Republic of the Philippines
COMMISSION ON AUDIT
Commonwealth Ava., Quezon City

CORPORATE GOVERNMENT SECTOR
CLUSTER 1 — BANKING AND CREDIT

INDEPENDENT AUDITOR'S REFORT

The Board of Directors
Philippine Postal Savings Bank. Inc
Liwasang Bonifacio, Manila

We have audited the accompanying financial statements of Philippine Postal Savings
Bank, Inc., a subsidiary of the Philippine Postal Corporation, which comprise the
statement of financial positon as &t December 31, 2013, and the statement of
comprehensive income, statement of changes in equity and statemant of cash fiows for
the year then ended, and a summary of significant accounting policies and other
explanatory information

Management's Responsibility for the Financial Statements

Management s responsibla for the preparation and fair presentation of these financial
stalements in accordance with Philippine Financial Reporting Standards, and for such
internal contrsl as management delermines is necassary to enable the preparation of
financial statemants that are free from matenal misstatemant, whether due to fraud or

Errar
Auditor's Responsibility

Our responsibility is o express an opinion on thasa financiol siatements bassd on our
audt We conducted our audit in accordance with Intemational Standards on Auditing
Those standards require that we comply with ethical requirements and plan and parfom
the audit to obtain reasonable assurance about whather the financial statements are free
fram material missialement.

An audit involves performing procedures to obtain audd gvidence abaut tha amounts and
dinclosures in the financial statements  The procedures selecled depand on the auditor's
judgment, inchding the assessment of the risks of material misstatement of the financial
statemenis, whether dus to fraud or error, In making those risk assessments, he auditor
considers internal eantral ralevant to the entity's preparation and fair presentation of the
financial stalements in order to design audil procedures thal are appropriate in the
ﬁrnmumms.hﬂwhrmammﬂuwmmnﬁnhnmhnﬂmﬂ
the entity's internal contral.  An audit also includes evaluating the appropriateness of
accounting policies used and the reasonableness of accounting estimates made by
managemeant, as well as cvaluating the overall presantation of the financial statements.
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provide a basis for our gualified audit opinion
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Basis for Qualified Opinion

Loans and receivablas account with a net balance of P4.081 billion as at December ;1,
2073 yas carried in the books at its diminishing cost instead of its amontized cost using
the effective interest rate (EIR) as required under paragraph 9 of Philippine Accounting
Standards (PAS) 38 resulting in overstatement of Loans and receivables and
understatement of income.

Qualified Opinion

In our opinion, excapt for the effects of the matters discussed in the Basis for Qualified
Qpinion paragraph, the financial statements present fairly, in all material raspects, the
financial position of Philippine Postal Savings Bank, Inc. as at December 31, 2013, and
its financial performance and its cash flows for the year then ended in accordance with
Philippine Financial Reponing Standards.

COMMISSION ON AUDIT

D. PADERMNAL

Su i9ing Auditor

June 23, 2014
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PHILIPPINE POSTAL SAVINGS BANK, INC.

STATEMENT OF MANAGEMENT'S RESPONSIBILITY
: FOR FINANCIAL STATEMENTS

The management of PHILIPPINE POSTAL SAVINGS BANK, INC. is responsible for
all information and represenations conined m the financial statements for the year
ended Degermber 31, 2013, The financial stalements have been prepared in conformin
with generally accepted accounting principles m the i"hilippines for Banks and reflect
amounts that are based on the best estimaies and informed judgment of management with
an appropriate comsideration 1o matenality.

In this regard, managemenl mainlains a sysiem of accounting and reporting which

vides for the necessory inlernal comrols 1o ensure that trnsaction are properly
- uthorized and recorded, assets are safeguarded againsi unauthorized use of drsposition
and liahilitics are recognized. The management likewisc discloses to the company & audit
cammiitiee and 10 ity exiemal auditer (1) all significant deficiencics in the desagn of
operation of inermal controls that could adversely afliects its ability 1o recond, process and
repoet financial data; (i) material weakness in the intermnal comrols; and (iii) any fraud
thnl invalves management or ollier employecs who cxercise significam roles in intermal
conliali,

he Boand of Directors reviews the financial sumigmenits before such stalements are
approved and submined 1o the stockholders of the company.

Signed under oath by tha {eliowing
CESAR N. SARINO .
President and Chiefl Executive Officer

Cary
i 1&] L]
Pa F. MADRIO
Headl, Admin, & Compirollership Group
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PHILIPPINE POSTAL SAVINGS BANK, INC

STATEMENT OF MANAGEMENT'S RESPONSIBILITY
FOR FINANCIAL STATEMENTS

The management of PHILIPPINE POSTAL SAVINGS BANK, INC. is responsible for
sl information and representations contained 1 the financial statements for the yeor
ended December 31, 2013, The financial statements have been prepared in conformity
with generally accepled accounting principles in the Philippines for Banks and reflect
amounis that are hased on the best enimaies and informed judgment ol management with
an appropriale consideralion (o matenality

In this regard, management malntains & sysiem of accounting and reporting which
provides for the necestary intemal comrols 1o ensure thal (ransaclion are properiy
authonzed and recorded, asscts are safeguarded agains: unauthonized we or disposiion
and labilities are recognized. The management likewise disclosgs W the company’s audit
commitice and 1o its external auditor (i) all significam deficiencies in the design o
opcration of internal controls that could adversely affects its ability 1o record. process gnd
report financial data; (i) matenal wenkness in the internal controls: and (iii) any fraud
that involves management or other employees who exercise significant reles m internal
comtrnd s

The Board of Direclors reviews (he noncial stmlements before such salememls are
approved and submitied 1o the stockholders of the company

Eigrll:d uirdier ol by the fod oy

!
CESAR N, SARING
President and Chief Execorive OfMcer
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I’A!‘ A P. MADRIO
Head, Admin. & Comptrollership Group
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PHILIPPINE POSTAL SAVINGS BANK, INC.
(A, Submadiary of the Philpping Postal Corporation)

