BPI DIRECT SAVINGS BANK, INC.

FINANCIAL STATEMENTS
AS OF AND FOR THE YEARS ENDED
DECEMBER 31, 2008 AND 2007



Independent Auditor’s Report

To the Board of Directors and Shareholders of
BPI Direct Savings Bank, Inc.

6th Floor, BPI Direct Bank Centre

Paseo de Roxas comer Dela Rosa Sts.

Makati City

We have audited the accompanying financial statements of BPI Direct Savings Bank, Inc.,
which comprise the statements of condition as of December 31, 2008 and 2007, and the
statements of income, changes in capital funds and cash flows for the years then ended, and a
summary of significant accounting policies and other explanatory notes.

Management’s Responsibility for the Financial Statements

Management is responsible for the preparation and the fair presentation of these financial
statements in accordance with Philippine Financial Reporting Standards. This responsibility
includes: designing, implementing and maintaining internal control 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.

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

Opinion

In our opinion, the accompanying financial statements present fairly, in all materials respects,
the financial position of BPI Direct Savings Bank, Inc. as of December 31, 2008 and 2007,
and its financial performance and its cash flows for the years then ended in accordance with
Philippine Financial Reporting Standards.

Isla Lipana & Co.

Img¢tda DeladN ega-Mangundaya

Partner

CPA Cert. No. 90670

P.T.R. No. 1579227, issued on January 13, 2009, Makati City

SEC A.N. (individual) as general auditors 0668-A

SEC AN. (firm) as general auditors 0009-FR-1

TIN 152-015-124

BIR A.N. 08-000745-47-2007, issued on September 17, 2007; effective until September 17, 2010
BOA/PRC Reg. No. 0142, effective until December 31, 2010

Makati City
March 25, 2009



BPI DIRECT SAVINGS BANK, INC,

STATEMENTS OF CONDITION
DECEMBER 31, 2008 AND 2007

Notes 2008 2007
RESOQURCES

DUE FROM OTHER BANKS 5 P 86,374,155 P 71,357,393
INTERBANK CALL LOANS RECEIVABLE 5 245,000,000 83,000,000
DUE FROM BANGKO SENTRAL NG PILIPINAS 5,6 1,293,076,572 880,691,083
INVESTMENT SECURITIES

Available-for-sale, net 7 21,398 85,773,264

Held-to-maturity 8 674,728,222 439,793,431
LOANS AND ADVANCES, net 9 645,987,885 402,991,115
ASSETS HELD FOR SALE, net 3,962,867 -
INVESTMENT PROPERTY, net 10 3,886,925 3,996,998
BANK PREMISES, FURNITURE, FIXTURES

AND EQUIPMENT, net 11 2,013,248 1,413,097
OTHER RESOURCES 13 26,828,901 23,284,129

Total resources P 2,981,880,173

P 1,992,300,510

LIABILITIES AND CAPITAL FUNDS

DEPOSIT LIABILITIES 14  P2,162,778,640 P 1,160,551,631
ACCRUED TAXES, INTEREST AND OTHER
EXPENSES 15 14,404,425 10,889,057
OTHER LIABILITIES 16 270,201,220 135,708,919
Total liabilities 2,447,384,285 1,307,149,607
CAPITAL FUNDS 17
Share capital 374,533,300 374,533,300
Reserves 618,818 1,780,933
Surplus 159,343,770 308,836,670
Total capital funds 534,495,888 685,150,903

Total liabilities and capital funds P 2,981,880,173

P 1,992,300,510

{The notes on pages 1 to 37 are an integral part of these financial statements)



BPI DIRECT SAVINGS BANK, INC.

