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Republic of the Philippines

- COMMISSION ON AUDIT
. :: - Commonwealth Ave., Quezon City
>/ CORPORATE GOVERNMENT SECTOR
% e CLUSTER 1 — BANKING AND CREDIT

INDEPENDENT AUDITOR'S REPORT

The Board of Directors
Philippine Pastal Savings Bank, Int.
Liwasang Bonifacio, Manida

We have auwdited the accompanying financial statements of Philippine Postal Savings
Bank. Inc., a subsidiary of the Philippine Postal Carporation, which comprise the
statement of financial position as at December 31, 2012, and the statement of
comprehensive income, statement of changes in equity and statement of cash flows for
the year then ended, and a summary of significant accounting policies and other

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 Reparting 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 froud or
error.

Auditor's Responsibility

Qur responsibility is to express an opinion on these financial statements based on our
audit. We conducted our audt in accordance with International Standards on Audiling.
Thase standards require that we comply with athical requiremnents and plan and perform
the audit to obtain reasonable assurance about whether the financial statements are free
fram material misstatement

An audit involves performing procedures lo obtain audit evidence about the amounts and
disclosures in the financial statements. The procedures selected depend on the auditors
judgment, including the assessment of the risks of matenal misstatemnent of the financial
statements, whether due to fraud or emmor. 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 axpressing an opinion on the effectiveness of
the entity’s internal control. mmmmmﬁwmaﬂngﬂmapqmiﬂmam
accounting policies used and the raasanableness of accounting estimates made by
management, a5 well as evaluating the averall presentation of the financial statements.

We mmmmamnmmmuﬂamﬂhmmwwm
provide a basis for our qualified audit opinion.
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Bases for Qualified Opinion

As Inita'nm1arrd2uiPa11l-AnHrﬂauﬂ1tmpnrt,anansand
receivables account with a net balance of P2.694 hillion as at December 31, 2012 was
camied in the books at its diminishing cost instead of the amortized cost using the
affactive interast rale and impairment loss amounting to P92.588 million for
mmnm:umd past-due loans which were of doubtful collectibility was not
recognized resulting in the averstatement of the account and the income for the period,
woth contrary to PAS 39. More so. the non-recognition of impairment loss is also
contrary to BSP Circular No. 313.

Qualified Opinion

In wrwm.mwmaﬂmmm mattarsﬁﬁn.nsedinmeaasaﬁfarnualiﬁeﬂ
Opinion paragraph, the financial staterments present fairy, in all material respects, the
financial position of Philippina Postal Savings Bank, Inc. as at Decamber 31, 2012, and
its financial p&ﬂamurmarﬁﬂsnashﬂmfn:rﬂwymrﬂ*ﬂnmdadln accordance with
Philippine Financial Reporting Standards.

COMMISSION ON AUDIT

Juna 3, 2013
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PHILIPPINE POSTAL SAVINGS DANK. INC.
(4 Subsideary of the Philipping Postal Comparabch)

STATEMENT OF CASH FLOWS
For the et anded December 31, 2012
{in Philipgans Pese)
Node 012 011
OPERATING ACTIVITIES
of Investments. FAs 10,000,000 4B, 000 000)
A cofremeainn eoeed EO7 656,581 500 370,458
fo BSP for reguistory of manebary
229,753 586 (35T 215 216)
LE2 D40 500 AE1 270,420
checks and ofhed cash Rems 56.196.51 (34 AT3 W4T
o unidentisd cheared checis 25,574,040 (25,516,758)
fasund checks 10 supplies not yel presented for payment 14 270 BG5S 18,508,545
writhen off 60,408 &7 ATD
p— L tradineg FiL 1] 36,148
of loars ardl recevables {549,070, 468) 14,125,872
Fiand mdvances/eeleslion 10 Cusineery (8,238 604} o268, 710
(V5 A58, ) (196,888,173}
Cash paymenls i SMployees (143,746,170 (145,116,093
{10,580, 556) (102077 935)
Transder of funds from regional branches {51,791, 414) {5904, 375)
paymen biom parchass ef fnpncial asasts [ B35 25 (25 558 D48)
Payment of taxes and RN (27411083 [ L
Payment of Bigation/assel SCOUE) sxpenses {7,347 A01) (9580 47 1)
Agvances b branchad {1963, 08 {219,740 050}
Racspts of refundabie Gopoid - 28,780 58T
Praiit from eaie of imeestmddis - SO0 ATA
et cash genecatad byl{used) it operating acthies B13, 122,030 44 A0 DER)
CASH FLOWS FROM INVESTIHG ACTIVITIES
Proceeds from sake of ROPA eleass of sils CoMMaS rpceratie 18,047 045 (21875201}
Profaiaas) from assel sokd THTT Ndf (2281177
Rental income of Safery deposl boves 22.M5 23,928
Purchaselsale of noh S0alng LocLntes (501 34T, 134} 127,108,747
B pouisition of propirty and equipment {43,939, 204) (1328574}
Acquisitonfpayment of IMangtes {oornpuserization axpandat) (528, T 1) {1.672.165)
sunfnale of unquoted sett pacyrites clasaifed a3 land {454, 740 1447 B85 B84
st cagh generatnd byllused in) investng acivees (A19.5A5006) 194,981,062
SAST FLOWS FROM FIMANCING ACTIVITIES
of eommon shares 40,000 249,234 683
wd by fnbrcang actiibe 40, 249, 24 008
mgmmu_-_ﬂmﬂwmw- 7020 (2,358)
WET INCREASE 1M CASH AND CASH EQUIVALENTS 33 580,472 529,701
CASH AND CASH EQUIVALENTS AT BEGINNING OF YEAR 101522570 9809285
CASH AND CASH EQUINVALFNTS AT END OF YEAR ] 138 10% Mda 1%




