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FOREWORD

The Manual of Regulations for Banks (MORB) is a compilation of regulations
governing banks which are all under the supervision of the Bangko Sentral ng

Pilipinas (Bangko Sentral).

The MORB organizes the Bangko Sentral rules and policy issuances that
implement the provisions of Republic Act No. 8791, also known as the General
Banking Law of 2000, as well as other pertinent banking laws. The MORB is updated
regularly to incorporate the provisions contained in the published Bangko Sentral
Circulars affecting the MORB. In case of any inconsistencies between the provisions
set forth in the MORB and the published Bangko Sentral Circulars, the latter shall

prevail.

The MORB serves as a comprehensive guidance on prudential requirements
for banks to ensure consistent interpretation and implementation of regulatory

provisions.

Together with other supervisory guidelines, the MORB assists in the
examination and offsite surveillance of banks. This document is also a useful
reference for the public, including researchers who are interested in understanding
the Bangko Sentral regulations. Likewise, the MORB can be used for benchmarking
regulatory requirements with international standards and those of counterpart

regulators.

This edition covers Bangko Sentral rules and regulations issued as of

end-December 2021.



PREFACE

Manual of Regulations for Banks

The 2021 Manual of Regulations for Banks (MORB) edition contains
updates and amendments to banking regulations as of 31 December 2021 to
align with international standards and best practices to the extent feasible as

well as adapt to the evolving financial landscape.

The Supervisory Policy and Research Department (SPRD) of the
Financial Supervision Sector, Bangko Sentral ng Pilipinas is responsible for
updating the MORB and the Manual of Regulations for Non-Bank Financial
Institutions (collectively referred herein as the “Manuals”) on a continuing
basis and incorporating the necessary format corrections to the Manuals to

ensure consistency and good order.

The Bangko Sentral ng Pilipinas



USER’S GUIDE

The Manual of Regulations for Banks (the “Manual”) is divided into eleven (11) parts covering the

following topics:

Part

Topic

Organization, Management and Administration

Deposits, Borrowings and Other Liabilities

Loans, Investments and Special Credits

I\

Trust, Other Fiduciary Business and Investment Management Activities

\Y

Manual of Regulations on Foreign Exchange Transactions
(Please Refer To Separate Manual On Foreign Exchange Transactions)

Vi

Treasury and Money Market Operations

Vil

Electronic Banking Services and Operations

VIl

Regulations on Payment Systems

IX

Anti-Money Laundering Regulations

X

Financial Consumer Protection

Xl

Other Banking Regulations

Each Part is further divided into Sections. For provisions that pertain only to a specific type of
bank, a suffix is added to the Section number corresponding to a type of bank, as follows:

Suffix Type of Bank
A Universal and commercial banks (U/KBs)
B Thrift banks (TBs)
C Rural banks and cooperative banks (RBs/Coop Banks)

In case the provisions

are applicable to two (2) types of banks, the applicable letters will be

separated by a “/” symbol. The last two digits refer to the Section number, while the first digit/s refers
to the Part number of the Manual.

The following examples illustrate the format arrangement per Section:

Example No. 1: Section 101

1 01

.

Section number — “Classification, Powers and Scope of Authorities of Banks”

Part number — “PART ONE — ORGANIZATION, MANAGEMENT AND ADMINISTRATION”

Example No. 2: Section 101-B

1

01 -

B
T Applicable to TBs only

Section number — “Authority of Thrift Banks to Issue Foreign Letters of Credit and

Pay/Accept/Negotiate Import/Export Drafts/Bills of Exchange ”

Part number — “PART ONE — ORGANIZATION, MANAGEMENT AND ADMINISTRATION”
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POWERS OF THE BANGKO SENTRAL

001 EXAMINATION BY THE BANGKO SENTRAL

The term “examination” shall refer to an investigation of an institution under the supervisory authority of the Bangko
Sentral to determine whether the institution is operating on a safe and sound basis, inquire into its solvency and liquidity,
and assess the effectiveness of its compliance function to ascertain that it is conducting business in accordance with laws
and regulations.

Regular or periodic examination shall be done once a year, with an interval of twelve (12) months from the last date
thereof. Special examination may be conducted earlier, or at a shorter interval, when authorized by the Monetary Board
(MB) by an affirmative vote of five (5) members.

In the full exercise of the supervisory powers of the Bangko Sentral, examination by the Bangko Sentral of institutions
shall be complemented by overseeing thereof. In this regard, the term “overseeing” shall refer to a limited investigation of
an institution, or any investigation that is limited in scope, conducted to inquire into a particular area/aspect of an
institution’s operations, for the purpose of overseeing that laws and regulations are complied with, inquiring into the
solvency and liquidity of the institution, enforcing prompt corrective action, or such other matters requiring immediate
investigation: Provided, That (i) specific authorizations be issued by the Deputy Governor of the appropriate sector of the
Bangko Sentral, and (ii) periodic summary reports on overseeings conducted be submitted to the Monetary Board.

a. Scope of examination. Consistent with a risk-based approach to supervision, the scope of examination may include,
but need not be limited to, the following:

(1) Appraisal of the overall quality of corporate governance;

(2) Assessment of the risk management system, which shall include the evaluation of the effectiveness of
management oversight and self-assessment functions (e.g., internal audit, risk management and compliance);
adequacy of policies, procedures, and limits; effectiveness of risk measurement, monitoring and management
information system; and robustness of internal controls;

(3) Review of the institution’s operations and overall risk profile;
(4) Evaluation of financial performance, capital adequacy, asset quality, and liquidity; and
(5) Any other activity relevant to the above.

b. Conduct of examination. The conduct of examination shall include, but need not be limited to, the interview of any
bank’s directors, officers and personnel; and the verification, review and evaluation of documents and records,
including making copies of the records, taking possession thereof and keeping them under the custody of the
Bangko Sentral after giving proper receipts thereof.

For this purpose, “records” shall refer to information, whether in its original form or otherwise, including
documents, signatures, seals, texts, images, sounds, speeches, or data compiled, recorded or stored, as the case
may be: (1) in written form on any material; (2) on film, negative, tape or other medium so as to be capable of
being reproduced; or (3) by means of any recording device or process, computer or other electronic device or
process; and regardless of whether these information are stored and kept by the Bangko Sentral supervised
Financial Institution (BSFI) or another entity duly authorized by the BSFI (e.g., technology service provider). Records
shall also include audio, photographic, and video evidence of events, acts, or transactions of the BSFI, including all
records of communication, oral (e.g., voice recordings) or written (e.g., letters) of officers and employees of the
BSFI: Provided, That the recording was made in connection with the performance of the official functions of the
concerned officers or employees and coursed through BSFl-issued computers, telephones, mobile phones, and
similar devices.

Refusal to permit examination. Any act or omission that impedes, delays or obstructs the duly authorized Bangko Sentral
examiner from conducting an examination of a BSFI, including the act of refusing to accept or honor the letter of authority to
examine presented by the examiner of the Bangko Sentral, shall be considered as a refusal to permit examination.

The refusal of the BSFI to permit examination shall be reported by the Bangko Sentral examiner to the Head of the
appropriate supervision department of the Bangko Sentral, who shall forthwith make a written demand upon the BSFI
concerned for such examination. If the BSFI continues to refuse the said examination without any satisfactory explanation
thereof, a report on such refusal shall be submitted by the Bangko Sentral examiner concerned to the said Department Head.

Sanctions. A bank that wilfully refuses to permit examination shall pay a fine of P30,000 per day from the day of the
refusal and for as long as such refusal lasts, without prejudice to the sanctions under Section 34 of R.A. No. 7653.

Manual of Regulations for Banks — Power of the Bangko Sentral Page 1



The fine shall be imposed starting on the day following the receipt by the concerned Head of supervision department
of the report from the Bangko Sentral examiner that the bank continues to refuse to permit examination notwithstanding
the written demand made by the Department Head.

Aside from the fine mentioned above, the bank and/or its concerned directors and/or officers may be subject to
non-monetary sanctions provided under Section 37 of R.A. No. 7653 (The New Central Bank Act) and Sec. 002.

(Circular No. 957 dated 17 April 2017)

002 SUPERVISORY ENFORCEMENT POLICY

The Policy sets forth guidance on the Bangko Sentral’s supervision-by-risk framework. It also puts together in a holistic
manner all the enforcement tools available to the Bangko Sentral as contained in various laws and rules and regulations® and
communicates the deployment thereof in a consistent manner by the Bangko Sentral in the course of performing its
supervisory function. It further sets out the guiding principles and objectives behind the deployment of such enforcement
actions.

Nothing in this Section shall be construed as superseding enforcement actions previously imposed against Bangko
Sentral-supervised Fls pursuant to existing laws, Bangko Sentral rules and regulations.

a. Statement of policy and rationale

The Bangko Sentral is issuing this Supervisory Enforcement Policy to provide guidance on its supervision-by-
risk framework. The Bangko Sentral recognizes that risk-taking is integral to a financial institution’s business. The
existence of risk is not necessarily a reason for concern so long as Management exhibits the ability to effectively
manage that level of risk and operates the financial institution (Fl) in a safe and sound manner. Thus, when risk is
not properly managed,the Bangko Sentral may deploy a wide range of enforcement actions provided under existing
laws, Bangko Sentral rules and regulations, taking into consideration the nature and extent of the supervisory
issues and concerns and the level of cooperation provided by Management.

The Bangko Sentral adopts a holistic approach to supervision with the objective of guiding FIs under its
supervision to mitigate risk and achieve the desired changes.

Bangko Sentral’s risk-based supervision, of which enforcement action is a key part, focuses on the safety and
soundness of operations of the FlIs. This policy sets forth the expectations of the Bangko Sentral when it deploys
enforcement action and the consequences when expected actions are not performed within prescribed timelines.

