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Statement of Management’s Responsibility
for Financial Statements

The management of Philippine Veterans Bank (the Bank) is responsible for the preparation and fair presentation of the
financial statements for the years ended December 31, 2015 and 2014, including the additional components therein, in
accordance with Philippine Financial Reporting Standards (PFRS) as described in Note 2 to the Financial statements. This
responsibility includes designing and implementing internal controls relevant to the preparation and fair presentation of
financial statements that are free from material misstatement, whether due to fraud or error, selecting and applying
appropriate accounting policies, and making accounting estimates that are reasonable in the circumstances.

The Board of Directors (BOD) reviews and approves the financial statements and submits the same to the stockholders.
SyCip Gorres Velayo & Co., the independent auditors, appointed by the stockholders and BOD, has examined the financial

statements of the Company in accordance with Philippine Standards on Auditing, and in its report to the stockholders,
has expressed its opinion on the fairness of presentation upon completion of such examination.

ROBERTO F. DE OCAMPO, OBE NONILO C. CRUZ JOSE NOEL L. CADIENA
Chairman of the Board and CEO President and COO Senior Vice-President

SUBSCRIBED AND SWORN to before me this 29th day of April 2016 affiants exhibiting to me their TIN/Passport/Common
Reference Nos. as follows:

NAMES IDENTIFICATION NO.
Roberto F. De Ocampo, OBE TIN #
Nonilo C. Cruz Passport #

Jose Noel L. Cadiena Driver’s License

Doc. No. ;
Page No. ;
Book No. ;
Series of 2015.
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Independent Auditors Report

The Stockholders and the Board of Directors
Philippine Veterans Bank

101 V.A. Rufino corner Dela Rosa Streets
Legaspi Village, Makati City

Report on the Financial Statements

We have audited the accompanying financial statements of Philippine Veterans Bank and Subsidiaries (the

Group) and of Philippine Veterans Bank (the Parent Company), which comprise the consolidated and the parent
company statements of financial position as at December 31, 2015 and 2014, and the consolidated and the parent
company statements of income, the consolidated and the parent company statements of comprehensive income,
the consolidated and the parent company statements of changes in equity and the consolidated and the parent
company statements of cash flows for each of the three years in the period ended December 31,2015 and a
summary of significant accounting policies and other explanatory information.

Management’s Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these financial statements in accordance
with Philippine Financial Reporting Standards, and for such internal control as management determines is necessary
to enable the preparation of financial statements that are free from material misstatement, whether due to fraud or
error.

Auditors’ Responsibility

Our responsibility is to express an opinion on these financial statements based on our audits. We conducted

our audits in accordance with Philippine Standards on Auditing. Those standards require that we comply with
ethical requirements and plan and perform the audit to obtain reasonable assurance about whether the financial
statements are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the
financial statements. The procedures selected depend on the auditor’s judgment, including the assessment of
the risks of material misstatement of the financial statements, whether due to fraud or error. In making those risk
assessments, the auditor considers internal control relevant to the entity’s preparation and fair presentation of

the financial statements in order to design audit procedures that are appropriate in the circumstances, but not for
the purpose of expressing an opinion on the effectiveness of the entity’s internal control. An audit also includes
evaluating the appropriateness of accounting policies used and the reasonableness of accounting estimates made
by management, as well as evaluating the overall presentation of the financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our qualified
audit opinion.

Basis for the Qualified Opinion

As discussed in Note 28 to the consolidated and the parent company financial statements, the required allowance
for impairment and credit losses on Interbank call loans (IBCL) totaling £1,669.60 million granted to a thrift bank,
and on Accounts receivable totaling £918.61 million, representing the uninsured deposits of a thrift bank assumed
by the Parent Company, were deferred and are being amortized over 20 years as approved by the Bangko Sentral ng
Pilipinas. The Parent Company recognized provision for impairment and credit losses amounting to £ 103.07 million
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for each of the years 2015, 2014 and 2013, representing the amortization of the required allowance. The Philippine
Financial Reporting Standards require that the required allowance on the IBCL and Accounts receivable be charged
against the respective years when the losses were incurred. Had such provision for impairment and credit losses
been charged to the proper accounting period, the Group and the Parent Company’s net loss for 2015 would

have been decreased by £103.07 million, and net income for each of the years 2014 and 2013 would have been
increased by £72.15 million, net of related deferred income tax, and both the surplus and total assets would have
been decreased by £1,935.43 million and £2,038.50 million as at December 31, 2015 and 2014, respectively.

Qualified Opinion

In our opinion, except for the effects of the matters described in the Basis for Qualified Opinion paragraph, the
consolidated and the parent company financial statements present fairly, in all material respects, the financial
position of the Group and of the Parent Company as at December 31, 2015 and 2014 and their financial
performance and their cash flows for each of the three years in the period ended December 31,2015, 2014, and
2013 in accordance with Philippine Financial Reporting Standards.

Report on the Supplementary Information Required under Revenue Regulations 15-2010

Our audits were conducted for the purpose of forming an opinion on the basic financial statements taken as a
whole. The supplementary information required under Revenue Regulations 15-2010 in Note 33 to the financial
statements is presented for purposes of filing with the Bureau of Internal Revenue and is not a required part of the
basic financial statements. Such information is the responsibility of the management of the Parent Company. The
information has been subjected to the auditing procedures applied in our audit of the basic financial statements.
In our opinion, the information is fairly stated in all material respects in relation to the basic financial statements
taken as a whole.

SYCIP GORRES VELAYO & CO.

W/ 7. Mﬁ - 94/4/“(4’

Janeth T. Nufez-Javier

Partner

CPA Certificate No. 111092

SEC Accreditation No. 1328-A (Group A),
July 1, 2013, valid until June 30, 2016

Tax Identification No. 900-322-673

BIR Accreditation No. 08-001998-69-2015,
February 27,2015, valid until February 26, 2018

PTR No. 5321671, January 4, 2016, Makati City

April 12,2016
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Statements of Financial Position

Consolidated Parent Company
December 31
2015 2014 2015 2014
ASSETS
Cash and Other Cash Items P580,557,516 £709,073,404 P577,578,471 £705,650,432
Due from Bangko Sentral ng Pilipinas (Note 14) 23,074,560,398 24,762,077,036 23,074,560,398 24,762,077,036
Due from Other Banks 1,102,795,964 582,169,240 1,096,081,266 563,679,139
Interbank Loans Receivable and Securities
Purchased Under Resale Agreement
(Notes 6, 13,28 and 31) 1,016,814,255 1,319,885,687 1,016,814,255 1,319,885,687
Financial Assets at Fair Value Through
Profit or Loss (Note 7) 14,961,431 681,349,213 14,961,431 681,349,213
Available-for-Sale Financial Assets
(Notes 7, 14 and 25) 8,275,689,704 10,687,534,048 8,275,689,704 10,687,534,048
Loans and Receivables (Note 8) 12,546,618,717 12,600,445,676 12,421,794,398 12,478,439,137
Investments in Subsidiaries (Note 9) - - 162,463,000 162,463,000
Bank Premises, Furniture, Fixtures and
Equipment (Notes 10 and 26) 803,785,433 747,171,851 832,639,683 759,494,853
Investment Properties (Note 11) 2,377,663,513 2,479,290,535 2,339,389,267 2,439,854,088
Deferred Tax Assets (Note 22) 491,057,287 523,990,902 491,057,287 523,990,902
Other Assets (Note 12) 733,735,533 707,557,712 722,871,183 695,024,864
£51,018,239,751 #£55,800,545,304 P51,025,900,343 #£55,779,442,399
LIABILITIES AND EQUITY
LIABILITIES
Deposit Liabilities (Notes 14 and 26)
Demand £20,229,970,338 £18,129,387,011 £20,231,988,089 £18,129,387,011
Savings 20,271,263,633  25,453,410,767 20,271,263,633  25,457,061,061
Time 3,938,303,111 4,104,132,302  3,938,303,111 4,104,132,302
44,439,537,082 47,686,930,080 44,441,554,833 47,690,580,374
Marginal Deposits and Cash Letters of Credit - 32,869,200 - 32,869,200
Bills Payable (Note 15) - 153,125,000 - 153,125,000
Manager’s Checks 74,311,737 93,426,997 74,311,737 93,426,997
Accrued Taxes, Interest and Other
Expenses (Note 16) 554,392,314 501,133,212 552,556,681 490,815,662
Income Tax Payable 11,756,254 12,167,534 11,099,410 11,709,959
Other Liabilities (Note 17) 975,459,005 1,126,959,369 926,024,947 1,071,344,032
46,055,456,392  49,606,611,392 46,005,547,608 49,543,871,224
EQUITY
Equity Attributable to Equity Holders of the
Parent Company
Capital stock (Note 19) 2,879,058,142 2,758,988,317  2,879,058,142 2,758,988,317
Treasury stock (Note 19) (378,219,639) (6,976,500) (378,219,639) (6,976,500)
Additional paid-in capital (Note 19) 20,979,000 20,979,000 20,979,000 20,979,000
Surplus reserves (Notes 23 and 25) 1,278,051,884 1,276,870,564 1,278,051,884 1,276,870,564
Appropriated surplus (Note 19) 363,171,354 369,444,003 363,171,354 369,444,003
Surplus (Notes 19, 23 and 25) 1,358,402,209 2,228,052,410 1,416,170,221 2,269,888,309
Remeasurement losses on net retirement plan (66,075,475) (142,920,432) (66,075,475) (142,920,432)
Net accumulated unrealized losses on available-for-
sale financial assets (Note 7) (492,710,388) (310,695,187) (492,710,388) (310,695,187)
Cumulative translation adjustment (72,364) (6,899) (72,364) (6,899)
4,962,584,723 6,193,735,276 5,020,352,735 6,235,571,175
Non-controlling Interest 198,636 198,636 - -
4,962,783,359 6,193,933,912 5,020,352,735 6,235,571,175
£51,018,239,751 $£55,800,545,304 £51,025,900,343 £55,779,442,399

See accompanying Notes to Financial Statements.
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Statements of Income

Consolidated

Parent Company

Years Ended December 31

2015 2014 2013 2015 2014 2013
INTEREST INCOME
Loans and receivables (Notes 8 and 26) P724,695,138 £984,193,877 £1,103,566,835 P723,373,748 £982,800,722 £1,102,023,434
Trading and investment securities (Note 7) 438,977,015 619,824,529 718,634,674 438,977,015 619,824,529 718,634,674
Deposits with banks 363,302,602 241,617,028 124,984,242 363,273,914 241,566,727 124,913,938
Interbank loans receivable 26,566,110 114,427,221 121,594,602 26,566,110 114,427,221 121,594,602
Others (Note 15) - - 4,401,412 - - 4,401,412
1,553,540,865 1,960,062,655 2,073,181,765 1,552,190,787 1,958,619,199 2,071,568,060
INTEREST EXPENSE
Deposit liabilities (Notes 14 and 26) 381,114,786 441,774,706 632,296,105 381,121,730 441,776,787 632,300,855
Bills payable and other borrowings
(Note 15) 4,419,962 7,359,094 40,281,906 4,419,962 7,359,094 40,281,906
385,534,748 449,133,800 672,578,011 385,541,692 449,135,881 672,582,761
NET INTEREST INCOME 1,168,006,117 1,510,928,855 1,400,603,754  1,166,649,095 1,509,483,318 1,398,985,299
Gain on sale of assets (Note 9) 292,737,731 146,921,933 205,081,364 292,737,731 93,798,133 246,356,181
Service fees and commissions 81,590,778 105,375,154 148,646,990 81,590,778 105,375,154 148,646,450
Gain on asset foreclosures and dacion
transactions 61,065,735 114,531,512 43,842,876 61,065,735 114,531,512 43,842,876
Income from trust operations (Note 25) 30,194,624 31,191,846 52,843,334 30,194,624 31,191,846 52,843,334
Trading gains - net (Note 7) 22,382,083 862,766,616 579,008,380 22,382,083 862,766,616 579,008,380
Foreign exchange gains (losses) - net 339,094 (3,865,221) 12,911,081 (1,220,627) (5,844,287) 10,884,749
Other operating income (Note 11) 46,081,904 65,841,795 39,095,686 39,828,693 53,617,072 35,597,665
TOTAL OPERATING INCOME 1,702,398,066 2,833,692,490 2,482,033,465 1,693,228,112 2,764,919,364 2,516,164,934
Compensation and fringe benefits
(Notes 20 and 26) 787,424,664 755,417,262 693,454,211 777,544,624 747,152,400 688,107,423
Provision for impairment and credit
losses (Notes 7, 13 and 28) 318,137,404 280,220,244 211,426,344 318,137,404 280,220,244 209,656,122
Occupancy (Note 21) 275,241,481 251,471,056 266,139,945 272,702,586 249,874,541 264,581,878
Depreciation and amortization
(Notes 10,11 and 12) 182,581,288 178,665,803 162,892,411 180,262,739 175,192,158 160,999,106
Taxes and licenses (Note 22) 156,787,543 189,691,197 205,460,576 156,320,121 188,992,382 205,226,385
Insurance 108,887,038 115,845,610 105,909,077 108,552,360 115,521,753 105,679,414
Professional fees 51,457,443 26,080,620 15,531,882 48,806,591 23,794,138 15,407,021
Fines and penalties 45,276,045 1,120,660 5,912,861 45,247,789 1,120,660 5,912,861
Repairs and maintenance 45,274,786 52,170,091 47,924,135 44,917,239 51,984,587 47,924,135
Litigation expenses on acquired assets 44,943,347 51,409,729 34,483,432 44,943,347 51,409,729 34,483,432
Transportation and travel 43,847,425 53,518,442 45,540,231 42,822,564 52,882,217 44,830,484
Communications 34,507,479 33,755,851 33,796,779 34,183,826 33,466,183 33,521,862
Amortization of software costs (Note 12) 32,213,869 30,657,826 38,946,767 32,213,869 30,657,826 38,946,767
Advertising and publicity expenses 29,116,927 51,405,260 39,097,277 29,116,927 51,405,260 39,097,277
Bangko Sentral ng Pilipinas supervision fees 16,165,640 18,717,543 17,948,407 16,165,640 18,717,543 17,948,407
Office supplies 12,491,990 16,745,505 16,394,616 12,080,830 16,539,244 16,212,994
Entertainment, amusement and
representation expenses (Note 22) 9,319,442 14,588,894 11,691,093 9,001,442 14,425,027 10,003,839
Membership fees and dues 7,643,241 6,332,962 6,339,947 7,329,670 6,012,992 6,054,602
Freight expenses 3,968,001 5,798,930 5,942,370 3,968,001 5,798,930 5,942,370
Miscellaneous (Notes 11, 26 and 27) 166,652,962 138,491,160 71,869,641 163,557,929 143,209,362 61,910,545
TOTAL OPERATING EXPENSES 2,371,938,015 2,272,104,645 2,036,702,002 2,347,875,498 2,258,377,176 2,012,446,924
INCOME (LOSS) BEFORE INCOME TAX (669,539,949) 561,587,845 445,331,463 (654,647,386) 506,542,188 503,718,010
PROVISION FOR INCOME TAX
(Note 22) 198,928,932 242,069,816 361,198,053 197,889,382 241,504,548 361,017,316
NET INCOME (LOSS) (Notes 23 and 24) (P868,468,881) £319,518,029 £84,133,410 (P852,536,768) £265,037,640 £142,700,694
Attributable to:
Equity holders of the Parent Company (P868,468,881) £319,518,029 £84,133,410
Non-controlling interest = = -
(P868,468,881) £319,518,029 £84,133,410
Basic/Diluted Earnings (Losses) Per Share
(Note 24) (R39.98) R12.16 £2.31

See accompanying Notes to Financial Statements.
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Statements of Comprehensive Income

Consolidated Parent Company
Years Ended December 31
2015 2014 2013 2015 2014 2013
NET INCOME (LOSS) (P868,468,881) £319,518,029 £84,133,410 (P852,536,768) £265,037,640 £142,700,694
OTHER COMPREHENSIVE INCOME
(LOSSES):
Items that will not be reclassified to profit
or loss in subsequent periods:
Remeasurement gains (losses) of
retirement plan, net of tax (Note 20) 76,844,957 (96,315,235) (7,996,385) 76,844,957 (96,315,235) (7,996,385)
Items that will be reclassified to profit
or loss in subsequent periods:
Net unrealized losses on available-
for-sale financial assets (Note 7) (182,015,201) (503,089,041) (575,466,038) (182,015,201) (503,089,041) (575,466,038)
Cumulative translation adjustment (65,465) 55,717 11,727 (65,465) 55,717 11,727
(105,235,709)  (599,348,559)  (583,450,696) (105,235,709) (599,348,559)  (583,450,696)
TOTAL COMPREHENSIVE LOSSES (R973,704,590) (R279,830,530) (R499,317,286) (R957,772,477) (P334,310,919)  (P440,750,002)
Attributable to:
Equity holders of the Parent Company (R973,704,590) (R279,830,530) (R499,317,286)
Non-controlling interest - - -
(R973,704,590) (P279,830,530) (P499,317,286)

See accompanying Notes to Financial Statements.

ANNUAL REPORT 2015



*SJUWID)S [DIDUDUIS 0] $2)0N bulfupdw02D 335

TL6'EE6'E61'9d  9€9'861d 9LT'SEL'€61°98  (668'9d) (£81's69'0L€d)  (zev'0z6'Ty L) 0L¥'2S0'82¢'zd  €00'vri'69€d ¥95°0£8°9/Z'Ld  000'6£6'0Cd L18°110'TSL'Td 00L'E/L'/Sd (005'9£6'9d) LLE'SOL'6EE'Cd  006'601°79¢€d 10T ‘LE 19quiada( je saduejeg
SL9'E - SL9°€ - - - - - - - SL9'E - - SL9'E - 2038
uowwod 03 suondudsgns Jo SUOIII||0D
(000'512) - (000'512) - - - - - - - (000'512) (000'512) - - 52015 Ainsean jo uonisinboy
(S6v'£29'9€) - (S6v'£29'9€) - - - (S6v'£29'9€) - - - - - - - - (£2 310N) I 1M PHOM 4O
SUBISISA Y} JO S99ISNIL JO pIeog Y1
ybnouyy sispjoyaieys ayy 01 uonnquisiq
- - - - - - (EL6'0LE'YS) - €L6'0LEYS - - - - - - (€Z 210N) s9AI2531 sn|dins 0} Jajsuel)
- - - - - - (002'62) - - - 00262 - - 00£'69 0066 S19P|OYHPO3S pajedojun
Ajsnoinaud jo sateys bunuasaidal
sn|dins woyy>203s [eded 03 I3jsuel]
(0£5°0€8'6£T) - (0£5°0€8'6£2) LLL'SS (L¥0'680°€0S) (SET'SLE'96) 620'8LS'6LE — - — — - — - - (59550]) dWdUI dAISUBYIdWOD [e10)
(655'87€'665) - (655'87€'66S) LLL'SS (L¥0'680°€0S) (SET'SLE'96) - - - - - - - - - (59550]) 3WOdUI dAISUBYIdWOD JBYIO
620'8LS'6LE - 620'8LS'6LE - - - 620'8LS'6LE - - - - - - - - AWodul 1N
797'€09'0L5'9d  9€9'86Lld 979%0¥'015'9d  (919'79d) ¥S8'€6€'C61d (£61'509'9Vd) 686'L5S'666'Ld  £00'vri'69€d 159'655'7eZ’ld  000'6£6'07d Tr6'EyL'TSL'td 00L'ELL'/Sd (005°192'9d) TYE'TE'6EE'Td  000°001°79¢Ed #10Z 'L Alenuer je sadueeg
Aunb3 je1oL Isaiu| |e3oL uawisnlpy (£ 910N) 51955y (0T 910N) (Szpue ez (61 210N) (szpue (61 10N) 32035 [ended (61 210N) (61 210N) (61 210N) (61 210N)
Buijjonuod-uoN uone|suel] |epueUl4 3jeS ue|d JusWLIRY ‘61 SAION) sniding €7 S9I0N) |endeD ui-pred |eyor 3|qeInquisia 32015 Ainseas] D015 UOWWOD)  YD0)S pPalidjald
dAleINWND -104 U0 595507 sn|ding pajeudoiddy SOAIDSDY |euonippy puapIAIg %2015
-3|qe|ieAy uo JUBWINSEIWRY snjding
(595507) sule
pazijeaiun
pajejnwinddy
PN
Auedwo) 1ualed ay1 Jo siapjoH A1inb3 01 3|geinguy Ainbg
10T 'LE J3quiad3g papug Jeaj ay3 Jog
paiepijosuod
*S]UaWID]S [DI2UDUIS 0} $2)ON bulAupdw 03D 335
6SE'€8L'T96'vd  9£9'86Ld €TL'Y8S'T96'vd (Y9£'TLd) (88€°0LL'T6Vd) (SLP'SL0'99d) 60Z°T0V'8SE’Ld PSE'LLL'E9Ed  $88°LS0’8.Z’Ld 000°6L6'0Zd £0S'8€8°005°Zd 00L's9L‘8d (6£9°61LZ°8LEd) ZvL'E8L'80S'Td4 006'60L°T9€d SLOZ ‘LE Jaquiadaq je saduejeg
§78'690°0Z1 - 578'690°0ZL - - - - - - - 578'690°0ZL (000800°6t) - ST8'LLO'69L - puspiap
32015 JO 3DUBNSS| PUE ¥D01S UOWIWOD
(6EL'EVT'LLE) - (6EL'EVT'LLE) - - - - - - - (6EL'EVT'LLE) - (6EL'EVT'LLE) - -
(6v9'2LT’9) - (6v9'2LT’9) - - - - (6v9'TLT'9) - - - - - - - sn|dins pajeudoidde
WioJj uaXe) SpuapIAIp JO uEwE>mQ
- - - - - - (oze'LsL’L) - 0ze'18LL - - - - - - (€7 910N) 5919591 SN|dNs 03 Jajsuel).
(065'v0L"EL6) - (065°v0L'EL6)  (S91'S9) (Loz'sLo‘zglL) LS6'vY8'9L (188°89¢'898) - - - - - - - - (53550]) dWodUI dAISUBYIdWOD [eI0L
(60.'s€Z’s0L) - (60L°'s€z’s0L)  (S9t'S9) (Loz’sLo‘zsl) LS6'vY8'9L - - - - - - - - - (59550]) aWOdUI dAISUBY21d WO IO
(1.88°891'898) - (1.88°891'898) - - - (1.88'89+'898) - - - - - - - - dWodul 13N
ZL6'E£6'E61°9d 9£9'861d 9/7'S£L'€61°9d (668'9d) (£81'569°0L€d) (ZE€v'0Z6'Tvld) OLY'ZS0'8ZZ'Td €00'vvv'69€d  ¥9S'0/8'0LZ'Ld 000'6/6°0Zd  L18'LLO'TSL'Td O00L'ELL'.Sd  (005'9L6°9a) L1E'SOL'6E€'Td  006'601'79€d 510z 'L Asenuer je saduejeg
Aynb3 jejor Isauu] 1ejoL juaunsnipy (£910N) 539ssY (0T 10N) (Szpue gz (61 210N) (szpue (61 210N) W03 [eyded (61 ION) (61 10N) (61 910N) (61 210N)
Buijjosuod-uoN uonejsues] |edueUl{ 3]BS  UR|d JUSWDINAY ‘6| SSION) snjding €7 S9I0N) |eyded ui-pred  jejon a|qeinquisiq  )}P03s Ainseasl  HI03S UOWIWIOD)  HD03S PaLIRsRId
aAne|nWND -10} U0 535507 snjding pajendoiddy  sanlasay Jeuonippy PUSpIAIQ }D03IS
Il uo snjding
(sass07) suen
pazijeaiun

pajejnwnody
19N

Auedwo) juaieq ay3 jo siapjoH K3inb3 03 3|qeanquily A3inby

SLOZ 'LE J2quiadaQ papu JeaA ay) 404

paiepijosuod

£11nb3 u1 sabuey) jo sjuswalels

PHILIPPINE VETERANS BANK



*S)UaWaID]S [DIdUDULS 0] 310N buiAupdwoddp aas

S€L'TSE'0T0'Sd (v9g'TLd) (88€’0LL'T6Vd) (S£v’S£0"99d) LzT'oLL'9Ly'Ld YSELLL'E9Ed +88'150'8.Z°Ld 000°6.6°0Zd £05°8€8°005'7d ooL'soL’sd (6£9'61Z'8L5d) TPL'e8L'80S'Td  006'60L°T9cd S10Z ‘LE 19qwiadaq je saduejeg
528'690°0Z1 - - - - - - - 528'690°0ZL (000'800°6t) - ST8'LL0'69L - puspIAp
37015 JO 3DUBNSS| PUE 32015 UOWWIOD
01 suondudsqns Jo suond3||0D
(6EL'EVT'LLE) - - - - - - - (6EL'EVT’LLE) - (6ELEVT'LLE) - - %2015 Ainseau3 jo uonisinboy
(6v9°zLT’9) - - - - (6v9'2LT'9) - - - - - - - snidins payendoudde
WI0JJ 1IN0 USXe) SPUSPIAIP JO JUBWARY
- - - - (oze'L81L) - 0zEL8LL - - - - - - (€7 @10N) 59AI521 SN|dins 0} Jdjsuel]
(LLv'TLL'LS6) (S9t's9) (Loz'sL0"z8L) LS6'vY8'9L (89£'9£5°258) - - - - - - - - (59550]) aWIO>UI 9AISUBYRIdWIOD 210
(60£'s€T’sOL) (s9t's9) (Loz’sLo‘zslL) LS6'vY8'9L - - - - - - - - - (S3550]) 2WOdU dAISUBYIdWOd 13YIQ
(89£°9€5°2S8) - (89£°9€52S8) - - - - - - - - awodul 18N
SL1'LLS'sET’9d  (668°9d) (£8L's69'0L€d) (zev'oze'zyLa) 60£'888°69Z'7d €00'vi'69€d 95'0£8°9L7Ld 000°6.6°0Za £18°L10°TSL'Td 00L'ELL'LSE (005°9.6"98) LLE'SOL'6EE'TH 006'601°z9cd $10Z ‘L Arenuer e saduejeg
leloL juausnipy (£ ®10N) 5355y (0Z @10N) (Szpue gz (61 210N) (Sz pue €7 s310N) (61 210N) 2035 [eyded (61 910N) (61 210N) (61 @10N) (61 910N)
uone|sues] |enueuld sjes ue|djudwaIney ‘61 SPION) snjding saAIasay snjdins  |ejide) ul-pied |ejol 3|qeinquisiq 2035 Ainseas | 32035 Uowwo) 32035 pasiajaid
I ») ) Il uo s35507 snjding pajendoiddy Jeuonippy PU3pIAIQ 101§
uo (sassoT) Judwainseaway
sulen pazijeaiun
pajejnwinddy 39N
SL0Z ‘L€ 13quiad3Q papu3 Jea A oy} 104
D juaied
'S1UaWID]S [DI2UDUIS 0} S3]0N buiAupdwodop a5
797'€09'015'9d  9£9'86ld 979'v01’0LS'9d  (919'¢9d) ¥S8'e6€'C61d (£61'509'9vd) 686'L55'666'Ld  £00'vri'69€d 169'655'2eZ’ld  000'6£6'0Cd e'Evl'csL'zd 00L'eLL'LSE (005'L92'9d) TPE'TEY'6EE'TE  000'00L'T9¢E7 £10T ‘L€ Jaquiadaq je saduejeg
[543 - STS'9 - - - - - - - [543 (00S'Y) - STO'LL - 32018
uowwiod 03 suonduUSANS JO SUOND3||0D
(oot'zLL) - (oot'zLL) - - - - - - - (oot'zLL) - (oot'zL1) - - #2035 Kinsean jo uonisinboy
(rLE'€SO'LL) - (PLE'ESO'LL) - - - (VLE'€ESO'LL) - - - - - - - - (€T 910N) Il /oM Pliom 0
SUBIDIDA BY3 JO SI1SNI] JO pieog Ay}
yBnouy: s1apjoyaieys sy} o) uonnquIsiq
- - - - - - (L£8'691'7E) - LE8'69¥'TE - - - - - - (£Z @10N) san1asal snjdins 03 13jsuel]
- - - - - - (oog'zeL) - - - 00€°ZEL - - 000°8LL 00€VL SI13p|OLP}203s pajedojun
Ajsnoinaud jo saieys bunuasaidal
sn|dins wouy 301s [exded 03 Jajsuel]
(982°2L€'66Y) - (9822 L€'66Y) 2Ll (8£0'99%'5£S) (S8€'966'2) OLY'EEL'Y8 - - - - - - - - (59550]) aWOodUI dAISUSYIdWOd [e10]
(969'051'€85) - (969'05t'€85) Lzl (8€0'99%'SLS) (S8€'966'£) - - - - - - - = - (53550]) aW0SUI 2AISUSYR1d W0 1430
OLV'EEL'Y8 - OLV'EEL'YS - - - OLY'EEL'Y8 - - - - - - - - SWOodUl 13N
£61'¥80'LT0'/d  9£9'86ld 191'988'920'/8  (EvE'vLad) 768'658'£9/3 (218'809'8¢€d) ¥80'v£0'596'ld  €00'vri'69¢d 078'680°061'Ld  000'6/6'0Zd L15'TTl'tsL'Td 009'LLL'LSd (00L'¥¥9'9d) LLE'E0S'6EE'7d  00£'580'29¢€d €102 'L Aienuer je saduejeg
Aunb3 el 1sa193U| |e3ol Juawisnlpy (£910N) s19ssy (0T @10N) (szpue gz (61 @0N) snjdins (5z pue 2015 |eyded (61 @10N) (61 10N) (61 210N) (61 @10N)
buijjonuod-uoN uonejsuel| |eidueuld 3jes ue|d JUsWAINSY ‘61 SIION) parendoiddy €7 S210N) |eyoL 3|qeInquisiq 32015 AINSeal]  )D01S UOWWOD X015 PaLiafaid
aAneINWND -10J-3|ge|IPAY UO  UO S35507 sniding saA19s9Y snjding  [euon| PUSPIAIQ 2035
sule pazi|eaiun juawWainseawsy

