstanding 

Balance Nature, Terms and Conditions 

Significant Investor    
Interbank loans receivable  P=– Dollar-denominated lending with 1.75% fixed 

interest rates and maturities ranging  from 
360 days; secured-  P=0.00 

     Deposits/placements P=3,916,340  
     Withdrawals/maturities 3,916,340  
Due from other banks (23,492) 791,615 Secured – P=791,615 

Short-term peso and foreign currency-
denominated deposits with fixed rates 
ranging from 0.00% to 5.00% 

Accounts Receivable (2,169) 5,535 Outstanding ATM service fees, rental and utility 
receivables, non-interest bearing; no 
impairment 

Miscellaneous assets  781 Security deposits on lease contracts 
Miscellaneous liabilities  5,589 Advance payments of security deposits from 

various tenants 
Accrued other expense payable  46,503 Outstanding information technology expense 

payable, charges on current and savings 
accounts processing 

Guarantees and commitments 6,600  Letter of guarantee for loan take-out 
Available-for-sale investments  50,000 Pledge for security of payroll account with MBTC 
Interest income 15,283  Income from deposits and interbank loans 

receivables 
Rental income 17,446  Income from leasing agreements with various 

lease terms ranging from 2 to 5 years 
Information technology expense 126,187  Payment of information technology transactions 
Trading gain/(loss) (10,034)  Loss from securities transactions 
Interest expense 
Securities transactions 

139  Interest expense on IBCL borrowing 

     Outright purchases 10,474,820  Outright purchase of FVPL and AFS investments 
     Outright sales 7,655,277  Outright sale of FVPL and AFS investments 
    

Joint Venture    
Investment in a joint venture  681,858 Outstanding balance of capital investment in 

SMFC 
Accounts receivable  460 Outstanding rental and utility receivables, non-

interest bearing 
Deposit Liabilities (59,232) 20,296 Demand and short term peso time-deposits with 

annual fixed rates ranging from 1.25% to 
1.63% 

Miscellaneous liabilities  2,610 Advance payment of security deposits 
Rental income 8,553  Income from leasing agreements 
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September 30, 2015 (Unaudited) 

Category 
Amount/ 
Volume 

Outstanding 
Balance Nature, Terms and Conditions 

Share in net earnings of a joint 
venture 

13,251  40.00% share in net earnings  of SMFC 

Interest expense 498  Interest on deposit liabilities 
    
Other Related Parties    
Interbank loans receivable  – Peso denominated lending which earn 2.50% 

fixed daily interest rate with maturity terms 
from 1 to 3 days 

     Deposits/placements 112,227,000  

     Withdrawals/maturities 112,227,000  
Receivable from Customers  382,232 Loans granted bearing an interest ranging from 

7.0% to 19.14% with maturities ranging from 1 to 
3 years;  
Secured – P=382,232; Unsecured – P=0; impaired 
– P=372,244 

      
 
     Deposits/placements 

 
 

4,729 

 

     Withdrawals/maturities 25,561  
Miscellaneous assets  1,061 3 months advance security deposits  
Accounts receivable 1,530 1,770 Outstanding ATM service fees, rental and utility 

receivables, non-interest bearing 
Prepaid Expense-Others  11,414 Payment for various policy renewals 
Deposit Liabilities 1,419,380 4,432,007 Demand, savings and short-term peso and 

foreign currency time deposits with fixed 
rates ranging from 0.00% to 2.00% 

Accrued other expense payable  2,209 Outstanding group life insurance  
Accounts payable  170 Various personal and car insurance payable 
Miscellaneous liabilities  2,136 Advance payment of security deposits from 

various tenants 
Interest income 11,534  Income on receivables from customers and 

interbank loans receivables 
Trading loss (767)  Loss from securities transactions 
Rental income 10,504  Income from leasing agreements with various 

lease terms 
Bank commission 3,758  Commission income on ATM service fees 
Interest expense 72,883  Interest on deposit liabilities 
Rent expense 2,559  Payment of rent to various lessors 
Insurance expense 36,478  Payment of insurance premium 
Securities transactions    
     Outright purchases 1,887,501  Outright purchase of FVPL and AFS investments 
     Outright sales 1,842,500  Outright sale of FVPL and AFS investments 
    
 
Key Personnel 

   

Receivables from customers  11,562 Unsecured, no impairment, with annual fixed 
interest rates of 6.00% and maturities 
ranging from 2 to 10 years 

     Deposits/placements 1,621  

     Withdrawals/maturities 1,749  
Interest income 479  Interest income from loans 
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 December 31, 2014 (Audited) 

Category 
Amount/ 
Volume 

Outstanding 
Balance Nature, Terms and Conditions 

Significant Investor    
Interbank loans receivable  P=1,386,320 Peso-denominated lending secured by 

government securities amounting to P=1.8billion, 
with fixed interest rates ranging from 2.00% to 
2.50% and maturities ranging from 1 to 360 
days 

 Deposits/placements P=143,386,320  
 Withdrawals/maturities 142,000,000  

Due from other banks 
 

(206,746) 815,107 Secured - P=815,107 On demand 
Short-term peso and foreign currency-
denominated deposits with fixed rates ranging 
from 0.00% to 2.50% 