ETATEMENT OF FINANCIAL POEITION
Despmber 31, 2013

- " {In Phillspeneg Faso)
o 2042
) Mot 2013 As restated
RESOURCES
iCash and cagh equivalents & 05534 67D 135,103, 048
e Friom Bangke Sentral ng Pilipinas 7 G270 5AD S8 S84, 100,474
e frnem oERaE BARKS ] 121 853 M6 1E2 918,216
Lomns @ neceivabas - Rt ] 4081 423 382 2 590 237 404
Avaiably for sale financaal assets - 10 134, 506 568 434 W01 454
Held to matunty Anancial eesets 11 4,719,357 341 1,206 575,749
Unquobed debt sacuntios classifed as loans 12 FAT_1T0 544 477 BEY. 0%
Bank premises_ fumiture, fadures and eawpmant - nel 13 B2,652, 944 88,284 207
Investmant propeity 14 52202878 #5505 335
Sales coniracl neoevabia 15 47T 465,159 56,128,820
Ol IaSOUnCas 18 130 853 355 173 548 203
TOTAL RESOURCES 7,218,444, 117 6,085 116.047
= w—

LLIABILITIES AND EGLITY
Deposit babilhes i7

GavGE 06 507,578 4,891 38T M3

Tirna 176,784,039 240,246,759

Demand JP0, ATE 04 ¥70.533 130
ManagersiCashes Checks 943830 11,823,087
Uneaemid Ncome and othar defemed comdits 13620413 2934 B4
hocrusd facas and ST BEENEES 18 72,475,810 MI[ND
p_ﬂ"_l’_' Gpkalitig 16 ﬂl}lﬁ-'l"?.ﬂ"ﬁ 51,614 ﬁE
TOTAL LIABILITIES A 557 RAT 240 & BO2 BAZ 499
EQUITY B56 747 468 542 783 540

T.218.444,717 6,085, 116,047

TOTAL LIABILITIES AND EQUITY
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PHILIPPINE POSTAL SAVINGS BANK, INC.
(A, Subsidiary of the Philippine Postal Conporatian)

STATEMENT OF cCOM

PREHENSIVE INCOME

Far the ﬂuumﬂmﬂ 31, 273

{In Philippine Pasa)
mz
Hole 2613 As restated
INTEREST INCOME 215
IEresbidiscount garmed an 10ans B discounts 964 027 863 303,164,042
irb@nest on imvesiments g7 558,045 408,438 380
interast ingome - lGans and recenvable anaing
from H.PJEMJ‘HJ'ELB 763,100 13,551,839
interest on due from Bangko Sentral ng PHpinas 16,052,481 31,015,645
Irdensal on deposits with banks 1,202 905 B23.038
IrbaraE] incomea on sakes contract 1 046,750 188,281
Dthers - 200
511,582 054 45T 182 026
INTEREST EXPEMSE 215
intasasl on deposit liabilities 106,965.258 123,677.835
Provision fof on interasl ingome 1,734,527 5d 536
108 BE5 TEE 123 732471
WET INTEREST INCOME I-I}Z.HE.EE-'B 547 440 555
OTHER IHCOME 715
Feps and commigson | 45 17283 46 538 358
Gainfoas from gakeide dion of pon-financial assels 6,478 342 7 BTT. 349
Gain on financial peeats and labilities held for
frading g0.5TH B16
Gain frof aaluirudamnﬁnn'ﬁrrecamrum ol
nan-trading financial aasets L liabilitios 42 207 714
Fargign exchange {(oss)igain 324,902 2 620
Puecowiry ON charged-off 38513 6,000 B0,498
Miscallaneous income 74 29 148,323 15&?.5&4
116,418.683 £9.965.234
EEL“E‘IEHEH o5 438343125  373.004,700
NET INGOME BEFORE TAX B,857T 827 30,319,099
PROVISION FOR INCOME TAX 20 16,832 125 .
NET {NCOME AFTER TAR 64 425,702 30,119,999
_l.'.iTHEP. WHF'HEHEHEWE IHEEELDEE] {ED,HE‘I.TH} 7 463 548
TOTAL GO COMPREHENSIVE INCOME 33463620 ST.783.5%%
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IWFEH-TI-LHW BAME, INC.
L MHNWMWL
ﬂnmnfcﬂmnw
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Capitsl Ottt Comprobaniig Rwtaineg Eamings Tatal
Stock HZ oM Lnappropiated Loty
] H b}
Aalanoe Jeruary 1. iz Rah T34 503 FTRLTE A TTE.BET B2, T2
ssuance of Caphal ok 40,000,000 40,000,000
Gaina o A ida b

ior Sanke Segutiled - 708 ST . T 480 BT

Prior period satmOns (13ZIAANE) (18N
505 234843 41572423 (TopaaA8T] 551 Py a0

it i, 2012 pirlzee

iR 30388, 20 30,3060, 504
[Gpmeceon of eTOf TR
Hgt zoeme, 3012 88 resie) _o3tesee 0383
Batance, Decamber 71 il

pa redTmnd §EG, 7l 083 FEN rF R [-II..iﬂ.lﬂ'I- piz s 0
jrpuance of Capal Siack 40000, D00 & 00, 00
remaled Gan o0 avadalas