Ppa1e|nWNY 19N

Auedwo) 1uaied ay3 Jo siap|oH A1inb3 01 9|qeinquiy A1inb3

€10Z 'LE J2quiadaQ papud Jeaj ay3 104

ANNUAL REPORT 2015

8



*SJUAWAIDIS [DI2UDUIS 0] $2)0N bulAupdwioddp 235

¥16'07£'909'9¢ (919'79d) vS8'E6E'T61d (£61'509'9%d) ££7'898'560'Td £00'vrb'69¢d 159'655'72¢’ L 000'6£6'0Zd T6'EvL'TSL'Td 00L'ELL'LSd (005°192'9d) TrE'TE9'6EE'TH 000°001'29¢€= €10Z ‘L€ 1aquiadaq je saduejeg
[44X) - - - - - - - SS9 (00S'Y) - STO'LL - 3203s UOWIWO3 03 suo|
(0ov'zLL) - - - - - - (oov’zLL) (oov'zLL) - - %2035 Ainsean jo uol
(£LE'€S0'LL) - - - (£LE'€SO'LL) - - - - - - (€T 310N) |1 1eM
PHOM 4O SUBISIDA 3Y3 JO S331SNI| JO pleog
ay1 ybnouy) s1apjoyaIeys ay) 03 uonnquIsiq
- - - - (LE8'691'TE) - LE8'69Y'TE - - - - (£Z 910N) S2AID531 Sn|dINs 0] J3sued |
- - - - (00£°zEL) - - - 00£°ZEL - 000'8L L 00€%L S13p|oYd0Is
paiedojun Ajsnoiaaid jo saseys bunuasaidal
snjdins woJj %03 [eyded 0} Jajsuel|
(200°0SZ°0tY) LTl (8€0'99%'5LS) (S8€'966'£) 69'00L 'L - - - - - - (53550]) WUl 3AISUBYIAWOD [@310 L
(969'05t'€8S) L (8£0'99%'S£S) (S8€'966'L) - - - - - - - (s9550]) BWOdUI dAISUBYRIdWOD 1BYIO
69'00L'TrL - - - 69'00L'TiL - - - - - - - dwodul BN
891'SE9'Y90'Lg (EvE'vLd) 768'658'£9/d8 (218'809'8€d) L60°€78'200'Ce £00'vrb'69€d 078'680°061"Ld 000'6£6'0Zg L1S'TTl'TsL'ts 009'2L1'L573 (001'¥+9'9d) LLE'E0S'6EE'Td 00£'580'79¢€= €107 'L Kienuer e saduejeg
1e30L swIsNipy (£ 310N) 53955V (0Z 210N) (szpue ez (61 910N) (STPUEEZS91I0N) (61 9ION) Y015 [ended (61 910N) (61 210N) (61 210N) (61 310N)
uone|sues| [ENENFETEN ue|d Juswainey ‘61 S9I0N) snjding sanasay sniding  |ended ul-pred |e3ol a|qeInquisiq 2035 Ainseas| 2015 UOWWOD 32015 paiIdgRId
AIRINWIND -10}-9|qe|leAY UO U0 595507 snjding pajendoiddy |euonippy PU3PIAI] %2035
suleo pazijeasun  JUIWINseIWY
pale|nwinddy 19N
€107 'LE J19quiadaqg papu3 Jeaj dy3 o4
Auedwo) juaieq
'S]UaWAID)S [DIDUDUIS 0 S3JON bulAupdwodp 2a5
SLLLLS'SET'9d (668'9@) (£81's69'0L€d) (zev'0z6'r1d) 60€'888'69C £00'vy'69€d +95°0£8'9/T'Ld 000'6£6'0Cd £18'L10'eSL'td 00L'€/1'2Sd (005'9£6'9d) LLE'S0L'6E€E'Cd 006'601'c9€d 10T ‘LE 19quada( je saduejeg
§19'€ - - - - - - - §19'€ - - S/9'€ - %2015 UOWIWIOD 03 suoidLISGNS JO SUONDI||0D
(000'512) - - - - - - - (000's12) - (000'512) - - 2015 Ainsean Jo u boy
(S6v'£29'9€) - - - (S6v'£29'9€) - - - - - - - - (€2 310N) I e
PHOM JO SURIDIDA BY3 JO S331SNI| JO pleog
ay1 ybnoay) siapjoyaieys aya 03 uoOANQLISIQ
- - - - (E16'0LE'YS) - €L6'0LEYS - - - - - - (€7 910N) s9n19591 snjdins 0} u9jsuel |
- - - - (00Z'62£) - - - 00Z'6L - - 00€'69 006'6 S1apjoyio1s
paiedojun Ajsnoinaid jo saleys bunuasaidal
snjdins wouy>>03s |eyded 03 Jajsuel |
(6L6'0LEVEE) L1L'SS (L¥0'680'€0S) (S€T'SLE'96) 0v9°££0'59C - - - - - - - — (59550]) dWOdU dAISUBYAIAWOD [eI0L
(655'8Y€'665) L1L'SS (L¥0'680°€0S) (SET'SLE'96) - - - - - - - - - (S3550]) BWOdU| AISU3YRIAWO 1BYI0
0v9'££0'59T - - — 0v9'££0'59T - - — - - - - - awodul 18N
¥16'022'9099d  (919'79d) ¥S8'E6ET6La (£61'509'9vd) 117'898'560'Ta €00 h'69¢d 15965522’ 1@ 000'626'0¢a TV6'EVLTSL T 00L'€LL'LSa (005192'93) TvETEo6EE T 00000129¢d ¥10Z 'L Atenuer je saduejeg
lesoL Jawsnipy (£ 310N) 53355V (0Z 210N) (s pue ez (61 910N) (SZPUEEZ S9I0N) (61 9I0N) 015 [ended (61 210N) (61 210N) (61 210N) (61 210N)
uone|sues] |epueuly 3jes ue|d JuaWalIdY ‘61 S9ION) snjding sansay snjding  jended u |e3ol 3|qeanquisiq %2035 Ainseas| }2035 Uowwo) 32015 paugjald
AnRINWIND -10§-3|qe|leAY U0 $95507 snjding paiendoiddy |euonippy puspIAIg %2015
uo (535507) JUBWIAINSLAWAY

sulen pazijealun
palejnwinddy 19N

¥10Z 'LE 19quiadaQ papu3 JeaA aY) 104

Auedwo) uaied

PHILIPPINE VETERANS BANK



10

Statements of Cash Flows

Consolidated Parent Company
Years Ended December 31
2015 2014 2013 2015 2014 2013
CASH FLOWS FROM OPERATING
ACTIVITIES
Income (loss) before income tax (P669,539,949) £561,587,845 P445,331,463 (P654,647,386) £506,542,188 £503,718,010
Adjustments for:
Provision for impairment and credit
losses (Notes 7, 13 and 28) 318,137,404 280,220,244 211,426,344 318,137,404 280,220,244 209,656,122
Depreciation and amortization
(Notes 10, 11 and 12) 182,581,288 178,665,803 162,892,411 180,262,739 175,192,158 160,999,106
Amortization of software costs (Note
12) 32,213,869 30,657,826 38,946,767 32,213,869 30,657,826 38,946,767
(Gain) loss on sale of available-for-sale
financial assets (Note 7) 18,737,982 (844,307,909) (486,854,938) 18,737,982 (844,307,909) (486,854,938)
Gain on sale of assets (Note 9) (292,737,731) (146,921,933) (205,081,364) (292,737,731) (93,798,133) (246,356,181)
Gains on asset foreclosures and
dacion transactions (61,065,735) (114,531,512) (43,842,876) (61,065,735) (114,531,512) (43,842,876)
Unrealized loss (gain) on financial assets
at fair value through profit or loss
(Note 7) (831,235) 2,298,234 - (831,235) 2,298,234 -
Changes in operating assets and
liabilities:
Decrease (increase) in amounts of:
Loans and receivables 105,837,489 4,382,204,034 880,931,150 108,655,269 4,367,859,753 872,249,494
Financial assets at fair value
through profit or loss 667,219,017 (683,647,447) 119,337,597 667,219,017 (683,647,447) 119,337,597
Other assets (118,686,845) (32,901,767) (32,387,472) (120,366,503) (18,631,713) 37,001,234
Increase (decrease) in amounts of:
Accrued taxes, interest
and other expenses 52,847,822 85,556,900 103,302,343 61,130,470 75,797,579 100,077,865
Manager’s checks (19,115,260) 37,281,697 (39,071,935) (19,115,260) 37,281,697 (39,071,935)
Deposit liabilities (3,247,392,998) 258,001,789 4,247,909,290 (3,249,025,541) 258,001,789 4,229,907,797
Other liabilities (32,502,603) 107,140,651 (42,335,413) (26,321,324) 92,110,652 (64,029,816)
Net cash generated from (used in)
operations (3,064,297,485) 4,101,304,455 5,360,503,367 (3,037,753,965) 4,071,045,406 5,391,738,246
Income taxes paid (199,539,481) (229,789,005) (338,705,023) (198,499,931) (229,789,005) (338,524,286)
Net cash provided by (used in) operating
activities (3,263,836,966) 3,871,515,450 5,021,798,344 (3,236,253,896) 3,841,256,401 5,053,213,960
CASH FLOWS FROM INVESTING
ACTIVITIES
Proceeds from sale/maturities of
available-for-sale financial assets 7,476,542,418 8,948,694,161 8,614,973,691 7,476,542,418 8,948,694,161 8,614,973,691
Proceeds from disposal of
investment properties 213,007,682 298,247,213 680,160,554 213,007,682 298,247,213 644,396,727
Proceeds from sale of bank premises,
furniture, fixtures and equipment 3,051,142 42,517,086 66,896,413 3,051,142 42,517,086 20,117,277
Proceeds from disposal of investment
in associate (Note 9) - - 35,530,000 - - 35,530,000
Purchases of available-for-sale
financial assets (5,265,451,257) (3,348,399,863) (14,141,275,149) (5,265,451,257)  (3,348,399,863) (14,141,461,114)
Additions to bank premises, furniture,
fixtures and equipment (Note 10) (172,068,660) (197,773,658) (183,235,991) (187,432,400) (184,863,000) (140,201,033)
Additions to software costs (Note 12) (67,405,093) (65,243,000) (73,095,313) (67,405,093) (65,243,000) (73,095,313)
Additions to investment property - (7,797,339) = - - -
Net cash provided by (used in)
investing activities 2,187,676,232 5,670,244,600 (5,000,045,795) 2,172,312,492 5,690,952,597  (5,039,739,765)
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Consolidated Parent Company
Years Ended December 31
2015 2014 2013 2015 2014 2013

CASH FLOWS FROM FINANCING

ACTIVITIES
Payments to the Board of Trustees of

Veterans of World War Il (Note 23) P (P43,053,264) (B51,102,147) P- (R43,053,264) (R51,102,147)
Payments of bills payable (153,125,000) (37,500,000) (2,415,623,879) (153,125,000) (37,500,000) (2,415,623,879)
Dividends paid (14,881,289) (1,134,878) (1,499,594) (14,881,289) (1,134,878) (1,499,594)
Acquisitions of treasury stock (Note 19) (371,243,139) (215,000) (117,400) (371,243,139) (215,000) (117,400)
Collections on subscriptions of capital stock

(Note 19) 120,069,825 3,675 6,525 120,069,825 3,675 6,525
Net cash used in financing activities (419,179,603) (81,899,467) (2,468,336,495) (419,179,603) (81,899,467) (2,468,336,495)
EFFECT OF TRANSLATION ADJUSTMENT (65,465) 55,717 11,727 (65,465) 55,717 11,727
NET INCREASE (DECREASE) IN CASH AND

CASH EQUIVALENTS (1,495,405,802) 9,459,916,300 (2,446,572,219) (1,483,186,472) 9,450,365,248 (2,454,850,573)
CASH AND CASH EQUIVALENTS AT

BEGINNING OF YEAR
Cash and other cash items 709,073,404 576,479,465 587,837,307 705,650,432 572,757,701 583,753,640
Due from Bangko Sentral ng Pilipinas 24,762,077,036  15,595,985,000 10,513,585,229 24,762,077,036 15,595,985,000 10,513,585,229
Due from other banks 582,169,240 620,938,915 1,113,553,063 563,679,139 612,298,658 1,113,553,063
Interbank loans receivable (Note 31) 200,000,000 - 7,025,000,000 200,000,000 - 7,025,000,000

26,253,319,680 16,793,403,380 19,239,975,599 26,231,406,607 16,781,041,359  19,235,891,932

CASH AND CASH EQUIVALENTS AT

END OF YEAR
Cash and other cash items 580,557,516 709,073,404 576,479,465 577,578,471 705,650,432 572,757,701
Due from Bangko Sentral ng Pilipinas 23,074,560,398 24,762,077,036  15,595,985,000 23,074,560,398 24,762,077,036  15,595,985,000
Due from other banks 1,102,795,964 582,169,240 620,938,915 1,096,081,266 563,679,139 612,298,658
Interbank loans receivable (Note 31) - 200,000,000 - - 200,000,000 -

P24,757,913,878 £26,253,319,680 £16,793,403,380 P24,748,220,135 P26,231,406,607 £16,781,041,359

OPERATIONAL CASH FLOWS FROM INTERESTS

Consolidated Parent Company
Years Ended December 31
2015 2014 2013 2015 2014 2013
Interest received P1,608,071,807 £2,080,749,879 £2,029,369,187 P1,606,721,729 £2,079,279,770  £2,024,251,908
Interest paid 409,853,425 615,916,914 664,802,348 409,860,369 615,916,914 664,807,098

See accompanying Notes to Financial Statements.
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Notes to Financial Statements

Corporate Information

Philippine Veterans Bank (the Parent Company) operates as a domestic commercial bank and provides
services such as deposit-taking, loans and trade finance, domestic and foreign fund transfers, treasury,
foreign exchange and trust services. The principal place of business of the Parent Company is at 101 V.A.
Rufino corner Dela Rosa Streets, Legaspi Village, Makati City.

On June 18, 1963, the Philippine Veterans Bank was created with the enactment of Philippine Republic
Act (RA) No. 3518, which became its charter.

The Parent Company has two subsidiaries, namely Intervest Projects, Inc. (IPl) and Veterans Venture
Capital Corp., for which the Parent Company has 100% and 60% ownership, respectively (see Note 9). IPI
has a wholly owned subsidiary, Intervest Insurance Agency, Inc.

IPlis engaged in the administration and management of the Parent Company'’s assets, constructing and
developing houses and other real estate properties, and buying and selling of foreign currencies.

Summary of Significant Accounting Policies

Basis of Preparation

The accompanying financial statements are prepared on a historical cost basis except for financial assets
at fair value through profit or loss (FVPL) and available-for-sale (AFS) financial assets that are measured at
fair value.

The financial statements of the Parent Company include the accounts maintained in the Regular Banking
Unit (RBU) and Foreign Currency Deposit Unit (FCDU).

The functional currency of the RBU and FCDU is Philippine peso (PHP) and United States dollar (USD),
respectively. For financial reporting purposes, FCDU accounts and foreign currency-denominated
accounts in the RBU are translated into their equivalents in Philippine peso, which is the presentation
currency (see accounting policy on Foreign Currency Transactions and Translation) of the Parent
Company and its subsidiaries (collectively referred to as “the Group”). The financial statements
individually prepared for these units are combined after eliminating inter-unit accounts.

Each entity in the Group determines its own functional currency and the items included in the financial
statements of each entity are measured using that functional currency. The functional
currency of the subsidiary is the Philippine peso.

Statement of Compliance

The accompanying financial statements have been prepared in accordance with Philippine Financial
Reporting Standards (PFRS), except for the deferral and staggered recognition of the required allowance
for impairment and credit losses on Interbank call loans (IBCL) and Accounts receivable from a thrift bank
over 20 years as approved by the Bangko Sentral ng Pilipinas (BSP), as discussed in Note 28.
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Presentation of Financial Statements

The Group and the Parent Company present their statement of financial position broadly in order of
liquidity. An analysis regarding expected recovery or settlement of assets and liabilities within 12
months after the reporting date (current) and more than 12 months after the reporting date (non-
current) is presented in Note 18.

Financial assets and financial liabilities are offset and the net amount is reported in the statement of
financial position only when there is a legally enforceable right to offset the recognized amounts and
there is an intention to settle on a net basis, or to realize the assets and settle the liability simultaneously.
The Group assesses that it has a currently enforceable right of offset if the right is not contingenton a
future event, and is legally enforceable in the normal course of business, event of default, and event of
insolvency or bankruptcy of the Group and all of the counterparties.

Changes in Accounting Policies and Disclosures

The accounting policies adopted are consistent with those of the previous financial year except for the
following amended standards, which were adopted as of January 1, 2015. Except as otherwise indicated,
the adoption of the new and amended standards did not have any significant impact on the accounting
policies, financial position or performance of the Group. Additional disclosures, where required, are
provided in the individual notes relating to the new and amended standards.

Amendments to Philippine Accounting Standards (PAS) 19, Employee Benefits - Defined Benefit Plans:
Employee Contributions

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 a 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. This amendment is not relevant to the Group,
since the employees of the Group are not required to contribute to the defined benefit plan.

Annual Improvements to PFRSs (2010-2012 cycle)

The Annual Improvements to PFRSs (2010-2012 cycle) contains improvements that are effective for
annual periods beginning on or after January 1, 2015 and do not have a material impact on the Group.
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

* Ifthe counterparty, regardless of the reason, ceases to provide service during the vesting period, the
service condition is not satisfied

PFRS 3, Business Combinations - Accounting for Contingent Consideration in a Business Combination

The amendment is applied prospectively and clarifies that all contingent consideration arrangements
classified as liabilities (or assets) arising from a business combination should be subsequently measured
at fair value through profit or loss whether or not they fall within the scope of PAS 39, Financial
Instruments: Recognition and Measurement (or PFRS 9, Financial Instruments, as applicable).

PHILIPPINE VETERANS BANK
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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
paragraph 12 of PFRS 8, 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.

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 observable data on either the gross or the net carrying amount. In addition, the
accumulated depreciation or amortization is the difference between the gross and carrying amounts of
the asset.

PAS 24, Related Party Disclosures - Key Management Personnel

The amendment is applied retrospectively and clarifies that a management entity (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.

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 Group. 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 description of ancillary services in PAS 40 differentiates between investment property and owner-
occupied property (i.e., property, plant and equipment). 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.

Basis of Consolidation

The consolidated financial statements include the financial statements of the Parent Company and its
subsidiaries. The financial statements of the subsidiaries are prepared for the same reporting period as
the Parent Company using consistent accounting policies.

All significant intra-group balances, transactions, income and expenses and profits and losses
resulting from intra-group transactions are eliminated in full.
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Subsidiaries are fully consolidated from the date on which control is transferred to the Parent Company.
Consolidation of subsidiaries ceases when control is transferred out of the Parent Company. The results

of subsidiaries acquired or disposed of during the period are included in the consolidated statement of

income from the date of acquisition or up to the date of disposal, as appropriate.

Non-controlling Interest

Non-controlling interest represents the portion of profit or loss and net assets of subsidiaries not owned,
directly or indirectly, by the Parent Company. Non-controlling interest is presented separately in the
consolidated statement of income and within equity in the consolidated statement of financial position,
separately from the Parent Company’s equity. Any losses applicable to the non-controlling interest are
allocated against the interest of the non-controlling interest even if this results in the non-controlling
interest having a deficit balance. Acquisitions of non-controlling interests that do not result in a loss of
control are accounted for as equity transaction, whereby the difference between the consideration and
the fair value of the share of net assets acquired is recognized as an equity transaction and attributed to
the owners of the Parent Company.

Significant Accounting Policies

Foreign Currency Transactions and Translation

Transactions and balances

The books of accounts of the RBU are maintained in Philippine peso, while those of the FCDU are
maintained in USD.

RBU

For financial reporting purposes, foreign currency-denominated monetary assets and liabilities of the
RBU are translated into Philippine peso based on the Philippine Dealing System (PDS) closing rate
prevailing at the reporting date.Transactions denominated in foreign currencies are recorded using the
exchange rates prevailing at the transaction dates. Foreign exchange differences are recognized in the
statement of income.

Non-monetary items that are measured in terms of historical cost in a foreign currency are translated
using the exchange rates as at the dates of the initial transactions. Non-monetary items measured at fair
value in a foreign currency are translated using the exchange rates at the date when the fair value was
determined.

FCDU

As at the reporting date, the assets and liabilities of FCDU are translated into Philippine peso at the
prevailing PDS closing rate, and its income and expenses are translated at the PDS weighted average
rates for the year. Exchange differences arising on translation are taken to other comprehensive income,
and presented as ‘Cumulative translation adjustment’ in the statement of financial position.

Fair Value Measurement

Fair value is the price that would be received to sell an asset or paid to transfer a liability in an

orderly transaction between market participants at the measurement date (i.e., an exit price). The

fair value measurement is based on the presumption that the transaction to sell the asset or transfer the
liability takes place either in the principal market for the asset or liability; or in the absence of a principal
market, in the most advantageous market for the asset or liability.

The principal or the most advantageous market must be accessible to the Group.
The fair value of an asset or a liability is measured using the assumptions that market participants would

use when pricing the asset or liability, assuming that market participants act in their economic best
interest.
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If an asset or a liability measured at fair value has a bid price and an ask price, the price within the bid-ask
spread that is most representative of fair value in the circumstances shall be used to measure fair value
regardless of where the input is categorized within the fair value hierarchy.

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

The Group uses valuation techniques that are appropriate in the circumstances and for which sufficient
data are available to measure fair value, maximizing the use of relevant observable inputs and
minimizing the use of unobservable inputs. All assets and liabilities for which fair value is measured or
disclosed in the financial statements are categorized within the fair value hierarchy, described as follows,
based on the lowest level input that is significant to the fair value measurement as a whole:

* Level 1-Quoted (unadjusted) market prices in active markets for identical assets or liabilities

* Level 2 - Valuation techniques for which the lowest level input that is significant to the fair
value measurement is directly or indirectly observable

* Level 3 - Valuation techniques for which the lowest level input that is significant to the fair
value measurement is unobservable

For assets and liabilities that are recognized in the financial statements on a recurring basis, the Group
determines whether transfers have occurred between Levels in the hierarchy by re-assessing
categorization (based on the lowest level input that is significant to the fair value measurement as a
whole) at the end of each reporting period.

The Group determines the policies and procedures for both recurring fair value measurement, such as
financial assets at FVPL and AFS financial assets, and for non-recurring measurement, such as investment
properties.

External appraisers are involved for valuation of significant assets, such as investment properties.
Selection criteria include market knowledge, reputation, independence and whether professional
standards are maintained.

For the purpose of fair value disclosures, the Group has determined classes of assets and liabilities on the
basis of the nature, characteristics and risks of the asset or liability and the level of the fair value hierarchy
as explained above (see Note 5).

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 - the date that an
asset is delivered to or by the Group. Securities transactions are also recognized on settlement date
basis. Deposits, amounts due to banks and customers and loans and receivables are recognized when
cash is received by the Group or advanced to the borrowers.

Initial recognition of financial instruments

All financial instruments are initially recognized at fair value. Except for financial instruments at FVPL,
the initial measurement of financial instruments includes transaction costs. The Group classifies its
financial assets in the following categories: financial assets at FVPL, held to maturity (HTM) financial
assets, AFS financial assets and loans and receivables. The financial liabilities, on the other hand, are
classified into financial liabilities at FVPL and other financial liabilities. The classification depends on the
purpose for which the financial instruments were acquired and whether they are quoted in an active
market and for HTM financial assets, the ability and intention to hold the investment until maturity.
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Management determines the classification of its investments at initial recognition and, where allowed
and appropriate, re-evaluates such designation at every reporting date.

As of December 31, 2015 and 2014, the Group has no HTM financial assets.

‘Day 1’ difference

Where the transaction price in a non-active market is different from the fair value based on other
observable current market transactions in the same instrument or based on a valuation technique whose
variables include only data from observable market, the Group recognizes the difference between the
transaction price and fair value (‘Day 1’ difference) in the statement of income unless it qualifies for
recognition as some other type of assets. In cases where transaction price used is made of data which is
not observable, the difference between the transaction price and model value is only recognized in the
statement of income when the inputs become observable or when the instrument is derecognized. For
each transaction, the Group determines the appropriate method of recognizing the ‘Day 1’ difference
amount.

Financial assets or financial liabilities at FVPL

Financial assets or financial liabilities at FVPL are recorded in the statement of financial position at fair
value. Realized and unrealized gains and losses relating to the held-for-trading positions are recognized
in ‘Trading gains - net’ in the statement of income. Interest earned or incurred is recorded using the
effective interest method in ‘Interest income’ or ‘Interest expense’ in the statement of income,
respectively, while dividend income is recorded in ‘Other operating income’ in the statement of income
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 or repurchasing in the near term.

Derivatives recorded at FVPL

The Parent Company is a counterparty to derivative contracts, such as currency forwards. These
derivatives are entered into as a service to customers and as a means of reducing or managing their
respective foreign exchange and interest rate exposures, as well as for trading purposes. Such 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 are taken directly to the statement of income and are included in ‘Trading gains
- net’. Derivatives are carried as assets when the fair value is positive and as liabilities when the fair value
is negative.

Loans and receivables

This accounting policy relates to the statement of financial position captions ‘Due from BSP’, ‘Due from
other banks’, ‘Interbank loans receivables (IBLR) and securities purchased under resale agreements
(SPURA)’, ‘Loans and receivables’ and refundable deposits. These are non-derivative financial assets with
fixed or determinable payments and fixed maturities that are not quoted in an active market. They are
not entered into with the intention of immediate or short-term resale and as such are not classified as
‘Financial assets held for trading’ or designated as ‘Financial assets at FVPL’ or ‘AFS financial assets’.

After initial measurement, ‘Loans and receivables’ is subsequently measured at amortized cost using the
effective interest method, less allowance for impairment 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
effective interest rate (EIR). The amortization is included in ‘Interest income’ in the statement of income.
The losses arising from impairment are recognized in ‘Provision for impairment and credit losses’ in the
statement of income.

AFS financial assets

AFS financial assets are those which are designated as such or do not qualify to be classified or
designated as financial assets at FVPL, HTM financial assets or loans and receivables. They are purchased
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and held indefinitely and may be sold in response to liquidity requirements or changes in market
conditions. They include equity investments and other debt instruments.

After initial measurement, AFS financial assets are subsequently measured at fair value. The unrealized
gains and losses arising from the fair valuation of AFS financial assets are excluded, net of tax, from
reported earnings and are included in the statement of comprehensive income as ‘Net accumulated
unrealized gains (losses) on AFS financial assets’.

When the security is disposed of, the cumulative gains or losses previously recognized in other
comprehensive income is recognized as ‘Trading gains - net’ in the statement of income. Where the
Group holds more than one investment in the same security, these are deemed to be disposed of on a
specific identification basis. Interests earned on holding AFS financial assets are reported in ‘Interest
income’ in the statement of income using the effective interest method. Dividends earned on holding
AFS financial assets are recognized in the statement of income as ‘Other operating income’ when the
right to receive payment has been established. The losses arising from impairment of such investments
are recognized in ‘Provision for impairment and credit losses’ in the statement of income.

Other financial liabilities

Issued financial instruments or their components, which are not designated as financial liabilities at
FVPL, are classified as liabilities under ‘Deposit liabilities’, ‘Bills payable’ or other appropriate financial
liability accounts, where the substance of the contractual arrangement results in the Group 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. The components of issued financial instruments that contain both liability and equity
elements are accounted for separately, with the equity component being assigned the residual amount
after deducting from the instrument as a whole the amount separately determined as the fair value of
the liability component on the date of issue.

After initial measurement, other financial liabilities are subsequently measured at amortized cost using
the effective interest 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.

Reclassification of Financial Assets
A financial asset is reclassified out of the financial assets at FVPL category when the following conditions
are met:

* thefinancial asset is no longer held for the purpose of selling or repurchasing it in the near term; and
* thereisarare 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 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.

For financial assets reclassified out of the AFS category, any previous gain or loss on that asset that has
been recognized under other comprehensive income is amortized to the statement of income over the
remaining life of the investment using the effective interest method. Any difference between the new
amortized cost and the expected cash flows is also amortized over the remaining life of the asset using
effective interest method. If the asset is subsequently determined to be impaired, then the amount
recorded under other comprehensive income is reclassified to the statement of income.
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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
derecognized when:

* therights to receive cash flows from the asset have expired; or

* the Group retains the right to receive cash flows from the asset, but has assumed an obligation to
pay them in full without material delay to a third party under a “pass-through” arrangement; or

* the Group has transferred its rights to receive cash flows from the asset and either (a) has transferred
substantially all the risks and rewards of the asset, or (b) has neither transferred nor retained the risk
and rewards of the asset but has transferred the control of the asset.