Thus, this over-arching policy is needed - (1) as a collation of various enforcement actions already present in
various laws, rules and regulations; (2) for better guidance of the Fls and the bank supervisors; and (3) as a means
to broadcast to the banking/financial industry the consequences of failure to address the Bangko Sentral
requirements and supervisory expectations.

b. Objectives of the enforcement policy
The Bangko Sentral’s Supervisory Enforcement Policy aims to achieve the following two (2) key objectives:
(1) Achieving the desired change. Effect a change in the overall condition and governance of Bangko Sentral-
supervised FIs consistent with the expectations set under relevant laws and regulations; and
(2) Mitigating risk. Mitigate risks to the Fls and other stakeholders in order to maintain the stability of the financial
system.
c. General principles

The Bangko Sentral, in the deployment of enforcement actions, is guided by the following general principles:

(1) Root cause diagnosis. The enforcement action addresses the underlying cause of the supervisory issues and
concerns.

(2) Consistently matching the severity of enforcement action to the supervisory issue. The deployment of
appropriate enforcement action is commensurate with the severity of the supervisory issues and concerns.
The severity of the supervisory issues and concerns is assessed in terms of prevalence? and persistence.

1 Section 4 of R.A. No. 8791 (General Banking Law of 2000) defines the scope of Bangko Sentral’s supervisory powers, which may be grouped into three
categories: (i) issuance of rules; (ii) examination and investigation; and (iii) enforcement of Prompt Corrective Action (PCA)

2 Prevalence pertains to the pervasiveness of the supervisory issues, concerns and problems in relation to their impact on the Fl’s solvency, asset quality,
operating performance and liquidity, among others.
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(3) Successive or simultaneous deployment of enforcement actions. Enforcement actions may be deployed
successively or simultaneously taking into account the nature and seriousness of the difficulties encountered
by the Fls and the ability and willingness of the FI's Management to address the supervisory issues and
concerns.

(4) Monitorability and follow-through. The Bangko Sentral monitors the FI’s progress/compliance with the
expected actions to address the supervisory issues, concerns and problems.

(5) Escalation of enforcement actions. Enforcement actions may be escalated if the desired change is not
achieved and the root causes of the Fl’s issues, concerns and problems are not addressed by the Fl within
prescribed timelines.

d. Categories of enforcement actions

The three (3) main categories of enforcement action are: (1) corrective actions, (2) sanctions and (3) other
supervisory actions. These enforcement actions may be imposed singly or in combination with others.

(1) Corrective actions

Corrective actions are enforcement actions intended to require the Fl to address the underlying cause of
supervisory issues, concerns and problems. These include the following:

(a) Bangko Sentral directives

Directives are basically orders and instructions communicated by the appropriate supervising
department in Bangko Sentral requiring the FI to undertake a specific positive action or refrain from
performing a particular activity within a prescribed timeline.

(b) Letter of Commitment (LOC)

The LOC is an enforcement action where the FI's Board of Directors (Board) is required, upon approval
and/or confirmation by the MB, to make a written commitment to undertake a specific positive action
or refrain from performing a particular activity with a given time period.

The LOC is generally used to arrest emerging supervisory concerns before these develop into serious
weaknesses or problems, or to address remaining supervisory issues and concerns.

(2) Sanctions

Sanctions that may be imposed on an Fl and/or its directors and officers, as provided under existing laws,
Bangko Sentral rules and regulations, are subject to the prior approval and/or confirmation by the MB. Such
sanctions include the following:

(a) FlIs

(i) Restrictions on activities and privileges

(ii) Suspension of authorities, privileges and other activities
(iii) Divestment and/or unwinding

(iv) Monetary sanction - penalties/fines against the FI

(b) Directors and officers

(i) Reprimand

(ii) Restriction on compensation and benefits
(iii) Divestment

(iv) Suspension

(v) Disqualification

(vi) Removal

(vii) Monetary penalties/fines

The foregoing sanctions to individuals are without prejudice to the filing of separate civil or criminal actions
against them, when appropriate.

(3) Other supervisory actions subject to prior MB approval, the Bangko Sentral, when warranted, may deploy
other supervisory actions such as:
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(a) Initiation into the PCA Framework;

(b) Issuance of a cease and desist order (CDO) against the Fl as well as against its directors and officers;
(c) Conservatorship; and

(d) Placement under receivership.

e. Due Process
An integral part of the deployment of enforcement actions is the observance of due process in all cases.

The Fl and/or its directors and officers are afforded fair and reasonable opportunity to explain their side and
to submit evidences in support thereof, which are given due consideration in determining the appropriate
enforcement action(s) to be imposed.

(Circular No. 903 dated 29 February 2016)

003 PROMPT CORRECTIVE ACTION FRAMEWORK

Prompt Corrective Action Framework. A bank may be subject to PCA whenever any or all of the following conditions
obtain:

(1) When either of the Total CAR or Tier 1 capital ratio as defined under Secs. 125 and 127 or leverage ratio! falls below
ten percent (10%), seven and a half percent (7.5%)? and five percent (5%), respectively, or such other minimum
levels that may be prescribed for the said ratios under relevant regulations, and/or the combined capital account
falls below the minimum capital requirement prescribed under Sec. 121;

(2) CAMELS composite rating is less than three “3” or a Management component rating of less than three “3”; and

(3) A serious supervisory concern has been identified that places a bank at more-than-normal risk of failure in the
opinion of the head of the examination department concerned, which opinion is confirmed by the Monetary Board.
Such concerns could include, but are not limited, to any one (1) or a combination of the following:

(a) Finding of unsafe and unsound activities that could adversely affect the interest of depositors and/or creditors;

(b) A finding of repeat violations of law or regulations continuing failure to comply with Monetary Board
directives; and

(c) Significant reporting errors that materially misrepresent the bank’s financial condition.

The framework for the enforcement of PCA on BSFI supervision is in Appendix 68.

(Circular Nos. 1084 dated 28 April 2020 and 1079 dated 9 March 2020)

004 MONETARY PENALTIES ON BSFis, AND/OR THEIR DIRECTORS, OFFICERS AND/OR EMPLOYEES

The Bangko Sentral recognizes the need to impose monetary penalties as one of the possible administrative sanctions
to hold BSFls, and/or their directors, officers and/or employees accountable for their conduct, deter future commission of
violations, and achieve the overarching supervisory objectives of changed behavior and mitigated risks.

Pursuant to Section 37 of R.A. No. 7653, as amended, banks and/or their directors, officers and/or employees may be
imposed a maximum monetary penalty of R1 million for each transactional violation or 100 thousand per calendar day for
violations of a continuing nature. In case profit is gained or loss is avoided as a result of the violation, the Bangko Sentral may
also impose a fine of no more than three (3) times the profit gained or loss avoided.

To ensure fairness, consistency and reasonableness in the imposition of monetary penalties, the Bangko Sentral takes into
consideration the attendant circumstances of each case, such as the nature and gravity of the violation or irregularity and the
size of the financial institution, including other aggravating and mitigating factors. Further, in accordance with Sec. 002, the
Bangko Sentral may impose monetary penalties, singly or in combination with non-monetary sanctions, if appropriate.

The guidelines on the imposition of monetary penalties for violations in which sanctions fall under Section 37 of R.A.
No. 7653 (The New Central Bank Act), as amended, and other applicable laws are in Appendix 24.

(Circular No. 1125 dated 20 August 2021)

1 For universal and commercial banks and their subsidiary banks and quasi-banks, this refers to the Basel Ill Leverage Ration. For stand-alone TBs, RBs and
Coop Banks, this is derived as Total Capital/Total Assets.

2 This shall take effect on 01 January 2023 for stand-alone thrift, rural, and cooperative banks. Pending effectivity of the new risk-based capital adequate
framework for stand-alone thrift, rural and cooperative banks, the covered banks shall refer to the existing six percent (6%) as the minimum threshold for
Tier 1 capital.
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PART ONE
ORGANIZATION, MANAGEMENT AND ADMINISTRATION

A. CLASSIFICATIONS, POWERS, AND OPERATIONS OF BANKS
101 CLASSIFICATIONS, POWERS, AND SCOPE OF AUTHORITIES OF BANKS

The following are the classifications, powers, and scope of authorities of banks, as well as the prerequisites for the grant
of authorities.

a. Classifications of banks. Banks are classified into the following subject to the power of the Monetary Board to
create other classes or kinds of banks:

(1) Universal banks (UBs);

(2) Commercial banks (KBs);

(3) Thrift banks (TBs), as defined in Republic Act (R.A.) No. 7906, which shall be composed of: (a) savings and
mortgage banks, (b) stock savings and loan associations, and (c) private development banks;

(4) Rural banks (RBs), as defined in R.A. No. 7353;

(5) Cooperative banks (Coop Banks);

(6) Islamic banks (IBs); and

(7) Digital banks.

b.  Powers and scope of authorities. The following are the powers and scope of authorities of banks.

(1) Universal Banks (UBs). A UB shall have the authority to exercise, in addition to the powers and services
authorized for a KB as enumerated in Item “b (2)” and those provided by other laws, the following:

(a) the powers of an investment house (IH) as provided under existing laws;

(b) the power to invest in non-allied enterprises;

(c) the power to own up to one hundred percent (100%) of the equity in a TB, an RB, a financial allied
enterprise, or a non-financial allied enterprise; and

(d) in case of publicly-listed UBs, the power to own up to 100% of the voting stock of only one (1) other UB or KB.