for Sk RECURSET (a1 TEZ) An o8 TE
Jeet cpig, B9  baagsjud  GA4ERTO]
Balsncn, Decambef 31, 2013 A7R 2480 15,810,341 4 88224 TAT
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STATEMENT OF CASH FLOWS
i meprqnd-un-mwh.ﬂm
- (Ipy Prifippine Pass)
Hale D This
CASH FLOWS FROM OPERATING ACTIVITIES
Praymmants iniepotd FOM Cutomers 8A3 623509 187 540,900
rtnest income, fees and coMMIEECn iecieed aag B 400 S0T 458 SA1
Paymen! oliprocesds from sale of Brancipl puleis 258 733 D45 (58,638, 200)
Prepaid tnuss, bognsas and ot Gapensnt B7,013,043 {6,013, 208)
Profit from sakgiredemption of investments 42307 718 .
Temrs s of fursds, rom negional branchies I ogLaTy {61,781 214}
WM-MWMHMHW 2,263 630 14 2T0BES
Jacome from assets held for trading B3.5TY B1G
Recoverins on loans prsvioushy wiiten off 6,000 a0 468
checks and piher cash Aems (780, TA1) 38,198 511
Fund advancesicolection 1o cUs1DMes (3,235, 680) [6.239 801)
Fwﬂmmﬂwﬂuﬂllﬂld cleahed chechs (6, B8 T4 2E. 574 a9
Payment of tgatonaset poguatd EXpOASEs (8,243,130} (7. 347.401)
Paryrrent of tacss (A2 900.544) {4,357 B7%)
Cagn payments io sup@iere (58 043 922 {196 450 05}
Interest and fmance charges (106,027 2800 (120,580.558)
Payment of prior perod expandes (138 288 ATH) -
Fath pEyMEnts 1o employees (176,154 884d) (143,748, 170)
Procesditthdmenl 1 BSP o PEgRAatnny Of Fane@ny
canbod puiposss {3, P, 108 225,763,083
Rpmasaicoliaction of lnens and rescavabEL {1417 BT (45 OT0.4EE)
wwmd Irvaatrments Rapurchase Agresmants - 5410, D00, D00
__Payments of sxporses of HrARCHES - 062000
Hist casn provicediused) in gperating actieles (saAISEDg)  €13.139.599
CASH FLOWS FROM INVESTING ACTIVITIES
Purchaseisske al unguatsd cob! securities clagsified 38 loand 1 0. 489,58 (B4, T4
Putchassisats of non dealing securninad T2 (B 7. 134
Prasgeauipayment from sake thr dackon of
el and olho? propertes acquid [HCIFRA) 21,988 737 19,042 046
Profelioas] from asset sokdlacauired B ATE M2 TETT M0
Rpeital ifonme 15 243 22314
Acquiskion of proparty and equpTEnl [, 430,803 (42 920.20)
=) = {545 FE2)
Mt cash pegvidea(used) by invasting activiies 258 712 18 {519, 545,008}
CASH FLOWS FROM FIMANCING ACTIVITIES
issuanct §f sommon shares - a0, 00 B0 40,000,000
et cash provgedi{ued) by fnancing activies 40,000 004 40,000,000
[Eftects of suchange rate enanges on cish 800 c38h equiaients 334,908 1629
HET INCREASE({DECREASE] IN CASH AND FASH COUNMALENTS {38, 588 46T) I3 680471
EH AHD H ECUNALENTS AT W OF YCAR 135,109 fld 101,521,576
[ 534,578 1351

GASH AND CASH EQUIVALENTS AT END OF YEAR

The Holes on pages 7 10 25 fnem pnnurmm-lmm.
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PHILIPPINE POSTAL SAVINGS BANK, INC.
{A Subsidiary of the Philippine Postal Corporation)
NOTES TO FINANCIAL STATEMENTS
{All amounts in Philippine Peso unleas otherwise stated)

1. GENERAL INFORMATION

The Philippine Postal Savings Bank, Inc. (PPSBI) is a subsidiary of the Philippine Postal
Corporation (PPC) re-established and re-opened by virtue of PPC Baard Resolution No.
64-34 dated February 24, 1994 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 on April 03, 1882. The re-eetablishment of PPSBI was finally approved under
the Bangko Sentral ng Pilipinas (BSFP) Manetary Board Resolution No. 267 dated March
18, 1994 The Bank was incorporated on June 22, 1934 and started its operalion as a
savings and morigage bank on July 21, 1004, As stated in its Vision/Mission, “The Bank
shall mobilize savings and promaote antrepreneurship to widen aconomic opportunities
and to provide the Filipino people with a full range of professional banking and financial
resources accessible in all areas of the country. and shall promote the values of thrift,
industry and prudence especially in the youth.” Its principal place of business is located
at Liwasang Bonifacio, Intramuras, Manila.

in these financial statements, the Philippine Postal Savings Bank, Inc. is also referred 10
as the “PPSBI" or the "Bank.

As at December 31, 2013, the Bank had 403 employées and has 25 branches, namely:

Neorthern Luzon Area:
Tuguegarao, Cagayan Branch
Baguia Branch

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

R o

Metro Luzon Area:

1. Head Office-Liwasang Baonifacio, Manila
2 Mabalacat, Pampanga Branch

3. Maloles, Bulacan Branch

4. San Pablo, Laguna Branch

5. Lipa City, Batangas Branch

Southern Luzon Area;

1. Naga, Camarines Sur Branch
2, Tigaon, Camarines Sur Branch
3. Legaspi, Albay Branch

4. Sorsogon Branch

Visayas Area:
1. Tacloban, Leyte Branch
2. Tagbilaran, Bohol Branch




llgila City Branch

Himamayian, Negros Occidental Branch
Cebu City Branch

Bacolod Branch

o U

Mindanao Araa:

1. Davao City Branch

2. Zamboanga City Branch

3. Cagayan de Oro City Branch

4. Manolo Fortich, Bukidnon Branch

2 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
21 Basis of Financial Statements Preparation

The Bank's financial statements have been prepared in accordance with accounting
principles generally acceptad in the Philippines as set forth in the Philippine Financial
Reporling Standards/Philippine Accounting Standards (PFRS/PAS).  These financial
statements are prepared on the historical cost basis maodified by the fair value
measurament of financial assets on Available for Sale Securties.

The financial statements of the Bank reflect the combined financial fransactions of the
Head Office and its 24 branches nationwide as well as the accounts maintained in the
Regular Banking Unit and Foreign Currency Deposit Unit.

The preparation of financial statements requires the use of certain critical accounting
sstimates. It also requires management t0 exercise ils judgment in the process of
applying the Bank’s accounting policies.

The accounting policies adopted are consistent with those of the pravious years.

2.2 Foreign currency ransiation

Foreign curency transactions are accounted for and revalued monthly using the month-
end Philippine Dealing and Exchange System closing rates. Foreign exchange
differences arising from the revaluation are charged to operations.

2.3 Cash and other cash items

For purposes of presentation in the statement of cash flows, cash and other cash items
consists of cash and other cash items on hang.

24 Dye from other banks

This account refers to the balances of funds on deposit with other local banks to meet
not only reserve requirements bul also to cover operational requirements including
payroll and tax requirements.