Where the Group has transferred its rights to receive cash flows from an asset or has entered into a pass-
through arrangement, and has neither transferred nor retained substantially all the risks and rewards of
the asset nor transferred control of the asset, the asset is recognized to the extent of the Group's
continuing involvement in the asset. Continuing involvement that takes the form of a guarantee over
the transferred asset is measured at the lower of original carrying amount of the asset and the maximum
amount of consideration that the Group 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

Securities sold under agreements to repurchase at a specified future date are not derecognized from the
statement of financial position. The corresponding cash received, including accrued interest, is
recognized in the statement of financial position as securities sold under repurchase agreement in ‘Other
liabilities’, reflecting the economic substance of such transaction.

Conversely, securities purchased under agreements to resell at a specified future date are not recognized
in the statement of financial position. The corresponding cash paid, including accrued interest, is
recognized in the statement of financial position in ‘IBLR and SPURA'". 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 method.

Impairment of Financial Assets

The Group assesses at each reporting date whether there is objective evidence that a financial asset or
group of financial assets is impaired. A financial asset or a 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
has 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 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 (except for the IBCL
and accounts receivable from a thrift bank), due from BSP, IBLR and SPURA and due from other banks,
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the Group first assesses whether objective evidence of impairment exists individually for financial assets
that are individually significant, or collectively for financial assets that are not individually significant. If
there is objective evidence that an impairment loss has been incurred, the amount of 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). If the Group determines that no
objective evidence of impairment exists for 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 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.

The estimated future cash flows are 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.

The carrying amount of the asset is reduced through use of an allowance account and the amount of loss
is charged to the statement of income. Interest income continues to be recognized based on the
original EIR of the asset. Financial assets at amortized cost, together with the associated allowance
accounts, are written off when there is no realistic prospect of future recovery and all collateral has 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
credited to ‘Provision for impairment and credit losses’ in the statement of income and the allowance
account is reduced. If a future write-off is later recovered, any amounts formerly charged are credited to
the ‘Provision for impairment and credit losses’ in the statement of income.

For the purpose of collective evaluation of impairment, financial assets are grouped on the basis of such
credit risk characteristics as industry, collateral type, past due status and term. 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 on 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 changes in property 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 Group to reduce any differences between loss
estimates and actual loss experience.

Impairment of IBCL and accounts receivable from a thrift bank

The required allowance for impairment and credit losses on IBCL and accounts receivable, representing
assumed uninsured deposits from a thrift bank, are deferred and amortized over

20 years as approved by the BSP.

Restructured loans

Where possible, the Group seeks to restructure loans rather than to take possession of collateral. This
may involve extending the payment arrangements and the agreement of new loan conditions.

Once the terms have been renegotiated, the loan is no longer considered past due. 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. The difference between the recorded value of the original loan
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and the present value of the restructured cash flows, discounted at the original EIR, is recognized in
‘Provision for impairment and credit losses’ in the statement of income.

AFS financial assets
For AFS financial assets, the Group assesses at each reporting date whether there is objective evidence
that a financial asset or group of financial assets is impaired.

In case of equity investments classified as AFS financial assets, this would include a significant or
prolonged decline in the fair value of the investments below its cost. Where 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 statement of comprehensive income and is 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 as other comprehensive income.

In the case of debt instruments classified as AFS financial assets, impairment is assessed based on the
same criteria as financial assets carried at amortized cost. Future interest income is based on the
reduced amount and is accrued based on the rate of interest used to discount future cash flows for the
purpose of measuring impairment loss. Such accrual is recorded as ‘Interest income’ in the statement of
income. If, in subsequent year, the fair value of a debt instrument increased and the increase can be
objectively related to an event occurring after the impairment loss was recognized in the statement of
income, the impairment loss is reversed through the statement of income.

Revenue Recognition

Revenue is recognized to the extent that it is probable that economic benefits will flow to the Group and
the revenue can be reliably measured. The following specific recognition criteria must also be met
before revenue is recognized:

Interest income

For all financial instruments measured at amortized cost and interest-bearing financial instruments
classified as AFS financial assets, interest income is recorded at the EIR, which is the rate that exactly
discounts estimated future cash payments or receipts through the expected life of the financial
instrument or a shorter period, where appropriate, to the net carrying amount of the financial asset or
financial liability. The calculation takes into account all contractual terms of the financial instrument,
including any fees or incremental costs that are directly attributable to the instrument and are an
integral part of the EIR, but not future credit losses. The adjusted carrying amount is calculated based on
the original EIR. The change in carrying amount is recorded as ‘Interest income’ in the statement of
income.

Once the recorded value of a financial asset or group of similar financial assets has been reduced due to
an impairment loss, interest income continues to be recognized using the original EIR applied to the new
carrying amount.

Service fees and commissions

Fees and commissions charged for the provision of services are recognized as revenue as the services are
provided. These fees include custodian fees and trust fees. Loan commitment fees are recognized as
earned over the terms of the credit lines granted to each borrower. Loan syndication fees are recognized
upon completion of all syndication activities and where the Group does not have further obligations to
perform under the syndication agreement.

Service charges and penalties are recognized only upon collection or accrued where there is a
reasonable degree of certainty as to their collectibility.
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Rental income
Rental income arising on investment properties is accounted for on a straight-line basis over the lease
terms on ongoing operating leases.

Dividend income
Dividend income is recognized when the Group'’s right to receive payment is established.

Trading gains - net

Results arising from trading activities include all gains and losses from changes in fair value of financial
assets at FVPL and gains and losses from disposal of financial assets held for trading and AFS financial
assets. Cost of securities sold is determined using specific identification method.

Gains on sale of assets

Gain from sale of properties such as investment properties and bank premises, furniture, fixtures and
equipment is recognized when the significant risks and rewards of ownership have been transferred to
the buyer, usually upon delivery. Gain is recognized to the extent that it is probable that the economic
benefits will flow to the Group and the revenue can be reliably measured, regardless of when the
payment is being made.

Otherincome
Other income is recognized when earned and the collectibility is reasonably assured.

Cash and Cash Equivalents

For purposes of reporting cash flows, cash and cash equivalents include cash and other cash items, due
from BSP and other banks, and IBLR and SPURA with original maturities of three months or less from
dates of placements and that are subject to insignificant risk of changes in value.

Investments in Subsidiaries and Associate

Investments in subsidiaries

Subsidiaries pertain to all entities over which the Parent Company has control. Control is achieved when
the Parent Company is exposed, or has rights, to variable returns from its involvement with the investee
and has the ability to affect those returns through its power over the investee. The Parent Company has
power over the investee when it has existing rights that give it the current ability to direct relevant
activities (i.e., activities that significantly affect the entity’s returns).

When the Parent Company has less than a majority of the voting or similar rights of an investee, the
Parent Company considers all relevant facts and circumstances in assessing whether it has power over
an investee, including:

* the contractual arrangement with the other vote holders of the investee;
* rights arising from other contractual arrangements; and
* the Parent Company’s voting rights.

Dividends received are reported as dividend income under ‘Other operating income’ when the right to
receive the payment is established.

Investment in an associate

Associates are entities to which the Parent Company has significant influence but not control, generally
accompanying a shareholding of between 20% and 50% of the voting rights. In the consolidated
financial statements, investment in an associate is accounted for under the equity method of
accounting. Under the equity method, the investment in the associate is carried in the statement of
financial position at cost plus post acquisition changes in the Parent Company’s share of net assets of the
associate, less accumulated impairment, if any. After application of the equity method, the Parent
Company determines whether it is necessary to recognize additional impairment loss with respect to the
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Parent Company'’s net investment in the associate. The consolidated statement of income reflect the
share in the results of operations of the associate.

The investments in subsidiaries and an associate in the parent company financial statements are carried
at cost less accumulated impairment, if any.

Bank Premises, Furniture, Fixtures and Equipment

Land is stated at cost less any impairment in value and depreciable properties, including buildings,
leasehold improvements and furniture, fixtures and equipment, are stated at cost less accumulated
depreciation and amortization, and any impairment in value. Such cost includes the cost of replacing
part of the property, plant and equipment when that cost is incurred, if the recognition criteria are met,
but excludes repairs and maintenance costs.

Depreciation and amortization is calculated using straight-line method over the estimated useful lives
(EUL) of the depreciable assets.

The EUL of the property and equipment follow:

Buildings 25-40 years
Furniture, fixtures and equipment 5-10 years
Leasehold improvements 25 years or lease term, whichever is shorter

The depreciation and amortization methods and EUL are reviewed at least at each reporting date to
ensure that the method and period of depreciation and amortization are consistent with the expected
pattern of economic benefits from items of property and equipment.

An item of property and equipment is derecognized upon disposal or when no future economic benefits
are expected from its use or disposal. Any gain or loss arising on derecognition of the asset (calculated
as the difference between the net disposal proceeds and the carrying amount of the asset) is included in
the statement of income in the year the asset is derecognized.

Investment Properties

Investment properties are measured initially at cost, including transaction costs. An investment property
acquired through an exchange transaction is measured at fair value of the asset acquired unless the fair
value of such an asset cannot be measured in which case the investment property acquired is measured
at the carrying amount of asset given up. Foreclosed properties are classified under ‘Investment
properties’ in the statement of financial position upon: (a) entry of judgment in case of juridical
foreclosure; (b) execution of the Sheriff’s Certificate of Sale in case of extra-judicial foreclosure; or (c)
notarization of the Deed of Dacion in case of dation in payment (dacion en pago).

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

Subsequent to initial recognition, land is carried at cost less any impairment in value while depreciable
investment properties are carried at cost less accumulated depreciation and any impairment in value.
Investment properties are derecognized when they have either been disposed of or are permanently
withdrawn from use and no future benefit is expected from its disposal. Any gains or losses on the
retirement or disposal of an investment property are recognized in the statement of income under ‘Gain
or loss on sale of assets’ in the year of retirement or disposal.

Expenditures incurred after the investment properties have been put into operations, such as repairs and

maintenance costs, are normally charged against operations in the period in which the costs are
incurred.
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Depreciation is calculated for buildings and improvement on a straight-line basis over the EUL of 10
years from the time of acquisition.

Foreclosed properties of land or building are classified under investment properties from foreclosure
date. Other foreclosed properties which do not qualify as land or building are classified as other
repossessed assets included in ‘Other assets’ in the statement of financial position.

Depreciation of other foreclosed properties is calculated on a straight-line basis over the EUL of 10 years
from the time of acquisition.

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

Software Costs

Software costs are capitalized on the basis of the cost incurred to acquire and bring to use the specific
software. These costs, included in ‘Other assets’ in the statement of financial position, are amortized
over five years on a straight-line basis.

Costs associated with maintaining the computer software programs are recognized as expense when
incurred.

Impairment of Nonfinancial Assets

At each reporting date, the Group assesses whether there is any indication that its nonfinancial assets
(bank premises, furniture, fixtures and equipment, investment properties and software costs) may be
impaired. When an indicator of impairment exists or when an annual impairment testing for an asset is
required, the Group makes a formal estimate of recoverable amount. Recoverable amount is the higher
of an asset’s fair value less costs to sell and its value in use and is determined for an individual asset,
unless the asset does not generate cash inflows that are largely independent of those from other assets
or groups of assets, in which case the recoverable amount is assessed as part of the cash generating unit
to which it belongs. Where the carrying amount of an asset (or cash generating unit) exceeds its
recoverable amount, the asset (or cash generating unit) is considered impaired and is written down to its
recoverable amount. In assessing value in use, the estimated future cash flows are discounted to their
present value using a pre-tax discount rate that reflects current market assessments of the time value of
money and the risks specific to the asset (or cash generating unit). An impairment loss is charged
against operations in the year in which it arises.

An assessment is made at each reporting date as to whether there is any indication that previously
recognized impairment losses may no longer exist or may have decreased. If such indication exists, the
recoverable amount is estimated. A previously recognized impairment loss is reversed only if there has
been a change in the estimates used to determine the asset’s recoverable amount since the last
impairment loss was recognized. If that is the case, the carrying amount of the asset is increased to its
recoverable amount. That increased amount cannot exceed the carrying amount that would have been
determined, net of depreciation and amortization, had no impairment loss been recognized for the asset
in prior years. Such reversal is recognized in the statement of income unless the asset is carried at a
revalued amount, in which case the reversal is treated as a revaluation increase. After such a reversal, the
depreciation and amortization expense is adjusted in future years to allocate the asset’s revised carrying
amount, less any residual value, on a systematic basis over its remaining life.

Leases

The determination of whether an arrangement is, or contains a lease, is based on the substance of the
arrangement and requires an assessment of whether the fulfillment of the arrangement is dependent on
the use of a specific asset or assets and the arrangement conveys a right to use the asset. A
reassessment is made after inception of the lease only if one of the following applies:
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(@) thereisachange in contractual terms, other than a renewal or extension of the arrangement;

(b) arenewal option is exercised or extension granted, unless that term of the renewal or extension was
initially included in the lease term;

(c) thereis achange in the determination of whether fulfillment is dependent on a specified
asset; or

(d) thereis a substantial change to the asset.

Where a reassessment is made, lease accounting shall commence or cease from the date when the
change in circumstances gave rise to the reassessment for scenarios (a), (c) or (d) above, and at the date
of renewal or extension period for scenario (b).

Group as lessee (Operating leases)

Leases where the lessor retains substantially all the risks and benefits of ownership of the assets are
classified as operating leases. Operating lease payments are recognized as expense in the statement of
income on a straight-line basis over the lease term.

Group as lessor (Operating leases)

Leases where the Group does not transfer substantially all the risks and benefits of ownership of the
assets are classified as operating leases. Initial direct costs incurred in negotiating operating leases are
added to the carrying amount of the leased assets and recognized over the lease term on the same basis
as the rental income. Contingent rents are recognized as revenue in the period in which they are earned.

Retirement Cost

The Parent Company is covered by a funded noncontributory defined benefit retirement plan (the Plan).
A defined benefit plan is a pension plan that defines an amount of pension benefit that an employee will
receive upon retirement, usually dependent on one or more factors such as age, years of service and
compensation. The Parent Company'’s retirement cost is determined using the projected unit credit
method. The retirement cost is generally funded through payments to a trustee-administered fund,
determined by periodic actuarial calculations.

The net defined benefit liability or asset is the aggregate of the present value of the defined benefit
obligation at the end of the reporting period reduced by the fair value of plan assets, adjusted for any
effect of limiting a net defined benefit asset to the asset ceiling. The asset ceiling is the present value of
any economic benefits available in the form of refunds from the plan or reductions in future
contributions to the plan. The cost of providing benefits under the defined benefit plans is actuarially
determined using the projected unit credit method.

Defined benefit costs comprise the following:

* service cost

* netinterest on the net defined benefit liability or asset
* remeasurements of net defined benefit liability or asset

Service costs which include current service costs, past service costs and gains or losses on nonroutine
settlements are recognized as expense in the statement of income. Past service costs are recognized
when plan amendment or curtailment occurs. These amounts are calculated periodically by
independent qualified actuaries.

Net interest on the net defined benefit liability or asset is the change during the period in the net
defined benefit liability or asset that arises from the passage of time which is determined by applying the
discount rate based on government bonds to the net defined benefit liability or asset. Net interest on
the net defined benefit liability or asset is recognized as expense or income in the statement of income.

Retirement expense is presented under ‘Compensation and fringe benefits’ in the statement of
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income.

Remeasurements comprising actuarial gains and losses, return on plan assets (excluding net interest on
defined benefit asset) and any change in the effect of the asset ceiling (excluding net interest on defined
benefit liability) are recognized immediately in other comprehensive income in the period in which they
arise. Remeasurements are not reclassified to profit or loss in subsequent periods.

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

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

Termination benefit

Termination benefits are employee benefits provided in exchange for the termination of an employee’s
employment as a result of either an entity’s decision to terminate an employee’s employment before the
normal retirement date or an employee’s decision to accept an offer of benefits in exchange for the
termination of employment.

A liability and expense for a termination benefit is recognized at the earlier of when the entity can no
longer withdraw the offer of those benefits and when the entity recognizes the related restructuring
costs. Initial recognition and subsequent changes to termination benefits are measured in accordance
with the nature of the employee benefit, as either post-employment benefits, short-term employee
benefits, or other long-term employee benefits.

Employee leave entitlement

Employee entitlement to annual leave is recognized as a liability when the employees render the
services that increases their annual leave entitlement. The cost of accumulating annual leave are
measured as the additional amount that the Group expects to pay as a result of the unused entitlement
that has accumulated at the end of the reporting period.

Provisions

Provisions are recognized when the Group has a present obligation (legal or constructive) as a result of a
past event and it is probable that an outflow of resources embodying economic benefits will be required
to settle the obligation and a reliable estimate can be made of the amount of the obligation. Where the
Group expects some or all of a provision to be reimbursed, for example, under an insurance contract, the
reimbursement is recognized as a separate asset but only when the reimbursement is virtually certain.
The expense relating to any provision is presented in the statement of incomes, net of any
reimbursement. If the effect of the time value of money is material, provisions are determined by
discounting the expected future cash flows at a pre-tax rate that reflects current market assessments of
the time value of money and, where appropriate, the risks specific to the liability. Where discounting is
used, the increase in the provision due to the passage of time is recognized in ‘Interest expense’in the
statement of income.

Contingencies
Contingent liabilities are not recognized in the financial statements but are disclosed unless the

possibility of an outflow of resources embodying economic benefits is remote. Contingent assets are
not recognized but are disclosed in the financial statements when an inflow of economic benefits is
probable.

ANNUAL REPORT 2015



Provisions and Contingencies - Exemption from Disclosures

In certain cases, disclosure of some or all of the information required by the standard can be expected to
prejudice seriously the position of the Parent Company in a dispute with other parties on the subject
matter of the provision, contingent liability or contingent asset. In such cases, the Parent Company will
not disclose the information, but will disclose the general nature of the dispute, together with the fact
that, and reason why, the information has not been disclosed.

Borrowing Costs
Borrowing costs that are directly attributable to the acquisition, construction or production of a

qualifying asset are capitalized as part of the cost of that asset. All other borrowing costs are recognized
as expense in the year in which these costs are incurred.

Income Taxes

Current taxes

Current tax assets and liabilities for the current and prior periods are measured at the amount expected
to be recovered from or paid to the taxation authorities. The tax rates and the tax laws used to compute
the amount are those that are enacted or substantively enacted at the reporting date.

Deferred taxes

Deferred tax is provided using the liability method on all temporary differences at the reporting date
between the tax bases of assets and liabilities and their carrying amounts for financial reporting
purposes.
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Deferred tax liabilities are recognized for all taxable temporary differences, with certain exceptions.
Deferred tax assets are recognized for all deductible temporary differences, carryforward of unused tax
credits from the excess of minimum corporate income tax (MCIT) over the regular corporate income tax
(RCIT), and unused net operating loss carryover (NOLCO), to the extent that it is probable that sufficient
taxable profit will be available against which the deductible temporary differences and carryforward of
unused MCIT and unused NOLCO can be utilized. Deferred tax, however, is not recognized on temporary
differences that arise from the initial recognition of an asset or liability in a transaction that is not a
business combination and, at the time of the transaction, affects neither the accounting income nor
taxable income or loss.

Deferred tax liabilities are not provided on non-taxable temporary differences associated with
investments in domestic subsidiaries and associates.

The carrying amount of deferred tax assets is reviewed at each reporting date and reduced to the extent
that it is no longer probable that sufficient taxable profit will be available to allow all or part of the
deferred asset to be utilized. Unrecognized deferred tax assets are reassessed at each reporting date and
are recognized to the extent that it has become probable that future taxable profit will allow the
deferred tax assets to be recovered.

Deferred tax assets and liabilities are measured at the tax rates that are applicable to the period when
the asset is realized or the liability is settled, based on tax rates (and tax laws) that have been enacted or
substantively enacted at the reporting date.

Current tax and deferred tax relating to items recognized in other comprehensive income are also
recognized in other comprehensive income.

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

Earnings (Losses) Per Share

Basic earnings (losses) per share (EPS) is computed by dividing net income (loss) for the year attributable
to common shareholders by the weighted average number of common shares outstanding during the
year after giving retroactive effect to stock dividends declared and stock rights exercised during the year,
if any. The Group does not have any dilutive potential common shares.

Dividends on Common and Preferred Shares

Dividends on common and preferred shares are recognized as a liability and deducted from equity when
approved by the Board of Directors (BOD) of the Parent Company. Dividends declared after the
reporting date are dealt with as an event after the reporting period.

Segment Reporting

A business segment is a group of assets and operations engaged in providing products or services that
are subject to risks and returns that are different from those of other business segments.

A geographical segment is one that provides products or services within a particular economic
environment that is subject to risks and returns that are different from those segments operating in
other economic environments.

For management purposes, the Group is organized into two main operating segments, which are the
banking business and the real estate business. Each segment engages in separate business activities and
the operating results are regularly reviewed by management (see Note 29).
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Events after the Reporting Period

Any post-year-end events that provide additional information about the Group's position at the
reporting date (adjusting events) are reflected in the financial statements. Post-year-end events that are
not adjusting events, if any, are disclosed in the notes when material to the financial statements.

Fiduciary Activities

Assets and income arising from fiduciary activities, together with related undertakings to return such
assets to customers, are excluded from the financial statements where the Parent Company acts in a
fiduciary capacity such as nominee, trustee or agent.

Business Combinations

Business combinations are accounted for using the acquisition method. The cost of an acquisition is
measured as the aggregate of the consideration transferred, measured at acquisition date fair value and
the amount of any non-controlling interest in the acquiree. For each business combination, the acquirer
measures the non-controlling interest in the acquiree either at fair value or at the proportionate share of
the acquiree’s identifiable net assets. Acquisition costs incurred are expensed in the statement of
income.

When the Group acquires a business, it assesses the financial assets and liabilities assumed for
appropriate classification and designation in accordance with the contractual terms, economic
circumstances and pertinent conditions as at the acquisition date. This includes the separation of
embedded derivatives in host contracts by the acquiree.

If the business combination is achieved in stages, the acquisition date fair value of the acquirer’s
previously held equity interest in the acquiree is remeasured to fair value at the acquisition date through
the statement of income.

Equity

Capital stock is measured at par value for all shares issued. When the Parent Company issues more than
one class of stock, a separate account is maintained for each class of stock and the number of shares
issued.

When the shares are sold at a premium, the difference between the proceeds and the par value is
credited to ‘Additional paid-in capital’. When shares are issued for a consideration other than cash, the
proceeds are measured by the fair value of the consideration received. In case the shares are issued to
extinguish or settle the liability of the Parent Company, the shares shall be measured either at the fair
value of the shares issued or fair value of the liability settled, whichever is more reliably determinable.

Surplus represents accumulated earnings less dividends declared. The Parent Company'’s surplus
represents accumulated earnings available for dividend declaration subject to certain adjustments per
Securities and Exchange Commission (SEC) Memorandum Circular 11, Series of 2008. The Parent
Company'’s surplus reserves includes (1) portion of net income transferred from surplus as required by
the Parent Company’s by-laws; and (2) portion of the Parent Company’s income from its trust operations
transferred from surplus as required by BSP. The accumulated equity earnings from associates included
in the surplus are available for dividend declaration when declared as dividends by the associates.
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Expense Recognition

Expenses are recognized in the statement of income when decrease in future economic benefit related
to a decrease in an asset or an increase in a liability has arisen that can be measured reliably.

Expenses are recognized in the statement of income:

* onthe basis of a direct association between the costs incurred and the earning of specific items of
income;

* on the basis of systematic and rational allocation procedures when economic benefits are expected
to arise over several accounting periods and the association can only be broadly or indirectly
determined; or

* immediately when expenditure produces no future economic benefits or when, and to the extent
that, future economic benefits do not qualify or cease to qualify, for recognition in the statement of
financial position as an asset.

Standards and Interpretation Issued But Not Yet Effective

Standards and interpretation issued but not yet effective up to the date of issuance of the Group’s
financial statements are listed below. Except as otherwise indicated, the Group does not expect that the
adoption of these new and amended PFRS, PAS and Philippine Interpretations to have significant impact
on the financial statements. The Group will assess the impact of these amendments on its financial
position or performance when they become effective.

Philippine Interpretation IFRIC 15, Agreements for the Construction of Real Estate

This interpretation covers accounting for revenue and associated expenses by entities that undertake
the construction of real estate directly or through subcontractors. The SEC and the FRSC have deferred
the effectivity of this interpretation until the final Revenue standard is issued by the IASB and an
evaluation of the requirements of the final Revenue standard against the practices of the Philippine real
estate industry is completed.

Amendments to PAS 16, Property, Plant and Equipment, and PAS 38, Intangible Assets — Clarification of
Acceptable Methods of Depreciation and Amortization

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 Group given that the Group has not used a revenue-based
method to depreciate its non-current assets.

Amendments to PAS 16, Property, Plant and Equipment, and PAS 41, Agriculture — Bearer Plants

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 Group as the Group does not have any bearer plants.
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Amendments to PAS 27, Separate Financial Statements — Equity Method in Separate Financial Statements
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. These amendments are not expected to have any impact to the Group.

Amendments to PFRS 11, Joint Arrangements — Accounting for Acquisitions of Interests

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 Group.

PFRS 14, Regulatory Deferral Account

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 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. Since the Group is an existing PFRS preparer, this standard would

not apply.

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 Group. 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.
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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.

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).

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 PFRS 9 will have an effect on the classification and measurement of the Group’s financial
assets and impairment methodology for financial assets, but will have no impact on the classification
and measurement of the Group's financial liabilities.

International Financial Reporting Standards (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 January 1, 2017 with early adoption permitted. The Group is
currently assessing the impact of IFRS 15 and plans to adopt the new standard on the required effective
date.

IFRS 16, Leases

IFRS 16 was issued in January 2016 and supersedes the existing standards and interpretations relating to
leases. IFRS 16 introduces a single lessee accounting model and requires a lessee to recognize assets and
liabilities for all leases with a term of more than 12 months, unless the underlying asset is of low value. A
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lessee is required to recognize a right-of-use asset representing its right to use the underlying leased
asset and a lease liability representing its obligation to make lease payments. A lessee recognizes
depreciation of the right-of-use asset and interest on the lease liability. IFRS 16 is effective for annual
periods beginning on or after January 1, 2019. Early application is permitted but only if IFRS 15 is applied
at or before the date of initial application of IFRS 16. A lessee can apply IFRS 16 either retrospectively to
each prior reporting period presented, or retrospectively with the cumulative effect of initial application
recognized at the date of initial application. On the other hand, a lessor is not required to make any
adjustments on transition for leases in which it is a lessor, and shall account for those leases applying
IFRS 16 from the date of initial application. The Group does not expect to have any significant impact on
the financial statements.

Significant Accounting Judgments and Estimates

The preparation of the financial statements in accordance with PFRS requires the Group to make
estimates and assumptions that affect the reported amounts of assets, liabilities, income and expenses
and disclosure of contingent assets and contingent liabilities. Future events may occur which will cause
the judgments and assumptions used in arriving at the estimates to change. The effects of any change
in estimates are reflected in the financial statements as they become reasonably determinable.

Judgments and estimates are continually evaluated and are based on historical experience and other
factors, including expectations of future events that are believed to be reasonable under the
circumstances.

Judgments

(a) Operating lease commitment - the Group as lessee
The Group has entered into property leases as a lessee for its office premises. The Group has
determined that the lessors retained all the significant risks and rewards of ownership over the
properties. In determining whether or not there is indication of operating lease treatment, the
Group considers retention of ownership title to the leased property, period of lease contract relative
to the estimated useful economic life of the leased property and the bearer of executory costs,
among others.

(b) Functional currency

PAS 21 requires management to use its judgment to determine the entity’s functional currency such

that it most faithfully represents the economic effects of the underlying transactions, events and

conditions that are relevant to the entity. In making this judgment, the Group considers the
following:

a) the currency that mainly influences sales prices for financial instruments and services (this will
often be the currency in which sales prices for its financial instruments and services are
denominated and settled);

b) the currency in which funds from financing activities are generated; and

c) the currency in which receipts from operating activities are usually retained.

The Group determines that its functional currency is the PHP except for the accounts in the Parent

Company’s FCDU books for which the functional currency is USD.

(c) Fairvalue of financial instruments
Where the fair values of financial assets and financial liabilities recorded in the statements of
financial position cannot be derived from active markets, they are determined using a variety of
valuation techniques that include the use of mathematical models. The input to these models is
taken from observable markets where possible, but where this is not feasible, a degree of judgment
is required in establishing fair values.
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(a)

(b.)

(c)

Estimates

Credit losses on loans and receivables

The Group reviews its loan portfolios and receivables (except for the IBCL and accounts receivable
from a thrift bank as discussed in Note 28) to assess impairment at each reporting date with
updating provisions made during the intervals as necessary based on the continuing analysis and
monitoring of individual accounts by credit officers. In determining whether an impairment loss
should be recorded in the statement of income, the Group makes judgments as to whether there is
any observable data indicating that there is a measurable decrease in the estimated future cash
flows from a portfolio of loans before the decrease can be identified with an individual loan in that
portfolio. This evidence may include observable data indicating that there has been an adverse
change in the payment status of borrowers in a group, or national or local economic conditions that
correlate with defaults on assets in the group. Management uses estimates in the amount and
timing of future cash flows when determining the level of allowance required. Such estimates are
based on assumptions about a number of factors and actual results may differ resulting to future
changes in the allowance.