PHILIPPINE POSTAL SAVINGS BANK, INC.
(A Subsidiary of the Philipping Postal Corporation)
NOTES TO FINANCIAL STATEMENTS
(All amounts in Philippine Peso uniess atherwise stated)

1. GENERAL INFORMATION

The Philippine Postal Savings Bank, Inc (PPSBI) is a subsidiary of the Philippine Pastal

ion (PPC) re-established and re-opened by virtue of PPC Boaard Resclubon Mo,
04-34 dated February 24, 1684 in fulfillment of the intents and purposes of Republic Act
No. 7354, otherwise known as Postal Services Act of 1992, which Was enacted by the
Congress an April 03, 1992, The re-establishment of PPSBI was finally approved under
the Bangko Sentral ng Pilipinas (BSF) Monetary Board Resolution No. 267 dated March
18, 1994, The Bank was incorporated on June 72, 1964 and started its operation os a
savings and mortgage bank on July 21, 1884, As stated in its Vision/Mission, “1he Bank
ghall mobilize savings and promote antrepreneurship to widen economic opportunities
and to provide the Filipino pecple with a full range of professional banking and financial
: resourcas accessible in all areas of the country, and shall promote the values of thrift,
i industry and prudence gspecially in the youth.” Its principal place of business is located
t at Liwasang Bonifacio, Intramuros, Manila.

In these financial statements, the Philippine Postal Savings Bank. Inc. is also referred to
as the “PPSBI" or the “Bank.”

As at December 31, 2012, the Bank had 350 employees and has 25 branches, namély:

Morthern Luzon Area;
Tuguegarao, Cagayan Branch
Baguio Branch

Asingan, Pangasinan Branch
Dagupan, Pangasinan Branch
San Fernando, La Union Branch
Tarlac City Branch

D LN

Metro Luzon Area:

Head Office-Liwasang Bonifacio, Manila
Mabalacal, Pampanga Branch

Malolos, Bulacan Branch

san Pablo, Laguna Branch

Lipa City, Batangas Branch

CECE

Southern Luzon Araa:

1. Maga, Camannes Sur Branch
2. Tigaon, Camarnnes Sur Branch
3. Legaspi, Albay Branch

4. Sorsogon Branch

Visayas Area:
{. Tacloban, Leyte Branch
9. Tagbiaran, Bohol Branch

e rel = et 1 A L E O



3. loile City Branch

4. Himamaylan. MNegros Occidental Branch
5. Cebu Gity Branch

g Bacolod Branch

Ared:
i Davao City Branch
» Zamboanga City Branch
3, Cagayan de Oiro City Branch
4. Manglo Fartich, Bukidnon granch

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The Bank's financial statements have peen prepared in accordance with accounting
principles generally accepted in the Philippines as set farth in the Philipping Financial
Siandards/Philippine Aecounting Standards (PFRSIPAS). These financial
statemants are prepared on the histoncal cost basis modified by the fair value
measurement of financial assets on Available for Sale Securities.