2.5 Financial Assets/Liabilities

in accordance with PAS 38-Financial Assels — Recognition and Measurement, the
Bank's financial assels or financial habilibes are recognized initially at fair value
Subseguent to initial recognition, these assetsiabilities are measurad at fair value
except for the loans and receivables, which are measurad at amartizad cost using the
diminishing balance method. Gains and losses arising from changes in the fair values of
available for sale financial assets are recognized directly in the equity uniil the financial
assels are derecognized or impaired at which time the cumulative gain or loss previously
recognized in aquity shall be recognized in profit or logs statement. Gain or loss arising
fram the change in fair value of Unquoted Debt Securities Classified as Loans and Held
ta Maturity Financial assets are recognized in profit or loss when the securily is
derecognized or impaired, and through the amortization process.

The Bank classifies its financial assets under the following categories.
a. Financial Assets - Available for Sale (AFS)

AFS investments are those purchased and held indefintely, which may be sold in
response to hiquidity needs or changes in interest rates, exchange rates or aquity
Prices.

b. Financial Assels — Held to Maturity (HTM)

These are debt securities, quoted in an active market with fixed or determunable
payments and fixed maturity for which the Bank has the positive intention and ability
te hold until maturity.

26 Ungquoted Debt Securities Classified as Loans

These are debt securities with fixed or determinable payments that are not quoated in an
active market.

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 those that the entity upon initial recognition designales as at fair value
through profit or loss; b) those that the Bank designates as AFS upon initial recognition;
or &) those for which the holder may not recover substantially all of its initial investment,
other than hecause of credit deterioration, which shall be classified as AFS.

Regular loans (Loans to Government, Agri-agra, Development Incentive, Small and
Meadium Enterprise, Microfinance. Contract to sell and others) are carned in the books at
its amortized cost or the amount al which the financial asset or financial liability is
measured at inilial recognition minus principal repayments, plus or minus the cumulative
amoriization using the diminishing balance method, minus any reduction — directly or
through the use of an allowance account = for impairment or uncollectibility.

10



There are fees and other charges that are recognized immediately as income upen
collection except for the advance interests, which are booked under Uneamed Income
account.

Bast due loans and receivables are automatically carried on non-accrual basis. Inlerest
income on such accounts is recognized only Upon collection.

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

26 Sales Conlract Receivable (SCR)

These are receivables from assets acquired in settliement of loans through foreclosure or
dation in payment and subsequently sold on installment basis whereby the title 1o the
sald properties are transferred to the names of the respective buyers only upon full
payment of the agreed sglling price. These are recorded initially at the value of the
instaliment recaivable due from borrowers. Discounts are accreted over the life of the
SCR by crediting interest incgome. Any difference between the presant value of the SCR
and the derecognizad assets shall be recognized in profit or loss at the date of sale in
accordance with the provisions of PAS 18,

29 Impaimment

A financial assel is impaired if its camying cost less allawance for losses exceeds is
recoverable values, Recoverable amount is the higher of its fair market value less cost
ta sell and its value in use. Value in use is the present value of the future cash flows
expected to be derived fram an asset. Impairment losses are recognized in the books
anly if there is an oyective avidence of impairment as a result of one or mare events that
accurred after the initial recognition of the asset and that loss event has an impact on the
gstimated future cash flows of the financial asset that can be reliably
measurediestimatad. The carrying amount aof the assel is also reduced though the use
of an allowance accounl. The amount of the impairment loss is recognized in the
income statement.

Uncollectible loans are written off against the related allowance account for loan
impairmant. Such loans are written off after all the necassary procedures have been
completed and the amount of loss has been determined. Subsequent recovenss of
amounts previously written off are recognized as deductions to provisions in the income
staterment.

If in a subsequent period, the amount of the recognized impairment loss decreases, and
the decrease can be related objectively to an event after the impairment was recognized.
the previously recognized impairment loss is reversed by adjustng the allowance
account and the amount of reversal is recognized in the income statemeant.

In case of Investment property, Bank pramises, furniture, fixtures and eguipment and
other assats, impairment loss is the difference between the carrying amount and the fair
value less cost to sell in case carrying amount is higher. The loss is recognized in the
inesme statement and an allowance account is set up to reduce the camying amount of
the assal

1"
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210 ke ises, fumi fi wipment

Bank premises, furniture, fixtures and equipment including leasehold improvements are
stated at cost less accumulated deprecialion and amortization and any impairment in

.value, Depreciation is computed based on a straight-line method over the astimated
usaful lives of the related assets as shown on the next page:

Building 10-20 years
Furniture and fixtures 5-10 years
Equipment 2-5 years
Leasahold improvements 5 years (maximum)

PPSBI building was acquired thru Daclon En Pago with booked value amounting 1o
P37,567,000. ’

Impairment is only recognized when there ie substantial evidence of the decline in the
value of the bank premises, furniture, fixtures and equipment

The cost of the leasenhold impravements is amortized over the term of the lease or the
astimatad uselul life of the improvements not exceeding five years whichever is shoner.
Minor expenditures for replacement. maintenance and repairs are expensed as incurrad,
Major renovations and impravements that will extend the ife of the asset are capitalized.

Properties that are no longer needed or unecsnamical to maintain are disposed of In
accordance with the existing guidelines on disposal. The cost and the related
accumulated depreciation and amorization af the disposed assets are derecognized
from the hooks and any resulting gain or loss is credited or charged to cument
operations.

211 |nvestment Property

These are real and other properties, other than those used for banking purposes or held
for investments, acquired by the Bank in settiement of loans through foreclosure of
dation in payment andfor for other reasons.

Investment Property are booked initially at the carrying amount of the foan plus booked
accrued interest less allowance for credit losses plus transaction costs incurred upon
acquisition. If the carrying amount of the property exceeds P1 million, the appraisal of
the foreclosed/purchased asset shall be eonducted by an independent appraiser
acceptable to the BSP. Subsequent 1o initial recognition, properties are measured using
the cost model under PAS 40 "investment Property”.