In addition to specific allowance against individually significant loans and receivables, the Group
also makes a collective impairment allowance against exposures which, although not specifically
identified as requiring a specific allowance, have a greater risk of default than when originally
granted. This collective allowance is based on any deterioration in the internal ratings of the loan or
investment since it was granted or acquired. These internal ratings take into consideration factors
such as any deterioration in country risk, industry, and technological obsolescence, as well as
identified structural weaknesses or deterioration in cash flows.

The carrying values of the Group and the Parent Company’s loans and receivables and the related
allowance for impairment and credit losses are disclosed in Note 8.

Impairment of AFS equity investments

The Group treats AFS equity investments as impaired when there has been a significant or
prolonged decline in the fair value below its cost or where other objective evidence of impairment
exists. The determination of what is ‘significant’ or ‘prolonged’ requires judgment. The Group treats
‘significant’ generally as 20% or more and ‘prolonged’ as greater than 12 months. In addition, the
Group evaluates other factors, including normal volatility in share price for quoted equities and the
future cash flows and the discount factors for unquoted equities.

In addition, impairment may be appropriate when there is evidence of deterioration in the financial
health of the investee, industry and sector performance, changes in technology and operational and
financing cash flows.

The carrying values of the Group and the Parent Company’s AFS equity investments and the related
allowance for impairment and credit losses are disclosed in Note 7.

Present value of retirement liability

The present value of the pension obligation are determined using actuarial valuations. An actuarial
valuation involves making various assumptions that may differ from actual developments in the
future. These include the determination of the discount rate, future salary increases, and mortality
rates. Due to the complexities involved in the valuation and its long-term nature, a defined benefit
obligation is highly sensitive to changes in these assumptions. All assumptions are reviewed at each
reporting date.

In determining the appropriate discount rate, management considers the interest rates of
government bonds that are denominated in the currency in which the benefits will be paid, with
extrapolated maturities corresponding to the expected duration of the defined benefit obligation.
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The mortality rate is based on publicly available mortality tables for the Philippines and is modified
accordingly with estimates of mortality improvements. Future salary increases are based on
expected future inflation rates, seniority, promotion and other market factors.

The Group and the Parent Company’s net retirement liability are disclosed in Note 20.

(d.) Recognition of deferred tax assets
Deferred tax assets are recognized for all unused tax losses to the extent that it is probable that
taxable profit will be available against which the losses can be utilized. Significant management
judgment is required to determine the amount of deferred tax assets that can be recognized, based
upon the likely timing and level of future taxable profits together with future tax planning strategies.

The recognized and unrecognized deferred tax assets of the Group and the Parent Company are
disclosed in Note 22.

(e.) Impairment of bank premises, furniture, fixtures and equipment and investment properties
The Group assesses impairment on assets whenever events or changes in circumstances indicate
that the carrying amount of an asset may not be recoverable. The factors that the Group considers
important which could trigger an impairment review include the following:

* significant underperformance relative to expected historical or projected future operating
results;

* significant changes in the manner of use of the acquired assets or the strategy for overall
business; and

e significant negative industry or economic trends.

The Group recognizes an impairment loss whenever the carrying amount of an asset exceeds its
recoverable amount. The Group uses fair value less cost to sell in determining the recoverable
amount.

The carrying amounts of the Group and the Parent Company’s bank premises, furniture, fixtures and
equipment and investment properties and the related allowance for impairment losses are disclosed
in Notes 10 and 11.

(f) Contingencies
The Group is currently involved in various legal proceedings. The estimate of the probable costs for
the resolution of these claims have been developed in consultation with outside legal counsel
handling the Group’s defense in these matters and is based upon an analysis of potential results.
The Group currently does not believe that these proceedings will have a material adverse effect on
its financial position. It is possible, however, that future results of operations could be materially
affected by changes in the estimates or in the effectiveness of the strategies relating to these
proceedings (see Note 27).

Financial Risk and Capital Management

Introduction
The Group has exposure to the following risks from its use of financial instruments: (a) credit;
(b) liquidity; and (c) market risks.

Risk management framework

Risk is an inherent part of the Parent Company’s business activities. The Parent Company’s risk
management framework and governance structure are intended to provide comprehensive controls and
ongoing management of these risks. The risk management process is an ongoing identification,
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measurement, monitoring or control and reporting. It is critical to the Parent Company’s soundness and
profitability as it is continually exposed to credit risk, liquidity risk and market risk.

Risk identification: The Parent Company’s exposure to risk through its daily business dealings, including
lending, trading and capital market activities, is identified and aggregated through the Parent
Company'’s risk management infrastructure.

Risk measurement: The Parent Company measures risk using a variety of methodologies, including
calculating potential liquidity outflows, Earnings-at-Risk (EaR) and Value-at-Risk (VaR), and by performing
sensitivity and scenario analyses (“stress testing”) on strategic portfolios in the Parent Company’s
statements of financial position.

Risk mitigation and control: The Parent Company’s risk management policies and procedures
incorporate risk mitigation strategies and include approval and tolerance limits by customer, product
and industry.

Risk monitoring and reporting: Risks are monitored against approval and tolerance limits on a regular
basis. Compliance with set limits is reported to Senior Management, Risk Management Oversight
Committee (RMOC) and BOD on a regular basis.

Risk governance

The BOD has the ultimate responsibility for understanding the nature and the level of risks taken by the
Parent Company. The BOD has created various committees such as the Corporate Governance and
Compliance Oversight Committee (CGCOC), RMOC, Audit Committee (AC), Credit Committee (CreCom)
and Related Party Transaction Committee (RPTC) to assist in the performance of its responsibilities for
the management of risk. These committees are composed of members of the BOD supported by the
Compliance Department, Risk Management Department (RMD), and Audit Department.

The CGCOC is responsible for ensuring the BOD's effectiveness and due observance of the corporate
governance principles and guidelines. It oversees the periodic performance evaluation of the BOD and
its committees and executive management. The RMOC sets risk limits, policies and standards for risk
identification, analysis and control especially credit, market, liquidity and operational risks. The RMOC
monitors the sensitivity of the Parent Company'’s portfolios to changes in the market, such as price,
banking regulations and the effects on the profitability of the Parent Company. The AC reviews and
recommends approval to the BOD for the internal audit programs, policies and procedures and oversees
proper implementation and adherence to such. The risk management system of the Parent Company is
annually reviewed by the internal auditors to ensure its effectiveness and adequacy relative to the Parent
Company'’s risk taking activities. The CreCom of the BOD reviews, approves or recommends approval to
the Executive Committee (ExCom) and/or to the BOD credit and credit-related proposals, policies and
procedures, loan products and lending programs. The RPTC assists the BOD in ensuring that transactions
involving the Parent Company and the related parties are conducted at arm’s-length basis and that the
resources of the Parent Company are not misappropriated, misused and misapplied.

At the transactional level, Senior Management has created various management committees to
supervise the management of the various risks of the business. The Asset and Liability Committee
(ALCO) is responsible for ensuring market and liquidity risks are adequately managed both on long term
and day-to-day bases. The Management Committee (ManCom) oversees and reviews management
strategies and plans, products and services, operational policies and procedures. All other aspects of the
business are managed as well by the ManCom to ensure that all activities are in line with the risk
appetite and tolerance of the Parent Company.
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Credit Risk

Credit risk is the risk of financial loss due to default of a counterparty to perform its financial obligation to
the Parent Company. The Parent Company has restructured its credit risk management chain by
delegating approving authority to the Credit Group under management to conform with the BSP
Circular No. 855-Guidelines on Sound Credit Risk Management Practices.

The Parent Company has developed policies and practices that are designed to preserve the
independence and integrity of decision-making and ensure credit risks are assessed accurately,
approved properly, monitored regularly and managed actively at both the transaction and portfolio
levels. The policy framework establishes credit approval authorities, concentration limits, risk-rating
methodologies, portfolio-review parameters and guidelines for management of distressed exposure.
Credit risk is managed by the Parent Company by setting and monitoring limits for individual borrowers
or counterparties, and groups of counterparties as well as periodically assessing the creditworthiness of
its counterparties. In addition, the Parent Company obtains collateral where appropriate and collateral
agreements with counterparties, and limits the duration of exposure.

The BOD sets credit policies and delegates credit authority limits to Management to facilitate the
approval of credit transactions. The BOD likewise delegates approval limits to the CreCom and the
ExCom. Board oversight function is performed by the CGCOC, the AC and the RMOC. All credit proposals
prior to BOD approval or confirmation go through the scrutiny of the Credit Group, CreCom and ExCom.

For purposes of supporting the assessment of credit risk, the Parent Company established an Internal
Credit Risk Rating System (ICRRS). There are three internal credit risk rating systems. The first ICRRS
covers all corporate borrowers including small and medium enterprises regardless of asset size, requiring
corporations with assets of 15 million and above to submit financial statements that are audited by
SEC-accredited auditing firms. The second ICRRS covers financial institutions. This is used for
establishment of counterparty credit lines for the Parent Company’s treasury transactions. Lastly, the
Parent Company also adopted an ICRRS for local government borrowers.

The ICRRS assesses two main aspects of the borrower, namely, the Borrower Risk Rating (BRR) and the
Security Cover (SC). The BRR provides an assessment of the creditworthiness of the borrower, without
considering the proposed facility and security arrangements. The SC presents an assessment of the
proposed facilities with the corresponding security arrangements, if available.

The Parent Company sets in place alarge exposure monitoring tool to identify credit concentration risk
per type of borrower, industry and product. Moreover, a periodic review is conducted on credit
concentration on large exposures. Per BSP definition, large exposures are those credit exposures with an
outstanding balance of 5% or more of the total qualifying capital. A limit is also applied on the
maximum aggregate loan the Parent Company can expose itself vis-a-vis its total assets. It further sets a
limit on the maximum capital it can utilize to cover loan exposures. As of December 31,2015 and 2014
all industry exposures are within approved limits of the Parent Company.

The ICRRS contains the following:

* BRR-TheBRRis an assessment of the creditworthiness of the borrower (or guarantor) without
considering the type or amount of the facility and security arrangements. It is an indicator of the
probability that a borrower cannot meet its credit obligations in foreseen manner. The assessment
is described in the following table:

Credit Factor
Component Description Weight

Financial Condition Refers to the financial condition of the borrower as 40%
indicated by certain financial ratios. The Financial Factor
Evaluation shall be conducted annually.
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Credit Factor
Component Description Weight

Industry Analysis Refers to the prospects of the industry as well as the 15%
company’s performance and position in the industry.

Management Quality Refers to the management’s ability to run the company 15%
successfully.

Credit Dealings Refers to the company'’s business relationship with banks, 20%
suppliers and even its customers and the public as a
whole.

Existence Refers to number of years company has been existing. 10%

e SC-The SCis determined for each individual facility considering the security arrangement. This
factor can downgrade or upgrade the BRR based on the elements relating to cover (collateral
including pledged cash deposits and guarantee), quality of documentation and structure of
transactions.

The credit risk grading framework consists of 11 grades reflecting varying degrees of risk of default
and the availability of collateral or other credit risk mitigation. The following table shows the
description of ICRRS grade:

Credit Quality ICRRS Grade Description
High Grade 0 Prime
1 Very high grade
2 High grade
Standard Grade 3 Upper average
4 Medium average
5 Average
6 Watchlist
7 Especially mentioned
Substandard Grade 8 Substandard
9 Doubtful
Impaired 10 Loss
Prime

This rating is given to a borrower with a very low probability of going into default in the coming year.
The borrower has a high degree of stability, substance and diversity.

Very High Grade

This rating is given to borrowers with a low probability of going into default in the coming year. The
borrower normally has a comfortable degree of stability, substance and diversity. Under normal market
conditions, borrowers in this category have good access to public markets to raise funds.

High Grade

This rating is given to a borrower with capacity to fulfill financial commitment and is still considered
strong, although there maybe some limitations as to accessing public capital markets or access to
alternative financial markets is limited to favorable economic and/or market conditions.

Upper Average

This rating is given to a borrower where clear risk elements exist but the probability of default is still
somewhat lesser. The probability is reflected in volatility of earnings and overall performance. Borrowers
in this category normally have a limited access to public financial markets. Borrowers should be able to
withstand normal business cycles, but any prolonged unfavorable economic period would create
deterioration beyond acceptable levels.
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Medium Average

This usually refers to borrowers that are smaller in size or lack competitive strength. Borrowers are more
susceptible to adverse business or economic conditions than higher rated accounts. Moreover, there still
exists a limited margin of safety.

Average

Borrowers have elevated vulnerability to default risk particularly in the event of slight adverse change in
business or economic conditions. There is also a lesser financial flexibility but still continue to service
financial commitments.

Watchlist

This represents borrowers for which unfavorable industry or company-specific risk factors represent a
concern. Operating performance and financial strength may be marginal and it is uncertain whether the
borrower can attract alternative sources of financing. The borrower will find it very hard to cope with any
significant economic downturn and a default in such a case is more than a possibility. For this matter,
borrowers under this rating grade shall require close monitoring.

Especially Mentioned

The borrower in this rating shows evidence of weakness in its financial condition or creditworthiness.
There is a real risk that the borrower’s ability to pay the interest and principal on time could be
jeopardized. The borrower’s ability or willingness to service debt is in doubt, likely causing a need to
reschedule payments.

Substandard

For a ‘substandard’ borrower, the debt burden has become too heavy, only to be made worse by weak or
negative cash flows and interest coverage. This makes the collection of principal or interest payments
questionable, causing an assessment of default of up to 50%. Unless given closer supervision, the Parent
Company will likely suffer a future loss. External factors may be causing an adverse trend, or there may
be a significant weakness in the borrower’s collateral. Management has an unfavorable record and lacks
managerial capability.

Doubtful

The extent of probable loss cannot be exactly quantified at this time. Although the possibility of loss is
significant, there may be certain important and reasonably specific pending factors that can work to the
advantage and strengthening of assets. Pending factors include merger, acquisition, capital injection,
and additional collateral.

Loss

This rating is given to a borrower when debt service or the prospect for re-establishment of credit
worthiness and debt service is remote. This category also applies where the lender will take or has taken
title to the assets of the borrower and is preparing a foreclosure and/or liquidation of the company. A full
provision is made on that part of the principal which is not fully and adequately covered. While the loan
covers basically worthless assets, writing off these loans is neither practical nor desirable for the Parent
Company.

Maximum exposure to credit risk after collateral held or other credit enhancements

The Parent Company does not hold collateral for cash and other cash items (excluding cash on hand),
due from other banks, due from BSP, IBLR, financial assets at FVPL, AFS financial assets, unquoted debt
securities, accounts receivables, accrued interest receivables and other assets; thus carrying values
represent maximum exposure to credit risk at reporting dates.
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An analysis of the maximum exposure to credit risk after taking into account any collateral held or other
credit enhancements for those financial assets whose carrying amounts do not reflect the said maximum
exposure, is shown below (amounts in thousands):

Consolidated Parent Company
December 31, 2015
Maximum Maximum
exposure to exposure to
creditrisk  Financial effect creditrisk  Financial effect
before collateral of collateral before collateral of collateral
and credit or credit Net exposure and credit or credit Net exposure
enhancements  enhancements to creditrisk enhancements enhancements to credit risk
Loans and receivables
Loans and discounts
Corporate 4,724,283 P 2,954,180 £1,770,103 P4,724,283 P 2,954,180 £1,770,103
Government 2,820,786 2,655,210 165,576 2,820,786 2,655,210 165,576
Individual 2,031,852 1,262,855 768,997 2,031,852 1,262,855 768,997
9,576,921 6,872,245 2,704,676 9,576,921 6,872,245 2,704,676
Sales contract receivable 153,288 153,288 - 44,368 44,368 -
29,730,209 P7,025,533 P2,704,676 P9,621,289 P6,916,613 P2,704,676
Consolidated Parent Company
December 31,2014
Maximum Maximum
exposure to exposure to
credit risk Financial effect credit risk Financial effect
before collateral of collateral before collateral of collateral
and credit or credit Net exposure and credit or credit Net exposure
enhancements enhancements to credit risk enhancements enhancements to credit risk
Loans and receivables
Loans and discounts
Corporate £3,529,598 £3,077,609 £451,989 £3,529,598 £3,077,609 £451,989
Government 3,358,863 3,147,904 210,959 3,358,863 3,147,904 210,959
Individual 2,178,859 1,418,765 760,094 2,178,859 1,418,765 760,094
9,067,320 7,644,278 1,423,042 9,067,320 7,644,278 1,423,042
Sales contract receivable 228,652 228,652 - 117,196 117,196 -
£9,295,972 £7,872,930 £1,423,042 £9,184,516 P7,761,474 1,423,042

The Parent Company holds collateral against loans and receivables in the form of real estate and chattel
mortgages, guarantees and other registered securities over assets. Estimates of fair value are based on
the value of collateral assessed. Generally, collateral is not held over loans and advances to banks except
for reverse repurchase agreements. The Parent Company is not allowed to sell or pledge collateral held
for reverse repurchase agreements. Collateral usually is not held against investment securities, and no
such collateral was held as of December 31,2015 and 2014.

It is the Parent Company'’s policy to dispose foreclosed properties acquired in an orderly fashion. The
proceeds of the sale of the foreclosed assets classified as ‘Investment Properties’ are used to reduce or
repay the outstanding claim.

In 2015 and 2014, the Parent Company took possession of collaterals held as security for loans and
discounts with carrying amount of £50.07 million and £198.53 million, respectively. The related
foreclosed collaterals have aggregate fair value of £111.14 million and £313.06 million, respectively.

Excessive risk concentration

Concentrations arise when a number of counterparties are engaged in similar business activities, or
activities in the same geographic region, or have similar economic features that would cause their ability
to meet contractual obligations to be similarly affected by changes in economic, political or other
conditions. The Parent Company’s credit and other product portfolios may also cause concentrations.
Concentrations indicate the relative sensitivity of the Parent Company’s performance to developments
affecting a particular industry or geographical location.
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In order to avoid excessive concentrations of risk, the Parent Company's policies and procedures include
specific guidelines focusing on maintaining a diversified portfolio. Identified concentrations of credit
risks are controlled and managed accordingly.

Concentration of risks of financial assets with credit risk exposure
An analysis of concentrations of credit risk at the reporting date is shown below (amounts in thousands):

Consolidated

December 31,2015
Loans and
Loans and Advances Investment

Receivables to Banks* Securities** Total

Philippine government P450,613 P23,074,560 P7,205,068 £30,730,241
Financial intermediaries 1,932,861 2,775,183 22,382 4,730,426
Public administration and local government 3,068,018 - - 3,068,018
Real estate, renting and business activities 1,492,799 - 727,084 2,219,883
Manufacturing (various industries) 2,108,508 - - 2,108,508
Electricity, gas and water 106,254 - 492,958 599,212
Wholesale and retail trade 480,503 - - 480,503
Transportation, storage and communication 378,609 - 378,609
Agricultural, hunting and forestry 178,944 - - 178,944
Education 135,891 - - 135,891
Hotel and restaurants 40,071 - - 40,071
Construction 603 - - 603
Others 3,077,701 - 34,635 3,112,336
13,451,375 25,849,743 8,482,127 47,783,245
Allowance for impairment and credit losses (904,756) (652,786) (191,476) (1,749,018)
12,546,619 25,196,957 8,290,651 46,034,227

Contingent assets*** 108,124 - - 108,124
P12,654,743 P25,196,957 P8,290,651 P46,142,351

* Comprised of Cash and other cash items (excluding cash on hand), Due from BSP, Due from other banks and IBLR and SPURA.
**  Comprised of financial assets at FVPL and AFS financial assets.
*** Comprised of unused commercial letters of credit and outstanding guarantees issued.

Consolidated
December 31,2014

Loans and

Loans and Advances Investment
Receivables to Banks* Securities** Total
Philippine government P241,044 P24,762,077 £9,985,341 P34,988,462
Financial intermediaries 4,099,796 2,577,286 567,364 7,244,446
Public administration and local government 2,695,840 - - 2,695,840
Real estate, renting and business activities 2,119,197 - 439,277 2,558,474
Manufacturing (various industries) 1,211,218 - - 1,211,218
Electricity, gas and water 421,520 - 466,662 888,182
Wholesale and retail trade 154,285 - - 154,285
Transportation, storage and communication 147,569 - 48,089 195,658
Agricultural, hunting and forestry 1,445,250 - - 1,445,250
Education 45,440 - - 45,440
Hotel and restaurants - - - -
Construction 100,000 - - 100,000
Household consumption 594,157 - - 594,157
Others 128,386 - - 128,386
13,403,702 27,339,363 11,506,733 52,249,798
Allowance for impairment and credit losses (803,256) (549,714) (137,850) (1,490,820)
12,600,446 26,789,649 11,368,883 50,758,978
Contingent assets*** 89,987 - - 89,987
£12,690,433 P£26,789,649 £11,368,883 £50,848,965

* Comprised of Cash and other cash items (excluding cash on hand), Due from BSP, Due from other banks and IBLR and SPURA.
**  Comprised of financial assets at FVPL and AFS financial assets.
*** Comprised of unused commercial letters of credit and outstanding guarantees issued.

PHILIPPINE VETERANS BANK 41



Parent Company

December 31,2015
Loans and
Loans and Advances Investment

Receivables to Banks* Securities** Total

Philippine government £450,613 £23,074,560 £7,205,068 £30,730,241
Financial intermediaries 1,932,861 2,768,469 22,382 4,723,712
Public administration and local government 3,068,018 - - 3,068,018
Manufacturing (various industries) 2,108,508 - - 2,108,508
Real estate, renting and business activities 1,483,833 - 727,084 2,210,917
Electricity, gas and water 106,254 - 492,958 599,212
Wholesale and retail trade 480,503 - - 480,503
Transportation, storage and communication 378,609 - - 378,609
Agricultural, hunting and forestry 178,944 - - 178,944
Education 135,891 - - 135,891
Hotel and Restaurants 40,071 - - 40,071
Construction 603 - - 603
Others 2,959,571 - 34,635 2,994,206
13,324,279 25,843,029 8,482,127 47,649,435
Allowance for impairment and credit losses (902,485) (652,786) (191,476) (1,746,747)
12,421,794 25,190,243 8,290,651 45,902,688

Contingent assets*** 108,124 - - 108,124
£12,529,918 £25,190,243 £8,290,651 46,010,812

* Comprised of Cash and other cash items (excluding cash on hand), Due from BSP, Due from other banks and IBLR and SPURA.
**  Comprised of financial assets at FVPL and AFS financial assets.
*** Comprised of unused commercial letters of credit and outstanding guarantees issued.

Parent Company
December 31,2014

Loans and
Loans and Advances Investment
Receivables to Banks* Securities** Total
Philippine government £241,044 £24,762,077 £9,985,341 £34,988,462
Financial intermediaries 3,976,019 2,558,796 567,364 7,102,179
Public administration and local government 1,972,545 - - 1,972,545
Manufacturing (various industries) 896,616 - - 896,616
Real estate, renting and business activities 1,445,241 - 439,277 1,884,518
Electricity, gas and water 421,520 - 466,662 888,182
Wholesale and retail trade 100,000 - - 100,000
Transportation, storage and communication 147,569 - 48,089 195,658
Agricultural, hunting and forestry 1,210,678 - - 1,210,678
Education 45,440 - - 45,440
Construction 154,285 - - 154,285
Household consumption 594,157 - - 594,157
Others 2,074,811 - - 2,074,811
13,279,925 27,320,873 11,506,733 52,107,531
Allowance for impairment and credit losses (801,486) (549,714) (137,850) (1,489,050)
12,478,439 26,771,159 11,368,883 50,618,481
Contingent assets*** 89,897 - - 89,897
£12,568,336 £26,771,159 £11,368,883 £50,708,378

* Comprised of Cash and other cash items (excluding cash on hand), Due from BSP, Due from other banks and IBLR and SPURA.
**  Comprised of financial assets at FVPL and AFS financial assets.
*** Comprised of unused commercial letters of credit and outstanding guarantees issued.
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Credit quality of loans and receivables and investment securities
The table below shows credit quality per class of financial assets based on the Parent
Company’s rating system (@amounts in thousands):

Consolidated

December 31,2015
Neither past due nor impaired
Standard  Substandard Past Due or
High Grade Grade Grade Unrated Impaired Total
Loans and receivables

Cash and other cash items (excluding
cash on hand) P- P- P- P2,787 P- P2,787
Due from BSP 23,074,560 - - - - 23,074,560
Due from other banks - - - 1,102,796 - 1,102,796
IBLR and SPURA - - - - 1,669,600 1,669,600

Loans and discounts

Corporate 687,027 2,756,322 1,154,378 441,017 331,156 5,369,900
Government 2,223,866 592,870 - 4,050 - 2,820,786
Individual - 6,934 134,226 2,066,414 81,146 2,288,720
Unquoted debt securities - 1,372,077 - - - 1,372,077
Accounts receivable - - - 409,421 918,608 1,328,029
Accrued interest receivable 8,897 11,630 1,357 80,449 2,223 104,556
Sales contract receivable - - - 118,263 35,025 153,288
Other receivable — - = 14,019 = 14,019
25,994,350 4,739,833 1,289,961 4,239,216 3,037,758 39,301,118

Financial assets at FVPL

Government 14,961 - - - - 14,961
AFS financial assets

Debt securities

Government 7,190,107 - - - - 7,190,107
Private 942,534 - - - - 942,534

Equity securities
Quoted - - - 116,027 191,476 307,503
Unquoted - 27,022 - - - 27,022
8,132,641 27,022 - 116,027 191,476 8,467,166
Contingent assets* - - - 108,124 - 108,124

P34,141,952 P4,766,855  P1,289,961 P4,463,367 P3,229,234 P47,891,369
* Comprised of unused commercial letters of credit and outstanding guarantees issued.

Consolidated
December 31,2014
Neither past due nor impaired

Standard Substandard Past Due or
High Grade Grade Grade Unrated Impaired Total
Loans and receivables
Cash and other cash items (excluding
cash on hand) P— P— - £125,517 P— £125,517
Due from BSP 24,762,077 - - - - 24,762,077
Due from other banks - - - 582,169 - 582,169
IBLR and SPURA - - - 200,000 1,669,600 1,869,600
Loans and discounts
Corporate 637,888 1,893,701 189,223 212 1,464,849 4,185,873
Government 1,884,651 1,257,165 210,959 6,088 - 3,358,863
Individual - - - 2,145,652 178,418 2,324,070
Unquoted debt securities 1,413,033 15,427 - 221,772 111,931 1,762,163
Accounts receivable - - - 267,382 1,117,611 1,384,993
Accrued interest receivable 6,902 11,206 7,044 130,230 3,706 159,088
Sales contract receivable - - - 166,735 61,917 228,652
28,704,551 3,177,499 407,226 3,845,757 4,608,032 40,743,065

Financial assets at FVPL

Government 681,349 — - - - 681,349
AFS financial assets

Debt securities

Government 9,303,992 - - - - 9,303,992
Private 1,215,142 - - - - 1,215,142

Equity securities
Quoted - - - 141,378 137,850 279,228
Unquoted — 27,022 - - 27,022
10,519,134 27,022 — 141,378 137,850 10,825,384
Contingent assets* — — — 89,987 — 89,987
£39,905,034 £3,204,521 P£407,226 £4,077,122 £4,745,882 £52,339,785

* Comprised of unused commercial letters of credit and outstanding guarantees issued.
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Parent Company

December 31, 2015

Neither past due nor impaired

Standard Substandard Past Due or
High Grade Grade Grade Unrated Impaired Total
Loans and receivables
Cash and other cash items (excluding
cash on hand) P- P- P- P2,787 P- P2,787
Due from BSP 23,074,560 - - - - 23,074,560
Due from other banks - - - 1,096,081 - 1,096,081
IBLR and SPURA - - - - 1,669,600 1,669,600
Loans and discounts
Corporate 687,027 2,756,322 1,154,378 441,017 331,156 5,369,900
Government 2,223,866 592,870 - 4,050 - 2,820,786
Individual - 6,934 134,226 2,066,414 81,146 2,288,720
Unquoted debt securities - 1,372,077 - - - 1,372,077
Accounts receivable - - - 391,245 918,608 1,309,853
Accrued interest receivable 8,897 11,630 1,357 80,449 2,223 104,556
Sales contract receivable - - - 21,087 23,281 44,368
Other receivable - - - 14,019 - 14,019
25,994,350 4,739,833 1,289,961 4,117,149 3,026,014 39,167,307
Financial assets at FVPL
Government 14,961 - - - - 14,961
AFS financial assets
Debt securities
Government 7,190,107 - - - - 7,190,107
Private 942,534 - - - - 942,534
Equity securities
Quoted - - - 116,027 191,476 307,503
Unquoted - 27,022 - - - 27,022
8,132,641 27,022 - 116,027 191,476 8,467,166
Contingent assets* - - - 108,124 - 108,124
P34,141,952 P4,766,855 P1,289,961 P4,341,300 P3,217,490 P47,757,558
* Comprised of unused commercial letters of credit and outstanding guarantees issued.
Parent Company
December 31,2014
Neither past due nor impaired
Standard Substandard Past Due or
High Grade Grade Grade Unrated Impaired Total
Loans and receivables
Cash and other cash items (excluding
cash on hand) = P- P- £125,517 P- £125,517
Due from BSP 24,762,077 - - - - 24,762,077
Due from other banks - - - 563,679 - 563,679
IBLR and SPURA - - - 200,000 1,669,600 1,869,600
Loans and discounts
Corporate 637,888 1,893,701 189,223 212 1,464,849 4,185,873
Government 1,885,190 1,257,165 210,959 5,549 - 3,358,863
Individual - - - 2,145,652 178,418 2,324,070
Unquoted debt securities 1,413,033 15,427 - 221,772 111,931 1,762,163
Accounts receivable - - 266,690 1,105,983 1,372,673
Accrued interest receivable 23,649 31,396 16,729 83,607 3,706 159,087
Sales contract receivable - - - 86,288 30,908 117,196
28,721,837 3,197,689 416,911 3,698,966 4,565,395 40,600,798
Financial assets at FVPL
Government 681,349 - - - - 681,349
AFS financial assets
Debt securities
Government 9,303,992 - - - - 9,303,992
Private 1,215,142 - - - - 1,215,142
Equity securities
Quoted - - - 141,378 137,850 279,228
Unquoted - 27,022 - - - 27,022
10,519,134 27,022 - 141,378 137,850 10,825,384
Contingent assets* - - - 89,987 - 89,987
£39,922,320 £3,224,711 £416,911 £3,930,331 4,703,245 £52,197,518

* Comprised of unused commercial letters of credit and outstanding guarantees issued.
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Past due but not impaired Loans and receivables

These are loans and receivables where contractual interest or principal payments are past due but the
Group believes that impairment is not appropriate on the basis of the level of collateral available and/or
status of collection of amounts owed to the Group.