A UB may perform the functions of an IH either directly or indirectly through a subsidiary IH; in either case,
the underwriting of equity securities and securities dealing shall be subject to pertinent laws and regulations of
the Securities and Exchange Commission (SEC): Provided, That if the IH functions are performed directly by the
UB, such functions shall be undertaken by a separate and distinct department or other similar unit in the UB:
Provided, further, That a UB cannot perform such functions both directly and indirectly through a subsidiary.

(2) Commercial Banks (KBs.) In addition to the general powers incident to corporations and those provided in
other laws, a KB shall have the authority to exercise all such powers as may be necessary to carry on the
business of commercial banking, such as accepting drafts and issuing letters of credit; discounting and
negotiating promissory notes, drafts, bills of exchange, and other evidences of debt; accepting or creating
demand deposits; receiving other types of deposits and deposit substitutes; buying and selling foreign
exchange and gold or silver bullion; acquiring marketable bonds and other debt securities; and extending
credit, subject to such rules as the Monetary Board may promulgate. These rules may include the
determination of bonds and other debt securities eligible for investment, the maturities and aggregate
amount of such investment.

It may also exercise or perform any or all of the following:

(a) investin the equities of allied enterprises as provided in Sections 31 and 32 of R.A. No. 8791;

(b) purchase, hold and convey real estate as specified under Sections 51 and 52 of R.A. No. 8791;

(c) receive in custody funds, documents and valuable objects;

(d) act as financial agent and buy and sell, by order of and for the account of their customers, shares,
evidences of indebtedness and all types of securities;

(e) make collections and payments for the account of others and perform such other services for their
customers as are not incompatible with banking business;

(f)  upon prior approval of the Monetary Board, act as managing agent, adviser, consultant or administrator
of investment management/advisory/consultancy accounts;

(g) rent out safety deposit boxes;

(h) engage in quasi-banking functions; and

(i) accept foreign currency deposits as provided under R.A. No. 6426 or known as the Foreign Currency
Deposit Act of the Philippines, as amended, and as allowed under existing regulations.
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(3) Thrift Banks (TBs). In addition to the powers provided in other laws, a TB may perform any or all of the
following services:

(a) grant loans, whether secured or unsecured;

(b) invest in readily marketable bonds and other debt securities, commercial papers and accounts
receivable, drafts, bills of exchange, acceptances or notes arising out of commercial transactions;

(c) issue domestic letters of credit;

(d) extend credit facilities to private and government employees;

(e) extend credit against the security of jewelry, precious stones and articles of similar nature, subject to
such rules and regulations as the Monetary Board may prescribe;

(f) accept savings and time deposits;

(g) rediscount paper with the Land Bank of the Philippines (LBP), Development Bank of the Philippines
(DBP), and other government-owned or -controlled corporations;

(h) accept foreign currency deposits as provided under R.A. No. 6426, as amended, and as allowed under
existing regulations;

(i) actas correspondent for other financial institutions (Fls);

(j) purchase, hold and convey real estate as specified under Sections 51 and 52 of R.A. No. 8791;

(k) offer other banking services as provided in Section 53 of R.A. No. 8791; and

()  buy and sell foreign exchange.

With prior approval of the Monetary Board, and subject to such guidelines as may be established by it,
TBs may also perform the following services:

(m) open current or checking accounts;

(n) engage in trust, quasi-banking functions and money market operations;

(o) act as collection agent for government entities, including but not limited to, the Bureau of Internal
Revenue (BIR), Social Security System (SSS) and the Bureau of Customs (BOC);

(p) act as official depository of national agencies and of municipal, city or provincial funds in the
municipality, city or province where the TB is located;

(g) issue mortgage and chattel mortgage certificates, buy and sell them for its own account or for the
account of others, or accept and receive them in payment or as amortization of its loan;

(r) investin the equity of allied undertakings;

(s) issue foreign letters of credit; and

(t) pay/accept/negotiate import/export draft/bills of exchange.

(4) RBs. In addition to the powers provided in other laws, an RB may perform any or all of the following services:

(a) extend loans and advances primarily for the purpose of meeting the normal credit needs of farmers,
fishermen or farm families as well as cooperatives, merchants, private and public employees;

(b) accept savings and time deposits;

(c) actas correspondent of other Fls;

(d) rediscount paper with the LBP, DBP or any other bank, including its branches and agencies. Said banks
shall specify the nature of paper deemed acceptable for rediscount, as well as the rediscount rate to be
charged by any of these banks;

(e) act as collection agent;

(f) acquire readily marketable bonds and other debt securities;

(g) offer other banking services as provided in Section 53 of R.A. No. 8791; and

(h) buy and sell foreign exchange.

With prior approval of the Monetary Board, an RB may perform any or all of the following services:

(i) accept current or checking accounts: Provided, That such RB has net assets of at least P5.0 million;

(j) accept negotiable order of withdrawal (NOW) accounts;

(k) act as trustee over estates or properties of farmers and merchants;

() act as official depository of municipal, city or provincial funds in the municipality, city or province where
it is located;

—
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(m) sell domestic drafts; and
(n) investin allied undertakings.

(5) Coop Banks. A Coop Bank shall primarily provide financial, banking and credit services to cooperatives and
their members, although it may provide the same services to non-members or the general public.

In addition to the powers granted to Coop Banks under existing laws, any Coop Bank may perform any or
all of the banking services offered by rural banks under Items “4.a” to “4.h” above. A Coop Bank may likewise
perform any or all of the banking services offered by rural banks under Items “4.(i)” to “4.(n)” as well as any or
all of the banking services offered by other types of banks, subject to prior approval of the Bangko Sentral.

(6) Islamic Banks (IBs). In addition to the general powers granted to corporations, IBs shall have such powers as
shall be necessary to carry out the business of a bank in accordance with Shari’ah principles. IBs may perform
the following services:

(a) accept or create current accounts;

(b) accept savings accounts for safekeeping or custody with no participation in profit and loss except unless
otherwise authorized by the account holders to be invested;

(c) acceptinvestment accounts;

(d) accept foreign currency deposits as provided under R.A. No. 6426, as amended, and as allowed under
existing regulations;

(e) actas correspondent of banks and institutions to handle remittances or any fund transfers;

(f) accept drafts and issue letters of credit or letters of guarantee, negotiate notes and bills of exchange
and other evidence of indebtedness;

(g) actas collection agentin so far as the payment orders, bills of exchange or other commercial documents;
(h) provide financing contracts and structures;

(i) handle storage operations for goods or commodity financing secured by warehouse receipts presented
to the Islamic Bank;

(j) issue shares for the account of institutions and companies assisted by the Islamic Bank in meeting
subscription calls or augmenting their capital and/or fund requirements as may be allowed by law;

(k) carry out financing and joint investment operations by way of mudarabah partnership, musharakah joint
venture or by decreasing participation, murabahah purchasing on a cost-plus financing arrangement,
lease (ijara) arrangements, construction and manufacture (istisna'a) arrangements, and other Shari'ah
compliant contracts and structures, and to invest funds directly in various projects or through the use of
funds whose owners desire to invest jointly with other resources available to the IB on a joint mudarabah
basis in accordance with the foregoing arrangements, contracts and structures;

(I)  undertake various investments in all transactions allowed by Shari'ah principles;

(m) subject to the guidelines as may be prescribed by the Bangko Sentral, IBs may invest in equities of Shari'ah
compliant undertakings that directly support the delivery of Islamic banking and financing services;

(n) such other banking services as may be authorized by the Monetary Board.

With prior Monetary Board approval, an IB may issue investment participation certificates, sukuk, and other
Shari’ah complaint funding instruments to be used by the IB in its operations or capital needs.

The IB may exercise the general powers of a UB that are consistent with the principles of Shari’ah.

In addition to the powers granted to IBs, the powers granted to the Al-Amanah Islamic Investment Bank of
the Philippines under R.A. No. 6848 shall remain in force.

Finally, the foregoing powers of an IB shall also be applicable to IBUs.

Manual of Regulations for Banks — Part One Page 3



(7) Digital banks. A digital bank may perform any or all of the following services:

(a) grant loans, whether secured or unsecured;

(b) accept savings and time deposits, including basic deposit accounts as defined under Sec. 213;

(c) accept foreign currency deposits, as provided under R.A. No. 6426, as amended, and as allowed under
existing regulations;

(d) invest in readily marketable bonds and other debt securities, commercial papers and accounts
receivable, drafts, bills of exchange, acceptances or notes arising out of commercial transactions;

(e) actas correspondent for other financial institutions;

(f) act as collection agent for non-government entities;

(g) issue electronic money products subject to the guidelines provided under Sec. 702;

(h) issue credit cards;

(i) buy and sell foreign exchange; and

(j) present, market, sell and service microinsurance products subject to the guidelines provided under
Sec.113-B.

With prior Monetary Board approval and subject to such guidelines as may be established by it, digital banks may
perform other activities not covered by the foregoing enumeration.