H The financial statements of the Bank reflect the combined financial transactions of the
¢ Head Office and ils 24 pranches nalionwide as well as the accounts maintained in the
] Regular Banking Unit and Foreign Currency Dreposit UNit.

The preparation of financial staternents requires the use of eertain critical accounting
eslimates. L also requirés managemant 10 gxercize 15 judgment N the process of
applying the Bank's accounting policies

The accounting policies adopted are eonsistent with those af the previous years.

2.2 F_qugnﬂ_ﬂﬂﬂﬂtiﬁlﬂl&“

Fareign currency ransactions are accounted for and revalued monthly using the month-
end Philippine Dealng and Exchange System closing ratés. Foreign exchange
differences arising from the revaluation are charged to operations.

23 Cash and ofher cash flems

Eor purposes of presentation in the statement of cash flows, cash and other cash items
sonsists of cash and ather cash ilems on hand.

2.4 her banks

This account refers to the balances of funds on deposit with other local banks to mest
not only resene requirements but also to covel nperatima! requirements including
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25 Financial Assets/Liabilities

BB" i accordance with PAS 39.Financial Assels — Recognition and Measurement, the
S pank's financial assets or financial ligbilities are recognized initially at fair value.
" subsequent to initial recognition, these assetshiabilties are measured at fair value
gxcept for the loans and receivables, which are measured at amortized cost using the
diminishing balance method. Gains and losses arising from changes in the fair values of
available for sale financial assels are recognized directly in the equity until the financial
assels are deracognized or impaired at which time the cumulative gain or loss previously
recognized in equity shall be recognized in profit or loss statement. Gain or loas arising
from the change in fair value of Unquoted Debt Securities Classified as Loans and Held
to Maturty Financial assets are recognized in profit or loss when the security is
derecognized or impaired, and through the amoriization process.

The Bank classifies its financial assets under the following categones:

a. Financial Assels - Available for Sale (AFS)

1 AES investments are those purchased and held indefinitely, which may be sold in
’i response to liquidty needs or changes in inlerest rates, exchange rates or equity
prices.

b, Financial Assets — Held to Maturity (HTM)

These are debt securities, guoled in an active market with fixed or determinabile
payments and fixed maturity for which the Bank has the positive intention and ability
to hold until maturty.

26 Unquoted Debt Securities Classified as Loans

These are debt securities with fixed or determinable payments that are not quatad in an
active marketl.

2.7 Loans and Receivables

Loans and receivables are non-derivative financial assets with fixed or determinable
payments that are not quoted in an active market, other than: a) those that the Bank
intends to sell immediately or in the near term, which shall be classified as Held for
Trading and thase that the entity upeon initial recognition designates as al fair value
through profit or loss; b) those that the Bank designates as AFS upon inilial recognition;,
of ¢) those for which the holder may nol recover substantially all of its initial investmant,
other than bacause of credit deterioration, wivch shall be classified as AFS.

Regular leans (Loans to Government, Agri-agra, Development Incentive, Small and
Medium Enterprise, Microfinance, Contract to sell and others) are carmied in the books at
its amortized cost or the amount at which the financial asset or financial liability is
measured al initial recegnition minus principal repayments, plus or minus the cumulative
amortization using the diminishing balance method, minus any reduction - directly or
through the use of an allowance account — for impairment or uncollectibility.
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gre fees and ather charges that are recognized immediately ag income Upan
colflection except for the advance interests, which are booked under Uneamed Income

B o account.
apiy -'m due lpans and receivables are automatically earried on non-accrual basis. Interest

income on such accounts is recognized only upon eollecton.

Inter-bank loans represent avernight lending with the BSP with interest rates at an
average of 3.85 per cent (highest 4.25 percent lowest 3.5 per cant). These are recorded
at eosl which represents fair value.

28 Sales Recevabile

These are receivables from assels acquired in seltlement of loans through foraclosure of
dation in payment and subsequently sold on installment basis whereby the tila to the
sard properties are transfermed to the names of the respective buyers only upon full
payment of the agread selling price. These are recorded initially at the value of the
installment receivable due from borrowers Discounts are accreted over the life of the
SCR by crediting interast income.  Any difference betwean the present value of the SCR
and the derecognized assels shall be recognized in profit or loss at the date of sale in

accordance with the provisions of PAS 18

29 Impairment

A financial asset is impaired if its carrying cost less allowance for losses exceeds its
recoverable values. Recoverable amount is the higher of its fair market value less cost
to sell and its value in use. Value in use is the present value of the future cash flows
expected to be derived from an asset. Imparment losses are recognized in the books
only if there is an objective evidence of impairment as a result of one or more events that
occurred after the initial recognition of the asset and that loss event has an impact on the
estimated future cash flows of the financial asset that can be rehably
measured/estimated. The carrying amount of the asset is also reduced though the use
of an allowance account. The amount of the impairment loss is recognized in the
income slatement.