Aging analysis of past due but not impaired loans and receivables of the Group and Parent Company is
shown below (amounts in thousands):

2015
Within
30 days 31-60 days 61-90 days Total
Individual P8,420 P2,231 P3,122 P13,773
Corporate — - 143 143
P8,420 P2,231 P3,265 P13,916
2014
Within
30 days 31-60 days 61-90 days Total
Individual £14,842 £22,139 £11,917 £48,898
Corporate 5,067 - 5,050 10,117
£19,909 £22,139 £16,967 £59,015

Impaired Loans and receivables

Impaired loans and receivables are loans and receivables for which the Group determines that it is
probable that it will be unable to collect all principal and interest due based on the contractual terms of
the promissory note and securities agreements.

Restructured Loans
As of December 31, 2015 and 2014, breakdown of restructured loans for the Group and Parent Company
is as follows (amounts in thousands):

2015 2014

Corporate £1,140,184 £1,025,888
Individual 48,534 619,975
1,188,718 1,645,863

Allowance for probable losses (160) (5,571)
P1,188,558 £1,640,292

Liquidity Risk

The objective of liquidity risk management is to ensure that all maturing obligations and commitments
of the Group inclusive of all off-balance sheet deliverables will be paid fully and promptly. Liquidity risk
is therefore the risk that the Group will be unable to meet financial commitment to a customer and/or
counterparties in any location, in any currency, at any time. Remaining liquid then is a precondition for
achieving all the Group’s business objectives.

The ALCO oversees the liquidity risk management of the Parent Company but each business units are
expected to manage their respective books. It ensures that the Group maintains sufficient and adequate
liquidity at all times. In the Parent Company, the Treasury Group (TG) estimates it’s liquidity
needs/requirements based on the Group's actual contractual obligations including projected cash flows
for a certain period. Likewise, it executes the funding and liquidity plan after the business strategies of
each business unit are approved and consolidated.
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The Parent Company manages liquidity risk through the funding and liquidity planning, diversification of
funding sources and contingency plans. The RMD prepares the Maximum Cumulative Outflow (MCO)
report on a regular basis under normal business conditions and performs sensitivity analysis using stress
parameters. The liquidity gap report or MCO report shows the mismatch in maturities of sources and
uses in the financial position. Assets and liabilities are plotted based on maturity and/or behavioral
profile in different tenor buckets. Cumulative gaps are computed through the different tenor buckets.

An MCO limit is placed based on the projected statements of financial position growth and the Parent
Company’s funding capacity. On the other hand, the TG ensures that sufficient and adequate liquid
assets are available. The Group likewise prepares Liquidity Contingency Plan on a regular basis.

Financial assets

Analysis of equity and debt securities at fair value into maturity groupings is based on the expected date
on which these assets will be realized. For other assets, the analysis into maturity grouping is based on
the remaining period from the end of the reporting period to the contractual maturity date or if earlier
the expected date the assets will be realized.

Financial liabilities

The maturity grouping is based on the remaining period from the end of the reporting period to the
contractual maturity date. When counterparty has a choice of when the amount is paid, the liability is
allocated to the earliest period in which the Group can be required to pay.

The table below summarizes the maturity profile of financial instruments based on contractual
undiscounted cash flows (amounts in thousands):

2015
Consolidated
Less than Beyond
On Demand 3 Months 3 to 12 Months 1to 5 Years 5 Years Total
Financial assets
Cash and other cash items P580,558 [ P— P- P- P580,558
Financial assets at FVPL - 15,043 37 - - 15,080
AFS financial assets
Debt securities
Government - 66,187 273,924 2,631,889 7,691,517 10,663,517
Private - 36,547 31,282 709,949 393,750 1,171,528
Equity securities
Quoted - - - 307,503 - 307,503
Unquoted - - - 27,022 - 27,022
Loans and receivables
Due from BSP 8,934,650 14,152,095 - - - 23,086,745
Due from other banks 612,374 494,742 - - - 1,107,116
IBLR and SPURA 1,669,600 - - - - 1,669,600
Loans and discounts
Corporate 387,156 1,248,285 2,120,287 1,561,452 389,394 5,706,574
Government - 37,076 175,411 1,616,770 1,821,900 3,651,157
Individual 100,170 108,821 390,439 1,566,057 1,317,665 3,483,152
Unquoted debt securities 2 43,760 718,761 509,179 275,022 1,546,724
Accounts receivable 11 82,722 112 159,705 1,085,479 1,328,029
Sales contract receivable 14,045 1,708 7,902 32,442 118,163 174,260
Accrued interest receivable - 104,556 - - - 104,556
Other receivable — 564 1,691 9,339 8,621 20,215
P12,298,566 P16,392,106 P3,719,846 £9,131,307 £13,101,511 P54,643,336
Financial liabilities
Deposit liabilities
Demand £20,229,970 B- P P- B £20,229,970
Savings 20,271,264 - - - - 20,271,264
Time 14,486 1,066,038 803,116 2,301,447 - 4,185,087
40,515,720 1,066,038 803,116 2,301,447 - 44,686,321
Manager’s checks - - 74,312 - - 74,312
Accrued interest 237,477 - - - - 237,477
Accrued other expenses* 4,161 334,708 36,712 8,009 117,687 501,277
Other liabilities* 1,143 4,612 164,642 191,969 557,370 919,736
240,758,501 £1,405,358 21,078,782 P2,501,425 P675,057 £46,419,123

*Excludes statutory liabilities
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2014

Consolidated

Less than Beyond
On Demand 3 Months  3to 12 Months 1to 5 Years 5 Years Total
Financial assets
Cash and other cash items £709,073 P— P— P P £709,073
Financial assets at FVPL - 313,888 12,763 74,678 285,489 686,818
AFS financial assets
Debt securities
Government - - 455,765 1,673,988 7,246,648 9,376,401
Private - 11,418 584 2,339 1,235,397 1,249,738
Equity securities
Quoted - - - 279,228 - 279,228
Unquoted - - - 27,022 - 27,022
Loans and receivables
Due from BSP 9,445,077 15,322,957 - - - 24,768,034
Due from other banks 585,820 - 756 - - 586,576
IBLR and SPURA 1,669,600 200,114 - - - 1,869,714
Loans and discounts
Corporate - 1,051,361 211,800 2,726,855 263,520 4,253,536
Government - 48,271 149,152 2,321,316 2,155,206 4,673,945
Individual 83,786 69,788 277,093 1,543,388 1,274,638 3,248,693
Unquoted debt securities 116,875 15,002 297,213 651,630 1,100,134 2,180,854
Accounts receivable 184,526 83,611 8,728 1,108,128 - 1,384,993
Accrued interest receivable - 159,087 - - - 159,087
Sales contract receivable 34,205 1,247 23,750 187,189 13,869 260,260
£12,828,962 17,276,744 £1,437,604 £10,595,761 £13,574,901 P55,713,972
Financial liabilities
Deposit liabilities
Demand £18,129,387 P P P— P— £18,129,387
Savings 25,457,061 - - - - 25,457,061
Time 246 590,543 749,652 2,766,304 1,166 4,107,911
43,586,694 590,543 749,652 2,766,304 1,166 47,694,359
Marginal deposits and cash
letters of credit - 32,869 - - - 32,869
Bills payable - 10,875 32,063 122,948 - 165,886
Manager’s checks - 93,427 - - - 93,427
Accrued interest 261,796 - - - - 261,796
Accrued other expenses* 70,433 16,666 - 10,198 347,368 444,665
Other liabilities* 795,018 — — — 152,039 947,057
R44,713,941 £744,380 £781,715 £2,899,450 £500,573 249,640,059
*Excludes statutory liabilities
2015
Parent Company
Less than Beyond
On Demand 3 Months 3 to 12 Months 1to 5 Years 5 Years Total
Financial assets
Cash and other cash items P577,578 P- P- P- P- P577,578
Financial assets at FVPL - 15,043 37 - - 15,080
AFS financial assets
Debt securities
Government - 66,187 273,924 2,631,889 7,691,517 10,663,517
Private - 36,547 31,282 709,949 393,750 1,171,528
Equity securities
Quoted - - - 307,503 - 307,503
Unquoted - - - 27,022 - 27,022
Loans and receivables
Due from BSP 8,934,650 14,152,095 - - - 23,086,745
Due from other banks 605,270 492,677 - - - 1,097,947
IBLR and SPURA 1,669,600 - - - - 1,669,600
Loans and discounts
Corporate 387,156 1,248,285 2,120,287 1,561,452 389,394 5,706,574
Government - 37,076 175,411 1,616,770 1,821,900 3,651,157
Individual 100,170 108,821 390,439 1,566,057 1,317,665 3,483,152
Unquoted debt securities 2 43,760 718,761 509,179 275,022 1,546,724
Accounts receivable 1 64,545 112 159,705 1,085,479 1,309,852
Accrued interest receivable - 104,556 - - - 104,556
Sales contract receivable 14,045 1,394 6,943 27,080 5,117 54,579
Other receivable - 564 1,691 9,339 8,621 20,215
P12,288,482 P16,371,550 P3,718,887 P9,125,945 P12,988,465 P54,493,329

(Forward)
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2015
Parent Company

Less than Beyond
On Demand 3 Months 3 to 12 Months 1to 5 Years 5 Years Total
Financial liabilities
Deposit liabilities
Demand 220,231,988 B- B- P B— £20,231,988
Savings 20,271,264 - - - - 20,271,264
Time 14,486 1,066,038 803,116 2,301,447 = 4,185,087
40,517,738 1,066,038 803,116 2,301,447 - 44,688,339
Manager’s checks - - 74,312 - - 74,312
Accrued interest 237,477 - - - - 237,477
Accrued other expenses* 4,161 93,562 36,712 8,009 356,998 499,442
Other liabilities* 421 4,612 131,884 176,587 557,370 870,874
£40,759,797 £1,164,212 £1,046,024 P2,486,043 P914,368 P46,370,444
*Excludes statutory liabilities
2014
Parent Company
Less than Beyond
On Demand 3 Months 3 to 12 Months 1to 5 Years 5 Years Total
Financial assets
Cash and other cash items £705,650 P— P— P— P— £705,650
Financial assets at FVPL - 313,888 12,763 74,678 285,489 686,818
AFS financial assets
Debt Securities
Government - - 455,765 1,673,988 7,246,648 9,376,401
Private - 11,418 584 2,339 1,235,397 1,249,738
Equity Securities
Quoted - - - 279,228 - 279,228
Unquoted - - - 27,022 - 27,022
Loans and receivables
Due from BSP 9,445,077 15,322,957 - - - 24,768,034
Due from other banks 563,679 - 742 - - 564,421
IBLR and SPURA 1,669,600 200,114 - - - 1,869,714
Loans and discounts
Corporate - 1,051,361 211,800 2,726,855 263,520 4,253,536
Government 83,786 69,788 277,093 1,543,388 1,274,638 3,248,693
Individual . 48,271 149,152 2,321,316 2,155,206 4,673,945
Unquoted debt securities 116,875 15,002 297,213 651,630 1,100,134 2,180,854
Accounts receivable 184,526 83,611 8,728 1,095,808 - 1,372,673
Accrued interest receivable - 159,087 - - - 159,087
Sales contract receivable 17,533 639 12,174 95,950 7,109 133,405
£12,786,726 17,276,136 £1,426,014 £10,492,202 £13,568,141 £55,549,219
Financial liabilities
Deposit liabilities
Demand £18,129,387 P 2 P P £18,129,387
Savings 25,457,061 - - - - 25,457,061
Time 246 590,543 749,652 2,766,304 1,166 4,107,911
43,586,694 590,543 749,652 2,766,304 1,166 47,694,359
Marginal deposits and cash
letters of credit - 32,869 - - - 32,869
Bills payable - 10,875 32,063 122,948 - 165,886
Manager’s checks - 93,427 - - - 93,427
Accrued interest 261,796 - - - - 261,796
Accrued other expenses* 65,562 16,666 - 3,735 348,384 434,347
Other liabilities* 740,160 - - — 152,039 892,199
44,654,212 P744,380 781,715 £2,892,987 £501,589 £49,574,883

*Excludes statutory liabilities

Historically, not all deposit liabilities are withdrawn on their contractual maturities. Based on the
historically observed behavior of the Parent Company’s deposit liabilities, a significant amount of
deposits is retained longer than its contractual maturity. This therefore allows the Parent Company to go
into long-term investment and lending activities which streams of cash flows are sufficient enough to
cover cash outflow requirements.
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Below is the adjusted liquidity gap position of the Parent Company based on a mixture of observed
behavior and contractual maturity which is supported by the asset side of the statements of financial
position (amounts in thousands):

2015
Less than 3to12 1to5 Over 5
PESO BOOKS On Demand 3 months Months Years Years Total
Assets
Cash in vault £599,750 - - -2 P- £599,750
Due from BSP 8,904,539 14,140,000 - - - 23,044,539
Due from other banks 391,109 - - - - 391,109
Loans - 770,941 3,592,319 3,980,205 3,481,261 11,824,726
Investments 348,354 934,391 4,888,599 879,254 2,666,866 9,717,464
Other assets - 100,094 68,530 12,876 5,097,558 5,279,058
10,243,752 15,945,426 8,549,448 4,872,335 11,245,685 50,856,646
Liabilities
Deposit liabilities 1,744,279 3,816,523 24,141,985 2,030,784 12,003,746 43,737,317
Other liabilities - 526,067 87,665 90,317 980,472 1,684,521
Contingent liabilities - 663,680 291,642 - - 955,322
1,744,279 5,006,270 24,521,292 2,121,101 12,984,218 46,377,160
Equity - - - - 4,586,484 4,586,484
Gap P8,499,473 P10,939,156 (P15,971,844) P£2,751,234 (R6,325,017)
Cumulative Gap P8,499,473 P19,438,629 P3,466,785 P6,218,019 (P106,998)
2014
Less than 3to12 1to5 Over 5
PESO BOOKS On Demand 3 months Months Years Years Total
Assets
Cash in vault £633,631 P— P - P— £633,631
Due from BSP 9,401,812 15,317,000 - - - 24,718,812
Due from other banks 212,038 - - - - 212,038
Loans - 646,139 2,707,034 4,336,742 3,248,054 10,937,969
Investments 403,269 1,570,994 6,519,758 1,453,730 2,931,043 12,878,794
Other assets — 148,840 80,290 47,174 5,402,696 5,679,000
10,650,750 17,682,973 9,307,082 5,837,646 11,581,793 55,060,244
Liabilities
Deposit liabilities 1,574,783 4,042,980 26,058,910 2,758,653 12,614,171 47,049,497
Other liabilities - 471,739 201,813 262,238 661,253 1,597,043
Contingent liabilities — 442,417 104,016 — — 546,433
1,574,783 4,957,136 26,364,739 3,020,891 13,275,424 49,192,973
Equity — — — - 5,957,169 5,957,169
Gap £9,075,967 £12,725,837 (R17,057,657) P£2,816,755 (R7,650,800)
Cumulative Gap £9,075,967 £21,801,804 P4,744,147 P£7,560,902 (P89,898)
2015
Less than 3to12 1to5 Over 5
FCDU BOOKS On Demand 3 months months Years Years Total
Assets
Due from banks $4,773 $8,329 $2,100 $— $- $15,202
Loans - - - - - -
Investments - - - - - -
Other assets 243 69 - - - 312
5,016 8,398 2,100 - - 15,514
Liabilities
Deposits 197 6,401 4,807 1,872 1,933 15,210
Other liabilities — 12 189 6 97 304
197 6,413 4,996 1,878 2,030 15,514
Equity - - - - - -
Gap $4,819 $1,985 ($2,896) ($1,878) ($2,030)
Cumulative Gap $4,819 $6,804 $3,908 $2,030 -

PHILIPPINE VETERANS BANK 49



50

2014

Less than 3to12 1to5 Over 5
FCDU BOOKS On Demand 3 months months Years Years Total
Assets
Due from banks $3,779 $3,581 $503 $— $— $7,863
Loans - 7,013 - - - 7,013
Investments — - - 1,286 - 1,286
Other assets 246 173 — — - 419
4,025 10,767 503 1,286 — 16,581
Liabilities
Deposits 239 6,355 6,338 777 2,350 16,059
Other liabilities - 14 312 1 195 522
239 6,369 6,650 778 2,545 16,581
Equity — - - — — —
Gap $3,786 $4,398 ($6,147) $508 ($2,545)
Cumulative Gap $3,786 $8,184 $2,037 $2,545 -

As of December 31, 2015 and 2014, of the total assets under the regular books, around 47% or

£24.04 billion and 46.00% or £25.60 billion, respectively, are in cash assets and other cash items such as
Cash in Vault, due from BSP and short term lending to BSP, and due from local banks. Moreover, as of
December 31, 2015, the Parent Company had a significant inventory of cash convertible government
securities booked under AFS financial assets, which constituted 16.00% or £8.14 billion of total assets.
This is gleaned from the fact that the Parent Company is an authorized government depository bank that
is required to maintain legal and liquidity floor reserves equivalent to 50.00% of total government
deposits. As of December 31, 2015 and 2014, total government deposits amounted to £30.67 billion or
70% and £32.60 billion or 69.00%, respectively, of the total peso deposits.

For the FCDU books, the total assets as of December 31, 2015 were mostly time deposits with other
banks, which were largely short-term. The Other assets were maintaining balances of the Parent
Company with its correspondent banks.

Under normal conditions, the Parent Company periodically tests its ability to draw on the identified
sources to backup liquidity requirement. In addition, stress tests are conducted on a periodic basis in
order to assess the Parent Company’s ability to meet its liquidity obligations during a liquidity crisis.
Stress testing may be in the form of simple sensitivity or scenario analysis. It is an important tool used to
measure the outcome of certain extreme events to the Parent Company’s liquidity position. More
importantly, stress testing results help plan for a liquidity crisis. To counter a severe liquidity problem,
the Parent Company puts in place a liquidity contingency plan. Depending on the severity of the
liquidity problem, the Parent Company may choose or use one or more of liquidity funding sources.

Diversification of funding sources is important in managing liquidity risk, specifically funding liquidity
needs. Diversification of funds sources means that the Parent Company takes liquidity from as many
different types of customers in as many different sources as possible. It also means having many types of
instruments from which funds can be drawn. By offering different instruments, there is a better chance
of getting more funds from the same customer. Even though achieving liquidity through instrument
diversification has a cost, the Parent Company nevertheless avoids the danger of using only one type of
instrument to draw money from the same source.

Any sudden swing in interest rates may entice customers/investors to shift funds to higher yielding
instruments. For this reason, the Parent Company offers several deposit instruments whose yields are
market competitive. However, in order that there is no over dependence on high yielding deposit funds,
tolerance limits are setfor interbank borrowings and large fund provider accounts. These limits are
reviewed annually.
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Market Risk

Market risk is the potential decline in earnings, either immediately or over time, as a result changes in the
level or volatility of interest rates, foreign exchange rates or commodities or equity prices. The Parent
Company market risk emanates from various financial instruments traded and or held by its business
units. The ALCO is the decision-making body to manage market risk related matters. It is supported by

the RMD through its systematic process of identifying, measuring, reporting and monitoring of market
risk. The RMD is an oversight unit of the Parent Company that measures market risks and reports results
directly to the RMOC. Measurement of market risk is done using the VaR and EaR methodologies.

VaR is a statistical estimate of the maximum amount of loss that an ‘open’ risk position may bring about
during a given time period with a given level of confidence. VaR calculation covers the accounts booked
under financial assets at FVPL and the Parent Company’s overall Foreign Exchange exposure. EaR, on the
other hand, is used to measure the impact of volatility of the interest rates to the earning assets and
liabilities of the Parent Company.

Objectives and limitations of the VaR methodology

In calculating the VaR, the Parent Company uses the parametric methodology with 99% confidence
interval and one (1) day holding period. This means that actual trading losses are expected to exceed
VaR estimates of not more than once out of every one hundred trading days. The VaR model assumes
that the market conditions follow a normal distribution. The use of VaR has limitations because it is
based on historical correlations and volatilities in market prices and assumes that future price
movements will follow the same price movement that occurred within the specified traiding days. Since
VaR relies heavily on historical data to provide information and may not clearly predict the future
changes and modifications of the risk factors, the probability of large market moves may be
underestimated if changes in risk factors fail to align with the normal distribution assumption. VaR may
also be under or overestimated due to the assumptions placed on risk factors and the relationship
between such factors for specific instruments. Even though positions may change throughout the day,
the VaR only represents the risk of the portfolios at the close of each business day, and it does not
account for any losses that may occur beyond the 99% confidence level.

The RMD calculates VaR on a daily basis and sends report to the Treasury Group and monthly report to
the RMOC.

The table below shows the VaR for the years ended December 31, 2015 and 2014 (amounts in
thousands):

For Foreign Exchange Exposure

2015 2014

As of December 31 $22.89 $7.24
Average 583.61 17.92
Highest 3,072.09 59.22
Lowest 10.51 1.15

For Fixed Income - Peso Books

2015 2014

As of December 31 P26.73 £12,332.14
Average 6,317.00 5,300.54
Highest 57,784.78 28,714.91
Lowest 0.15 8.31
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For Fixed Income - FCDU

2015 2014

As of December 31 $0.00 $0.00
Average 2.68 3.04
Highest 43.39 7442
Lowest 5.85 3.76

Backtesting is periodically done to verify the validity of the VaR model employed. Backtesting is the
basic analytical tool that examines how many times the actual day-to-day profit or loss and previous-day
VaR calculations exceed VaR. The results of this exercise are reported to the RMOC quarterly.

The Parent Company adopted the Standardized Approach set by the BSP in calculating capital adequacy
covering market risk. The standardized approach employs standard risk weights for both the general
and specific market risks. The general market risk classifies market risk according to coupon rate and the
tenor of instruments while specific market risk classifies market risk based on the nature or type of
security/instrument.

Moreover, as a control measure for losses in the trading activities that may arise, market risk limits are
put in place such as volume or position limits and stop loss limits. Nominal Position Limit is the
maximum amount of open positions that can be held within a set time period for each exposure of the
Parent Company. Itis a pre-determined position level set by the Management and approved by the BOD
for a specific instrument. Position limits are set for fixed income instruments booked under held-for-
trading and AFS financial assets and for foreign exchange positions of the Parent Company.

AVaR limit is also set to manage trading losses. The VaR limit is the monetary amount of potential loss
deemed tolerable by the Parent Company for any given day throughout the year arising from its open
positions. Itis intended to limit the actual financial loss (realized and unrealized) from adverse trading
activities. Before the VaR limit is reached, a loss alert limit and a stop loss limit are set as a red flag and a
cut-loss limit, respectively for significant large losses in trading.

Interest rate risk

The method by which the Parent Company measures the potential effect of interest rate fluctuation to
its assets and liabilities or net interest earnings is by way of EaR measurement. EaR measures the Parent
Company’s susceptibility to changes in interest rates. It calculates the change in income over the next 12
months, given current exposures that will result from a management-selected and approved change in
interest rate. The Parent Company computes for the EaR for Peso and FCDU books separately.

To compute for the EaR, a repricing gap must first be created. Rate sensitive assets and liabilities are
distributed into predetermined time bands or according to their repricing dates or maturity dates or
assumed behavior of payouts or liquidation. A gap is considered positive when the amount of interest
rate-sensitive assets exceeds the amount of interest rate-sensitive liabilities. On the other hand, a gap is
considered negative when the amount of interest rate-sensitive liabilities exceeds the amount of interest
rate-sensitive assets.

EaR is derived by multiplying the resultant gaps on each tenor bucket by the assumed interest rate
volatility using 2.326 standard deviation (SD) . The 2.326 SD means that there is a 99% probability that
actual impact on the earnings of the Parent Company within the projected 12-month period will unlikely
exceed the EaR estimates under normal conditions.
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Below is the repricing gap of interest sensitive assets and liabilities as of December 31,2015 and 2014:

December 31, 2015
2to3 4t06 7to 12
PESO BOOKS 1 Month Months Months Months > 1 Year Total
Assets
Cash in vault P- - P- - P- -
Loans and receivables 2,296,181 1,957,269 888,208 1,204,280 4,630,463 10,976,401
Due from BSP 14,140,000 - - - 8,904,539 23,044,539
Due from other banks - - - - 391,109 391,109
Investment securities* 165 27,860 314,140 8,851 9,324,465 9,675,481
16,436,346 1,985,129 1,202,348 1,213,131 23,250,576 44,087,530
Liabilities
Deposit liabilities 7,417,974 3,993,043 1,821,360 501,383 30,003,557 43,737,317
Other liabilities - - - - - -
7,417,974 3,993,043 1,821,360 501,383 30,003,557 43,737,317
Repricing gap P9,018,372 (R2,007,914) (P619,012) P711,748 (P6,752,981) P350,213
EaR (2.326SD) (RP83,080) P17,790 P4,399 (P1,501) P- P—
EaR Cumulative (83,080) (65,289) (60,891) (62,392) - -

* Consisting of financial assets at FVPL, AFS financial assets and unquoted debt securities classified as loans

In a declining interest rate scenario, a postive repricing gap position would normally yield to a
decrease in earnings due to lower interest income. The first month is projected to be in a
substantial positive repricing gap. Hence, a decline in interest rates may result to a projected
EaR of £83.08 million at the end of the first month. Negative repricing position is projected in
the second and fifth months while the rest are expected to be in a positive repricing gap. Thus
when subjected to a sustained decreasing rate, the potential EaR may yet reduce to £62.39
million at the end of the first year. On the other hand, if interest rates will increase at the same
confidence interval, the Parent Company may gain interest income by as much as £62.39
million within the same period.

December 31, 2015
2to3 4to6 7to12
FCDU BOOKS 1 Month Months Months Months > 1 Year Total
Assets
Placement with other
banks $10,094 $5,109 $— $- $— $15,203
Investment securities* - - - - - -
Loans and receivables — — - — - -
10,094 5,109 - - - 15,203
Liabilities
Deposit liabilities 4,740 2,954 957 1,094 5,464 15,209
4,740 2,954 957 1,094 5,464 15,209
Repricing Gap $5,354 $2,155 ($957) ($1,094) ($5,464) ($6.00)
EaR (2.326SD) ($0.84) ($0.32) $0.13 $0.06 $— $-
EaR Cumulative (0.84) (1.16) (1.03) (0.96) - -

*Consisting of Financial assets at FVPL, AFS financial assets and unquoted debt securities classified as loans

The FCDU Book is projected to be in a substantial positive repricing gap in the first to third months.
Hence, a decline in interest rates would result to a projected EaR of $1.16K at the end of the third month.
However, negative repricing gap may start from fourth month until the end of the 12 month period.
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Thus, when subjected to a sustained decreasing rate, the potential EaR may reduce to $0.96K at the end
of the 12th month period. On the other hand, if interest rates will increase at the same confidence
interval, theParent Company may gain interest income by as much as $0.96K within the same period.

December 31,2014

2to3 4t06 7to12
PESO BOOKS 1 Month Months Months Months > 1 Year Total
Assets
Cash in vault P— P— P— P— P P
Loans and receivables 2,918,168 2,329,175 739,374 653,745 3,840,973 10,481,435
Due from BSP 15,317,000 - - - 9,401,812 24,718,812
Due from other banks - — - - 212,038 212,038
Investment securities*® 199 6 674,724 27,561 11,349,617 12,052,107
18,235,367 2,329,181 1,414,098 681,306 24,804,440 47,464,392
Liabilities
Deposit liabilities 9,296,026 6,321,193 1,447,487 598,116 29,386,675 47,049,497
Other liabilities — — - - 153,125 153,125
9,296,026 6,321,193 1,447,487 598,116 29,539,800 47,202,622
Repricing gap £8,939,341 (R3,992,012) (P33,389) £83,190 (P4,735,360) £261,770
EaR (2.3265D) (R60,007) £24,805 (£122) (P353) P P—
EaR Cumulative (60,007) (35,203) (35,325) (35,678) - -

* Consisting of financial assets at FVPL, AFS financial assets and unquoted debt securities classified as loans

In a declining interest rate scenario a postive repricing gap position would normally yield to a decrease
in earnings due to lower interest income. The first month is projected to be in a substantial positive
repricing gap. Hence, a decline in interest rates may result to a projected EaR of £60.00 million at the end
of the first month. Negative repricing position is projected in the second, fifth and twelfth months while
the rest are expected to be in a positive repricing gap. Thus when subjected to a sustained decreasing
rate, the potential EaR may yet reduce to £35.68 million at the end of the first year. On the other hand, if
interest rates will increase at the same confidence interval, the Parent Company may gain interest
income by as much as £35.68 million within the same period.