(Circular Nos. 1134 dated 28 December 2021, 1105 dated 02 December 2020, 1069 dated 27 December 2019, and 960 dated 04 May 2017)

101-B  AUTHORITY OF THRIFT BANKS TO ISSUE FOREIGN LETTERS OF CREDIT AND PAY/ACCEPT/NEGOTIATE
IMPORT/EXPORT DRAFTS/BILLS OF EXCHANGE

With prior Monetary Board approval, TBs may be authorized to issue foreign letters of credit (LCs) and
pay/accept/negotiate import/export drafts/bills of exchange, subject to compliance with the following conditions (at the
time of application unless otherwise indicated):

a.  Minimum capital requirement of P1.0 billion;
b. Ten percent (10%) risk-based capital adequacy ratio (CAR);

c.  CAMELS composite rating not lower than “3”, with Management component score not lower than “3” in the latest
examination of the bank;

d. Risk management system appropriate to its operations, characterized by clear delineation of responsibility for risk
management, adequate risk measurement system, appropriately structured risk limits, effective internal control
system and complete, timely and efficient risk reporting system;

e. Articles of incorporation which shall include among its powers or purposes, the issuance of foreign LCs and
payment/acceptance/negotiation of import/export drafts/bills of exchange (which may be submitted any time
prior to engaging in said activities);

f.  Correspondent banking relationship or arrangement with reputable foreign banks (which should be in place prior
to engaging in said activities);

g. Appointment of the officer with actual experience of at least two (2) years as in-charge or at least as assistant in-
charge of import and export financing operations in a UB/KB who will be in-charge of the said operations (prior to
engaging in said activities);

h.  Appointment of bank personnel with actual experience and/or specific training in import and export financing
operations who will handle the said operations (prior to engaging in said activities);

i.  Nonetweekly regular and liquidity reserve deficiencies during the twelve (12) week period immediately preceding
the date of application;

j. No deficiency in asset and liquid asset cover for FCDU liabilities for three (3) months immediately preceding the
date of application;

k.  No deficiency in liquidity floor requirement for government funds held during the twelve (12)- week period
immediately preceding the date of application;

. No float items outstanding for more than sixty (60) calendar days in the “Due From/To Head
Office/Branches/Offices” and “Due from Bangko Sentral” accounts exceeding one percent (1%) of the total
resources as of end of month preceding the date of application;

m. No unbooked allowance for credit losses;
I
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n. Compliant with ceilings on loans, other credit accommodations and guarantees to directors, officers, stockholders,
and their related interests (DOSRI) for the quarter immediately preceding the date of application;

o. Compliant with the single borrower’s limit (SBL);
p.  Compliant with the limit on real estate and improvements, including bank equipment;
g. No uncorrected findings of unsafe or unsound banking;

r.  Generally compliant with banking laws, rules and regulations, orders or instructions of the Monetary Board and/or
Bangko Sentral Management; and

s.  No past due obligations with the Bangko Sentral or with any FI.

Application for authority of TB to issue foreign letters of credit and pay/accept/negotiate import/export drafts/bills
of exchange. An application for authority to issue foreign LCs and pay/accept/negotiate import/export draft bills of exchange
shall be signed by the president of the bank or officer of equivalent rank and shall be accompanied by a certified true copy
of the resolution of the bank’s board of directors authorizing the application.

102 BASIC GUIDELINES IN ESTABLISHING DOMESTIC BANKS

A new banking organization must have suitable/fit shareholders, including the ultimate beneficial owners (UBOs)*
adequate financial strength, a legal structure in line with its operational structure, a board of directors and senior
management with sufficient expertise and integrity to operate the bank in a safe and sound manner.

In establishing a new banking organization, the documentary requirements to be submitted to the Bangko Sentral are
listed in Appendix 33. In the case of foreign bank applicants, the documentary requirements to be submitted during Stage 1
of the application process are enumerated in Appendix 2.

The revised rules and regulations governing the organization, membership, establishment, administration, activities,
supervision and regulation of cooperative banks are found in Appendix 34.

The authority to establish a bank shall be automatically revoked if the bank is not organized and opened for business
within one (1) year from receipt by the organizers of the notice of Monetary Board approval of the application.

Such authority may likewise be revoked if the Bangko Sentral has determined that the organizers provided false or
misleading information during the processing of the application. Organizers of a bank found to have willfully certified or
provided such false or misleading information shall be subject to the applicable administrative sanctions under Section 37
of Republic Act (R.A.) No. 7653, as amended. The imposition of the said administrative sanctions is without prejudice to the
filing of appropriate criminal charges as provided under Sections 35 and 36 of R.A. No. 7653, as amended.

Prerequisites for the grant of a universal banking authority

a. Compliance with guidelines. A domestic bank seeking authority to operate as a UB shall submit an application to
the appropriate supervising department of the Bangko Sentral. The applicant shall comply with the guidelines for
the issuance of a UB authority and shall submit all the documentary requirements enumerated in Appendix 1.

b.  Public offering of bank shares. A domestic bank applying for a UB authority shall, as a condition to the approval of
its application, conduct a public offering of its shares in accordance with the rules of the Securities and Exchange
Commission (SEC) on minimum public ownership (MPO) and the listing rules of the Philippine Stock Exchange (PSE).

A bank whose shares of stock are already listed in the PSE at the time of filing of its application for UB authority
must submit to the appropriate supervising department of the Bangko Sentral a certification signed by the
president or officer of equivalent rank and the chief compliance officer that the bank has complied with the MPO
requirement of the SEC.

c. Listing of bank shares in the stock exchange. Domestic banks granted a UB authority must list their shares in the
PSE within one (1) year from the date the authority to operate as a UB was granted.

The guidelines on public offering and listing of bank shares are enumerated in Appendix 1.

d.  Supervisory enforcement actions. Consistent with Sec. 002, the Bangko Sentral may deploy enforcement actions to
promote adherence with the requirements set forth in these guidelines and bring about timely corrective actions.

1 For purposes of this Section, a UBO shall refer to beneficial owner as defined under Item “m” of Sec. 904.
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Establishment of new domestic banks. There shall be a moratorium on the establishment of new domestic banks,
except as follows: (i) graft of new universal/commercial banking license in connection with the upgrading of an existing thrift
bank under Phase 1, and (ii) establishment of new banks in cities or municipalities where there are no existing banking
offices, both of which shall comply with the required minimum capitalization under Sec. 121 and other qualification
requirements prescribed under existing regulations.

The moratorium on the establishment of new domestic banks shall be fully lifted and locational restrictions shall be
fully liberalized under Phase 2 starting 01 January 2018.

Establishment of IBs and Islamic banking units

Policy Statement. The Bangko Sentral recognizes the importance of Islamic banking as an alternative business model to
promote its financial inclusion agenda. In this respect, the Bangko Sentral aims to promote an Islamic banking system that
can operate alongside the conventional banking system, and an open approach where conventional banks operate Islamic
banking units.

The following minimum prudential requirements and the guidelines under Appendix 139 are hereby adopted:

a. Organizational Structure. With prior approval of the Bangko Sentral, the establishment of the following entities or
units may be allowed:

(1) Domestic Islamic banks;
(2) Foreign Islamic banks?; and
(3) Islamic banking units (IBU) in the form of a division, department, office, or branch of a conventional bank.

b.  Stockholding limits. The stockholdings limits prescribed for the establishment of a UB under Sec. 122 shall apply
to an IB.

c. Capitalization. The minimum capitalization requirements for a UB shall apply to an IB or conventional bank with
IBU. IBs may take the necessary steps to have their shares of stock listed in any duly registered stock exchange.

d. Governance. A Shari’ah governance framework must be in place to ensure that the IB or IBU adheres to Shari’ah
principles. The said framework must include a Shari’ah Advisory Council composed of persons who are competent
in the field of Shari’ah and banking, finance, law or such other related disciplines.

Establishment of digital banks.

Policy Statement. The Bangko Sentral recognizes the role of digital platforms in driving greater efficiency in the delivery
of financial products and services and in expanding reach into the unserved and underserved market segments. In this light,
the Bangko Sentral endeavors to promote an enabling regulatory environment that allows responsible innovation to flourish,
promotes cyber resilience, and contributes to advancing the digitalization of the financial industry. Towards this end, the
Bangko Sentral has developed a framework for “digital banks” as a distinct classification of banks.

The Bangko Sentral is cognizant that the adoption of a digital banking business model should be underpinned by sound
digital governance, robust, secure and resilient technology infrastructure, and effective data management strategy and
practices. Digital banks are exposed to the same set of risks identified in the Bangko Sentral Risk Management Framework;
thus, are expected to have effective governance structures and risk management processes that appropriately identify,
measure, monitor and control the risks attendant to its business model, strategies, processes and products. In this respect,
digital banks shall be subject to the same standards on corporate governance, risk management, compliance, internal control
and audit, and reporting governance, among others, that are applicable to other bank categories.

The following guidelines shall govern the establishment of digital banks:

a. Definition. A digital bank offers financial products and services that are processed end-to-end through a digital
platform and/or electronic channels with no physical branch/sub-branch or branch-lite unit offering financial
products and services.

b.  Capitalization. The minimum capitalization of digital banks shall be P1.0 billion.

c.  Conduct of business. A digital bank shall be subject to the prudential requirements set out by the Bangko Sentral
including corporate governance and risk management, particularly on information technology and cyber security,
outsourcing, consumer protection and anti-money laundering (AML) and combating the financing of terrorism
(CFT), as provided under existing regulations.

1 Although this pertains to the establishment of new domestic banks, foreign Islamic banks are mentioned because the establishment thereof is subject to
the same requirements as that of domestic Islamic banks.
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d. Physical touchpoints. Digital banks shall be required to maintain a principal/head office in the Philippines to serve
as the main point of contact for stakeholders, including the Bangko Sentral and other regulators. The registered
principal/head office of the digital bank shall house the offices of management and other support operations. It
may also serve as the central hub for receiving and resolving customer complaints.

Digital banks may offer financial products and services through cash agents and other qualified service providers
subject to the guidelines provided under Secs. 275 and 112, respectively.

The application and documentary requirements for the establishment of digital banks are provided under Appendix 33.

Transitory Provision. Existing banks may apply for conversion to a digital bank. The Bangko Sentral may likewise require
banks that already meet the definition of a digital bank under this Section to convert their existing banking license to digital
banking license. Said banks shall comply with the applicable requirements for a digital bank and submit an acceptable plan
which shall address how the transition to a digital bank shall be managed.