Accounts receivable 679 7,704 Outstanding ATM service fees, rental and utility 
receivables, non-interest bearing; no 
impairment 

Bills payable  – Peso-denominated borrowing with fixed interest 
rates ranging from 2.00% to 2.50% and 
maturities ranging from 1 day to 5 days 

 Deposits/placements 5,800,000  
 Withdrawals/maturities 5,800,000  
Accrued interest receivable  14,390 Accrual of interest on outstanding Interbank 

Loans Receivable 
Miscellaneous assets  919 Security deposits on lease contracts 
Accounts payable   1,733 Unpaid association dues and lease contract 

payable 
Miscellaneous liabilities  6,100 Advance payments of security deposits from 

various tenants 
Accrued other expense payable  116,302 Outstanding information technology expense 

payable, charges on current and savings 
accounts processing  

Guarantees and commitments  – Letter of guarantee for various loan take-out 
AFS investments  50,000 Pledge for security of payroll account with MBTC 
Interest income 28,307  Income from deposits and interbank loans 

receivables 
Rental income 24,919  Income from leasing agreements with various 

lease terms ranging from 2 to 5 years 
Information technology expense 108,956  Payment of information technology transactions 
Trading loss (44,209)  Loss from securities transactions 
Interest expense 407  Interest expense on bills payable 
Securities transactions    
 Outright purchases 1,869,342  Outright purchase of FVPL and AFS investments 
 Outright sales 3,700,000  Outright sale of FVPL and AFS investments 
    
Associate    

Deposit liabilities 560 2,735 Demand deposits with annual fixed rate of 1.25% 
Share in net income of an associate 72,129  25.00% share in net income of TFSPC 
Interest expense 32  Interest on deposit liabilities 
Joint Venture     
Investment in a joint venture  P=668,607 Outstanding balance of capital investment in 

SMFC 
Accounts receivable  46 Outstanding rental and utility receivables, non-

interest bearing 
Deposit liabilities 
 

(P=174,934) 79,528 Demand and short term peso time-deposits with 
annual fixed rates ranging from 1.00% to 3.65% 

Miscellaneous liabilities   2,610 Advance payment of security deposits  
Rental income 9,790  Income from leasing agreements 
Share in net income of a joint venture 4,827  40.00% share in net income of SMFC 
Interest expense 2,585  Interest on deposit liabilities 
    
Other Related Parties    
Interbank loans receivable  – Peso-denominated lending with 2.00% to 2.50%  

fixed interest rate and with maturities ranging 
from 1 to 4 days 

 Deposits/placements 46,694,000  
 Withdrawals/maturities 46,694,000  
Receivable from customers  403,064 Loans granted bearing an interest ranging from 

7.00% to10.00% with maturities ranging from 1 
to 8 years; no impairment 

 Deposits/placements 4,200  

 Withdrawals/maturities 54,479  Secured - P=403,063,861; impaired -P=395,877,638 
Miscellaneous assets  993 3 months advance security deposits 
Accounts receivable 3,742 3,300 Outstanding rental and utility receivables, non-

interest bearing 
Prepaid insurance  6,904 Payment of various motor car vehicles, fire, 



31 

 December 31, 2014 (Audited) 

Category 
Amount/ 
Volume 

Outstanding 
Balance Nature, Terms and Conditions 

money, security, payroll and robbery insurance 
Prepaid expense   13 Payment for various policy renewals 
Deposit liabilities 5,847,793 5,851,387 Demand, savings and short-term peso and foreign 

currency time deposits with fixed rates ranging 
from 0.00% to 2.40% 

Bills payable  – Peso denominated borrowing with 2.00%-2.50%  
fixed Interest rates and maturities ranging from 
1 to 5 days 

 Deposits/placements 55,920,000  
 Withdrawals/maturities 55,920,000  
Accrued other expense payable  5,165 Outstanding group life insurance payable 
Accounts payable   130 Various personal and car insurance payable 
Miscellaneous liabilities  2,107 Advance payment of security deposits from 

various tenants 
Interest income 4,620  Income on receivables from customers and 

interbank loans receivables 
Trading and securities loss (6,627)  Loss from securities transactions 
Rental income 8,946  Income from leasing agreements with various 

lease terms 

 

Gain on sale of investment in an 
associate 

558,163  Profit on sale of investment in associate 

Bank commission 35,798  Commission income on ATM service fees 
Insurance expense 37,172  Payment of insurance premium 
Interest expense 95,846  Interest on deposit liabilities and bills payable 
Rent expense 3,366  Payment of rent expense to various lessors 
Securities transactions    
 Outright purchases 1,031,278  Outright purchase of FVPL and AFS investments 
 Outright sales 1,894,720  Outright sale of FVPL and AFS investments 

    
Key Personnel    
Receivables from customers  11,690 Unsecured, no impairment, with annual fixed 

interest  
 Deposits/placements 2,370  rates of 6.00% and maturities ranging from 2 to 

10 years 
 Withdrawals/maturities 5,032   
Interest income 913  Interest income from loans 
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Regulatory Reporting 

 
As required by the BSP, the Bank discloses loan transactions with investees and 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.  Existing banking regulations limit the amount of individual loans to DOSRI, 70.00% 
of which must be secured, to the total of their respective deposits and book value of their respective 
investments in the lending company within the Bank.  In the aggregate, loans to DOSRI generally 
should not exceed total equity or 15.00% of total loan portfolio, whichever is lower. 
 