December 31,2014

2to3 4t06 7to12
FCDU BOOKS 1 Month Months Months Months > 1 Year Total
Assets
Placement with other
banks $6,553 $1,310 $— $— $— $7,863
Investment securities* - 255 - - 6,758 7,013
Loans and receivables — 1,286 - - - 1,286
6,553 2,851 - - 6,758 16,162
Liabilities
Deposit liabilities 5,368 2,082 1,126 2,182 5,301 16,059
5,368 2,082 1,126 2,182 5,301 16,059
Repricing Gap $1,185 $769 ($1,126) (52,182) $1,457 $103
EaR (2.3265D) ($0.04) ($0.03) $0.04 $0.04 $— $—
EaR Cumulative (0.04) (0.07) (0.03) 0.01 — —

* Consisting of financial assets at FVPL, AFS financial assets and unquoted debt securities classified as loans

The FCDU Book is projected to be in a substantial positive repricing gap in the first and second months.
Hence, a decline in interest rates would result to a projected EaR of $0.07K at the end of the second
month. However, negative repricing gap may start from third month until the end of the 12 month
period. Thus, when subjected to a sustained decreasing rate, the potential EaR may reduce to $0.07K at
the end of the 12th month period. On the other hand, if interest rates will increase at the same
confidence interval, the Bank may gain interest income by as much as $6.81 within the same period.

The sensitivity of the statements of income is the effect of the assumed changes in interest rates on the
net interest income for one year based on its effect on the floating rate of financial assets and financial
liabilities held at December 31, 2015, 2014 and 2013. The sensitivity of equity is calculated by revaluing
fixed rate available for sale debt instruments held at December 31, 2015, 2014 and 2013.
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The following tables show the sensitivity to a reasonably possible change in year-end interest rates of

the Parent Company’s floating rate financial instruments with all variables held constant as of
December 31,2015, 2014 and 2013 (amounts in thousands):

2015
Increase in Sensitivity of Sensitivity
Currency basis points income before tax of equity
PHP +50 bps (P14) (P302,800)
usD +50 bps - -
Decrease in Sensitivity of Sensitivity
basis points income before tax of equity
PHP -50 bps P14 P£323,567
usD -50 bps - -
2014
Increase in Sensitivity of Sensitivity
Currency basis points income before tax of equity
PHP +50 bps (R5,560) (P441,698)
usb +50 bps - (18,212)
Decrease in Sensitivity of Sensitivity
basis points income before tax of equity
PHP -50 bps 47,252 £476,000
usb -50 bps - 19,860
2013
Increase in Sensitivity of Sensitivity
Currency basis points income before tax of equity
PHP +50 bps P (R1,116,168)
usb +50 bps - 2,712
Decrease in Sensitivity of Sensitivity
basis points income before tax of equity
PHP -50 bps P £264,953
usD -50 bps - 38,467

The impact on the Parent Company’s equity already excludes the impact on transactions affecting the
statements of income.

Foreign currency risk

Foreign currency risk is the risk to earnings or capital arising from changes in foreign exchange rates.
The Group takes on exposure to the effects of fluctuations in the prevailing foreign exchange rates on its
foreign currency financial position and cash flows.

The Parent Company measures its foreign exchange risk exposures using the VaR methodology.

The Parent Company maintains foreign currency exposure within acceptable limits and within existing

regulatory guidelines. In 2015 and 2014, the Parent Company'’s profile of foreign currency exposure on
its assets and liabilities is within limits the regulatory limits.
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The Parent Company'’s foreign exchange (FX) position emanates from both the RBU and FCDU books.
The Parent Company'’s foreign currency deposit liabilities are matched with the foreign currency assets
under the FCDU books. BSP requires banks to maintain at all times a 100.00% cover for their currency
liabilities and 30% liquidity reserves on all foreign currency liabilities held in FCDU.

Reqgulatory Qualifying Capital

Under existing BSP regulations, the determination of the Parent Company’s compliance with regulatory
requirements and ratios is based on the amount of the Parent Company’s “unimpaired capital”
(regulatory net worth) as reported to the BSP, which is determined on the basis of regulatory accounting
policies which differ from PFRS in some respects. In addition, the risk-based Capital Adequacy Ration
(CAR) of a bank, expressed as a percentage of qualifying capital to risk-weighted assets, should not be
less than 10.00%. Qualifying capital and risk-weighted assets are computed based on BSP regulations.

Effective January 1, 2014, the Parent Company complied with BSP issued Circular No.781, Basel lll
Implementing Guidelines on Minimum Capital Requirements, which provides the implementing guidelines
on the revised risk-based capital adequary framework particularly on the minimum capital and
disclosure requirements for universal banks and commercial banks, as well as their subsidiary banks and
quasi-banks, in accordance with the Basel lll standards. The Circular sets out a minimum Common Equity
Tier 1 (CET1) ratio of 6.00% and Tier 1 capital ratio of 7.50%. It also introduces a capital conservation
buffer of 2.50% comprised of CET1 capital. The BSP’s existing requirement for Total CAR remains
unchanged at 10.00% and these ratios shall be maintained at all times.

Further, existing capital instruments as of December 31, 2010 which do not meet the eligibility criteria
for capital instruments under the revised capital framework shall no longer be recognized as capital.
Capital instruments issued under BSP Circular Nos. 709 and 716 (the circulars amending the definition of
qualifying capital particularly on Hybrid Tier 1 and Lower Tier 2 capitals), and before the effectivity of BSP
Circular No. 781, shall be recognized as qualifying capital only until December 31, 2015. In addition to
changes in minimum capital requirements, this Circular also requires various regulatory adjustments in
the calculation of qualifying capital.

On June 27, 2014, the BSP issued Circular No. 839, REST Limit for Real Estate Exposures which provides the
implementing guidelines on the prudential REST limit for universal, commercial, and thrift banks on their
aggregate real estate exposures. The Parent should maintain CET1 and CAR levels at the regulatory
prescribed minimums, on a solo and consolidated basis, even after the simulated results of a 25.00%
write-off to the Parent Company’s real estate exposures. These shall be complied with at all times.

The capital-to-risk assets ratio of the Parent Company as of December 31, 2015 and 2014 presented
below and as reported to BSP, considers the deferral and amortization of required allowance on IBCL and
Accounts receivable as discussed in Note 28, as approved by the BSP, and excludes the Appropriated
surplus i.e. deducted from regulatory capital, as discussed in Note 19 (amounts in millions).

2015 2014
Tier 1 capital (a) P4,366.23 P5,587.73
Tier 2 capital 86.32 103.19
Gross qualifying capital 4,452.55 5,690.92
Less required deductions (b) 869.06 744.20
Total qualifying capital (c) P3,583.49 £4,946.72
Risk-weighted assets (d) P21,305.73 £20,976.51
Tier 1 capital ratio (a-b)/(d) 16.41% 23.09%
Total capital ratio (c)/(d) 16.82% 23.58%
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On April 10,2013, the BOD approved the exclusion of Appropriated surplus in the calculation of the
Parent Company’s ‘'unimpaired capital’ for the Parent Company’s subsequent reporting to the BSP.

The Internal Capital Adequacy Assessment Process (ICAAP) Document for the year 2015 reflecting 2014
performance and future plans for 2016 onwards shall be finalized upon approval by the BOD on the
strategic capital build-up plans by the Parent Company.

Fair Value Measurement

The following table provides the fair value hierarchy of the Group’s and of the Parent Company’s
assets and liabilities measured at fair value and those for which fair values are required to be
disclosed. Financial instruments which fair values are required to be disclosed, but the carrying values

equal their fair values are not shown (amounts in thousands).

Consolidated

December 31, 2015
Fair Value
Quoted prices Significant Significant
in active observable unobservable
Carrying market inputs inputs
value Total (Level 1) (Level 2) (Level 3)
Assets measured at fair value
Financial assets
Financial assets at FVPL
Government debt securities P14,961 P14,961 P14,924 P37 P-
AFS financial assets -
Government debt securities 7,190,107 7,190,107 2,544,897 4,645,210 -
Private debt securities 942,534 942,534 942,534 - -
Quoted equity securities 116,027 116,027 116,027 = -
8,263,629 8,263,629 3,618,382 4,645,247 -
Assets for which fair values
are disclosed
Financial assets
Loans and receivables - net
Loans and discounts
Corporate 4,724,283 5,157,032 - - 5,157,032
Government 2,820,786 2,786,591 - - 2,786,591
Individual 2,031,852 664,187 - - 664,187
Unguoted debt securities 1,372,077 1,479,610 = — 1,479,610
10,948,998 10,087,420 - - 10,087,420
Nonfinancial assets
Investment properties 2,377,664 6,343,306 - - 6,343,306
£21,590,291 P24,694,355 P3,618,382 P4,645,247 P16,430,726
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Consolidated

December 31,2014

Fair Value
Significant Significant
Quoted prices observable unobservable
Carrying in active market inputs inputs
Value Total (Level 1) (Level 2) (Level 3)
Assets measured at fair value
Financial assets
Financial assets at FVPL
Government debt securities £681,349 £681,349 345,874 £335,475 P—
AFS financial assets -
Government debt securities 9,303,992 9,303,992 6,078,912 3,225,080 -
Private debt securities 1,215,142 1,215,142 1,215,142 - -
Quoted equity securities 141,378 141,378 141,378 — -
11,341,861 11,341,861 7,781,306 3,560,555 -
Assets for which fair values
are disclosed
Financial assets
Loans and receivables - net
Loans and discounts
Corporate 3,529,598 3,172,558 - - 3,172,558
Government 3,358,863 3,381,879 - - 3,381,879
Individual 2,178,859 1,513,207 - - 1,513,207
Unquoted debt securities 1,762,163 1,738,317 - — 1,738,317
10,829,483 9,805,961 - - 9,805,961
Nonfinancial assets
Investment properties 2,479,291 6,927,111 - - 6,927,111
£24,650,635 £28,074,933 P£7,781,306 P£3,560,555 £16,733,072
Liabilities for which fair values
are disclosed
Financial liabilities
Bills payable £153,125 £146,174 P— P £146,174
Parent Company
December 31, 2015
Fair Value
Quoted prices Significant Significant
in active observable unobservable
Carrying market inputs inputs
Value Total (Level 1) (Level 2) (Level 3)
Assets measured at fair value
Financial assets
Financial assets at FVPL
Government debt securities P14,961 214,961 R14,924 P37 P-
AFS financial assets -
Government debt securities 7,190,107 7,190,107 2,544,897 4,645,210 -
Private debt securities 942,534 942,534 942,534 - -
Quoted equity securities 116,027 116,027 116,027 - -
8,263,629 8,263,629 3,618,382 4,645,247 -
Assets for which fair values are
disclosed
Financial assets
Loans and receivables - net
Loans and discounts
Corporate 4,724,283 5,157,032 - - 5,157,032
Government 2,820,786 2,786,591 - - 2,786,591
Individual 2,031,852 664,187 - - 664,187
Unquoted debt securities 1,372,077 1,479,610 - - 1,479,610
10,948,998 10,087,420 - - 10,087,420
Nonfinancial assets
Investment properties 2,339,389 6,305,031 - - 6,305,031
P21,552,016 P24,656,080 P3,618,382 P4,645,247 P16,392,451
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Parent Company

December 31,2014

Fair Value
Significant Significant
Quoted prices observable unobservable
Carrying in active market inputs inputs
value Total (Level 1) (Level 2) (Level 3)
Assets measured at fair value
Financial assets
Financial assets at FVPL
Government debt securities £681,349 £681,349 P345,874 £335,475 P
AFS financial assets
Government debt securities 9,303,992 9,303,992 6,078,912 3,225,080 -
Private debt securities 1,215,142 1,215,142 1,215,142 - —
Quoted equity securities 141,378 141,378 141,378 — —
11,341,861 11,341,861 7,781,306 3,560,555 =
Assets for which fair values are
disclosed
Financial assets
Loans and receivables - net
Loans and discounts
Corporate 3,529,598 3,172,558 - - 3,172,558
Government 3,358,863 3,381,879 - — 3,381,879
Individual 2,178,859 1,513,207 - - 1,513,207
Unquoted debt securities 1,762,163 1,738,318 — - 1,738,318
10,829,483 9,805,962 - — 9,805,962
Nonfinancial assets
Investment properties 2,439,854 6,645,592 - — 6,645,592
£24,611,198 £27,793,415 P£7,781,306 £3,560,555 £16,451,554
Liabilities for which fair values
are disclosed
Financial liabilities
Bills payable 153,125 146,174 P— P— 146,174

For all other financial instruments, fair value is determined using valuation techniques. Valuation
techniques include net present value techniques, comparison to similar instruments for which market
observable prices exist and other revaluation models.

As of December 31, 2015, AFS financial assets amounting to £3.06 billion were transferred from Level 1
to Level 2 fair value hierarchy. In 2014, there were no transfers between Level 1 and Level 2 fair value
instruments, and no transfers into and out of Level 3 fair value hierarchy. In 2015 and 2014, there were
no transfers into and out of Level 3 fair value measurements.

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

Cash and other cash items, due from BSP, due from other banks, IBLR and SPURA and accrued interest
receivable - Carrying amounts approximate fair values given the short-term nature of the instruments.

Financial assets at FVPL and AFS financial assets

Debt securities - Fair values are generally based on quoted market prices. When the market prices are not

readily available, the Group uses adjusted quoted market prices of comparable investments or applied

discounted cash flow methodologies. The prevailing interest rates used for peso-denominated securities

range from from 1.63% to 9.13% in 2015 and 2014, respectively, while the prevailing interest rates for
dollar-denominated securities used range from 5.00% to 6.38% in 2014.
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Equity securities - The Group's investments in equity securities include quoted and unquoted shares of
stocks. Fair values of quoted equity securities are based on quoted market prices. Unquoted equity
securities are carried at cost, less any accumulated impairment in value due to the unpredictable nature
of future cash flows and the lack of suitable methods of arriving at a reliable fair value.

Loans and discounts - Fair values of loans and discounts, including unquoted debt securities classified as
loans, are estimated using the discounted cash flow methodology, using the Parent Company’s current
incremental lending rates for similar types of loans and receivables. For loans with floating interest rates,
with repricing frequencies on a quarterly basis, the Group assumes that the carrying amount
approximates fair value. The discount rates used in estimating the fair value of loans and receivables
range from 2.67% to 5.52% and 0.29% to 4.95% in 2015 and 2014, respectively.

Accounts receivable and sales contracts receivable - Quoted market prices are not readily available for
these financial assets. They are not reported at fair value and are not significant in relation to the
Group's total financial assets.

Investment properties - Fair value of the investment properties, measured at Level 3, has been determined
based on valuations made by external and/or in-house appraisers on the basis of recent sales
transactions of similar properties in the same areas as the properties and taking into account the
economic conditions prevailing at the time the valuations were made. Market data approach is used. It
involves correlation and analysis of comparable lots, either recently sold or offered for sale in the market,
upon which the market value of subject property is estimated. The inputs considered by the appraisers
in the valuation include price per square meter, size and shape of property, location and time element of
the appraisal.

Deposit liabilities - Fair values of demand deposit liabilities and savings deposit liabilities approximate
their carrying amounts due to the demand nature. The fair values of time deposit liabilities approximate
their carrying amounts due to periodic interest repricing.

Bills payable - Fair value is computed using the discounted cash flow methodology except for the fair
value of short-term liabilities which approximates carrying value. The discount rate used in estimating
the fair value of bills payable is 2.90% for 2014.

Marginal deposits and cash letters of credit, manager’s check, accrued interest payable and other liabilities -
Carrying amounts approximate fair values given the short-term nature of the instruments.

Interbank Loans Receivable and Securities Purchased Under Resale Agreement

This account consists of (amounts in thousands):

2015 2014
IBCL (Note 28) £1,669,600 £1,669,600
Interbank term loans - 200,000
1,669,600 1,869,600

Allowance for impairment and credit losses (Notes 13
and 28) (652,786) (549,714)
£1,016,814 £1,319,886
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Trading and Investments Securities

Financial Assets at FVPL

As of December 31, 2015 and 2014, this account consists of government securities amounting to
£14.96 million and £681.35 million. The net unrealized gains (losses) on financial assets at FVPL as of
December 31,2015 and 2014 amounted to £0.83 million and (2.30) million, respectively.

AFS Financial Assets
AFS financial assets consist of (amounts in thousands):

2014
Debt securities
Government (Notes 14 and 25) P7,190,107 £9,303,992
Private 1,215,142
Equity securities
Quoted 279,228
Unquoted 27,022
10,825,384
Allowance for impairment and credit losses (Note 13)
Quoted equity securities (137,850)
P8,275,690 £10,687,534

Quoted equity securities are composed of various bank association membership shares that are not
actively traded in the market. The Group does not intend to sell these securities in the near future.

As of December 31, 2015 and 2014, AFS financial assets of the Group and the Parent Company include
net accumulated unrealized losses of £492.71 million and £310.70 million, respectively.

The peso-denominated government bonds included in AFS financial assets bear nominal annual interest
rates ranging from 1.63% to 9.13% in 2015 and 2014, respectively, while US dollar-denominated
government bonds bear nominal annual interest ranging from 5.00% to 6.38% in 2014. The US dollar-

denominated government bonds were sold in 2015.

The peso-denominated private bonds included in AFS financial assets bear nominal annual interest rates

ranging from 4.16% to 5.10% in 2015 and 2014.

Movements in net unrealized gains (losses) on AFS financial assets follow (amounts in thousands):

2014
Balance at beginning of year (310,695) £192,394
Unrealized gains (losses) 340,110
Impairment loss recycled to profit or loss 1,109
Realized (gains) losses taken to profit or loss (844,308)
Net change during the year (503,089)
Balance at end of year (P492,710) (£310,695)

Impairment loss on AFS financial assets is included under ‘Provision for impairment and credit losses’ in

the statements of income.
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Interest income on trading and investment securities consists of (amounts in thousands):

2015 2014 2013

AFS financial assets P425,745 £608,916 £670,430
Financial assets at FVPL 13,232 10,909 48,205
P438,977 £619,825 £718,635

Trading gains (losses) on trading and investment securities consist of (amounts in thousands):

2015 2014 2013
Financial assets at FVPL P41,120 £18,459 £92,153
AFS financial assets (18,738) 844,308 486,855
P22,382 £862,767 £579,008
8. Loans and Receivables
This account consists of (amounts in thousands):

Consolidated Parent Company

2015 2014 2015 2014
Loans and discounts

Corporate P5,369,900 £4,185,873 25,369,900 £4,185,873
Government 2,820,786 3,358,863 2,820,786 3,358,863
Individual 2,288,720 2,324,070 2,288,720 2,324,070
10,479,406 9,868,806 10,479,406 9,868,806
Unquoted debt securities 1,372,077 1,762,163 1,372,077 1,762,163
Accounts receivable (Note 28) 1,328,029 1,384,993 1,309,853 1,372,673
Sales contract receivable 153,288 228,652 44,368 117,196
Accrued interest receivable 104,556 159,088 104,556 159,087
Other receivables 14,019 - 14,019 —
13,451,375 13,403,702 13,324,279 13,279,925

Allowance for impairment and credit
losses (Notes 13 and 28) (904,756) (803,256) (902,485) (801,486)
P12,546,619 212,600,446 P12,421,794 £12,478,439

Unquoted debt securities issued or guaranteed by the Philippine government amounted to

£0.98 billion and £1.25 billion as of December 31, 2015 and 2014, respectively. These include Burley
Tobacco - Incremental Internal Revenue notes, various local government units, bonds issued by National
Development Company and National Food Authority.

As of December 31, 2015 and 2014, accounts receivable includes a receivable from the Philippine
government amounting to £157.50 million (gross of allowance for impairment and credit losses)
pertaining to final tax withheld on Poverty Eradication and Alleviation Certificates (PEACe) Bonds which
matured on October 18,2011 (see Note 27).

Further, accounts receivable also includes receivable amounting to £918.61 million, representing the

uninsured deposits of a thrift bank assumed by the Parent Company as of December 31,2015 and 2014
(see Note 28).
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Interest income on loans and receivables consists of (amounts in thousands):

Consolidated Parent Company
2015 2014 2013 2015 2014 2013
Loans and discounts P615,614 £752,470 P948,065 P615,614 £752,470 £948,065
Unquoted debt securities 93,423 215,388 134,986 93,423 215,388 134,986
Other receivables 15,658 16,336 20,516 14,337 14,943 18,972

P724,695 £984,194 #£1,103,567 P723,374 £982,801 £1,102,023

BSP Reporting
BSP issued BSP Circular No. 772 which requires banks to compute their net nonperforming loans (NPLs)

by deducting the specific allowance for credit losses on the total loan portfolio from the gross NPLs. The
specific allowance for credit losses shall not be deducted from the total loan portfolio in computing the
NPL ratio.

NPLs of the Parent Company, as reported to the BSP, follow (amounts in thousands):

2015 2014
Gross NPLs £1,585,158 £1,643,267
Deductions as required by BSP 1,172,649 1,096,826
412,509 £546,441

Secured and unsecured NPLs follow (amounts in thousands):
2015 2014
Secured P1,468,387 £1,525,921
Unsecured 116,771 117,346
P1,585,158 £1,643,267

Generally, NPLs refer to loans whose principal and/or interest is unpaid for thirty (30) days or more after
due date or after they have become past due in accordance with existing BSP rules and regulations. This
shall apply to loans payable in lump sum and loans payable in quarterly, semi-annual, or annual
installments, in which case, the total outstanding balance thereof shall be considered nonperforming.

In the case of receivables that are payable in monthly installments, the total outstanding balance thereof
shall be considered nonperforming when three (3) or more installments are in arrears.

In the case of receivables that are payable in daily, weekly, or semi-monthly installments, the total
outstanding balance thereof shall be considered nonperforming at the same time that they become past
due in accordance with existing BSP regulations, i.e., the entire outstanding balance of the receivable
shall be considered as past due when the total amount of arrearages reaches 10.00% of the total
receivable balance.

Receivables are classified as nonperforming in accordance with BSP regulations, or when, in the opinion
of management, collection of interest or principal is doubtful. Receivables are not reclassified as
performing until interest and principal payments are brought current or the loans are restructured in
accordance with existing BSP regulations, and future payments appear assured.

All items in litigation shall be considered nonperforming.

Restructured receivables which do not meet the requirements to be treated as performing receivables
shall also be considered as NPLs.
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The following tables show information relating to loans and discounts by security of the Group and

Parent Company (amounts in thousands):

2015 2014

Amount % Amount %

Secured by:
Deed of assignment P3,686,757 35.18 £3,449,244 34.95
Real estate 1,714,561 16.36 2,003,743 20.30
Republic of the Philippines guarantee 935,430 8.93 1,382,073 14.00
Mortgage of trust indenture 395,980 3.78 739,364 7.50
Chattel 107,717 1.03 16,765 0.17
Deposits hold-out 31,076 0.30 52,409 0.53
Pledge 680 0.00 680 0.00
6,872,201 65.58 7,644,278 77.45
Unsecured loans 3,607,205 34.42 2,224,528 22.55
P10,479,406 100.00 £9,868,806 100.00

Unsecured loans and receivables pertain mostly to salary loans granted to teachers and
non-teaching employees of the Department of Education, employees of local government units and
veterans of World War Il. These loans are covered by agreements, which allow collection of monthly

amortizations through salary or pension deductions.

Information on the concentration of loans and discounts as to industry of the Group and Parent

Company follows (amounts in thousands):

2015 2014

Amount % Amount %

Public administration and defense; compulsory,
social and security P2,488,259 23.74 £2,695,816 27.32
Manufacturing 2,106,637 20.10 1,211,215 12.27

Real estate, construction, renting and business

services 1,262,964 12.05 2,119,175 21.47
Financial intermediaries 960,984 9.17 99,693 1.01
Wholesale and retail trade 473,433 4.52 154,285 1.56
Community, social and personal service activities 452,457 4.32 594,104 6.03
Agriculture, fisheries, and forestry 178,938 1.71 1,445,241 14.64
Others 2,555,734 24.39 1,549,277 15.70
P10,479,406 100.00 £9,868,806 100.00

The BSP considers that concentration of credit exists when the total loan exposure to a particular
industry or economic sector exceeds 30% of total loan portfolio.
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9. Investments in Subsidiaries
Investments in Subsidiaries
As of December 31, 2015 and 2014, the Parent Company'’s investments in subsidiaries consist of
(amounts in thousands):
Percentage of
Ownership Amount
Investments in subsidiaries:
IPI 100.00% P162,463
VVCC 60.00% 3,000
Total acquisition cost 165,463
Allowance for impairment and credit
losses (Note 13) (3,000)
P162,463
On August 14, 2012, the Board of Directors of the Parent Company approved the additional capital
contribution to IPI through transfer of certain properties, land and condominium unit, in exchange of
470,830 common shares of IPI. The transfer of land and condominium unit was completed on December
27,2013. The Parent Company recognized additional investment in IPl equivalent to the fair value of the
land and condominium unit transferred amounting to
£47.08 million and a gain amounting to £44.60 million, included under ‘Gain on sale of assets’ in the
Parent Company’s 2013 statement of income, for the difference of the fair value and the carrying amount
of the land and condominium unit at the date of transfer.
Investment in an Associate
On November 29, 2013, the Parent Company sold its 49% ownership in Philippine Veterans Bank Card
Corporation (PVBCC) for £35.53 million. The gain on sale recognized by the Group and the Parent
Company from the disposal of PYBCC amounted to £35.53 million in 2013 included under ‘Gain on sale
of assets’ in the statements of income.
10. Bank Premises, Furniture, Fixtures and Equipment

The composition of and movements of this account for the Group and the Parent Company are as
follows (amounts in thousands):

Consolidated

2015
Furniture,
Fixtures and Leasehold

Land Buildings Equipment Improvements Total
Cost
Balances at beginning of year P185,624 P359,521 P733,031 P302,374 P1,580,550
Additions - 121,124 50,945 - 172,069
Disposals/reclassifications 8,294 (5,118) (71,198) (37,924) (105,946)
Balances at end of year 193,918 475,527 712,778 264,450 1,646,673
Accumulated Depreciation

and Amortization

Balances at beginning of year - 151,840 498,827 182,711 833,378
Depreciation and amortization - 18,554 75,128 15,209 108,891
Disposals/reclassifications - 1,541 (67,832) (33,090) (99,381)
Balances at end of year - 171,935 506,123 164,830 842,888
Net Book Values P193,918 P303,592 P206,655 P99,620 P803,785
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Consolidated

2014
Furniture,
Fixtures and Leasehold
Land Buildings Equipment Improvements Total
Cost
Balances at beginning of year R173,164 £375,741 P665,957 P282,469 £1,497,331
Additions 12,460 58,143 106,546 20,625 197,774
Disposals/reclassifications - (74,363) (39,472) (720) (114,555)
Balances at end of year 185,624 359,521 733,031 302,374 1,580,550
Accumulated Depreciation
and Amortization

Balances at beginning of year — 136,173 454,657 160,195 751,025
Depreciation and amortization - 17,006 79,720 23,235 119,961
Disposals/reclassifications — (1,339) (35,550) (719) (37,608)
Balances at end of year - 151,840 498,827 182,711 833,378
Net Book Values P185,624 £207,681 P£234,204 £119,663 P747,172

Parent Company

2015
Furniture,
Fixtures and Leasehold

Land Buildings Equipment Improvements Total
Cost
Balances at beginning of year P185,531 £371,856 £729,913 £302,374 P1,589,674
Additions - 136,637 50,795 - 187,432
Disposals/reclassification 8,294 (5,118) (70,955) (37,924) (105,703)
Balances at end of year 193,825 503,375 709,753 264,450 1,671,403
Accumulated Depreciation

and Amortization

Balances at beginning of year - 151,191 496,277 182,711 830,179
Depreciation and amortization - 17,905 74,620 15,209 107,734
Disposals/reclassification - 1,541 (67,601) (33,090) (99,150)
Balances at end of year - 170,637 503,296 164,830 838,763
Net Book Values P193,825 P332,738 P206,457 P99,620 P832,640

Parent Company

2014
Furniture,
Fixtures and Leasehold
Land Buildings Equipment Improvements Total
Cost
Balances at beginning of year £185,531 £352,868 £661,485 £282,469 £1,482,353
Additions - 57,810 106,429 20,624 184,863
Disposals - (38,822) (38,001) (719) (77,542)
Balances at end of year 185,531 371,856 729,913 302,374 1,589,674
Accumulated Depreciation
and Amortization

Balances at beginning of year - 134,833 451,572 160,197 746,602
Depreciation and amortization - 16,358 79,222 23,235 118,815
Disposals - - (34,517) (721) (35,238)
Balances at end of year - 151,191 496,277 182,711 830,179
Net Book Values P185,531 £220,665 P233,636 £119,663 P759,495

As of December 31, 2015 and 2014, the Group and the Parent Company has fully depreciated property
and equipment that are still in use with original cost amounting to £476.93 million and
£443.00 million, respectively.
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Consolidated

The breakdown of depreciation and amortization by asset class follow:

Parent Company

2015 2014 2013 2015 2014 2013
Bank premises, furniture,
fixtures and
equipment P108,891 £119,961 £117,301 P107,734 £118,815 £115,410
Investment properties
(Note 11) 61,743 51,128 34,061 60,581 48,800 34,059
Other foreclosed items
(Note 12) 11,947 7,577 11,530 11,947 7,577 11,530
P182,581 P178,666 P162,892 P180,262 £175,192 £160,999

11.