Investment properties are sub-classified into land, building and other assets, Buildings

and other assets are depreciated aver 10 and 3 years, respectively, per BSP Circular
4094

2.12 Leases

The leases entered into by the Bank are primarily operating leases. The paymenis
made under operating leases are recognized as an BXpENse on a straight-line basis over
the period of the lease. The Bank leases tha premises of its three branches (in the cties

12




| of Cagayan de Oro. Baguio and Dagupan-) from PPC, its mother corperation, for periods
ranging from five o ten years renewable upon mutual agreement of both parties. The
costs of renovalions effacted by the Bank on PP premiges are charged to future rentals

payable.

When an operating lease is terminated before the lease perod has expired, any
payment required to be made to the lessor by way of penalty is recognized as an
expense in the period in which termination takes place.

2.13 |nlangible Asgels

intangible assets represant cost of software licenses and cost incurred directly in the
davelopmeant and maintenance. These are measured at cost and amonized based on a
straight-line methoed with an expected maximum useful life of 10 years. Cost associated
with the developing of maintaining computer software programs are recognized as an
expense as incurred. Costs that are directly associated with the production of
identifiable and unique software products controlled by the Bank and that will probably
generate economic benefits exceeding costs, peyond one year, are recognized as
inangible assets Direct costs include software licenses, software development,
empioyes costs and tha related overheads.

2.14 Deferred Tax Asset

Deferred tax assets are the amounts of income taxes recoverable in future perigds which
are recognized for all deductible temporary differences.

2.15 MMMM

Interast, other income and expenses are recognized on accrual hasis, except for those
laan accounts which are adversaly classified consistent with the guidelines of the BSP.

3,  SIGNIFICANT ACCGOUNTING JUDGMENTS AND ESTIMATES

The following are the critical judgments and key assumptions that have significant
influenca in the carmying amounts of assets and liabilities:

31 |mpairment losses of loans and receivables

Tha Bank reviews its loan partfalics o assess impairment at least annually or as the
need arises. In determining whether an impairment loss should be recorded in the
hooks, the Bank makes judgments as o whather there is any observable data indicating
that there i a measurablé decrease in the pstimated future cash flows including
information indicating that there has been an adverse change in payment status of
borrowers, or nabional of incal economic conditions that comrelate with defaults on
asgets

32 | i AF

The Bank determines that AFS investmenis aro impaired when there has been a
significant or prolonged decline in fair value (market value) below its cost. This

13
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determination of what is significant or prolanged requires judgment. In making this
judgment, the Bank gvaluates among other faclors, the normal volatility in pnces.
Impairment may also be appropriate when there is evidence of deterioration in the
financial health af the investee company, industry and seclor performance, changes in
wechnalogy and operational and financing cash flows.

The Bank follows the guidelines of PAS 30 on classifying non-dervative financial assets
with fixed or delerminable payments and fixed maturity as HTM. This classification
requires significant judgment for the Bank in evaluating its intention and abllity 1o hold
such investments 10 maturity. If the Bank fails 1o keep these investments to maturity
other than in certain apecific circumstances, the Bank will b required o reclassify the
entire portfolio as AFS. The investments would therelgre be measured at fair value and

34 | it 1 /Bank i f r and

Assets are reviewed and tested whanever there 18 indication of impairment at least
annually. Impairment of assels requires estimates and judgments through the use of
certain taols/devicesfactors/market data.

4. FAIR VALUES OF EINANCIAL ASSETS AND LIABILITIES

The metheds and assumptions used by the Bank in eslimating fair values of the financial
instruments are:

4.1 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 vaiues
obtained from independant parties offering pricing services or adjusted guoled market
prices of comparable investments.

47 Shortterm investments = catrying amount approximates fair values. -

43 Others — quoted market prices are not readily available for these assets. They are
reported at coal.

44 Cashand cash equivalents ~ carrying amounts approximates fair values.

5. MANAGEMENT OF RISKS RELATED TO FINANCIAL INSTRUMENTS

The Bank has established risk management systems 1o address the risks inherent 10 its
activitieg which include. among others, credit, markel, liquidity, foreign curmency., and
interest rate risks

Decisions in relation to nsk management are made by the Risk Management Commitiee
(RMC) which ensures effactive monitoring and centrol over rigks being taken. The
committes, together with the risk officer, is rasponsible for the development,
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implementatian natntenance, improvement and communication of the risk management
policy while gach business and supporting unit has the primary ask of managing the
risks apphcable 10 its area of responsibility. Tha commiliee has devised 0 mechamsm 10
enaure an ongoing review of systems, policies and procedures 10 adapt to changes

The RMC provides gversight on the Bank's policies and procedures in ratation to the
management and control of financigl risks of the Bank and ansure that the gystem of
fimits to discretianary autharity that the Board delegates 1o managemeant is ohsarved and
that immediaté eorrective achon are takan whanever fhare 1S mreach of pslablished

Credit Risk

The risks from 2 Borrower of 3 counterparty 10 @ financial inatruments failing 10 meel
eontractual ouligations {o the Bank of 10 perform as agrecd.

The Bank follows the Singie Bomower's Limit prescribed by the gSP. Credi gxposures
are constantly manitored and a8 cradil @valuation process s sonducted to assess the
credit-worthiness of each borrower The resull of the credit avaluation is uged as basis
in adjusting credit nes periodically T efficiently manag® credit exposures, collateral

and othef applicabie agreements ore exacuted with courierparties whenever possible.

The Bank monitors and reviews from lime 1o lime the credi prachices and reporting, and
i appropnate, aporove credit policy changes and procadures 1n ansure thal cradit
policies arc appropriate and are paeing complied with.

Market Risk

The Bank's exposure 10 market fiske orginales primarily from s risk-taking activilies on
fiwad Income irvastments in securities and foreign gxchang® effects Transachon limits
are used to operationally managé market fsKs.

Liquidity risk pertains (o potential 108585 io the Bank arising from either s inability 10
mieet its obligations of to fund maturng liabilities as they fall dus Senior Man

through the Assels and Liabilties Managament Committes is responsiple fof 1he
implementation af sgund palicies and procedures keeping i mind the strategic direction
and risk appetite of the Bank.