STATEMENTS OF INCOME

FOR THE YEARS ENDED DECEMBER 31, 2008 AND 2007

Notes 2008 2007
INTEREST INCOME
Loans and advances 9 P 52,710,660 P 37,822,577
Deposits with banks 5,6 53,285,010 42,023,187
Held-to-maturity securities 8 37,931,322 35,677,977
Interbank call loans receivable 5 10,150,486 9,882,236
Available-for-sale securities 7 2,123,796 12,914,897
(Gross receipts tax (7,810,064) (6,917,229)
148,391,210 131,403,645
INTEREST EXPENSE ON DEPOSITS 29,105,801 19,775,951
NET INTEREST INCOME 119,285,409 111,627,694
(PROVISION FOR) REVERSAL OF PROVISION
FOR IMPAIRMENT 9 1,498,046 (3,347,838)
NET INTEREST INCOME AFTER (PROVISION FOR)
REVERSAL OF PROVISION FOR IMPAIRMENT 120,783,455 108,279,856
OTHER INCOME (CHARGES)
Rental income 22 150,072 268,254
Profit on assets sold 43,600 -
Miscellaneous income 19 8,498,668 5,409,989
Gross receipts tax (678,604) (397,276)
9,013,736 5,280,967
OTHER EXPENSES
Compensation and fringe benefits 21 22,263,850 16,027,230
Occupancy and equipment-related expenses 10,11 5,269,288 4,451,833
Other operating expenses 22 31,071,340 14,258,257
58,604,478 34,737,320
INCOME BEFORE PROVISION FOR INCOME TAX 71,192,713 78,823,503
PROVISION FOR INCOME TAX
Current 20,687,853 22,351,760
Deferred 12 (2,240) (1,425,974)
20 20,685,613 20,925,786
NET INCOME FOR THE YEAR P 50,507,100 P 57,897,717

(The notes on pages 1 to 37 are an integral part of these financial statements)



BPI DIRECT SAVINGS BANK, INC.

STATEMENTS OF CHANGES IN CAPITAL FUNDS
FOR THE YEARS ENDED DECEMBER 31, 2008 AND 2007

Share Capital Reserves Surplus
{(Note 17) (Note 17) {Note 17) Total

Balance, January 1, 2007 P 374,533,300 P 4,943,531 P 375,938,953 P 755,415,784
Net change in available-for-sale

securities - (3,470,682) - (3,470,682)
Net income for the year - - 57,897,717 57,897,717
Total recognized income and

expenses for the year - (3,470,682) 57,897,717 54,427,035
Dividends declared - - (125,000,000y  (125,000,000)
Value of services under the stock

option plan - 308,084 - 308,084
Balance, December 31, 2007 374,533,300 1,780,933 308,836,670 685,150,903
Net change in available-for-saie

securities - (1,270,041) - (1,270,041)
Net income for the year - - 50,507,100 50,507,100
Total recognized income and

expenses for the year - (1,270,041) 50,507,100 49,237,059
Dividends declared - - 200,000,000y {200,000,000)
Value of services under the stock

option plan - 107,926 - 107,926
Balance, December 31, 2008 P 374,533,300 P 618,818 P 159,343,770 P 534,495 888

(The notes on pages | to 37 are an integral part of these financial statements)



BPI DIRECT SAVINGS BANK, INC.

STATEMENTS OF CASH FLOWS
FOR THE YEARS ENDED DECEMBER 31, 2308 AND 2007

Notes 2008 2007
CASH FLOWS FROM OPERATING ACTIVITIES
Income before provision for income tax P 71,192,713 p 78,823,503
Adjustments for:
{Reversal of) Provision for impairment 9 (1,498,046) 3,347,838
Depreciation and amortization 10,11 989,045 832,582
Share-based compensation 107,926 308,084
Interest income (156,201,274) (138,320,874)
Interest expense 29,105,301 19,775,951
Interest received on loans and advances and bank deposits 123,490,866 89,682,833
Interest paid (27,944,095) (19,645,669)
Operating income before changes in operating assets '
and liabilities 39,242,936 34,804,248
Changes in operating assets and liabilities
(Increase} decrease in:
Due from Bangko Sentral ng Pilipinas 5,6 (16,000,000) (9,000,000}
{ oans and advances 9 (237,256,762) (119,151,747)
Other resources 13 (13,931,290) (2,289,254)
Assets held for sale (4,391,642) -
Increase (decrease) in:
Deposit liabilities 14 1,002,227,008 300,455,122
Accrued taxes, interest and other expenses 15 4,291,929 1,469,027
Other liabilities 16 (65,507,699) 10,145,288
Net cash generated from operations 708,674,480 216,432,684
Income tax paid {23,413,282) {23,438,544)
Net cash generated from operating activities 685,261,198 192,974,140
CASH FLOWS FROM INVESTING ACTIVITIES
Purchases of;
Available-for-sale securities 7 - (80,500,056}
Held-to-maturity securities 8 (439,188,811) (280,952,401)
Maturities/disposal of:
Available-for-sale securities 7 81,495,000 150,025,000
Held-to-maturity securities 8 196,805,069 143,500,000
Interest received on:
Available-for-saie securities 5,916,172 24,908,316
Held-to-maturity securities 44,142,747 36,915,503
Additions to bank premises, furniture, fixtures and
equipment 11 (1,479,123 {1,567,442)
Proceeds from disposal of bank premises, furniture,
fixtures and equipment 11 - 103,788
Net cash used in investing activities (111,858,946) (7,567,292)
NET INCREASE IN CASH AND CASH EQUIVALENTS 573,402,252 185,406,848
CASH AND CASH EQUIVALENTS
January 1 1,007,048,476 821,641,628
December 31 5 P 1,580,450,728 P 1,007,048, 476