Existing banks converting to digital banks shall be given a period of three (3) years from approval of the Monetary Board
within which to meet the minimum capital requirement and implement the transition plan, including divestment or closure
of branches or branch lite units. In the case of an existing bank with up to sixty percent (60%) of its voting stock held by a
foreign individual or non-bank corporation, such stockholding may be retained or reduced, but once reduced, shall not be
increased thereafter beyond forty percent (40%) of the voting stock.

Upon receipt of notice of approval of conversion, the bank shall no longer engage nor renew transactions under
authorities not associated with those allowed for a digital bank. Within six (6) months from date of receipt of notice of
approval of its application for conversion, the bank shall (1) phase-out all inherent powers and activities under special
authorities not normally associated to a digital bank; and (2) submit the pertinent amended Articles of Incorporation and
By-Laws duly registered with the Securities and Exchange Commission (SEC).

The bank shall start operation as a digital bank after approval by the SEC of the bank's amended Articles of Incorporation
and By-Laws, compliance with all the conditions of approval of the conversion, and issuance by the Bangko Sentral of a
Certificate of Authority to Operate.

Failure to comply with these requirements shall subject the bank to the appropriate enforcement action provided
under Sec. 002.

The Monetary Board may limit the total number of digital banks that may be established taking into account the total
number of applications received and the assessment of the overall banking situation.

Establishment of microfinance-oriented banks. A microfinance-oriented bank is a bank that provides financial service
and caters primarily to the credit need of the basic or disadvantaged sectors such as farmers, peasants, artisanal fisherfolk,
workers in the formal sector and migrant workers, workers in the informal sectors, indigenous peoples and cultural
communities, women, differently-abled persons, senior citizens, victims of calamities and disasters, youth and students,
children, urban poor and low income households for their microenterprises and small businesses so as to enable them to
raise their income levels and improve their living standards. Microfinance loans are granted on the basis of the borrower’s
cash flow and are typically unsecured.

The guidelines on the establishment of a microfinance-oriented bank are as follows:

a. Microfinance-oriented banks may be established on a very selective basis, preferably in places not fully served by
existing RBs or in areas not fully serviced by microfinance-oriented banks, subject to the following additional
criteria (in addition to standard licensing requirements):

(1) That the microfinance-oriented bank to be established shall either be a TB or an RB;

(2) That the capital of the microfinance-oriented banks to be established should be owned by private persons,
multilateral entities or a combination thereof;

(3) That the minimum paid-in capital of microfinance-oriented banks shall be the applicable capitalization
requirement under Sec. 121;

(4) Thatthe organizers must have the capacity to engage in microfinancing, which may be indicated by the following:

(a) At least twenty percent (20%) of the paid-in capital of the proposed bank must be owned by persons or
entities with track record in microfinancing.

(b) Majority of the members of the board of directors have experience in microfinancing with at least one
(1) member having actual banking experience.

(c) The proposed bank must have as a minimum, an adequate loan tracking system that allows daily
monitoring of loan releases, collection and arrearages, and any restructuring and refinancing.

(5) In addition to the requirements for the establishment of banks in Appendix 33, the application for authority
to establish a microfinance-oriented bank must be accompanied by the following documents:
—
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(a) A vision and mission statement with clear expression of the commitment to reach low-income clients
(b) A written manual of operations, which shall include the administrative and credit program systems and
procedures.

The Manual must be consistent with the core principles, characteristics and features of microfinance
indicated in Sec. 314.

(6) At least fifty percent (50%) of the bank’s gross loan portfolio shall at all times consist of microfinance loans
as defined in Sec. 314.

b. The requirement that the president, chief operating officer or general manager of a TB or RB must have at least
two (2) year experience in banking and/or finance may be substituted with microfinance experience in cases of
officers of a microfinance organization applying for authority to establish, or convert into a TB or RB: Provided,
That the officer concerned is a college graduate.

c.  Subject to the standard branching requirements under Sec. 105 and minimum capital requirements under Sec. 121,
microfinance-oriented banks may apply for establishment of a branch after one (1) year of profitable operations.

d. Existing non-bank microfinance organizations applying for authority to establish, or convert into a microfinance-
oriented TB or RB may also be allowed to convert their existing branches/offices into branches of the bank
proposed to be established by simultaneously applying for authority for the purpose.

However, the standard requirements for the establishment of branches and the minimum capitalization
requirement, have to be complied with. Moreover, there must be a proof that the area is not fully served by any
existing RB.

Conditions for the grant of authority to convert into a lower category.

a. That the bank must have complied with the minimum capital requirement and other laws/regulations applicable
to the lower bank category into which it is converting. For this purpose, the term “capital” shall be as defined
under Sec. 121;

b. That the bank immediately upon receipt of notice of approval of conversion shall not engage in nor renew
transactions under authorities not associated with those allowed for the lower bank category into which it is
converting and within six (6) months from date of receipt of notice of approval of its application for conversion,
the bank shall phase-out all inherent powers and activities under special authorities not normally associated to
the lower bank category into which it is converting: Provided, That a TB (previously authorized by the Monetary
Board to accept demand deposits) may be allowed to retain such authority when converting into an RB but may
clear checks only through a correspondent bank and shall not be allowed to participate directly in the Philippine
Clearing House Corporation (PCHC) and the Bangko Sentral check clearing operations: Provided, further, That for
failure to comply with these requirements, the following monetary and non-monetary penalties shall be imposed
reckoned from the set deadline until the bank has fully complied with the said requirements.

(1) Monetary penalties

From UB to KB P30,000/day
From KB to TB P15,000/day
From TB to RB

Within Metro Manila P5,000/day
Outside Metro Manila P500/day

(2) Non-monetary penalties

(a) Suspension of branching privileges;

(b) Suspension of declaration of cash dividends;

(c) Restriction on lending to affiliates;

(d) Denial of access to Bangko Sentral rediscounting facilities;

(e) Suspension of authority to accept or handle government deposits;

(f)  Suspension of authority to engage in derivatives activities (for a UB converting into a KB); and
(g) Suspension of authority to invest in allied undertakings.

c. That a bank which has not corrected as of date of application the major findings/violations noted in its latest
examination shall submit upon application a Memorandum of Understanding that it shall correct the same within
a period of six (6) months from date of receipt of notice of approval of its application, otherwise, the same
monetary and non-monetary penalties mentioned in Item “b” above shall be imposed;

Manual of Regulations for Banks — Part One Page 8



d. That the bank shall submit the pertinent amended Articles of Incorporation and By-Laws duly registered with the
SEC within six (6) months from date of receipt of notice of approval of its application;

e. That the bank shall fully disclose its new status in its signage, financial statements and stationeries; and

f.  That the bank shall start operation in the lower category into which it is converting after approval by the SEC of
the bank’s amended Articles of Incorporation and By-Laws, its compliance with all the conditions of approval of
the conversion and the issuance by the Bangko Sentral of a certificate of authority to operate.

Conversion of microfinance-oriented thrift banks/rural banks

a. Microfinance-oriented TBs and RBs are allowed to convert to regular TBs and RBs: Provided, That they have
complied with all the requirements for a regular TB/RB license and subject to the submission of the following:

(1) Certification signed by the president or officer of equivalent rank stating that the allocation of at least fifty
percent (50%) of the gross loan portfolio to microfinance is no longer feasible due to changes in market
condition. The certification shall be supported by:

(a) a market study citing, among others, changes in demographic, social, and economic factors; and
(b) strategic plan and business strategy contemplating the conversion to a regular bank; and

(2) Certified true copy of the resolution of the bank’s stockholders and board of directors authorizing the
conversion of the microfinance-oriented bank into a regular bank. The bank must also change its business
name to reflect its reclassification to a regular bank.

b.  Microfinance-oriented branches may convert into regular branches subject to the submission of the following:
(1) Certification signed by the president or officer of equivalent rank that:

(a) At least seventy percent (70%) of deposits generated by the branch shall be lent out to microfinance
borrowers; and

(b) The allocation of at least fifty percent (50%) of the gross loan portfolio are no longer feasible due to
changes in market condition in the locality where it is located. The certification shall be supported by a
market study citing, among others, changes in demographic, social, and economic factors; and

(2) Certified true copy of the resolution of the bank’s board of directors authorizing the conversion of the
microfinance-oriented branch into a regular branch.

Application and license fees for new domestic banks. Applications for new domestic banking licenses, except for
applications to establish a bank with head office located in cities or municipalities where there are no existing banking offices
as well as to merge and acquire a distressed bank, shall be subject to both application and license fees below:

Bank Category Application Fee | License Fee
(in Million Pesos)
Universal Banks 0.500 25.000
Commercial Banks 0.400 20.000
Digital Banks 0.250 12.500

Thrift Banks
-Head Office in National Capital

Region (NCR) 0.100 5.000
-Head Office in All

Other Areas Outside NCR 0.040 2.000
Rural and Cooperative Banks

-Head Office in NCR 0.010 0.500

-Head Office in All

Other Areas Outside NCR (All Cities
up to 3rd class municipalities) 0.004 0.200
-Head Office in All

Other Areas Outside NCR (4th class
to 6th class municipalities) 0.002 0.100

The application fee shall be non-refundable and shall be paid upon filing of the written application to establish a bank.
The license fee, net of the application fee, shall be paid after the Monetary Board has approved said application.

—
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The aforementioned fees shall also apply to existing domestic and foreign banks? that are upgrading to the next higher
bank category.