The Bank follows @ prudent pollcy on managing 15 gseats and liabilities §0 a5 10 gnsuro
that exposure {9 fluctuations 1N intgres! rates are kepl within acceptable levels. Risk is
adgressed on @ iransactional level by matching the panchmark rate of pasis for repncing
of a particular assel with that of the pguivalent source of fund at the onsel of the
transaction. Further. genaitivity analysis i reguiarly parformed to efficiently manag® risk
o &BMINgs.
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6. (CASH AND CASH EQUIVALENTS

For purposes of presentation in the statement of cash flows, cash and cash egquivalants
includes the following:

2013 2012
{Cash on hand G5 484 254 134,373,615
Checks and other cash items 800,585 nan 433
_Petty Cash Fund 138,000 139,000

86,534,579 135,103,048

7. DUE FROM BANGKO SENTRAL NG PILIPINAS

This account represants ihe following: a) demand depasits which the Bank utilizes in s
clearing operations, b) Spacial Deposit Acoount for hquidity requiremant purposes, and
¢) Reserve Deposil Account for the Bank's complancs with BSP Gircular 10,

B 2013 2012
Reserved deposis 530,000,000 257,000,000
Demand deposits 484,999,583 327,190,478

923,989,583 584, 190,478

5. DUE FROM OTHER BANKS

This account represents damand_ deposil account, &h

oridermm investmants in special

savings deposits and premium savings account deposited with the following banks:
2013 2012
UCPB Pesa Account 565,754,108 165,710,428
UCPB US § Account 34 055 008 31,508,836
PNE Peso Account 7.373.651 1,726,288
Philippine Business Bank 5,680,803 -
China Bank 5,351,842 1476262
LBP Paso Account 4911879 4 874,085
RCBC 3,334,088 3127.641
PNE US § Account 2,690,630 B4.461,807
Phillppine Savings Bank 811,658 452 521
Metro Bank and Trust Co. 503,863 265,137
LBP US § Account BS 824 78,427
Santander &6, 446 -
EPCIBDO 508,017 64.083
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5,328,043

adlied Banking Lorp .
_Bank of Commerce . 2,838,772
| " 121,059,016 152,915,216
| g. LOANS AND RECEIVABLES
| This account consists of
| 2012
2013 As restated
Loans to private corperation 1,630.388,363 706.310,8M
Consumption loans g82,704,561 815,721,102
Small and medium enterprises 447 810,147 318578177
Loans to government 346,838,143 347,042,702
Contract to Sell 307,191 462 58,785 3668
Agrarian reform and other agncultural 108, 705 447 174 D44 372
Development incentive loans = PO 717 190,726,008 1p0, 785 B3B8
Loans to individual - gther purposes 178,002,961 54 341,588
Laans to individual = housing purposes 134 507 168 196,702,072
Microfinance Inans 2 439 484 623817
4,419 324 882 7522935006
Allowancs for probable lossas 337,902 630 332 608,422

4 051,422,352 2,500,327, 484

As to sialus .
2013 2012
Current loans 3,612 876,904 2 480 688 576
Non-performing loans 424 320,754 391,675,162
Restruciured loans — performing 42 536,250 12,979,156
Restructurad loans — non performing 39,560,865 37,802,582

4,419,324,882__ 2,922,935,906

Consumption loans include financial assistance given 1o gligible employees of the PPC
and the Bank, for personal consumplion such as educational, hospital or medical,
appliance purchase andior warking capilal far husinessivelihoad purposes iR the form
of salary loans in a maximum amount of P150,000 and P100,000, respectively.
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40. AVAILABLE FOR SALE FINANCIAL ASSETS

This geoount 15 compased of investments In govemment reasury bils and fixed treasury
notes purchased from the following

e ———

= S S 23 iz
gecurity Bank Corporation 108,354 169 110,133,023
Hangkond and Shanghai Bank 26,027 428 26,912,273
First Metro |rwestment Carporalion 115,089 106 596,989
Philipping Nahanal Bank 112,926,830
United Coconut Planters Bank - 57,035,214
Multinational \rvestment Bancorparation — - 20,787,183

134,696,666 434,391,494

11.HELD TO MATURITY FINANCIAL ASSETS

This account 18 composed of investments with the pureau of Treasury in govemmant
treasury bills and fixed treasury nates purchased from the following:

e

e —

alzal Commercial Banking Carparation 407,727,072 408,248 451
Philippine National Bank 307,401,790 307,979,560
gecurity Bank Carporation 189 668,018 188,175,546
Eirst Matro Investmant Corp. 150,000,000 150,000,000
Union Bank of the Philippinés 114,550 461 115,188,715
Philipping Velerans Bank 50,000,000 50,000,000
_Muttinational invesiment Bancerporation T 74,986,477

1,219,367, 341 4,296,679,743

12. UNQUOTED DEBT SECURITIES GLASSIFIED AS LOANS

Thess are securities invested for compliance PUTPOESS.

= o 2013 2012
Philippine Cammarncial Capital, Inc 150, 165, 188 150,231.4M
Multinational Investment Bancorporation 100,000,000 100,000.000
SB Corporation Note (MSME) 40,132,707 -

Rizal Commercial Ranking Corporation 16.852.0688 16, 879,372
&E Money Bank, Inc - 164 546 621
Guedancor (Agri-Agra) - 30,000,000

18
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emall Business Guarantae and Fin. Corm. - 20,000,000
LBP Trust Banking Group - 5794 471

207,170,944 477,651,935

investments in government secuntiea are held by the Bureau af Treasury under the
Registry of Sonpless Securities (ROSSE) Syslem in compliance with BSP Mam
Circular (series of 1997) dated Ociober &, 1887,