(The notes on pages | to 37 are an integral part of these financial statements)



BPI DIRECT SAVINGS BANK, INC.

NOTES TO FINANCIAL STATEMENTS
AS OF AND FOR THE YEARS ENDED
DECEMBER 31, 2008 AND 2007

Note 1 - General Information

BPI Direct Savings Bank, Inc. {the “Bank™) was incorporated in the Philippines and registered with the Securities
and Exchange Commission (SEC) on September 26, 1986 primarily to engage in and carry on the general
business of savings and mortgage banking.

The Bank, with principal place of business at the 8th Floor, BPI Card Center, Paseo de Roxas, Makati City, is a
wholly-owned subsidiary of Bank of the Philippine Islands (BP! or the “Parent Bank™), a domestic commercial
bank with an expanded banking license, which is also its ultimate parent.

The Bank has 56 and 40 regular employees as of December 31, 2008 and 2007, respectively.

These financial statements have been approved and authorized for issuance by the Board of Directors on
March 25, 2009,

Note 2 - Summary of Significant Accounting Policies

The principal accounting policies applied in the preparation of these financial statements are set out below. These
policies have been consistently applied to both years presented, unless otherwise stated.

2.1 Basis of preparation

The financial statements of the Bank have been prepared in accordance with Philippine Financial Reporting
Standards (PFRS). The term PFRS in general includes all applicable PFRS, Philippines Accounting Standards
(PAS), Philippine Interpretations Committee {P1C)/Standing Interpretations Committee (SIC)/International
Financial Reporting Interpretations Committee (IFRIC) interpretations which have been approved by the
Financial Reporting Standards Council (FRSC) and adopted by the SEC.

The financial statements of the Bank have been prepared under the historical cost convention, as modified by the
revaluation of available-for-sale financial assets.

The preparation of these financial statements in conformity with PFRS requires the use of certain critical
accounting estimates. It also requires management to exercise its judgment in the process of applying the Bank’s
accounting policies. The areas involving a higher degree of judgment or complexity, or areas where assumptions
and estimates are significant to the financial statements are disclosed in Note 4.



Standards, interpretations and amendments to published

standards effective beginning January 1. 2008 and onwards

The Bank adopted the following accounting standards and interpretations approved by the FRSC which are
effective for annual periods beginning on or after January 1, 2008:

Philippine Interpretation IFRIC 11, PFRS 2, Group and Treasury Share Transactions (effective from
March 1, 2007) provides guidance on whether share-based transactions involving treasury shares or
involving group entities (for example, options over a parent's shares) should be accounted for as equity-
settled or cash-settled share-based payment transactions in the stand-alone accounts of the parent and group
companies, This interpretation did not have a significant impact on the Bank’s financial statements.

Philippine Interpretation IFRIC 14 - PAS 19, The Limit on a Defined Benefit Asset, Minimum Funding
Requirements and their Interaction, (effective on or after January 1, 2008). For purposes of measuring
defined benefit asset, this interpretation addresses an issue on when refunds or reductions in future
contributions should be regarded as available, particularly when minimum funding requirement exists. This
interpretation did not have a significant impact on the Bank’s financial statements.

Amendments to PAS 39 and PFRS 7, Reclassification of Financial Assets. The amendments permit an entity
to reclassify non-derivative financial assets (other than those designated at fair value through profit or loss by
the entity upon initial recognition) out of the fair value through profit or loss category in rare circumstances
or if the financial asset is no longer held for the purpose of selling or repurchasing it in the near term.
Likewise, it also allows transfer from the available-for-sale (AFS) category to the loans and receivables
category a financial asset that would have met the definition of loans and receivables (if the financial asset
had not been designated as AFS), if the entity has the intention and ability to hold that financial asset for the
foreseeable future, For Philippine financial reporting purposes, an entity shall apply those amendments from
July 1, 2008 and any reclassification of a financial asset made in periods beginning on or after

November 15, 2008 shall take effect only from the date of reclassification. These amendments did not have
an impact as the Bank does not have held for trading securities nor did it reclassify certain AFS investments
to loans and receivables.