Certificate of authority to register?. The SEC shall not register the articles of incorporation and by-laws of any bank, or
any amendment thereto, unless accompanied by a certificate of authority issued by the Bangko Sentral, under its seal. The
certificate shall not be issued unless the Monetary Board is satisfied from the evidence submitted that:

All requirements of existing laws and regulations to engage in the business for which the applicant is proposed to
be incorporated have been complied with;

The public interest and economic conditions, both general and local, justify the authorization; and

The amount of capital, the financing, organization, direction and administration, as well as the integrity and
responsibility of the organizers and administrators reasonably assure the safety of deposits and the public interest.

Business name?

Items “b” and

d.

UBs/KBs. Only a bank that is granted universal/commercial banking authority may represent itself to the public as
such in connection with its business name.

TBs. TBs may be allowed to adopt and use any name: Provided, That the words A Thrift Bank, A Savings Bank, A
Private Development Bank or A Stock Savings and Loan Association, as the case may be, are affixed after its
business name.

RBs/Coop Banks. RBs/Coop Banks may adopt a corporate name or use a business name/style with the word Rural
or Coop, as the case may be. Said banks may also adopt a name without such words: Provided, That the identifying
phrase, A Cooperative Bank or A Rural Bank, as the case may be, is affixed after its business name: Provided,
further, That where the name of the bank is shown on letterheads, billboards and other advertising materials, the
size of the letters of such phrase shall be at least one-half (}5) the size of the business name.

Subject to prior approval of the Bangko Sentral, a TB, RB or Coop Bank may apply to be exempted from the
general requirements under Items “b” and “c” above: Provided, That the applicant TB, RB or Coop Bank shows
compliance with the following conditions:

(1) The new business name of the bank must reasonably describe the business activities that the bank is engaged in.

(2) The business name should not mislead, misrepresent or give a false impression to the public with respect to
the banking category of a bank, the location/s and clientele it serves, as well as the products and services that
the applicant bank is authorized to offer to the public.

(3) The applicant bank shall not use a business name that is identical, deceptive or confusingly similar with
existing corporate names, in accordance with existing applicable laws, rules and regulations governing the
use of corporate names pursuant to the provisions of the Corporation Code of the Philippines.

(4) The applicant bank must meet the minimum capitalization requirements applicable at the time of filing of its
application to change its business name.

(5) The applicant bank must not have any major supervisory concern/s that threaten its solvency or liquidity, as
determined by the appropriate supervising department/s of the Bangko Sentral.

(6) Other conditions which the Bangko Sentral may deem necessary or as may be warranted by the attendant
circumstances in order to protect the public interest.

The application of a TB, RB or Coop Bank for exemption from the general requirements on the use of name under
“c” above shall be supported by the following:

(1) Application letter signed by the president or officer of equivalent rank indicating the justification for the request;

(2) Notarized secretary’s certificate on the resolution of the bank’s board of directors authorizing the request for exemption;

(3) Certification signed by the president or the officer of equivalent rank that the bank has complied with all the
conditions for the said application; and

(4) Such other documents as may be required by the Bangko Sentral.

Digital Bonks. Only a bank that is granted a digital banking license may represent itself to the public as such in
connection with its business name.

1 This excludes foreign banks established after the effectivity of R.A. No. 10641 (An Act Allowing the Full Entry of Foreign Banks in the Philippines, Amending the
Purpose of R.A. No. 7721).

2 See SEC Circular No. 3 dated 16 February 2006.

3 See SEC Circular Nos. 5 dated 17 July 2008 and 14 October 2000, and DTI Administrative Order No. 1008 effective 10 October 2010.
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Bank advertisements. The following rules and regulations shall govern bank advertisements.

a. Nobankshall publish, issue or distribute in any form, any advertisement that shall degrade, deprecate or otherwise
prejudice other banking and financial institutions.

b.  Nobank shall publish, issue or distribute in any form of advertisement (in newspapers, magazines, television, radio,
billboards, brochures, prospectuses, or any other medium) or allow itself to be used/mentioned in any form of
advertisement unless such advertisement is in pursuance of its business or investment.

c.  No bank shall place or cause to be placed any advertisement tending to mislead a depositor into believing that he
will get more in benefits than what the bank is legally authorized to give. No bank advertisement shall contain any
false claim or exaggerated representation as to its liquidity, solvency, resources, deposits and banking services.

d.  No bank advertisement shall give the impression that the bank is engaged in a business other than banking.

e. Banks shall inform their depositors and other clients by advertisement or publication of the termination of benefits
previously advertised or publicized.

f.  Banks shall discontinue any advertisement whenever the same is deemed unethical/unwarranted or violative of
the provisions of these regulations. The client banks and/or their advertising agencies shall incorporate in their
contract/agreement for time and space with media the condition that such contract/agreement for time and space
can be cancelled/terminated immediately whenever the client bank is directed by the Bangko Sentral to desist or
discontinue a particular advertisement in question.

g. Responsibility for compliance with the above rules and regulations rests with the bank officers and/or directors
who caused the approval or placement of such advertisement.

(Circular Nos. 1105 dated 02 December 2020, 1069 dated 27 December 2019, 1060 dated 15 November 2019, 932 dated 16 December 2016, 929 dated
28 October 2016, and 902 dated 15 February 2016)

103 LIBERALIZED ENTRY AND SCOPE OF OPERATIONS OF FOREIGN BANKS
The following rules shall govern the liberalized entry and scope of operation of foreign banks.

Modes of entry of foreign banks. With prior approval of the Monetary Board, foreign banks may operate in the
Philippines through any one (1) of the following modes:

a. By acquiring, purchasing or owning up to 100% of the voting stock of an existing domestic bank (including banks
under receivership or liquidation, provided no final court liquidation order has been issued);

b. By investing in up to 100% of the voting stock of a new banking subsidiary incorporated under the laws of the
Philippines; or

c. By establishing a branch and sub-branches with full banking authority.

Interested foreign banks shall file with the Bangko Sentral their application for authority to operate in the Philippines
through any of the modes of entry mentioned above. The application requirements are listed in Appendix 2.

Qualification requirements. A foreign bank seeking to operate in the Philippines through any of the modes of entry

provided under Items “a” to “c” under this Section on Modes of entry of foreign banks must, in addition to satisfying the
criteria prescribed under this Section on Guidelines for selection, be —

a. Widely-owned and publicly-listed in the country of origin, unless the foreign bank applicant is owned and
controlled by the government of its country of origin; and
b. Established, reputable and financially sound.

The determination of whether a foreign bank applicant is widely-owned and publicly listed, established, reputable, and
financially sound shall be based on the information derived from submitted documents as required under Appendix 2.
Further, if the foreign bank is owned/controlled by a holding company, this requirement may apply to the holding company.

Guidelines for selection. The following factors shall be considered in selecting the foreign banks which will be allowed
to enter the Philippine banking system through R.A. No. 7721, as amended by R.A. No. 10641:

a. Geographic representation and complementation. Representation from the different parts of the world and/or the
international financial centers shall be ensured.

b. Strategic trade and investment relationships between the Philippines and the home country of the foreign bank.
Consideration shall be given to the countries of origin of applicant foreign banks —

—
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(1) With substantial financial assistance to, and loans and investments, past and present, in the Philippines; and
(2) With which the Philippines has significant volume of trade especially to those with which the country has
substantial net exports.

c. Relationship between the applicant bank and the Philippines. Consideration shall be given to the capability of the
foreign bank to promote trade with, and to bring foreign investments into, the Philippines. Long standing financial
and commercial relationship with, and assistance extended to, the Philippines, shall likewise be taken into account.

d. Demonstrated capacity, global reputation for financial innovations and stability in a competitive environment of
the applicant bank.

e. Reciprocity rights enjoyed by Philippine banks in the applicant’s country. Subject to the host country’s rules and
regulations of general application, Philippine banks should have the opportunity to establish operations in the
foreign bank applicant’s home country.

f.  Willingness to fully share banking technology.
Capital requirements of foreign banks.

a.  Forlocally incorporated subsidiaries. A foreign bank subsidiary shall comply with the minimum capital and prudential
capital ratios applicable to domestic banks of the same category as prescribed under prevailing regulations.

b.  For foreign bank branches

(1) A foreign bank branch shall comply with the minimum capital and prudential capital ratios applicable to
domestic banks of the same category as prescribed under prevailing regulations.

(2) For purposes of compliance with minimum capital regulations, the term “capital of a foreign bank branch”
shall refer to the sum of: (a) permanently assigned capital, (b) undivided profits, and (c) accumulated net
earnings, which is composed of unremitted profits not yet cleared by the Bangko Sentral for outward
remittance and losses in operations, net of applicable capital adjustments enumerated in Sec. 121.

(3) Permanently assigned capital shall be inwardly remitted and converted into Philippine currency at the
exchange rate prevailing at the time of remittance.

(4) Any Net due from head office, branches and subsidiaries outside the Philippines, excluding accumulated net
earnings, shall be deducted from capital.

For designated clearing and settlement banks, such Net Due from head office, branches and subsidiaries
account shall also exclude deposits placed in the Head Office up to the extent of the deposits maintained by
other resident banks in the designated clearing and settlement bank relative to its function as clearing and
settlement bank (as defined under Item “f” of Sec. 342 on Transactions not covered): Provided, That the
designated clearing and settlement bank shall adopt appropriate control measures to ensure that such
deposits placed in the Head Office are appropriately accounted for and segregated from the other items in
the Due From Head Office/Branches/Agencies account.

(5) For purposes of compliance with the SBL, the capital of a foreign bank branch, subject to prescribed
adjustments, shall be synonymous to its “net worth”.

Transitory provision.
a.  Minimum capital of foreign banks.