Uncollectible loans are written off against the related allowance account for loan
impairment. Such loans are written off after all the necessary procedures have been

led and the amount of loss has been detarmined. Subsequent recovenes of
amounts previously written off are recognized as deductions 1o provisions in the income
statement.

if in a subsequent peried, the amount of the recognized impairment l0ss decreases, and
the decrease can be related ahjectively to an event after the irrmairrnantmir&mgnizﬂd,
the previously recognized impairment loss 1S revarsed by adjusting the allowance
account and the amount of reversal is recognized in the income statement.

In case of Real and Other Properties Acquired, Bank Premises, Furniture, Fotures and
Equipment and other assets, impairment loss is the difference between the carmying
amaunt and the fair value less cost 1o sall in case carrying amount is higher. The loss is
recognized in the income statement and an allowanca account is set up to reduce the
cammying amount of the assel.

10
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BE. 10 Bank premises. fumilure, itures and equipment

gank premises, fumniture, fodures and eguipment including leasehold improvements are
gigted at cost less accumulated depreciation and amortization and any impairment in
value. Depreciation is computed based on a straight-line method over the estimated
useful lives of the related assets as shown on the next page.

Building 10-20 years
Fumiture and fodures 510 years
Equipment 2-8 years
Leasehold improvements 5 years (maximum)

PPSR| building was acquired thru Dacion En Pago with booked value amounting to
P37,567.000.

Impairment is only recognized when there is substantial evidence of the dechne in the
value of the bank premises, furniture, fidures and equipment.

e
i
1
i
1

The cast of the leasehold improvements is amortized over the term of the lease or the
estimated useful life of the improvements not exceeding five years whichever is shorter,
Minor expenditures for replacement, maintenance and repairs are expensed as ingurred.
Maijor renovations and improvements that will extend the life of the assel are capitalized.

Properties that are no longer needed or uneconomical to maintain are disposed of in
accordance with the existing guidelines on disposal. The cost and the related
accumulated depreciation and amortization of the disposed assels are derecognized
from the books and any resulting gain or loss is credited or charged to current

operalions.

211 Real and Other Properties Acquired (ROPA)

These are real and other properties, other than those used for banking purpases of hald
for investments, acquired by the Bank in settlement of loans through fareclosure or
dation in payment and/or for oher reascns, whase carrying amount will be recovered
principally through a sale.

ROPA are booked initially at the carmying amount of the loan plus booked accrued
interest less allowance for credit losses plus wansaction costs incurred upan acquisition
If the camying amount of the ROPA exceeds P1 milion, the appraisal of the
foreciosed/purchased asset shall be conducted by an independent appraiser acceptable
1o the B3P,

ROPA are sub-classified into land, building and other assets. Buildings and other assets
are depreciated over 10 and 3 years, respectively, per BSP Circular 484,

11







L4 5, mpairment of AFS invesiments

i The Bank datermines that AFS investments are impairad when there has been a
e cant or prolonged decline in fair value (market value) below its cost. This
ination of what is significant or prolonged requires judgment. In making this
nt. the Bank evaluates among other factors, the normal volatilty in prices.

Impairment may also be appropriate when there is evidence of deteroration in the
financial health of the investee company, industry and sector performance, changes in

technology and operational and financing cash flows
3.3 Held to Maturity Financial Assels

The Bank follows the guidelines of PAS 33 on classifying non-dervative financial assets
with fixed or determinable payments and fived maturity as HTM. This classification
requires significant judgment for the Bank in evaluating its intention and ability to hold
such investments to maturily. If the Bank fails to keep these investments 1o maturity
other than in certain specific circumstances, the Bank will be required to reclassify the
antire portfolio as AFS. The investments would therefore be measured at fair value and

g_. not amortized cosl.
_ 3.4 |mpairment of ROPA/Bank_premises, fumniture, fidures and eguipmentiother
; assets

Assets are reviewed and tested whenever there is indication of impairment at least
annually. Impairment of assets requires pstimates and judgments through the use of
certain tools/devices/factors/imarket data.