Likewise, the following standards, amendments and interpretations to existing standards have been published and
are applicable for the Bank beginning on or after January 1, 2009 but the Bank has not early adopted.

Philippine Interpretation IFRIC 13, Customer Loyalty Program, (effective for accounting periods beginning
on or after July 1, 2008). This interpretation clarifies that loyalty programmes are multiple element
arrangements, in which the consideration received for the sale of goods and services {from which award
credits are earned) is allocated to (a) the goods or service delivered; and (b) the award credits that will be
redeemed in the future. This interpretation will not have an impact as the Bank does not have any customer
loyalty program,

(2)



Philippine Interpretation IFRIC 16, Hedges of a Net Investment in a Foreign Operation (effective for
accounting periods beginning on or after October 1, 2008). This interpretation provides guidance on the
following: (a) identifying the foreign currency risks that can qualify as a "hedged risk" in the hedge of a net
investment in a foreign operation; (b} identifying situations where hedging instruments that are hedges of a
net investment in a foreign operation can qualify for hedge accounting under PAS39; and (c) determining the
amounts to be reclassified from equity to profit and loss for both the hedging instrument and the hedged item
when using hedge accounting under PAS 39. This interpretation will not have an impact on the Bank’s
financial statements as the Bank has no investment in foreign operations.

Philippine Interpretation IFRIC 17, Distribution of Non-Cash Assets to Owners (effective for accounting
periods beginning on or after July 1, 2009). This interpretation addresses accounting by an entity that makes
a non-cash asset distribution to owners. An entity shall measure a liability to distribute non-cash assets as a
dividend to its owners at the fair value of the assets to be distributed. If an entity gives its owners a choice of
receiving either a non-cash asset or a cash alternative, the entity shall estimate the dividend payable by
considering both the fair value of each alternative and the associated probability of owners selecting each
alternative. At the end of each reporting period and at the date of settlement, the entity shall review and
adjust the carrying amount of the dividend payable, with any changes in the carrying amount of the dividend
payable recognized in equity as adjustments to the amount of the distribution. This interpretation will be
adopted by the Bank on its financial statements beginning January 1, 2010.

PAS [, Presentation of Financial Statements, (effective from January 1, 2009). The amendment requires that
all changes in equity arising from transactions with owners in their capacity as owners (i.e. owner changes in
equity) to be presented separately from non-owner changes in equity. An entity is not permitted to present
components of comprehensive income (i.e, non-owner changes in equity) in the statement of changes in
equity. Dividends recognized as distributions to owners and related per share amounts should be presented
on the face of the statement of changes in equity or in the notes and not on the face of the statement of
comprehensive income or the face of the income statement. The changes in the presentation will be adopted
by the Bank on its financial statements beginning January 1, 2009.

PAS 23 {Amendment), Borrowing Costs (effective from January 1, 2009). The amendment requires an entity
to capitalize borrowing costs directly aftributable to the acquisition, construction or production of a
qualifying asset (one that takes a substantial period of time to get ready for use or sale) as part of the cost of
that asset. The option of immediately expensing those borrowing costs has been removed. The amendments
will not have an impact on the Bank as there are no qualifying assets.

PAS 27 (Revised), Consolidated and Separate Financial Statements (effective from July 1, 2009). The
revised standard requires the effects of all transactions with non-controlling interests to be recorded in equity
if there is no change in control and these transactions will no longer result in goodwill or gains and losses.
The standard also specifies the accounting when control is lost. Any remaining interest in the entity is re-
measured to fair value and a gain or loss is recognized in profit or loss. The Bank will apply this revised
standard prospectively to transactions with non-controlling interests from January 1, 2010.

(3)



PAS 32 (Amendment), Financial Instruments: Presentation, and PAS 1 (Amendment), Presentation of
Financial Statements - Puttable Financial Instruments and Obligations Arising on Liquidation (effective
from January 1, 2009). The amended standards require entities to classify puttable financial instruments, or
components of instruments that impose on the entity an obligation to deliver to another party a pro rata share
of the net assets of the entity only on liquidation as equity, provided the financial instruments have particular
features and meet specific conditions. This amendment will not have an impact on the Bank’s financial
statements as the Bank has no puttable financial instruments and obligations arising from liquidation.