Minimum capital of foreign banks established in the Philippines prior to R.A. No. 10641 shall comply with the
applicable minimum capital level requirement as prescribed under Sec. 121. Existing foreign banks that do not
meet the minimum capital requirements shall submit an acceptable capital build-up program as required under
Sec. 121.

b. SBL

(1) Loans and credit commitments of foreign bank branches as of 07 August 2014 may be maintained, but once
repaid or expired, shall no longer be increased in excess of the ceiling allowed under the succeeding paragraph.

(2) Existing foreign bank branches shall be given until 31 December 2020 to use twice the level of capital as
defined in this Section as net worth, as reference point for purposes of determining the appropriate SBL.

—
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Risk-based capital for foreign bank branch

a. Foreign bank branches shall comply with the same risk-based capital adequacy ratios applicable to domestic banks
of the same category.

b. In computing the risk-based capital adequacy ratios, Common Equity Tier 1 (CET1) capital shall include
permanently assigned capital, undivided profits, accumulated net earnings and other capital components.

c. Any Net due from head office, branches and subsidiaries outside the Philippines, excluding accumulated net
earnings shall be deducted from CET1 capital.

For designated clearing and settlement banks, such Net Due from head office, branches and subsidiaries account
shall also exclude deposits placed in the Head Office up to the extent of the deposits maintained by other resident
banks in the designated clearing and settlement bank relative to its function as clearing and settlement bank:
Provided, That the designated clearing and settlement bank shall adopt appropriate control measures to ensure
that such deposits placed in the Head Office are appropriately accounted for and segregated from the other items
in the Due From Head Office/Branches/Agencies account.

d. The guidelines for computing the risk- based capital adequacy ratios are provided in Appendix 67.

Head Office guarantee. The head office of foreign bank branches shall guarantee prompt payment of all liabilities of
its Philippine branches, as well as the observance of the constitutional rights of the employees of such branches.

Scope of authority for locally incorporated subsidiaries of foreign banks as well as branches with full banking
authority. Subsidiaries and branches of foreign banks established under this Section on Modes of entry of foreign banks
shall be allowed to perform the same functions and enjoy the same privileges of, and be subject to the same limitations
imposed upon, a Philippine bank of the same category.

Privileges shall include the eligibility to operate under a universal banking authority subject to compliance with existing
rules and regulations and the guidelines enumerated in Appendix 3.

Control of the resources of the banking system. The Monetary Board shall adopt such measures as may be necessary
to ensure that at all times the control of sixty percent (60%) of the resources or assets of the entire banking system is held
by domestic banks, which are majority-owned by Filipinos. Said measures may include —

a. Suspension of entry of additional foreign bank subsidiaries and branches; and
b.  Suspension of license upgrade or conversion to subsidiary of existing foreign bank branches.

Other measures may also be considered: Provided, That such measures so adopted shall be consistent with R.A. No. 7721,
as amended by R.A. No. 10641, and shall consider vested rights and the non-impairment of contracts.

Change from one mode of entry to another. Foreign banks which are operating in the Philippines may apply for
conversion of their mode of entry.

The bank shall comply with all applicable requirements and submit an acceptable transition plan which shall address
how the foreign bank shall implement the change in mode of entry.

Equal treatment. Any right, privilege or incentive granted to foreign banks or their subsidiaries or affiliates under R.A. No. 7721,
as amended by R.A. No. 10641 shall be equally enjoyed by, and extended under the same conditions, to domestic banks.

(Circular Nos. 1107 Dated 23 December 2020, 1073 dated 10 February 2020, and 1027 dated 28 December 2018)

104 MERGERS AND ACQUISITIONS

The merger or consolidation of banks and other financial intermediary(ies) to meet minimum capital requirements shall
be allowed subject to the following regulations.

For purposes of merger and consolidation, the following definitions shall apply:

a.  Merger - is the absorption of one (1) or more corporations by another existing corporation, which retains its identity
and takes over the rights, privileges, franchises, and properties, and assumes all the liabilities and obligations of the
absorbed corporation(s) in the same manner as if it had itself incurred such liabilities or obligations. The absorbing
corporation continues its existence while the life or lives of the other corporation(s) is/are terminated.

b.  Consolidation - is the union of two (2) or more corporations into a single new corporation, called the consolidated
corporation, all the constituent corporations thereby ceasing to exist as separate entities. The consolidated
corporation shall thereupon and thereafter possess all the rights, privileges, immunities, franchises and properties,
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and assume all the liabilities and obligations of each of the constituent corporations in the same manner as if it
had itself incurred such liabilities or obligations.

Requirement of Bangko Sentral approval. Mergers and consolidations including the terms and conditions thereof shall
comply with the provisions of applicable law and are subject to approval by the Bangko Sentral.

The guidelines and procedures in the application for merger/consolidation as shown in Appendix 90 shall be observed
by banks.

Rules on exchange of shares. As a general rule, the ratio of exchange of shares between or among the participants in
a bank merger or consolidation shall be based on mutual agreement of the parties concerned.

Merger or consolidation incentives. In pursuance of the policy to promote mergers and consolidations among banks
and other financial intermediaries, as well as purchases or acquisitions of majority or all of the outstanding shares of stock
of a bank/quasi-bank, as a means to develop larger and stronger Fls, constituent/participating entities may avail themselves
of incentives or reliefs, subject to prior approval of the Monetary Board.

Consolidation Program for Rural Banks (CPRB). The CPRB aims to strengthen the rural banking industry, in recognition
of the major role that RBs play in financial inclusion. It intends to promote mergers and consolidations among RBs to bring
about a less fragmented banking system by enabling them to improve financial strength, enhance viability, strengthen
management and governance and expand market reach, among others.

The CPRB shall be available for a period of two (2) years from the signing of the Memorandum of Agreement among
the Bangko Sentral, the PDIC and the LBP. The eligibility of the merging or consolidating RBs to qualify under the CPRB as
well as the incentives thereunder shall be governed by the CPRB Framework and its implementing guidelines as provided
under Appendix 118 and Appendix 119, respectively.

For proponent banks that wish to avail of the equity investment facility from the LBP under the program, their eligibility
shall be subject to the guidelines on the LBP equity investment facility in Annex A of Appendix 119.

(Circular Nos. 1065 dated 03 December 2019, 917 dated 08 July 2016, and 903 dated 29 February 2016)

105 ESTABLISHMENT/RELOCATION/VOLUNTARY CLOSURE/SALE OF BRANCHES/BRANCH-LITE UNITS

The Bangko Sentral aims to promote greater access to efficient and competitive banking services through the adoption
of proportionate regulatory framework that provides banks with flexibility to execute their strategies and enables them to
innovate in line with their business model. This is premised on the expectation that banks have effective governance and
risk management systems as well as adequate capital to support the implementation of their strategies.

Toward this end, the following guidelines shall govern the establishment, relocation, voluntary closure and sale of local
branches/branch-lite units of domestic banks, including locally incorporated subsidiaries of foreign banks. The establishment of
branches of foreign banks in the Philippines, on the other hand, shall continue to be governed by the provisions of Sec. 103 on
liberalized entry and scope of operations of foreign banks and Sec. 106 on establishment of sub-branches of foreign bank branches.

For purposes of this Section, the following definitions shall apply:

A branch shall refer to any permanent office or place of business in the Philippines other than the head office where a
bank may perform activities and provide products and services that are within the scope of its authority and relevant
licenses. In this respect, a complete set of books and records shall be maintained in each branch.

A branch-lite unit shall refer to any permanent office or place of business of a bank, other than its head office or a
branch. A branch-lite unit performs limited banking activities and records its transactions in the books of the head office or
the branch to which it is annexed.

Allowable activities of a branch-lite unit. A branch-lite unit may perform activities and provide any of the products and
services that a branch may perform or provide except those suited only to sophisticated clients with aggressive risk
tolerance: Provided, That:

a. The board of directors shall approve the defined range of activities and services that shall be carried out in a
branch-lite unit consistent with the bank's business model in providing financial services to a specifically defined
market or sector;

b.  The board of directors shall ensure that the branch-lite unit has adequate personnel, internal control measures,
physical facilities, security arrangements and information systems commensurate with the extent of banking
activities undertaken and services offered by the branch-lite unit;

1 As described under Sec. 612 (Client suitability guidelines)
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c¢.  Management shall ensure that branch-lite units are considered in the bank's capital adequacy assessment and
planning exercises considering the potentially high operational risk exposures of said units;

d. Management shall ensure the timely accounting and reporting of activities and transactions of the branch-lite unit
to the head office/branch to which it is annexed; and

e. The bank's risk management system, compliance and internal audit programs shall cover the branch-lite unit.

Pre-requisites for the grant of authority to establish a branch/branch-lite unit. Banks may establish a branch or a
branch-lite unit subject to the prudential criteria provided in Sec. 111. Any approved but unopened branch/es at the time of
application shall be taken into account in determining compliance with the minimum capitalization requirement. No bank
operating in the Philippines shall establish a branch or a branch-lite unit or transact business outside the premises of its duly
authorized principal office or head office without prior approval of the Bangko Sentral.

Application for authority to establish a branch/branch-lite unit. Banks seeking to establish branch or branch-lite unit
shall submit the following documents to the appropriate supervising department of the Bangko Sentral:

a. Application letter signed by the president or officer of equivalent rank of the bank which shall indicate the number
of branch/es or branch-lite unit/s to be established and their proposed location/s. In this respect, application for
the establishment of branch-lite unit/s shall include the range of activities that will be performed and services that
will be offered by the branch-lite unit to a specifically defined market or sector;

b. Secretary's Certificate which indicates the approval of the bank's board of directors of the establishment of
branch/es or branch-lite units; and

c. Certification signed by the president or officer of equivalent rank and the chief compliance officer that the bank
is compliant with the pre-requisites for the grant of authority to establish branch/es or branch-lite units provided
under this Section (Pre-requisites for the grant of authority to establish a branch/ branch-lite unit).