Investment Properties

Consolidated

The composition of and movements in the investment properties follow (amounts in thousands):

2015
Buildings and

Land Improvements Total
Cost
Balances at beginning of year P2,267,706 P589,910 P2,857,616
Additions 92,858 18,278 111,136
Disposals/reclassications (150,760) (20,684) (171,444)
Balances at end of year 2,209,804 587,504 2,797,308
Accumulated Depreciation and Amortization
Balances at beginning of year - 141,289 141,289
Depreciation and amortization - 61,743 61,743
Disposals - (19,503) (19,503)
Balances at end of year - 183,529 183,529
Allowance for Impairment Losses (Note 13)
Balances at beginning of year 224,062 12,974 237,036
Provisions 269 708 977
Disposals/ Reclassifications (60,259) 58,361 (1,898)
Balances at end of year 164,072 72,043 236,115
Net Book Values P2,045,732 P331,932 P2,377,664

Consolidated
2014
Buildings and

Land Improvements Total
Cost
Balances at beginning of year £2,181,404 £599,541 £2,780,945
Additions 289,738 24,990 314,728
Disposals (203,436) (69,740) (273,176)
Reclassification - 35,119 35,119
Balances at end of year 2,267,706 589,910 2,857,616
Accumulated Depreciation and Amortization
Balances at beginning of year - 94,680 94,680
Depreciation and amortization - 51,128 51,128
Disposals - (4,519) (4,519)
Balances at end of year - 141,289 141,289
Allowance for Impairment Losses (Note 13)
Balances at beginning of year 210,874 12,974 223,848
Provisions 16,723 - 16,723
Disposals (3,535) - (3,535)
Balances at end of year 224,062 12,974 237,036
Net Book Values 2,043,644 P435,647 P£2,479,291

PHILIPPINE VETERANS BANK

67



Parent Company

2015
Buildings and

Land Improvements Total
Cost
Balances at beginning of year P2,254,419 P560,854 P2,815,273
Additions 92,858 18,278 111,136
Disposals/reclassications (150,760) (20,684) (171,444)
Balances at end of year 2,196,517 558,448 2,754,965
Accumulated Depreciation and Amortization
Balances at beginning of year - 138,383 138,383
Depreciation and amortization - 60,581 60,581
Disposals - (19,503) (19,503)
Balances at end of year - 179,461 179,461
Allowance for Impairment Losses (Note 13)
Balances at beginning of year 224,062 12,974 237,036
Provisions 269 708 977
Disposals/ Reclassifications (60,259) 58,361 (1,898)
Balances at end of year 164,072 72,043 236,115
Net Book Values P2,032,445 P306,944 P2,339,389

Parent Company
2014
Buildings and

Land Improvements Total
Cost
Balances at beginning of year £2,199,560 £521,498 £2,721,058
Additions 250,861 56,070 306,931
Disposals (196,002) (16,714) (212,716)
Balances at end of year 2,254,419 560,854 2,815,273
Accumulated Depreciation and Amortization
Balances at beginning of year - 94,102 94,102
Depreciation and amortization - 48,800 48,800
Disposals - (4,519) (4,519)
Balances at end of year - 138,383 138,383
Allowance for Impairment Losses (Note 13)
Balances at beginning of year 210,874 12,974 223,848
Provisions 16,723 - 16,723
Disposals (3,535) - (3,535)
Balances at end of year 224,062 12,974 237,036
Net Book Values £2,030,357 £409,497 £2,439,854

The Group's investment properties mainly consist of real estate properties acquired in settlement of
loans and receivables.

As of December 31, 2015 and 2014, the aggregate fair value of the Group and Parent Company’s
investment properties amounted to £6.31 billion and £6.93 billion, respectively.

The fair values of the Group and Parent Company'’s investment properties have been determined on the

basis of recent sales of similar properties in the same areas as the investment properties, while taking
into account the economic conditions prevailing at the time the valuations were made.
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Details of rental income and direct operating expense (excluding depreciation), included in ‘Other
operating income’ and ‘Miscellaneous expense’, respectively, in the statements of income on the
investment properties follow (amounts in thousands):

2015 2014 2013
Rental income on investment properties P3,589 £10,422 £6,895
Direct operating expenses from investment
properties generating rent income (309) (858) (963)
Direct operating expenses from investment
properties not generating rent income (41,337) (29,120) (33,219)
12. Other Assets
This account consists of (amounts in thousands):
Consolidated Parent Company
2015 2014 2015 2014
Software costs — net P367,440 £332,249 P367,440 £332,249
Creditable withholding tax 204,890 171,535 204,890 171,535
Prepaid expenses 39,950 49,452 39,738 49,105
Other foreclosed items - net of
depreciation 33,003 44,983 33,003 44,983
Stationery and other supplies 15,748 14,229 15,745 14,165
Miscellaneous 125,920 99,786 115,270 87,664
786,951 712,234 776,086 699,701
Allowance for impairment and credit
losses (Note 13) (53,215) (4,676) (53,215) (4,676)
P733,736 £707,558 P722,871 £695,025

Changes in ‘Software costs’ of the Group and the Parent Company are as follows (amounts in thousands):

2015 2014
Balance at beginning of year P332,249 £297,664
Additions 67,405 65,243
Amortization (32,214) (30,658)
Balance at end of year P367,440 £332,249

The movements in other foreclosed assets of the Group and of the Parent Company follow (in

thousands):

2015 2014
Cost
Balances at beginning of year P91,487 £85,478
Additions - 6,129
Disposals (50) (120)
Balances at end of year 91,437 91,487
Accumulated Depreciation and Amortization
Balances at beginning of year 46,504 38,965
Depreciation and amortization 11,947 7,577
Disposals (17) (38)
Balances at end of year 58,434 46,504
Net Book Values P33,003 £44,983
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13. Allowance for Impairment and Credit Losses

Changes in the allowance for impairment and credit losses are summarized as follows (amounts in

thousands):
Consolidated Parent
2015 2014 2015 2014
Balances at beginning of year:
Loans and receivables (Note 8) P803,256 £661,860 P801,486 £660,090
IBLR and SPURA (Note 6) 549,714 446,643 549,714 446,643
Investment properties (Note 11) 237,036 223,848 237,036 223,848
AFS financial assets (Note 7) 137,850 136,741 137,850 136,741
Investments in subsidiaries (Note 9) - - 3,000 3,000
Other assets (Note 12) 4,676 172 4,676 172
1,732,532 1,469,264 1,733,762 1,470,494
Provisions 318,137 280,220 318,137 280,220
Accounts written off (4,074) (13,417) (4,074) (13,417)
Disposals (8,247) (3,535) (8,748) (3,535)
Balances at end of year:
Loans and receivables (Note 8) 904,756 803,256 902,485 801,486
IBLR and SPURA (Note 6) 652,786 549,714 652,786 549,714
Investment properties (Note 11) 236,115 237,036 236,115 237,036
AFS financial assets (Note 7) 191,476 137,850 191,476 137,850
Investments in subsidiaries (Note 9) - - 3,000 3,000
Other assets (Note 12) 53,215 4,676 53,215 4,676
P2,038,348 £1,732,532 £2,039,077 £1,733,762

The amortization of the required allowance on IBCL and accounts receivable from a thrift bank
amounted to £103.07 million for each of the years ended 2015, 2014 and 2013 (see Note 28).

With the foregoing level of allowance for impairment and credit losses, management believes that the
Group has sufficient allowance to cover for significant losses that may be incurred from the
noncollection or nonrealization of its loans and receivables and other risk assets, except for the IBCL and
Accounts receivable from a thrift bank on which the required allowance for impairment and credit losses
was deferred and is being amortized as approved by the BSP as discussed in

Note 28.

A reconciliation of the allowance for credit losses by class of loans and receivables of the Parent
Company is as follows (amounts in thousands):

2015
Corporate Individual Total

Balances at January 1 P656,275 P145,211 P801,486
Provisions 45,293 62,642 107,935
Reversals/reclassifications (55,864) 49,015 (6,849)
Accounts written off (87) — (87)
Balances at December 31 P645,617 P256,868 P902,485
Individual impairment P113,674 P3,858 P117,532
Collective impairment 531,943 253,010 784,953
Balances at December 31 P645,617 P256,868 P902,485
Gross amounts of loans individually determined

to be impaired, before deducting any

individually assessed impairment losses P1,084,832 P67,082 P1,151,914
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2014

Corporate Individual Total
Balances at January 1 £502,761 £157,329 £660,090
Provisions 154,813 - 154,813
Accounts written off (1,299) (12,118) (13,417)
Balances at December 31 £656,275 £145,211 £801,486
Individual impairment £573,709 £108,375 P682,084
Collective impairment 82,566 36,836 119,402
Balances at December 31 656,275 £145,211 £801,486
Gross amounts of loans individually determined
to be impaired, before deducting any
individually assessed impairment losses £1,537,761 £150,964 £1,688,725

The following table shows the breakdown of provision for impairment and credit losses (amounts in
thousands):

Consolidated Parent Company

2015 2014 2013 2015 2014 2013

Loans and receivables R107,935 £154,813 £104,955 P107,935 P£154,813 £103,185
IBCL 103,071 103,071 103,071 103,071 103,071 103,071
AFS financial assets 53,626 1,109 - 53,626 1,109 -
Other assets 52,528 4,504 162 52,528 4,504 162
Investment properties 977 16,723 3,238 977 16,723 3,238
P318,137 £280,220 P£211,426 P318,137 £280,220 £209,656

The allowance as of December 31, 2015 and 2014 and the provision for impairment and credit losses for
2015 and 2014 include the amounts related to receivables from a thrift bank
(see Note 28).

14.

Deposit Liabilities

Out of the total deposit liabilities as of December 31,2015 and 2014, 36.63% and 43.77%, respectively, is
subject to periodic interest repricing. The remaining peso deposit liabilities earn annual fixed interest
rates of 0.13% in 2015 and 2014, while foreign currency-denominated deposit liabilities earn annual
interest rates of 0.13% in 2015 and 2014.

Non-FCDU deposit liabilities of the Parent Company are subject to required reserves equivalent of
20.00%. The required reserves shall be kept in the form of deposits maintained in the Demand Deposit
Accounts (DDAs) with the BSP and any government securities which are previously used as compliance
until they mature. Required liquidity floor (additional for government deposits only) is 30% for 2015 and
2014.

As of December 31, 2015 and 2014, the Parent Company is in compliance with such regulations.
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The total liquidity and statutory reserves of the Parent Company based on the submitted report to the
BSP as of December 2015 and 2014 are as follows (amounts in thousands):

2015 2014

Due from BSP £8,992,103 £9,446,481
Government securities* 6,293,960 8,730,210
£15,286,063 £18,176,691

* Government securities eligible as reserve requirement are classified as AFS financial assets

15. Bills Payable

This account consists of borrowings from BSP and non-bank financial intermediaries with principal
amounts totaling nil and 153.13 million as of December 31, 2015 and 2014, respectively, with interest
rate of 4.00% in 2015 and 2014.

On February 7, 2008, the MB approved a 90-day special liquidity support to the Parent Company
amounting to £2.30 billion, bearing annual interest rate of 9.00%. Subsequently, on

May 29, 2008, such support was restructured with lower interest rate equivalent to 4.49% and extended
term of 20 years. The bills payable was initially recorded at fair value of £1.18 billion and subsequently
carried at amortized cost. The resulting difference between the initial fair value of the loan and the
proceeds of the loan amounting to £1.12 billion (i.e. day 1 difference) was recorded initially as ‘Unearned
income’ in the statements of financial position (see Note 28). Such unearned income is amortized over
the term of the loan using effective interest method and is presented under ‘Interest income - others’ in
the statements of income. The Parent Company recognized amortization of ‘Unearned income’
amounting to £4.40 million until March 1, 2013.

On March 1, 2013, the Parent Company paid this borrowing from the BSP amounting to
£2.30 billion. Consequently, the Parent Company derecognized its ‘Bills payable’ to the BSP amounting
to £1.29 billion and the related ‘Unearned income’ amounting to £1.01 billion as of March 1, 2013.

As of December 31, 2014, bills payable are unsecured.

‘Interest expense on bills payable and other borrowings’ of the Group and Parent Company in the
statements of income amounted to £4.42 million and £7.36 million in 2015 and 2014 respectively.

16. Accrued Taxes, Interest and Other Expenses

This account consists of (amounts in thousands):

Consolidated Parent Company
2015 2014 2015 2014
Accrued operating expenses P308,462 £232,439 P306,626 £222,122
Accrued interest 237,477 261,797 237,478 261,797
Accrued taxes 8,453 6,897 8,453 6,897
P554,392 £501,133 P552,557 £490,816

Accrued operating expenses include accrual for various operating expenses such as payroll, repairs and
maintenance, utilities, rental, insurance and contractual services.
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17.

Other Liabilities

This account consists of (amounts in thousands):

Consolidated

Parent Company

2015 2014 2015 2014
Dividends payable (Note 19) P259,405 P274,286 P259,405 P274,286
Accounts payable 191,541 408,137 190,097 357,644
Provision for probable losses
(Note 27) 144,713 72,357 144,713 72,357
Due to Treasury of the Philippines 136,721 127,038 136,721 127,038
Other dormant credits 131,813 22,166 131,813 22,166
Withholding tax payable 22,988 24,590 22,395 23,835
Net retirement liability (Note 20) 29,397 152,039 29,397 152,039
Payment order payable 442 586 442 586
Payable to the Board of Trustees
of Veterans of World War Il
(Note 23) - 10,627 - 10,627
Others 58,439 35,133 11,042 30,766
P975,459 £1,126,959 P926,025 21,071,344

18.

Maturity Analysis of Assets and Liabilities

The following tables show an analysis of assets and liabilities according to whether they are expected to
be recovered or settled in less than twelve months or over twelve months from reporting date (amounts

in thousands):

December 31, 2015

Consolidated

Parent Company

Less than Over Less than Over
Twelve Twelve Twelve Twelve
Months Months Total Months Months Total
Financial Assets
Cash and other cash items £580,558 P- P580,558 P577,578 P- R577,578
Due from BSP 23,074,560 - 23,074,560 23,074,560 - 23,074,560
Due from other banks 1,102,796 - 1,102,796 1,096,081 - 1,096,081
IBLR and SPURA 1,669,600 1,669,600 1,669,600 1,669,600
Financial assets at FVPL 14,961 - 14,961 14,961 - 14,961
AFS financial assets 104,666 8,362,500 8,467,166 104,666 8,362,500 8,467,166
Loans and receivables 4,677,355 8,774,020 13,451,375 4,669,705 8,654,574 13,324,279
29,554,896 18,806,120 48,361,016 29,537,551 18,686,674 48,224,225
Nonfinancial Assets
Investments in subsidiaries - - - - 165,463 165,463
Bank premises, furniture, fixtures
and equipment - 803,785 803,785 - 832,640 832,640
Investment properties - 2,613,778 2,613,778 - 2,575,504 2,575,504
Deferred tax assets - 491,057 491,057 - 491,057 491,057
Other assets 58,686 728,265 786,951 56,486 719,601 776,087
58,686 4,636,885 4,695,571 56,486 4,784,265 4,840,751
29,613,582 23,443,005 53,056,587 29,594,037 23,470,939 53,064,976
Less: Allowance for impairment and credit
losses (Note 13) - - (2,038,347) - - (2,039,076)
P29,613,582 P23,443,005 #£51,018,240 P29,594,037 P23,470,939 #P51,025,900

(Forward)
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December 31, 2015

Consolidated Parent Company
Less than Over Less than Over
Twelve Twelve Twelve Twelve
Months Months Total Months Months Total
Financial Liabilities
Deposit liabilities P42,355,425 P2,084,112 P44,439,537 P42,357,443 P2,084,112 P44,441,555
Manager’s checks 74,312 - 74,312 74,312 - 74,312
Accrued taxes, interest and other
expenses 377,454 123,823 501,277 375,619 123,823 499,442
Other liabilities 172,042 747,694 919,736 166,723 704,151 870,874

42,979,233 2,955,629 45,934,862 42,974,097 2,912,086 45,886,183

Nonfinancial Liabilities
Accrued taxes, interest and other

expenses 53,115 - 53,115 53,115 - 53,115
Income tax payable 11,756 - 11,756 11,099 - 11,099
Other liabilities 55,723 - 55,723 55,151 - 55,151

120,594 - 120,594 119,365 - 119,365

P43,099,827 P2,955,629 P46,055,456 P43,093,462 P2,912,086 P46,005,548

December 31,2014

Consolidated Parent Company
Less than Over Less than Over
Twelve Twelve Twelve Twelve
Months Months Total Months Months Total
Financial Assets
Cash and other cash items £709,073 P- £709,073 £705,650 P- £705,650
Due from BSP 24,762,077 - 24,762,077 24,762,077 - 24,762,077
Due from other banks 582,169 - 582,169 563,679 - 563,679
IBLR and SPURA 200,000 1,669,600 1,869,600 200,000 1,669,600 1,869,600
Financial assets at FVPL 681,349 - 681,349 681,349 - 681,349
AFS financial assets 317,326 10,508,058 10,825,384 317,326 10,508,058 10,825,384
Loans and receivables 2,781,567 10,622,135 13,403,702 2,740,699 10,539,226 13,279,925

30,033,561 22,799,793 52,833,354 29,970,780 22,716,884 52,687,664

Nonfinancial Assets

Investments in subsidiaries - - - - 165,463 165,463

Bank premises, furniture, fixtures
and equipment - 747,172 747,172 - 759,495 759,495
Investment properties - 2,716,326 2,716,326 - 2,676,890 2,676,890
Deferred tax assets - 523,991 523,991 - 523,991 523,991
Other assets 71,942 640,292 712,234 72,902 626,799 699,701
71,942 4,627,781 4,699,723 72,902 4,752,638 4,825,540

30,105,503 27,427,574 57,533,077 30,043,682 27,469,522 57,513,204
Less: Allowance for impairment and credit
losses (Note 13) - - 1,732,532 - - 1,733,762

230,105,503 827,427,574  £55,800,545 £30,043,682 £27,469,522 £55,779,442

Financial Liabilities

Deposit liabilities P44,925,198 £2,761,732 P47,686,930 £44,925,198 P2,765,382 P£47,690,580
Marginal deposit and cash letters of credit 32,869 - 32,869 32,869 - 32,869
Bills payable - 153,125 153,125 - 153,125 153,125
Manager’s checks 93,427 - 93,427 93,427 - 93,427

Accrued taxes, interest and other
expenses 339,601 105,064 444,665 336,318 98,029 434,347
Other liabilities 770,368 176,689 947,057 752,772 139,427 892,199
46,161,463 3,196,610 49,358,073 46,140,584 3,155,963 49,296,547

Nonfinancial Liabilities
Accrued taxes, interest and other

expenses 56,468 - 56,468 56,468 - 56,468
Income tax payable 12,168 - 12,168 11,710 - 11,710
Other liabilities 179,902 - 179,902 179,146 - 179,146

248,538 248,538 247,324 - 247,324

246,410,001 23,196,610 £49,606,611 246,387,908 £3,155,963  £49,543,871
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19. Equity

The Group and Parent Company’s capital stock consists of (amounts in thousands except number of

shares):
2015 2014
Shares Amount Shares Amount
Preferred stock - 100 par value
Authorized 4,900,000 £490,000 4,900,000 £490,000
Issued 3,621,099 362,110 3,621,099 362,110
Treasury stock (9,710) (971) (9,520) (952)
Common stock - 100 par value
Authorized 45,100,000 4,510,000 45,100,000 4,510,000
Issued, including stock dividend
distributable 23,457,756 2,345,775 23,457,756 2,345,775
Subscribed, net of subscription
receivable 1,711,727 171,173 511,028 51,103
Treasury stock (2,152,344) (377,249) (60,245) (6,025)
Additional paid-in capital - 20,979 - 20,979

The movements in the Bank’s number of issued and outstanding shares follow:

2015 2014
Shares Amount Shares Amount
Preferred stock - 100 par value
Authorized 4,900,000 £490,000 4,900,000 £490,000
Issued at beginning of year 3,621,099 362,110 3,621,000 362,100
Reinstatement of capital stock — — 99 10
3,621,099 362,110 3,621,099 362,110
Treasury stock
Balance at beginning of year 9,520 952 9,290 929
Acquisitions 190 19 230 23
9,710 971 9,520 952
Issued and outstanding at end of year 3,611,389 P361,139 3,611,579 P£361,158
Common stock - 2100 par value
Authorized 45,100,000 £4,510,000 45,100,000 £4,510,000
Paid-in common stock at beginning of year 22,886,025 2,288,602 22,885,332 2,288,533
Distribution of stock dividends 490,080 49,008 - —
23,376,105 2,337,610 22,886,025 2,288,602
Subscribed capital
Balance at beginning of year 511,028 51,103 510,990 51,099
Collections 1,200,698 120,070 38 4
1,711,726 171,173 511,028 51,103
Treasury stock
Balance at beginning of year 60,245 6,025 58,325 5,833
Acquisitions 2,092,099 371,224 1,920 192
2,152,344 377,249 60,245 6,025
Issued and outstanding at end of year 22,935,487 P2,131,534 23,336,808 £2,333,680
Stock dividend distributable
Balance at beginning of year 571,731 P57,173 571,731 £57,173
Distribution of stock dividends (490,080) (49,008) - —
81,651 P8,165 571,731 P57,173

Preferred shares are cumulative, nonredeemable, nonvoting shares entitled to dividends of 8.00%
annually from net income, subject to the declaration of the BOD and have priority in case of liquidation
or insolvency. As of December 31, 2015 and 2014, dividends in arrears on cumulative preferred shares
amounted to £173.29 million and £144.40 million, respectively.
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As of December 31, 2015 and 2014, ‘Capital stock’ is net of ‘Subscriptions receivable’ amounting to £
19.48 million and £139.55 million, respectively. Stock dividend distributable represents stock dividends
distributable to unpaid subscribed shares. Stock dividends will be issued upon full payment of
subscriptions receivables.

In 2012, the BOD approved the transfer of dividends payable amounting to £369.44 million, which
remained unclaimed for more than 5 years by shareholders whose existence and whereabouts could not
be ascertained, to Appropriated surplus. In the event that any of the unlocated shareholders or their
compulsory heirs should appear, the Office of the Board Secretary, subject to approval by the BOD, shall
issue in their favor the accumulated cash dividends. In 2015, the Parent Company paid £6.27 million of
dividends taken out from appropriated surplus. The amount of £363.17 million and £369.44 million
recorded as Appropriated surplus, an equity account, is excluded in the Parent Company’s calculation of
‘unimpaired capital’ (regulatory net worth) as of December 31, 2015 and 2014 as reflected in Note 4. The
amount is also excluded in the determination of surplus available for dividend declaration as of
December 31,2015 and 2014.

The Parent Company is continuously searching for the whereabouts of the veteran-shareholders whose
existence and whereabouts cannot be ascertained and/or their families through various World War ||
veteran associations and other organizations and channels that are and will be approved by the BOD.

In 2015 and 2014, there are no declared cash dividends out of its retained earnings for distribution to
existing stockholders. In 2015, the Parent Company reacquired common shares amounting to £371.24
million from one of its former director. Upon reacquisition of the shares, the Parent Company paid out 2
14.64 million cash dividends and distributed £49.01 million worth of stock dividend distributable due to
such director.

As of December 31, 2015 and 2014, surplus is restricted for the payment of dividends to the extent of the
cost of shares held in treasury amounting to £378.22 million and £6.98 million, respectively.

Capital Management

The objective of the Parent Company'’s capital management framework is to ensure that there is
sufficient capital to support the underlying risks of its business activities and to maintain an adequately
capitalized status under regulatory requirements. The sufficiency of capital is measured using the rules
and ratios established by the BSP.

The determination of the Parent Company’s compliance with regulatory requirements and ratios is
based on the amount of the Parent Company’s ‘unimpaired capital’ (requlatory net worth) as reported to
the BSP, determined on the basis of regulatory accounting policies which differ from PFRS in some
respects.

Effective January 1, 2014, the Parent Company complied with BSP issued Circular No. 781, Basel Ill
Implementing Guidelines on Minimum Capital Requirements, which provides the implementing guidelines
on the revised risk-based capital adequacy framework particularly on the minimum capital and
disclosure requirements for universal banks and commercial banks, as well as their subsidiary banks and
quasi-banks, in accordance with the Basel lll standards.

Under existing BSP regulations, the combined capital accounts of the Parent Company should not be
less than an amount equal to 10% of its risk assets. Risk assets consist of total assets less cash on hand,
due from BSP, loans covered by hold-out on or assignment of deposits, loans or acceptances under
letters of credit to the extent covered by margin deposits, and other non-risk items as determined by the
MB of the BSP.
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The CAR of the Parent Company as reported to the BSP as of December 31, 2015 and 2014, considering
the effects of deferral and amortization of required allowance for impairment and credit losses on IBCL
and Accounts receivable from a thrift bank as discussed in Note 28 is 16.82% and 23.58%, respectively,
which is in compliance with the minimum requirement of the BSP (see Note 4).

In 2009, the BSP issued Circular No. 639 covering the ICAAP which supplements the BSP's risk-based
capital adequacy framework under BSP Circular No. 538. BSP No. 639 is effective starting January 1,2011,
as extended by BSP Circular No. 677 which is also issued in 2009. The policies and processes guiding the
determination of the sufficiency of capital of the Parent Company have been incorporated to the Parent
Company’s ICAAP to comply with the requirements of the BSP. While the Parent Company has added
the ICAAP to its capital management policies and processes, there were no changes made on the
objectives and policies for the years ended December 31,2015 and 2014.

20.

Retirement Plan

The Parent Company has a funded noncontributory defined benefit retirement plan (the Plan) covering
substantially all its officers and regular employees. Under the Plan, all covered officers and employees
are entitled to cash benefits after satisfying certain age and service requirements. The Plan also covers
pre-retirement death benefit, disability benefit and voluntary and involuntary separation after satisfying
certain conditions.

Under the existing regulatory framework, Republic Act 7641 requires companies with at least ten (10)
employees to pay retirement benefits to qualified private sector employees in the absence of any
retirement plan in the entity, provided however that the employee’s retirement benefits under any
collective bargaining and other agreements shall not be less than those provided under the law. The law
does not require minimum funding of the plan.

The amount of net retirement liability recognized under ‘Other liabilities’ in the statements of financial
position are as follows (amounts in thousands):

2015 2014

Present value of retirement obligation P326,635 £397,349
Fair value of plan assets 297,238 245,310
P29,397 £152,039

Changes in the present value of the defined benefit obligation as of December 31, 2015 and 2014 follow
(in thousands):

2015 2014
Balance at beginning of year P397,349 £252,160
Current service cost 42,692 24,764
Interest cost 18,556 11,844
Remeasurement losses (gains) arising from:
Changes in financial assumptions (68,663) 153,412
Experience adjustment (34,738) (15,437)
Changes in demographic assumptions (4,270) -
Benefits paid (24,291) (29,394)
Balance at end of year P326,635 £397,349
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Changes in fair value of plan assets are as follows (in thousands):

2015 2014

Balance at beginning of year P245,310 £227,881
Contributions 62,655 34,325
Interest income 11,456 12,116
Remeasurements 2,108 382
Benefits paid (24,291) (29,394)
Balance at end of year P297,238 £245,310

The fair value of plan assets by each class are as follows (in thousands):

2015 2014

Deposits in bank (Note 26) P122,431 £50,548
Investment in government securities 100,000 115,000
Investment in private securities 63,860 68,000
Investment in shares of stocks 8,623 10,090
Others 2,324 1,672
P297,238 £245,310

The Parent Company’s plan assets are carried at fair value. Investment in government and private
securities and shares of stocks have quoted prices in active market. The fair value of other assets and
liabilities, which include deposits in banks, accrued interest and other receivables, approximate carrying
amount due to the short-term nature of these accounts.

The plan assets have diverse investments and do not have any concentration risk.
The cost of defined benefit retirement plans as well as the present value of the benefit obligation are

determined using actuarial valuations. The actuarial valuation involves making various assumptions.
The principal assumptions used are shown below:

2015 2014

Discount rate
At January 1 4.67% 5.26%
At December 31 5.11% 4.67%
Future salary increases 8.00% 9.00%

The sensitivity analysis below has been determined based on reasonably possible changes of each
significant assumption on the defined benefit obligation as of December 31, 2015 and 2014, assuming
all other assumptions were held constant.