PFRS 2 (Amendment), Share-based Payment (effective from January 1, 2009). The amended standard deals
with vesting conditions and cancellations. It clarifies that vesting conditions are service conditions and
performance conditions only. Other features of a share-based payment are not vesting conditions. As such
these features would need to be included in the grant date fair value for transactions with employees and
others providing similar services, that is, these features would not impact the number of awards expected to
vest or valuation thereof subsequent to grant date. All cancellations, whether by the entity or by other
parties, should receive the same accounting treatment. This amendment is not expected to have a significant
impact on the Bank’s financial statements.

PFRS 3 (Revised), Business Combinations (effective July 1, 2009). This revision enhances the relevance,
reliability and comparability of the information that an entity provides in its financial statements about a
business combination and its effects by establishing principles and requirements for how an acquirer (a)
recognizes and measures in its financial statements the identifiable assets acquired, the liabilities assumed
and any non-controlling interest in the acquiree; (b) recognizes and measures the goodwill acquired in the
business combination or a gain from a bargain purchase; and {c} determines what information to disclose to
enable users of the financial statements to evaluate the nature and financial effects of the business
combination. This revised standard will be applied by the Bank in its financial statements for the period
commencing January 1, 2010.

PFRS 8, Operating Segments (effective January 1, 2009). This new standard requires a “management
approach”, under which segment information is presented on the same basis as that used for internal
reporting purposes. This standard is required for adoption only for entities whose debt or equity instruments
are traded in a public market or those entities that file or in the process of filing their financial statements
with a securities commission or other regulatory organization for the purpose of issuing any class of
instruments in a public market. Consequently, this standard will not have an impact on the Bank.

The following are the relevant amendments to PFRS that will result in changes in accounting, presentation,
recognition and measurement. It also includes amendments that are terminology or editorial changes only which
have either minimal or no effect on accounting. These amendments are part of the annual improvements project
published by the International Accounting Standards Board (IASB) in May 2008,

PFRS 5 {Amendment), Non-current Assets Held for Sule and Discontinued Operations {and consequential
amendment to PFRS 1, First-time Adoption) (effective from July 1, 2009). The amendment clarifies that all
of a subsidiary’s assets and liabilities are classified as held for sale if a partial disposal sale plan results in loss
of control, and relevant disclosure should be made for this subsidiary if the definition of a discontinued
operation is met. A consequential amendment to PFRS [ states that these amendments are applied
prospectively from the date of transition to PFRS. This amendment will not have an impact on the Bank’s
financial statements as the Bank has no subsidiaries.

(4)



PAS I (Amendment), Presentation of Financial Statements (effective from January 1, 2009). The
amendment clarifies that some rather than all financial assets and liabilities classified as held for trading in
accordance with PAS 39 are examples of current assets and liabilities, respectively. This amendment is not
expected to have an impact on the Bank's financial statements.

PAS 16 (Amendment), Property, Plant and Equipment (and consequential amendment to PAS 7, "Statement
of Cash Flows") (effective from January 1, 2009). Entities whose ordinary activities comprise of renting and
subsequently selling assets should present proceeds from the sale of those assets as revenue and should
transfer the carrying amount of the asset to inventories when the asset becomes held for sale. A
consequential amendment to PAS 7 states that cash flows arising from purchase, rental and sale of those
assets are classified as cash flows from operating activities, The amendment will not have an impact on the
Bank’s financial statements as the Bank is not engaged in renting and subsequently selling assets covered in
this provision as its ordinary activities.

PAS 19 (Amendment), Employee Benefits (effective from January 1, 2009). The amendments include
clarification on the definition of return on plan assets, distinction between short term and long term employee
benefits and plan amendments that are considered curtailment. Likewise, PAS 19 has been amended to be
consistent with PAS 37, Provisions, Contingent Liabilities and Contingent Assets. This amendment is not
expected to have a significant impact on the Bank.

PAS 23 (Amendment), Borrowing Costs (effective from January 1, 2009). The definition of borrowing costs
has been amended so that interest expense is calculated using the effective interest method defined in PAS
39. This eliminates the inconsistency of terms between PAS 39 and PAS 23. The Bank will apply this
amendment prospectively to the capitalization of borrowing costs on qualifying assets, if any, from

January 1, 2009.