4, FAIR VALUES OF FINANCIAL ASSETS AND LIABILITIES

The methods and assumptions used by the Bank in estimating fair values of the financial
nstruments ana: ' '

41 Debt securities — fair values are generally based on quoted market prices. If the
market prices are not readily available, fair values are estimated using either values
oblained from independent parties offering pricing services or adjusted quoled market
prices of comparable investments.

472 Shor term investments — carrying amount approximates fair values.

43 Others — quoted market pnces are not readily available for these assets. They are
reparted at cost,

4.4 Cashand cash equivalents — carrying amounts approximates fair values.

13
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5, MANAGEMENT OF RISKS RELATED TO FINANCIAL INSTRUMENTS

The Bank has established risk management systems to address the risks inherent to its
activities which include, among others, credit, market, liquidity, foreign currency, and

, interest rate risks.

Decisions in relation to risk management are made by the Risk Management Commitine
(RMC) which ensures effective monitoring and control over risks being taken. The
committee, together with (he risk officer. is responsible for the development.
implementation, maintenance, improvement and communication of the nsk management
policy while each business and supporting unit has the primary task of managing the
risks applicable to its area of responsibility. The committee has devised a mechanism to
ensure an ongoing review of systems, policies and procedures to adapt to changes.

The RMC provides oversight on the Bank's policies and procedures in relation to the
managemeant and control of financial nsks of the Bank and ensure that the system of
limits to discretionary authority that the Board delegales to management is observed and
that immediale corrective action are taken whenever there is breach of established
limits.

Credit Rigk

The risks from a borrower or a counterparly to a financial instruments failing to meet
contractual obhgations to the Bank or to perform as agread.

The Bank follows the Single Borrower's Limit prescribed by the BSP. Credt exposures
are constantly monitored and a credit evaluahon process is conducted to assess the
credit-worthiness of each borrower. The result of the credit evaluation is used as basis
in adjusting credit lines periodically. To afficiently manage credit exposures, collateral
and other applicable agreements are executed with counterparties whenever possible.

The Bank maonitors and reviews from time to time the credit practices and reporting, and
if appropriate, approve credit policy changes and procedures to ensure that credit
policies are appropriate and are being complied with.

Markat Rigk

The Bank's exposure to market risks onginates primarily from its risk-taking activities on
fixed income investments in securities and foreign exchange affects. Transachon limits
are used lo operationally manage market risks.

Liguidity Ris}

Liquidity risk pertains to potential losses to the Bank arising from either its inability to
meet its obligations or to fund maturing liabilities as they fall due. Senior Managemenl
through the Assets and Liabilities Management Committee is responsible for the
implementation of sound policies and procedures keeping in mind the strategic direction
and risk appetite of the Bank.
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Tha}:mngrantnd by the E.anhlnitsmutharwpmamﬂ_PFE mﬂmmwﬁ.iﬂﬂﬁanﬁ
July 31, 2008 has an autstanding balance of £127,561 million 85 gt December 31, 2012,
The toan is fully secured by deposit hold-out ol pesa and dollar deposits with the Bank.
payments of monthly amortizations were effected through offsetting of the puilding

rentals.
The tolal DOSRI loan as at December 31, 2012 15 p142.293 million.

78. CDHHH'“EHTE AND CONTINGENT LIABILITIES

The Bank is contingently liable for lawsuts of claims filed by third parties which are
aither pending decision by the courts of under negotiations, the autcomes of which are
not determinabie at balance sheet dalé.

29. SUBSEQUENT EVENTS

investment in notes by the Quedan and Rural Credit Guaraniee Corporation
(Quedancor) for the Bank's Agri-agra compliance is now under negoliation for the:

10. AUTHORITY TOISSUE FINANCIAL STATEMENTS

As per crockholders’ Resolution NO. 2013-01 entitled «CONFIRMATION OF THE 2012

ANMUAL REPORT of the Bank, which contains ils 2012 Financial Statements, was

prese duly confirmed and noted by the Stockholders who wefe represe

‘:;5 the Board of Directors in the pPPSEl's 177 Annual Stackholders’ Meebing held on April
L2013

. HE':L.ﬁ.'EEIFIﬂFrTIﬂH OF ACCOUNTS

Certain accounts in the financial otatements were reclassified W0 contorm with the curment
year's presentation.
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