Increase (decrease) in
defined benefit obligation

Assumption 2015 2014
Discount rate +100 bps (R286,840) (341,970)
-100 bps 374,662 464,568
Salary rate +100 bps (371,279) (459,123)
-100 bps 288,624 345,277
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The amounts included in ‘Compensation and fringe benefits’ expense in the statements of income of the
Parent Company follow (amounts in thousands):

2015 2014 2013
Current service cost 242,692 P24,764 £21,769
Net interest (income) cost 7,100 (272) (80)
Expense recognized during the year R49,792 £24,492 £21,689

The average duration of the retirement liability is 21.44 years and 22.6 years in 2015 and 2014,
respectively. Maturity analysis of the undiscounted benefit payments (in thousands) follow:

Normal Other than Normal

Retirement Retirement Total
Less than one year £5,202 £5,300 £10,502
More than one to five years 43,871 25,382 69,253
More than five to 10 years 88,720 39,085 127,805
More than 10 to 15 years 168,462 44,468 212,930
More than 15 to 20 years 422,832 47,822 470,654
More than 20 years 1,294,975 76,937 1,371,912

£2,024,062 £238,994 £2,263,056

The Parent Company expects to contribute to its plan assets £36.06 million in 2016.

21.

Leases

Some of the Parent Company’s branches and its subsidiaries lease their respective office premises under
operating lease agreements. Rentals for both the Group and the Parent Company charged against
current operations included in ‘Occupancy’ in the statements of income amounted to

£95.77 million, 262.89 million and £62.11 million in 2015, 2014 and 2013, respectively.

The Group has entered into commercial property leases on its bank premises, which are non-cancelable
and have remaining non-cancelable lease terms between 5 and 48 years. The lease contracts include
annual escalation clauses ranging from 5.00% to 25.00% in 2015 and 2014. As of December 31,2015 and
2014, the Bank has no contingent rent payable.

As of December 31, 2015 and 2014, the future minimum rentals payable under operating leases for the
Group and Parent Company are as follows (amounts in thousands):

2015 2014

Within one year P58,309 £58,494
After one year but not more than five years 175,301 206,395
More than five years 853,657 880,873
P1,087,267 £1,145,762

The Group has entered into commercial property leases on its investment property portfolio, consisting
of the Group’s available office spaces and Real and other properties acquired and certain excess spaces
from bank premises which are non-cancelable and have remaining non-cancelable lease terms between
1 and 8 years. The lease contracts include annual escalation clauses ranging from 5.00% to 10.00% in
2015 and 2014. As of December 31, 2015 and 2014, the Bank has no contingent rent receivable.

Total rent income earned by the Group and Parent Company amounted to £11.45 million,

£11.07 million and £10.59 million in 2015, 2014 and 2013, respectively, which are included under ‘Other
operating income’ in the statements of income.
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Future minimum rental receivables under operating leases follow (amounts in thousands):

2015 2014

Within one year P8,397 £8,350
After one year but not more than five years 19,779 26,940
More than five years 1,089 2,325
P29,265 237,615

22.

Income and Other Taxes

Under Philippine tax laws, the RBU of the Parent Company and its domestic subsidiaries are subject to
percentage and other taxes (presented as ‘Taxes and licenses’ in the statements of income) as well as
income taxes. Percentage and other taxes paid consist principally of gross receipts tax (GRT),
documentary stamp taxes and value-added tax. Income taxes include corporate income tax, as
discussed below, and final taxes paid which represent final withholding tax on gross interest income
from government securities and other deposit substitutes and income from FCDU transactions. These
income taxes, as well as the deferred tax benefits and provisions, are presented as ‘Provision for income
tax’ in the statements of income.

Current tax regulations provide that the Regular Corporate Income Tax (RCIT) rate shall be 30.00%. The
interest expense allowed as a deductible expense shall be reduced to 33.00% of interest income
subjected to final tax.

An MCIT of 2.00% of modified gross income is computed and compared with the RCIT. Any excess of
MCIT over the RCIT is deferred and can be used as a tax credit against future income tax liability for the
next three years. In addition, NOLCO is allowed as a deduction from taxable income in the next three
years from the period of incurrence.

Current tax regulations also provide for the ceiling on the amount of entertainment, amusement and
recreation (EAR) expense that can be claimed as a deduction against taxable income. Under the
regulations, EAR expense allowed as a deductible expense is limited to the actual EAR paid or incurred
but not to exceed 1.00% of the Parent Company’s net revenue.

FCDU offshore income (income from non-residents) is tax-exempt while gross onshore income (income
from residents) is subject to 10.00% income tax. In addition, interest income on deposit placements with
other FCDUs and offshore banking units (OBUs) is taxed at 7.50%. Income derived by the FCDU from
foreign currency transactions with non-residents, OBUs, local commercial banks including branches of
foreign banks is tax-exempt while interest income on foreign currency loans from residents other than
OBUs or other depository banks under the expanded system is subject to 10.00% income tax.

Provision for income tax consists of (amounts in thousands):

Consolidated Parent Company

2015 2014 2013 2015 2014 2013

Current:
Final taxes P186,569 £214,982 £319,454 P186,567 £214,972 £319,448
MCIT 11,322 12,603 8,246 11,322 12,048 8,071
RCIT 1,038 199 1,317 - 199 1,317
198,929 227,784 329,017 197,889 227,219 328,836
Deferred - 14,286 32,181 - 14,286 32,181
P198,929 £242,070 P£361,198 £197,889 P£241,505 £361,017
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The components of net deferred tax assets follow (amounts in thousands):

2015 2014
Deferred tax assets on:
Allowance for impairment and credit losses £2501,095 P477,874
Depreciation on acquired assets 55,467 55,467
Provision for probable losses 21,707 21,707
Provision for expenses 20,547 20,547
Net retirement liability 8,819 45,612
Unamortized past service cost 6,586 6,586
614,221 627,793
Deferred tax liabilities on:
Gains on asset foreclosures and dacion transactions (121,201) (103,802)
Unrealized net foreign exchange gain (1,714) -
Trading gain on HFT (249) —
(123,164) (103,802)
£491,057 £523,991

As of December 31,2015 and 2014, the Group and the Parent Company did not recognize deferred tax

assets on the following temporary differences:

Consolidated

Parent Company

2015 2014 2015 2014
NOLCO P1,828,206 £1,456,503 P1,828,206 £1,456,503
Provisions for impairment and
credit losses 139,231 2,271 137,461 -
Provision for expenses 116,817 134,566 116,817 134,566
Depreciation on acquired assets 53,009 - 53,009 -
MCIT 31,441 30,321 31,441 30,136
Unamortized past service cost 10,121 — 10,121 -
P2,178,825 £1,623,661 P2,177,055 £1,621,205

Provision for deferred tax charged directly to other comprehensive income during the year for the Group

and the Parent Company follows:

2015 2014 2013

Remeasurement losses on retirement plan P32,934 £41,278 P3427
Details of the Group’s NOLCO follow (in thousands):
Inception Year Amount Used/Expired Balance Expiry Year
2015 £684,463 2 £684,463 2018
2014 655,585 - 655,585 2017
2013 1,688,702 1,200,544 488,158 2016
2012 17,057,157 17,057,157 - 2015
£20,085,907 £18,257,701 £1,828,206
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Details of the Parent Company’s NOLCO follow (in thousands):

Inception Year Amount Expired Balance Expiry Year

2015 £684,463 P £684,463 2018

2014 655,585 - 655,585 2017

2013 488,158 - 488,158 2016

2012 312,760 312,760 — 2015
£2,140,966 £312,760 £1,828,206

Details of the Group’s MCIT follow (amounts in thousands):

Inception Year Amount Used/Expired Balance Expiry Year

2015 £11,322 P— £11,322 2018

2014 569,393 557,345 12,048 2017

2013 172,921 164,850 8,071 2016

2012 143,562 143,562 — 2015
£897,198 £865,757 £31,441

Details of the Parent Company’s MCIT follow (@amounts in thousands):

Inception Year Amount Used/Expired Balance Expiry Year

2015 211,322 P— 211,322 2018

2014 12,048 - 12,048 2017

2013 8,071 - 8,071 2016

2012 10,017 10,017 — 2015
241,458 £10,017 £31,441

The reconciliation of the provision for income tax computed at statutory tax rate to the provision for
income tax presented in the statement of income follows (amounts in thousands):

Consolidated Parent Company
2015 2014 2013 2015 2014 2013
Statutory income tax (P200,862) P168,476 £133,599 (P196,394) £151,963 £151,115
Tax effects of:
Expired NOLCO and MCIT 103,845 175,438 279,338 103,845 175,438 279,338
Nondeductible expenses 141,700 115,613 435,138 134,763 126,739 435,138
Interest income subjected to final
tax (net of nondeductible
interest expense) net of tax paid (1,331) (141,521) 5,476 (1,323) (141,516) 5,454
Nontaxable income (7,859) (110,495) (459,030) (6,774) (110,495) (476,705)
Change in unrecognized deferred
tax assets 167,333 39,305 (20,975) 167,669 44,122 (20,975)
Interest income on tax-exempt
investments (1,356) (2,842) (8,741) (1,356) (2,842) (8,741)
FCDU income (2,541) (1,904) (3,607) (2,541) (1,904) (3,607)
Effective income tax P198,929 £242,070 £361,198 P197,889 £241,505 £361,017
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23. Disposition of Net Income

As provided for in the Parent Company'’s by-laws, the profit distributable to common shares shall be the

Parent Company’s net income reduced by the following:

(a)

(b)

Guaranteed earnings of the preferred shares; and

Transfer to the surplus reserves account (20% of net income) until the surplus reserves is equal to
the Parent Company'’s authorized capital stock;

Appropriation of 20% of net income, after deducting (a) and (b) above, to the veteran shareholders
through the Board of Trustees of the Veterans of World War Il, as provided in Section 23 of RA No.

3518. Total distribution made to the Board of Trustees of Veterans of World War Il amounted to nil,
£37.80 million and £51.10 million in 2015, 2014 and 2013, respectively.

Also, as required by the BSP, the Parent Company transfers 10% of its income from trust operations to
surplus reserves (see Note 25).

24.

Financial Performance

The basic EPS of the Group is computed as follows (amounts in thousands except EPS):

2015 2014 2013

Net income (loss) attributable to

equity holders of the Parent

Company (P868,469) £319,518 £84,133
Cumulative preferred dividends 28,891 28,893 28,894
Weighted average number of

outstanding common shares 22,443 23,909 23,910
Basic earnings (losses) per common

share [(a-b)/c] (39.98) 12.16 2.31

There were no dilutive potential common shares in 2015 and 2014.

The following basic ratios measure the financial performance of the Group and Parent Company:

Consolidated

Parent Company

2015 2014 2015 2014
Return on average equity (15.57%) 5.03% (15.15%) 4.13%
Return on average assets (1.63%) 0.57% (1.60%) 0.48%
Net interest margin 2.38% 2.95% 2.38% 2.95%

Note: Average balances were derived from beginning and ending balances of the respective statement of financial position
amounts as at reporting date.

25. Trust Operations

Securities and other properties held by the Parent Company in fiduciary or agency capacities for clients

and beneficiaries amounting to £7.86 billion and £8.33 billion as of December 31, 2015 and 2014,

respectively, are not included in the accompanying statements of financial position since these are not

assets of the Parent Company (see Note 27).
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Government securities with total face value of £99.83 million and £99.90 million as of

December 31, 2015 and 2014, respectively, and with total carrying value of £99.95 million and

£99.77 million (included in AFS financial assets) as of December 31, 2015 and 2014, respectively, are
deposited with the BSP in compliance with existing banking regulations relative to the Parent
Company’s trust functions. Also, as required by the BSP, the Parent Company transfers 10% of income
from trust operations to surplus reserves until it amounts to 20% of the Parent Company’s authorized
capital stock and no part of such surplus reserves shall at any time be paid out in dividends, but losses in
the course of its business may be charged against such surplus.

Income from trust operations amounted to £30.19 milion, £31.19 million and £52.84 million in 2015,
2014 and 2013, respectively.

26.

Related Party Transactions

In the ordinary course of business, the Group has loan transactions with certain directors, officers,
stockholders and related interests (DOSRI) within limits prescribed by the BSP. These loans 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 values of their respective investments in the
Group. In the aggregate, loans to DOSRI generally should not exceed the lower of the total capital funds
or 15.00% of the total loan portfolio. These limits do not apply to loans secured by assets considered as
non-risk as defined in the regulations. As of December 31,2015 and 2014, the Group is in compliance
with these regulatory requirements.

The following table shows information relating to the loans, other credit accommodations and
guarantees classified as DOSRI accounts (amounts in thousands):

2015 2014
Total outstanding DOSRI accounts P38,578 £40,852
Percent of DOSRI accounts to total loans 0.37% 0.41%
Percent of unsecured DOSRI accounts to total DOSRI
accounts - -

Percent of past due DOSRI accounts to total

DOSRI accounts - -
Percent of nonperforming DOSRI accounts to total

accounts - -

On January 31, 2007, BSP Circular No. 560 was issued providing the rules and regulations that govern
loans, other credit accommodations and guarantees granted to subsidiaries and affiliates of banks and
quasi-banks. Under the said circular, the total outstanding exposures to each of the bank’s subsidiaries
and affiliates shall not exceed 10.00% of bank’s net worth, the unsecured portion of which shall not
exceed 5.00% of such net worth. Further, the total outstanding exposures to subsidiaries and affiliates
shall not exceed 20.00% of the net worth of the lending bank. BSP Circular No. 560 is effective starting
February 15, 2007.

The transactions of the Parent Company with its subsidiaries consist mainly of regular banking
transactions, project management and property development, advances for payment of various
operating expenses and transfer of assets in exchange of the subsidiaries’ shares of stocks.

IPI provides services to the Parent Company which consist principally of agreement for providing
architectural and engineering design services, project management and property development studies
relative to the Parent Company’s branch construction and renovation projects;

ANNUAL REPORT 2015



The intercompany transactions and outstanding balances below of the Parent Company with the
subsidiaries are reflected in the parent company financial statements. The transactions and balances
with the subsidiaries are eliminated in the consolidated financial statements.

Related party transactions of the Parent Company by category of related party are presented below.

December 31,2015
Outstanding
Amount/ Balance/
Category Volume Amount Nature, Terms and Conditions
Intervest Projects, Inc.

Deposit liabilities P2,016,339 Savings and time deposits account earning interest
Deposits P30,671,511 ranging from 0.13% to 2.00% annually
Withdrawals 33,079,995

Bank premises, furniture, fixtures 15,512,981 Services rendered by IPI to the Parent Company

and equipments (Building related to construction of branches and renovation

under construction) projects. IPI charges 5.00% of the total contract price
and amounts billed vary per percentage of
completion of the project. Such amount is
capitalized in the Parent Company’s books and
amortized over the estimated useful life of the related
assets

Accounts payable 278,040 Retention fee in connection with construction/

renovation projects

Interest expense 1,765 Interest on deposit liabilities

Intervest Insurance Agency, Inc.*

Deposit liabilities 3,636,158 Savings and time deposits account earning interest
Deposits 16,761,212 ranging from 0.13% to 2.00% annually
Withdrawals 13,280,486

Accounts payable 182,985  Fire insurance premiums from foreclosures and motor

car insurance premiums from employees’
contributions

Interest expense 6,721 Interest on deposit liabilities

Miscellaneous expense 1,038,000 Expenses incurred from service level agreement

Directors and Officers
Loans and receivables 38,578 Loans to directors and officers of the Parent
Company.
Interest income 1,580 Interest on loans and receivables

*Intervest Insurance Agency, Inc. is a wholly-owned subsidiary of IPI.

December 31,2014

Outstanding

Amount/ Balance/
Category Volume Amount  Nature, Terms and Conditions
Intervest Projects, Inc.

Deposit liabilities P3,648,628  Savings and time deposits account earning interest
Deposits £50,038,755 ranging from 0.50% to 2.00% annually
Withdrawals 47,174,077

Bank premises, furniture, fixtures 7,158,279  Services rendered by IPI to the Parent Company

and equipments (Building related to construction of branches and renovation

under construction) projects. IPI charges 5.00% of the total contract price
and amounts billed vary per percentage of
completion of the project. Such amount is
capitalized in the Parent Company’s books and
amortized over the estimated useful life of the related
assets

Interest expense 2,081 Interest on deposit liabilities

Intervest Insurance Agency, Inc.*

Deposit liabilities 8,007,740  Savings and time deposits account earning interest
Deposits 45,403,272 ranging from 0.50% to 2.00% annually
Withdrawals 41,034,011

Interest expense 2,901 Interest on deposit liabilities

Directors and Officers
Loans and receivables 40,852  Loans to directors and officers of the Parent
Company.
Interest income 3,714 Interest on loans and receivables

*Intervest Insurance Agency, Inc. is a wholly-owned subsidiary of IPI.
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Service Level Agreement with IIA

In 2015, the Parent Company entered into a Service Level Agreement (SLA) with Intervest Insurance
Agency Inc., wherein the later shall act as the authorized insurance agent for the credit redemption
insurance required by the former. Miscellaneous expense from this SLA in 2015 amounted to £1.03
million.

Transactions with Retirement Plan

The Parent Company considers its post employment benefit plan as a related party. The retirement plan
is administered by the Parent Company’s Trust Management Group. As of December 31,2015 and 2014,
the carrying value of the fund assets of the plan amounted to

£297.24 million and £245.31 million, respectively.

Deposits in bank include savings deposit with the Parent Company amounting to £0.65 million and £
0.36 million as of December 31, 2015 and 2014, respectively (see Note 20).

The following are the amounts recognized by the Parent Company from transactions with its retirement
plan (amounts in thousands):

2015 2014 2013
Trust fees P500 £500 £500
Interest expense 24 47 46

Compensation of Key Management Personnel
The remuneration of directors and other members of key management are as follows (amounts in
thousands):

Consolidated Parent Company
2015 2014 2013 2015 2014 2013
Short-term benefits P361,640 £390,568 £115,004 P354,192 £385,168 £111,874
Post-employment
benefits 4,735 6,452 3,343 4,735 6,452 3,343
P366,375 £397,020 £118,347 P358,927 £391,620 £115,217

27.

Provisions, Commitments and Contingent Liabilities

In the normal course of business, the Group enters into various commitments and incurs certain
contingent liabilities that are not presented in the accompanying financial statements. The Group does
not anticipate material unreserved losses as a result of these transactions.

The Group is a defendant in legal actions arising from normal business activities. Management believes
that these actions are without merit or that the ultimate liability, if any, resulting from these will not
materially affect the Group's financial position and operating results.

In 2015 and 2014, the Parent Company recognized a provision for probable losses amounting to
£72.36 million included in ‘Miscellaneous expense’ with respect to a certain case where the Supreme
Court (SC) issued an adverse ruling. Total provisions as of December 31, 2015 and 2014 amounted to £
144.71 million and £72.36 million, respectively (see Note 17). The Bank filed a Motion for
Reconsideration. No specific disclosures on such provisions are made because any such specific
disclosures would prejudice the Bank’s position with the other parties with whom it is in dispute. Such
exemption from disclosures is allowed under PAS 37, Provisions, Commitments and Contingent Liabilities
and Contingent Assets.
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The following is a summary of commitments and contingent liabilities at their equivalent peso
contractual amounts (amounts in thousands):

2015 2014
Trust department accounts (Note 25) P7,862,440 £8,331,725
Undrawn committment 663,942 307,778
Deficiency claims receivable 554,786 251,940
Unused commercial letters of credit 106,996 88,769
Spot foreign exchange contracts bought 141,440 8,944
Spot foreign exchange contract sold 141,180 -
Late deposits/payments received 18,034 23,411
Outstanding guarantees issued 1,128 1,128
Others 4,414 4,028

On October 17,2011, a consortium of eight banks including the Parent Company filed a Petition for
Certiorari, Prohibition and/or Mandamus (with Urgent Application for a Temporary Restraining Order
(TRO) and/or Writ of preliminary Injunction) with the SC against respondents the Republic of the
Philippines, BIR and its Commissioner, the Department of Finance and its Secretary and the Bureau of
Treasury and the National Treasurer, asking that the Court annul BIR Ruling No. 370-2011 which imposes
a 20-percent final withholding tax on the 10-year Zero-Coupon Government Bonds (also known as the
PEACe bonds) that matured on October 18,2011 and command the respondents to pay the full amount
of the face value of the PEACe Bonds.

On October 18, 2011, the SCissued the TRO enjoining the implementation of the said BIR ruling on the
condition that the 20-percent final withholding tax be withheld by the petitioner banks and placed in
escrow pending resolution of the Petition.

On January 13, 2015, the SCissued a ruling nullifying the BIR Ruling No. 370-2011. The SC ruled that the
PEACe Bonds are not deemed deposit substitutes at the time of original issuance since there is only one
lender. The SC ordered the Bureau of Treasury to immediately release and pay to the bondholders the
amount corresponding to the 20% final withholding tax that it withheld on October 18, 2011. The SC,
however, also ruled that if it be found that the lender sold the bonds to twenty (20) or more lenders or
investors, the BIR may still collect the unpaid tax from the lender within ten (10) years after discovery of
the omission. The SC also emphasized that instruments that do not qualify as deposit substitutes are
subject to the regular income tax.

On March 15, 2011, the BIR issued Revenue Regulations (RR) 4-2011 which requires banks to allocate its
costs and expenses among their RBU and FCDU operations and among their different revenue
streams. In 2015, the Parent Company received a Letter of Notice from the BIR which challenged the
allocation method used by the Parent Company in its income tax computation. Accordingly, a
consortium of 18 banks including the Parent Company applied for an issuance of a Writ of Preliminary
Injunction against the enforcement, carrying out, or implementation of RR 4-2011.

On April 8, 2015, the Makati Regional Trial Court (RTC) issued a TRO to enjoin BIR from enforcing, carrying
out and implementing RR 4-2011 against the petitioners, including the issuance of any Preliminary
Assessment Notice or Final Assessment Notice. The TRO is still in place as of this reporting date.

28.

Bankwise, Inc. (A Thrift Bank)

On January 15, 2005, the Parent Company temporarily assumed management of Bankwise, Inc. (BWI). In
February 2008, the MB approved the closure of BWI. As of closure date, the Parent Company had IBCL to
BWI totaling £1.67 billion granted from 2004 to 2007. The Parent Company also assumed the uninsured
deposits of BWI amounting to £918.61 million as of
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December 31, 2012. These were recorded as accounts receivable. Relative to these exposures, on
February 7, 2008, the MB approved a 90-day special liquidity support amounting to £2.30 billion, which
was used by the Parent Company to acquire 25-year government securities. On May 29, 2008, such
support was restructured with lower interest and extended term of 20 years resulting in a day 1
difference of £1.12 billion between the initial fair value of the loan and the loan proceeds (Note 15). In
addition, in 2008, the BSP approved that the required allowance for impairment and credit losses on IBCL
and accounts receivable be deferred and amortized over 20 years. The amortization of required
allowance amounted to £103.07 million for each of the three years 2015, 2014 and 2013. The
unamortized required allowance amounted to £1.94 billion and £2.04 billion as of December 31,2015

and 2014, respectively.

PFRS requires that the provision for impairment losses on IBCL and accounts receivable be charged

against the respective years the losses were incurred.

20.

Operating Segments

The Group has two reportable operating segments, which are the banking business and the real estate
business of IPI. This is consistent with how the Group’s management internally monitors and analyzes
the financial information for reporting to the chief operating decision-maker, who is responsible for

allocating resources, assessing performance and making operating decisions.

Segment information of the Group as at and for the year ended December 31,2015, 2014 and

2013follow (amounts in thousands):

2015

Banking Real Estate Elimination Total
Statement of Income
Interest income £1,552,191 P1,343 R7 P1,553,541
Interest expense (385,542) 14 (7) (385,535)
Net interest income 1,166,649 1,357 - 1,168,006
Gain on sale of assets 292,738 - - 292,738
Other operating income 233,841 28,862 (21,049) 241,654
Total operating income 1,693,228 30,219 (21,049) 1,702,398
Total operating expenses (2,347,875) (24,063) - (2,371,938)
Income (loss) before income tax (654,647) 6,156 (21,049) (669,540)
Provision for income tax (197,889) (1,040) - (198,929)
Net income (loss) (P852,536) P5,116 (P21,049) (P868,469)
Statement of Financial Position
Total assets £51,025,900 P179,328 (P186,988) P51,018,240
Total liabilities 46,005,548 52,204 (2,296) 46,055,456
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2014

Banking Real Estate Elimination Total
Statement of Income
Interest income £1,958,619 £1,446 (R2) £1,960,063
Interest expense (449,136) - 2 (449,134)
Net interest income 1,509,483 1,446 - 1,510,929
Gain on sale of assets 93,798 24,387 28,736 146,921
Other operating income 1,161,638 10,155 4,049 1,175,842
Total operating income 2,764,919 35,988 32,785 2,833,692
Total operating expenses (2,258,377) (18,099) 4,372 (2,272,104)
Income before income tax 506,542 17,889 37,157 561,588
Provision for income tax (241,504) (566) - (242,070)
Net income £265,038 £17,323 P37,157 £319,518
Statement of Financial Position
Total assets P£55,779,442 £230,728 (R209,625) £55,800,545
Total liabilities 49,543,871 66,391 (3,651) 49,606,611

2013

Banking Real Estate Elimination Total
Statement of Income
Interest income £2,071,568 £1,619 (B5) £2,073,182
Interest expense (672,583) - 5 (672,578)
Net interest income 1,398,985 1,619 - 1,400,604
Gain on sale of assets 246,356 1,094 (42,369) 205,081
Other operating income 870,824 12,957 (7,433) 876,348
Total operating income 2,516,165 15,670 (49,802) 2,482,033
Total operating expenses (2,012,447) (14,325) (9,930) (2,036,702)
Income before income tax 503,718 1,345 (59,732) 445,331
Provision for income tax (361,017) (181) - (361,198)
Net income £142,701 £1,164 (59,732) £84,133
Statement of Financial Position
Total assets P55,594,845 £195,467 (P249,409) £55,540,903
Total liabilities 48,988,124 45,853 (3,677) 49,030,300

The Group’s revenue-producing assets are located in the Philippines (i.e., one geographical location);
therefore, geographical segment information is no longer presented. The Group has no significant
customers which contribute 10.00% or more of the consolidated operating income.

30.

Offsetting of Financial Assets and Liabilities

The amendments to PFRS 7, which is effective January 1, 2013, require the Group to disclose information
about rights of offset and related arrangements (such as collateral posting requirements) for financial
instruments under an enforceable master netting agreements or similar arrangements.

There are no accounts that are subject to offsetting arrangements as of December 31,2015 and 2014.
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31. Notes to Cash Flows
The amounts of IBLR and SPURA considered as cash and cash equivalents of the Group and Parent
Company follow (amounts in thousands):
2015 2014 2013
IBLR and SPURA P1,016,814 £1,319,886 21,222,957
IBLR and SPURA not considered as
cash and cash equivalents (1,016,814) (1,119,886) (1,222,957)
P— £200,000 £
Non-cash investing activity
The Group and Parent Company acquired certain investment properties through foreclosure and dacion
transactions amounting to £111.14 million in 2015, £306.93 million in 2014 and
£523.92 million in 2013, respectively (see Note 11).
32. Approval of the Release of the Financial Statements
The accompanying financial statements of the Group and of the Parent Company were authorized for
issue by the BOD on April 12, 2016.
33. Information Required Under Revenue Regulations No. 15-2010

The Parent Company reported and/or paid the following types of taxes in 2015:
a. Gross Receipts Tax (GRT)

The Parent Company is subjected to GRT on its gross income from Philippine sources. GRT is
imposed on interest, fees and commissions from lending activities at 5% or 1%, depending on the
loan term, and at 7% on non-lending fees and commissions, trading and foreign exchange gains and
other items constituting gross income.

Details of the Parent Company'’s income and GRT related to the income for the year ended
December 31, 2015 under ‘Taxes and licenses’ in the statement of income are as follows (amounts in

thousands):
Gross Receipts GRT
Income derived from lending activities £1,531,861 £85,227
Other income 478,014 4,780
£2,009,875 £90,007
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b. Other taxes and licenses

Other taxes and licenses, local and national, including real estate taxes, license and permit fees for
2015 under ‘Taxes and licenses’ in the statement of income follow (amounts in thousands):

National
Documentary stamp taxes 240,741
Fringe benefit taxes 1,722
License, registration and permit fees 945
Documentary stamp taxes on shares of stock 1,667
Local
License, registration and permit fees 4,103
Real property taxes 8,285
Other taxes and licenses 8,851
£66,314
c.  Withholding taxes
Withholding taxes for 2015 are as follows (amounts in thousands):
Paid Accrued
Withholding taxes on compensation and benefits £99,828 £15,113
Final withholding taxes 42,847 3,834
Expanded withholding taxes 20,155 3,448
£162,830 £22,395

d. Taxassessments and cases

The Parent Company, together with 18 banks, was successful in petitioning the Makati RTC to issue
temporary restraining order (TRO) to the BIR with regards to the implementation of RR No. 4-2011.
The TRO is still in place as of this reporting date.

In the opinion of management and legal counsel, the eventual liability under these claims, if any, will

not have a material or adverse effect on the Parent Company’s financial position and results of
operations.
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"
A Bank with a Heart
for Every Filipino.

Philippine Veterans Bank
is here to serve every Filipino.

Everything that we do comes
with a sense of duty to serve
your ever changing needs.

You, the Filipino, are what motivates
this bank to be a better bank.

We know how it is to serve,

just like our veteran heroes.

After all, it is in our name.

We may not be a big bank but we
are a bank with a big heart.

Heart Evangelista-Escudero
Actress



101 V.A. Rufino corner Dela Rosa Streets, Legaspi Vlllage,

Makati City 1229 Philippines
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