PAS 27, Consolidated and Separate Financial Statements (effective from January 1, 2009). This amendment
requires measurement of subsidiary held for sale that is accounted for under PAS 39 or at cost be measured
under PFRS 5 and PAS 39, respectively. This amendment will not have an impact on the Bank’s financial
statements as the Bank does not have subsidiaries.

PAS 28 (Amendment), Investments in Associates (and consequential amendments to PAS 32 and PFRS 7,
Financial Instruments: Disclosures) (effective from January 1, 2009). An investment in associate is treated
as a single asset for the purposes of impairment testing and any impairment loss is not allocated to specific
assets included within the investment, for example, goodwill. Reversals of impairment are recorded as an
adjustment to the investment balance to the extent that the recoverable amount of the associate increases.
This amendment is not expected to have an impact as the Bank does not have associates,

PAS 31 (Amendment), Interests in Joint Ventures (and consequential amendments to PAS 32 and PFRS 7)
(effective from January 1, 2009). Where an investment in joint venture is accounted for in accordance with
PAS 39, only certain rather than all disclosure requirements in PAS 31 need to be made in addition to
disclosures required by PAS 32 and PFRS 7. The amendment will not have an impact on the Bank’s
operations as there are no interests held in joint ventures,

PAS 36 (Amendment), Impairment of Assets (effective from January 1, 2009). Where fair value less costs to
sell is calculated on the basis of discounted cash flows, disclosures equivalent to those for value-in-use
calculation should be made. The Bank will apply this amendment and provide the required disclosure where
applicable for impairment tests from January 1, 2009.

(3)



e PAS 38 (Amendment), Intangible Assets (effective from January 1, 2009). A prepayment may only be
recognized in the event that payment has been made in advance for obtaining right of access to goods or
receipt of services. This amendment is not expected to have a significant impact on the Bank’s financial
statements.

o PAS 39 (Amendment), (effective from January 1, 2009). This amendment clarifies that it is possible to have
movements into and out of the fair value through profit or loss category where a derivative commences or
ceases to qualify as a hedging instrument in cash flow or net investment hedge. This amendment is not
expected to have an impact on the Bank’s financial statements.

o PAS 40 (Amendment), Investment Property (and consequential amendments to PAS 16) (effective from
January 1, 2009). Property that is under construction or development for future use as investment property is
within the scope of PAS 40. Where the fair value model is applied, such property is, therefore, measured at
fair value. However, where fair value of investment property under construction is not reliably measurable,
the property is measured at cost until the earlier of the date construction is completed and the date at which
fair value becomes reliably measurable. The amendment is not expected to have a significant impact on the
Bank’s financial statements.

2.2 Cash and cash equivalents

Cash and cash equivalents consist of Due from Other Banks and Bangko Sentral ng Pilipinas and Interbank Call
Loans Receivable with maturities of less than three months from the date of acquisition and that are subject to
insignificant risk of changes in value.

2.3 Financial assets
2.3.1 Classification

The Bank classifies its financial assets in the following categories: fair value through profit or loss, loans and
receivables, held-to-maturity securities, and available-for-sale securities. Management determines the
classification of its investments at initial recognition. As of December 31, 2008 and 2008, the Bank has no
financial assets classified at fair value through profit or loss.

(a) Loans and receivables

L.oans and receivables are non-derivative financial assets with fixed or determinable payments that are not quoted
in an active market and with no intention of trading. Significant accounts falling under this category are Loans
and Advances, Due from BSP (liquidity and statutory reserve account) and Other Banks and Interbank Call Loans
Receivable.

(b) Held-to-maturity securities
Held-to-maturity securities are non-derivative financial assets with fixed or determinable payments and fixed
maturities that the Bank’s management has the positive intention and ability to hold to maturity. If the Bank were

to sell other than an insignificant amount of held-to-maturity assets, the entire category would be reclassified as
available-for-sale. Held-to-maturity securities are classified as such in the statement of condition.

(6)



(c) Available-for-saie securities

Available-for-sale securities are non-derivatives that are either designated in this category or not classified in any
of the other categories. Available-for-sale securities are classified as such in the staterent of condition.