13. BANK PREMISES, FURNITURE, FIXTURES & EQUIPMENT

This account CONSISs of.
= FumBure, Lassahodd
Fixtum & Mgtor Computer & Rights &
Busdlding Equsprsarit vahicies Penpharakn _|pievernants Totais
Cosd
Jnnuary 1, 2013 17567000 B4 ASATTT 14,183,756 TAZ 048 2 AT R TTEEEATIR
Additions 4,533,705 i 200, TTR 38 RES 5,085 596 ® 13,306 478
Dispotan - [359,148) [fa3 2551 it B} (591,205 i1, T, 42E)
Reciassifications __ ° [343,387) - (473,356 [ER ] [B88 ALY
Decembar 31,2013 41,590,708 A7 85T 13,647 386 146 496 728 16,681,806 286,061,434
hccumuated Depreciation
January 1, 2013 5L 55 408,514 B G50 TEd4 158, 0,000 RELE L 487,300, 448
FUrgHRITIE 467,205  10.026.8TE 1,515 B9 3,408 AT3 1,373,308 A1 183
Dmpoeals BT 301 {849 259) {75 B4E] [1,B37 0]
Recissalficalions (258 23T) sasey  QE2WTE 45 953 (ETAA1S]
Decomber 31, 2013 2810,478 B4 77O 08 & BAL TAE 117 ARGGTE p 443030 2006100880
Carrying Aminund
December 31, 2013 M.771.220 3,184,280 3.708 650 28,747 058 B,I13. 758 07652954
Camrying Amaunt
Docombes 31, 3012 37 114 BGS Wl -1 | ¥ 4. 708,514 16, ATE.189 &4, THd 2ET

As thera are No considerable indicabions of impairment in the Bank's fumniture, fotures
and equipment account. no allowance for impairment has been providad in the books

14. INVESTMENT PROPERTY

investment propery represents properiies acquired by the Bank judicially in sattisment
of auistanding loANS ol delinquent bomowers These are maintained by the Bank
pending sale thraugh public auction after a one-year redemption pancd as dictated by
the BSP requiations.
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Generalship ing. mManagement and Markeling

Consultancy - 10,200,000

I Eduardo Vasquez . 148 486
- 270,000

Virginia €. Alcodia (Rosaly Sy) e —

e

16. OTHER RESOURCES

e —

This account & composed of the {ollowing

== — 2012
SO T 2013 As restated
Accrued interest recelvable 66,677,397 51,935,143
Other intangible assals 4,832,392 32 056,901
Prepaid expenses 5 B81,587 72 874,631
Miscellaneous assets 48,821,979 7.078.527

130,803,355 173,948,202

The Prepaid expenses pertaining 10 rental paid 19 pPC amounting P57.488 miliion,
which is under @ holdoul arangement, was already reversed on June 05, 2013, The
withdrawal of the deposit was approved by iha PPSB Board of Directors.

Decrease in Othar intangible assels account was due 10 the increase in the monthly
amortization from P00 thousand 10 P4 4 million per month bacause management

ptanned o replace the Misys CASA System beind utilizad by the Bank for a new dapost
provided in the amount of F 10 milkion

The Miscallanaous Assels include Accounts recenable of P4 millian whach Was
misappropriated by the former Cashier of Sorsogon Branch. The case was aiready filed
in court. Also included was the aggregate =nortages amounting 1o P7.3 million ansing
from reconciling ams of the ATM withdrawals and gettlemant transactions of Tacloban
Branch subject of investigation for proper disposition.

17. DEPOSIT LIABILITIES

As at December 31, 2013, the Bank has PG, 386 bilhon deposits, of which 64 14 per cam
came from the government sector. Of the lotal deposit liabiities, P34,23 million
represents fargign currency deposits with \ntarest rates range from 0,25 per cent to
1,425 per cent. Peso deposits interast rales range from 0.25 per cent to 3 875 per cant.
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18. ACCRUED EXPENSES

This account is composed of the following:

e 2013 2012
As restated
Accruad pxpenses 54,187,085 22.445 307
Taxas and hicenses 10,856,237 1,4808.287
_Accrued interest expanse on financial kabliites 8,336,508 10,398,529

73,478,810 34,333,123

These accrued expenses represent accrued compensation and fringe benefits, rent,
management and othar professional fees, utilities, repairs and maintenanca, securty.
messengerial and janitorial sarvices, fuel and lubnicants and others

18, OTHER LIABILITIES

This account cOMPrises.
2013 2012

Accounts payable - Others §7.512,237 43785321
Inter-office floal items B,584 832 3,504,054
Withholding tax payable 3,259 642 3,347,001
555, PHIC, ECC and Pag-IBIG Fund payable 852,258 595,111
Daposit for keys on sataly deposit boxes q7.080 207,260
Overages 6.204 5841
Sundry credits {34,330} (78,1681)
Miscellaneous liabilities 204,562 248,288

80,572,615 51,614,693

The Accounts Payable — Others comprisas of:

161 Special Fund in the amount af P500 milion released by the Dapanment of
Budget and Management, through e Bureau of Treasury to the Bank {ar disbursement
to the National Government's micrafinance program for the transport asctor.

Net of releases and subsequent collections, the fund has an sutstanding balance of
P241.883 milion, of which P248.234 million was treated as capital in the books of the
Bank per Board Resolution No. 2011-274 and also consented by the National
Govemment per memarandum from the Executive Secretary dated December 16, 2011

192 Overpayment on loans pending refund, payment of loans pending

liquidation/posting. cantributions payable to Bureau of internal Revenue, Social Security
System (S35], Philippine Health Insuranoce Corporation (PHIC), Bancnet and others.
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20. PROVISION FOR FINAL TAX
This account represents 20 per cent tax on groas income replized from govemment
sacurities held during the penod.

In compiiance with generally accepled accounting prnciples in ihe Philippines on
accounting for income vaves. the system of recording 3l amountsincome from
government securies at gross was adopted by the Board effective January 1887, Priof
to this. income from government securies Wwas recorded at net of the 20 per cent final

ta.

Far financial statements presentation, the imerest iIncome derived from AFS secuntes
acsount was presanted net of Z0 per cant final tax.

21, RETAINED EARNINGS

In consonance with PAS B the balance of this account was restated as foliows:

2012
- 2013 As restated
Retained earmings, beginning (48 573 458) 58 379 857
Prior period adjustmant =3 {138,223.314)
Retained eamings, beginning (48,523 458) (78,B43.457)
Net income before restatamant 64,425,702 30,366,564
Adjustment to net income B - (46.565)
Net Income 54,425,702 30,319,898
Retained eamings. and 15,902 244 (48,523 458)

Additional provision for probable losses totaling P136,654,628 was charged {o Retained
Earnings account in compliance with BSP requirements per Repan of Examination as of
July 2012, viz: P30,000,000 for Invastiment, p103,862 628 for Loans and receivables
and P2 762,000 for Other assets. Also, the raceivables arising from disallowanoas and
write-off of the failed Loans and accounting sysiem were credited/charged to Retained
earnings amounting 1o P 401 666 and P 1,870,352, respactively, The total amounl of
prior period adjustments is P 138,223,314,

22. CAPITAL STOCK

The Bank is aulherized to issue 10,000,000 shares at P100 par value. Total subscnbed
ia 7,452 348 shares amounting 10 P748,234 BHD.