BSP Circular No. 423 dated March 15, 2004 amended the definition of DOSRI accounts.  The following 
table shows information relating to the loans, other credit accommodations and guarantees classified 
as DOSRI accounts under regulations existing prior to said circular and new DOSRI loans and other 
credit accommodations granted under said circular as of September 30, 2015 and December 31, 2014: 

 
September 30, 2015 

(Unaudited) 

December 31, 2014 

(Audited) 

Total outstanding DOSRI accounts     P= 1,423,904,759 P=2,802,720,372 
Percent of DOSRI accounts granted under regulations existing prior to 

BSP Circular No. 423 to total loans 1.27% 2.82% 
Percent of new DOSRI accounts granted under BSP Circular No. 423 

to total loans – – 
Percent of unsecured DOSRI accounts to total DOSRI accounts 14.23% 7.13% 
Percent of past due DOSRI accounts to total DOSRI accounts 26.14% 14.12% 
Percent of nonperforming DOSRI accounts to total DOSRI accounts 26.14% 14.12% 

 
As of September 30, 2015 and December 31, 2014, the Bank has no loans, other credit 
accommodations and guarantees, as well as availments of previously approved loans and committed 
credit lines not considered DOSRI accounts prior to the issuance of said circular but are allowed a 
transition period of two years from the effectivity of the said circular until said circular or said loan, other 
credit accommodations and guarantees become past due, or are extended, renewed or restructured, 
whichever comes later. 

 
As of September 30, 2015 and December 31, 2014, the Bank is in compliance with these 
requirements.  
 
Total interest income from DOSRI loans amounted to P=43.60 million and P=49.46 million in September 
30, 2015 and December 31, 2014, respectively. 

 

Other Disclosures 
  

a) There are no unusual items of asset, liability, equity, net income or cash flow. 
 
b) No material items of changes were noted in the comparison of actual results with estimated 

amounts. 
 
c) Details of the Bank’s dividend distributions as approved by the Bank’s BOD and the BSP 

follow:  
 

 Cash Dividends    

Date of declaration Per share Total amount Date of BSP approval Record date Payment date 

October 23, 2012 0.75 180,189,368 November 21, 2012 December 27, 2012 January 14, 2013 
January 22, 2013 0.75 180,189,368 February 8, 2013 March 5, 2013 March 20, 2013 
April 19, 2013 0.75 180,189,368 May 28, 2013 June 18, 2013 July 3, 2013 
July 18, 2013 0.75 180,189,368 August 8, 2013 September 4, 2013 September 19, 2013 
October 22, 2013 0.75 180,189,368 November 12, 2013 November 29, 2013 December 16, 2013 
October 22, 2013 3.00 720,757,473 November 12, 2013 November 29, 2013 December 16, 2013 
January 24, 2014 0.75 180,189,368 February 12, 2014 March 5, 2014 March 20, 2014 
April 28, 2014 0.75 180,189,368 June 6, 2014 July 1, 2014 July 16, 2014 
July 22, 2014 0.75 180,189,368 August 12, 2014 September 2, 2014 September 17, 2014 
October 30, 2014 0.75 180,189,368 November 27, 2014 January 12, 2015 January 30, 2015 
January 22, 2015 0.75 180,189,368 March 3, 2015 March 30, 2015 April 17, 2015 
April 28, 2015 0.75 180,189,368 June 5, 2015 July 14, 2015 July 28, 2015 
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July 28, 2015 0.75 180,189,368 September 23, 2015 October 26, 2015 November 11, 2015 
      

PSBank stock price closed at P=100.00 per share as of November 9, 2015. 
 

d) No unregistered securities were sold or offered for sale by the Bank as of September 30, 2015. 
 
e) Segment revenue and result of business segments are found in Annexes 7 and 7A. 
 
f) The Bank was not engaged in any business combinations, acquisitions or disposal of 

subsidiaries and long-term investments. 
 

 

 

Subsequent Events 
 

The Bank’s Board of Directors approved on October 29, 2015, the declaration of 7.5% Regular Cash 
Dividend for the third quarter of 2015 amounting to P=180.19 million or P=0.75 per share, payable to all 
common stockholders as of a Record Date of November 16, 2015 and will be paid no later than the 
payment date of November 27, 2015. 
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SIGNATURES 

 

 

 
Pursuant to the requirement of the Securities Regulation Code, the registrant has duly caused this 
report to be signed on its behalf by the undersigned thereunto duly authorized. 
 
 
 

Philippine Savings Bank 
 
 
 

 
 

           
 
 

Date: November 11, 2015 
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Interim Financial Statements 
As of September 30, 2015 (Unaudited) and December 31, 2014 (Audited) 
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