2.3.2 Financial asset reclassification

The Bank may choose to reclassify a non-derivative trading financial asset out of the held for trading category if
the financial asset is no longer held for the purpose of selling it in the near term. Financial assets other than loans
and receivables are permitted to be reclassified out of the held for trading category only in rare circumstances
arising from a single event that is unusual and highly unlikely to recur in the near term. In addition, the Bank
may choose to reclassify financial assets that would meet the definition of loans and receivables out of the held-
for-trading or available-for-sale categories if the Bank has the intention and ability to hold these financial assets
for the foreseeable future or until maturity at the date of reclassification

Reclassifications are made at fair value as of the reclassification date. Fair value becomes the new cost or
amortized cost as applicable, and no reversals of fair value gains or losses recorded before reclassification date
are subsequently made. Effective interest rates for financial assets reclassified to loans and receivables and held-
to-maturity categories are determined at the reclassification date. Further increases in estimates of cash flows
adjust effective interest rates prospectively.

2.3.3 Recognition and measurement

Regular-way purchases and sales of held-to-maturity securities and available-for-sale securities are recognized on
trade-date, the date on which the Bank commits to purchase or sell the asset. Loans are recognized when cash is
advanced to the borrowers. Financial assets are initially recognized at fair value plus transaction costs for all
financial assets not carried at fair value through profit or loss. Financial assets are derecognized when the rights
to receive cash flows from the financial assets have expired or where the Bank has transferred substantially all
risks and rewards of ownership.

Available-for-sale securities are subsequently carried at fair value. Loans and receivables and held-to-maturity
securities are subsequently carried at amortized cost using the effective interest method. Gains and losses arising
from changes in the fair value of available-for-sale securities are recognized directly in the statement of capital
funds, until the financial asset is derecognized or impaired at which time the cumulative gain or loss previously
recognized in capital funds should be recognized in the statement of income. However, interest calculated on
these securities using the effective interest method and foreign currency gains and losses on monetary assets
classified as available-for-sale are recognized in the statement of income. Dividends on equity instruments are
recognized in the statement of income when the Bank’s right to receive payment is ¢stablished,

The fair values of quoted investments in active markets are based on current bid prices. If there is no active
market for a financial asset, the Bank establishes fair value by using valuation techniques. These include the use
of recent arm’s length transactions, reference to other instruments that are substantially the same, discounted cash
flow analysis, option pricing models and other valuation techniques commonly used by market participants.
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2.4 Impairment of financial assets
(a) Assets carried at amortized cost

The Bank assesses at each balance sheet 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 impaired and impairment losses are
incurred only if there is objective evidence of impairment as a result of one or more events that occurred after the
initial recognition of the asset (a ‘loss event’) and that loss event (or events) has an impact on the estimated future
cash flows of the financial asset or group of financial assets that can be reliably estimated.

The criteria that the Bank uses to determine that there is objective evidence of an impairment loss include:
» Delinquency in contractual payments of principal or interest;
+ Cash flow difficulties experienced by the borrower (for example, equity ratio, net income percentage of
sales);
Breach of loan covenants or conditions;
Initiation of bankruptcy proceedings;
Deterioration of the borrower’s competitive position; and
Deterioration in the value of collateral.

The Bank first assesses whether objective evidence of impairment exists individually for financial assets that are
individually significant, and collectively for financial assets that are not individually significant. If the Bank
determines that no objective evidence of impairment exists for an individually assessed financial asset, whether
significant or not, it includes the asset in a group of financial assets with similar credit risk characteristics and
collectively assesses them for impairment. Financial 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 of
impairment.

The amount of impairment loss is measured as the difference between the financial asset’s carrying amount and
the present value of estimated future cash flows discounted at the asset’s original effective interest rate
(recoverable amount). The calculation of recoverable amount of a collateralized financial asset reflects the cash
flows that may result from foreclosure less costs of obtaining and selling the collateral, whether or not foreclosure
is probable. Impairment loss is recognized in the statement of income and the carrying amount of the asset is
reduced through the use of an allowance.

For the purposes of a collective evaluation of impairment, financial assets are grouped on the basis of similar
credit risk characteristics (i.e., on the basis of the Bank’s grading process that considers asset type, industry,
geographical location, collateral type, past-due status and other relevant factors). Those characteristics are
relevant to the estimation of future cash fiows 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.

Future cash flows in a group of financial assets that are collectively evaluated for impairment are estimated on the
basis of the contractual cash flows of the assets in the Bank and historical loss experience for assets with credit
risk characteristics similar to those in the Bank. 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 currently exist.
The methodology and assumptions used for estimating future cash flows are reviewed regularly to reduce any
differences between loss estimates and actual loss experience.
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