Five million {5,000,000) shares were subseribed by PPC of which 3,400,000 shares or
P340,000,000 was fully paid. The 400,000 shares amounting to P40,000,000 was paid
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on December 13, 2012 by PPC as partial payment on the remaining balanca of

P160,000,000 equity share with the Bank

Per Board Resolution No. 2011-274, the Board of Directors of the Bank approved the
\sauance 1o the Republic of tha Philippines of commen shares of stock with par valus
equal (o the eash balance of the Project D.RIV.E. Fund amounting 8 P249,234 B3 of
egual 1o 2,492 348 shares The National Government has consented 1o the treatment of
the Fund as capilal in the books of the Bank per mamorandum from the Executive
Secretary dated December 16, 2011 This Fund represenis thé autstanding balance

from P500,000,000

released by the Natonal Government to the Bank for

disbursement o the Mational Gavernmant's microfinance program for the transpori

gectiof

23, INCOME AND OTHER TAXES

Under Philipping tax laws, tha Bank is subject to percentage and other taxes as well as
income taxes, Percentage and other taxes paid consist principally of gross receipl tax

and documentary stamp 1ax

Income taxas include the carporate income tax and final taxes paid at the rate of 20 per
cant which is a final withholding tax on gross interest income from govermnment

securities.

interest allowed a5 a deduchible sxpense is reducad by an amount equivalent to 33 per

cent of interast Income subjected to final lax.

In compliance wilh the requirements set forth by Revenué Regulati
hereunder are the information on taxes, duties and license fess paid or acc

the taxAabla year.

on 15-2010,
rued during

2012 2012

Documentary stamp laxes 23,325 844 19,418,111
Percentage taxes 22,713,576 16,274,095
Final income laxas 17,187,005 22 111,920
Income laxes on compensation 18,278,837 14,788,890
Annualiquarterly incoma taxes 6,083,142 561,636
VAT B other perceniage laxes 3 829,036 4 664 670
Creditabla income {axes 3,270,684 4 043,795
Annual registration 12.500 12,500

92,708,624 81,976,617

24, MISCELLANEOUS INCOME

This account represents additional interest and penally charges on loans and other foos
collacted by the Bank Fenalties on past due loans amounted to P12.790 millian and

othars P9 343 million
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25, OPERATING EXPENSES

Braakoaoinm of this account iz g follows:

—

T e—— - 2013 2012
o As restated
Compensation and fringe benefis 176,364 482 143,367,103
provision for probabla losses 36,025,621 20,118,370
Olepreciation and amartization 234 474 820 30 514,569
70 482 652 45509472
Taxes and licen 25,835,368 19,882 271
Sacurity, clencal, messangenal and jantorial 18,204,794 15,652 448
Insuranté 16 B49,641 14 304 033
Information technaology 14771177 13 661,539
Hap-maﬂmatian and entertainment 12,230,650 10,829,011
Power, light and waler 11,208,620 10,610,823
impaiment LosS 40,585,857 -
Dacumentary Stamps used B.757,808 8, 155,038
Litigation expense 5,743,130 7.347 401
Srationenes and supplies used 6,680,124 5.980 445
Postage, telephone, cable and telegram 5 834,279 6,746 254
Repairs and maintenance 4 641,51 4,439 165
Traveling Expenses 4 404 664 3,348 265
Management and ather profeasional tees 4 401,881 4 754,308
Fuel and lubrcants 2 693 801 2,720,566
guparvision 1ees 2 016,292 1,530,480
Feas and commission 1,843 578 1,620,855
Mampership fees and dues g&7 B85 817602
Advertising and publicity g7 ATT 559,152
Bad Deb!t Expanse 414 601 .
Periodicals and magazines 84,036 101,535
Fines. penalties and other charges 67,372 48527
Denations and charitable contributions £2 602 g7 858
Miscellangous EXpEnse 470467 ABT 694 _
438,343,125 373,094,790

26. RELATED PARTY TRANSACTIONS

Iy thie ardinary COUMEE of busingss, the Bank has loans, deposits and athar transactions

with its related parties and with cerain direclons. offi

interast (DOSRI)

The loan granted I:::.rtheannhla-ﬂ.smnthir

July 31, 2008 has an outstanding natance of F‘IU‘EJBE'mlIIiun as nlﬂu-u:ambnE 31, 2013

The lgan i%

fully secured by deposit hold-out of peso and doflar deposits with the Bank
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Payments of monthly amortizations were effected thraugh offsetting of the building
rentals.

The total DOSRI loan as at December 31, 2012 is P114.186 milion.

27. GOMMITMENTS AND CONTINGENT LIABILITIES

The Bank is contingently liable for lawsuits or claims filed by third parties which are
sither panding decision by the courts or under negotiations, the outcomes of which are
nat determinable at balance sheet date.

28, SUBSEQUENT EVENTS

Investment in notes by the CQuedan and Rural Credit Guarantee Corporation
(Quedancor) for the Bank's Agri-agra compliance IS ROW under negotiation for the
replacement by Quedancor Restructured MNotes.

29, AUTHORITY TO ISSUE FINANCIAL STATEMENTS

As per Stockholders’ Resolution No, 2014-01 entitled “CONFIRMATION OF THE 2013
ANNUAL REPORT of Philippine Pestal Savings Bank, Inc.”, which contains its 2013
Financial Statements, was presented to and duly confirmed and noted by the
Stockholders who were represented by the Board of Diractors in the PP3BI Annual
Siockholders' Meeting held on Apnl 22, 2014,

30, RECLASSIFICATION OF ACCOUNTS

Cartain accounts in the financial statements were reclossified to confarm with the curment
year's presentation.