The foregoing regulations shall also apply to bank’s application to convert a branch-lite unit into a branch.

Location of branches/branch-lite units. As a general rule, banks shall be allowed to establish branch/es or branch-lite
units anywhere in the Philippines, including in cities previously considered as restricted areas': Provided, That, if TBs/RBs
will establish branches in cities/municipalities of a higher classification than their head office, the applicable minimum
required capital under Sec. 121 shall be increased to that of the city/municipality of the higher classification, regardless of
where the head office is located.

In addition, the following guidelines shall apply to Coop Banks:

a. The Coop Bank of the province may set up branches/branch-lite units anywhere within the province subject to
compliance with the applicable branching rules and regulations as provided in Sec. 105.

b. Coop Banks from other provinces may set up branches/branch-lite units in cities or municipalities of another
province where there are no other Coop Bank head office/branch/branch-lite units.

Processing fee

Upon filing of an application for establishment of branches/branch-lite unit/s, the bank shall pay the total processing
fee computed for all branches/branch-lite units applied for in accordance with the following:

Processing Fee Per Branch/Branch-lite Unit

Banking Unit and Metro Manila, cities of Cebu
Bank Category and Davao, All Other Cities, 3" to 6t Class Municipalities
1st to 2nd Class Municipalities

a. Branch

(1) UBs/KBs/Affiliated TBs P200,000 P100,000

(2) Non-affiliated TBs 100,000 50,000

(3) RBs/Coop Banks 25,000 12,500
b. Branch-lite unit 10,000 5,000

Provided, That branches/branch-lite units to be established in unbanked cities and municipalities shall be exempted
from the processing fee.

1 Refer to the cities of Makati, Mandaluyong, Manila, Paranaque, Pasay, Pasig, Quezon, and San Juan. The branching restriction in these areas was fully lifted
effective on 1 July 2014.
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The above processing fees shall also apply in cases of:

a. Relocation to cities/municipalities of a higher classification of (i) approved but unopened branches/branch-lite units
under this Section on Opening of branches/branch-lite units; (ii) existing branches/branch-lite units under this Section
on Relocation of branches/branch-lite units; and (iii) head office under this Section on Relocation of Head Offices.

b.  Acquisition of existing branches/branch-lite units under Item “c” of this Section (Temporary closure, permanent closure
and surrender of branch/branch-lite unit license, and sale/acquisition of branches/branch-lite units);

c. Conversion of branch-lite into branches; and
d. Establishment of sub-branches of foreign bank branches under Sec. 106.
Opening of branches/branch-lite units. Approved branches/branch-lite units shall be opened, as follows:

Approved branches/branch-lite units shall be opened, within one (1) year from the date of approval thereof, subject to
extension on a case by case basis: Provided, That the entire period from date of approval of the establishment of the
branch/branch-lite unit up to the requested extension shall not exceed three (3) years.

The opening of approved branches/branch-lite units may, however, be suspended or revoked by the appropriate
supervising department of the Bangko Sentral upon approval of the Deputy Governor, should any of the following conditions
be found to exist:

a. The bank’s capital as required under Sec. 121 is no longer sufficient to support the remaining unopened branches;

b.  The bank or any of its subsidiary bank is initiated under PCA or is under condition/s subject to PCA or if already
under PCA, continuously fails to comply with the MOU/PCA plan (PCAP), except, if such branches/branch-lite units
are critical elements of the MOU/PCAP or shall support the fulfillment of the MOU/PCAP;

c. The bank has major supervisory concerns outstanding on safety and soundness.

Relocation of approved but not yet opened branches/branch-lite units may be allowed subject to notification to the
Bangko Sentral and continuing compliance with the prudential criteria prescribed under Sec. 111 (Prudential Criteria). For
this purpose, banks shall submit the following documents, within 10 banking days from the approval of the board of directors
of the relocation, to the appropriate supervising department of the Bangko Sentral:

a. Notification letter signed by the president or officer of equivalent rank indicating the rationale for relocation;

b. Corporate secretary’s certificate on the approval of the board of directors (or equivalent management committee
in the case of foreign bank branches) to relocate approved but unopened branches/branch-lite units;

c. Certification signed by the president or officer of equivalent rank and the chief compliance officer of the bank’s
continuing compliance with all the prudential criteria prescribed under Sec. 111 (Prudential Criteria) and other
pertinent banking laws, rules and regulations; and

d. Authorization to debit their demand deposit accounts for the applicable processing fee under Sec. 105 (Processing
and special licensing fee) in case of relocation to cities/municipalities of a higher classification.

The opening of the relocated branch/branch-lite unit shall be made within the prescribed period mentioned above from
date of approval of its establishment.

As an incentive to merger/consolidation of banks or purchase/acquisition of majority or all of the outstanding shares
of stock of a distressed bank for the purpose of rehabilitating the same, opening or relocation of approved but not yet
opened branches/branch-lite units may be allowed within two (2) years from date of merger/consolidation or
purchase/acquisition of majority or all of the outstanding shares of stock of a distressed bank for the purpose of
rehabilitating the same.

Requirements for opening a branch/branch-lite unit. Not later than five (5) banking days from the date of opening,
the bank, through its chief compliance officer and the head of the branch banking operations, shall:

a. Notify in writing the appropriate supervising department of the Bangko Sentral of the actual date of opening of
the branch/branch-lite unit;

1 Branch applications that have been approved prior to 7 January 2017 shall be allowed to open the corresponding branches within three (3) years from date of approval.
|
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b.  Submit a certification on compliance with the following, as applicable:

(1) Adequacy of personnel, internal control measures, physical facilities, information systems and security
arrangements, including the installation of security devices and accessibility to persons with disability as
required under Sec. 147 (Minimum security measures) and 109 (Batas Pambansa Blg. 344 — An Act to
Enhance the Mobility of Disabled Persons by Requiring Certain Buildings, Institutions, Establishments, and
Public Utilities to Install Facilities and Other Devices), respectively;

(2) Posting in conspicuous places in the premises of the branch/branch-lite unit of the required notices,
schedules and other relevant information pertaining to lending and deposit operations activities;

(3) Availability of efficient means of accounting and reporting as well as communication facilities (to be
specified) between the head office, branches, and branch-lite units; and

(4) The requirements enumerated under this Section on Pre-requisites for the grant of authority to establish a
branch/branch-lite unit as of the time of actual opening.

A bank that fails to comply with any of the requirements under this Section on the pre-requisites for the
grant of authority to establish a branch/branch-lite unit as of the date of the intended opening of the
branch/branch-lite unit shall refrain from opening the branch/branch-lite unit on such date until it has complied
with all the requirements under this Section on Pre-requisites for the grant of authority to establish a
branch/branch-lite unit: Provided, That the provisions under this Section on Opening of branches/branch-lite
units on the date of opening of branch/branch-lite unit shall be observed; and

c. Inthe case of microfinance-oriented branch, certify that the branch has:
(1) amanual of operations on microfinancing duly approved by the bank’s board of directors;

(2) an adequate loan tracking system that allows daily monitoring of loan releases, collections and arrearages,
and any restructuring and refinancing arrangements;

(3) is managed by a person with adequate experience in microfinancing activities; and

(4) at least seventy percent (70%) of deposits lent out to qualified microfinance, including Barangay Micro
Business Enterprises (BMBE) borrowers, and the microfinance/BMBE loans of said branch shall at all times be
at least fifty percent (50%) of its gross loan portfolio.

Relocation of branches/branch-lite units.’ Relocation of existing branches/branch-lite units, whether to be opened at
the new site on the next banking day or within one (1) year from the date of closure of the branch/branch-lite unit, may be
allowed subject to continuing compliance with the prudential criteria prescribed under Sec. 111 (Prudential criteria), and in
accordance with the following procedures:

a. A notice of relocation of branch/branch-lite unit signed by the president or officer of equivalent rank, together
with a corporate secretary’s certificate on the approval of the board of directors (or equivalent management
committee in the case of foreign bank branches) of the said relocation, certification signed by the president or
officer of equivalent rank and the chief compliance officer of the bank’s continuing compliance with all the
prudential criteria prescribed under Sec. 111 (Prudential Criteria) and other pertinent banking laws, rules and
regulations, and an undertaking that the bank shall comply with the notification requirement under Item “b”
below, shall be submitted by the bank to the appropriate supervising department of the Bangko Sentral within ten
(10) banking days from the approval of the board of directors (or equivalent management committee in the case
of foreign bank branches) of the relocation. The notice shall include information as to the new relocation site, the
timetable for said relocation, and the branch/branch-lite unit that will handle the transactions of the
branch/branch-lite unit to be relocated, as may be applicable.

b.  Notice of relocation shall be sent by the bank to the depositors’ and other creditors’ last known addresses by
registered mail service of the Philippine Postal Corporation (Philpost) or delivery service of other mail couriers or
electronic mail, and posters shall also be displayed in conspicuous places in the premises of the branch/branch-
lite unit to be relocated at least forty-five (45) calendar days prior to the closure of the branch/branch-lite unit to
be relocated. Information as to the new relocation site, the date of the opening at the new site, and the address
of the branch/branch-lite unit that will handle the transactions of the branch/branch-lite unit to be relocated, as
may be applicable, shall be indicated in the said notice/posters. Proofs of receipt of notice by the depositors and
the creditors shall be kept on file and made available upon request of the Bangko Sentral;

1 With additional special regulatory relief in areas affected by Tropical Depression “Yolanda” as provided under Appendix 93 (Circular No. 820 dated
06 December 2013).
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c.  Within five (5) banking days from the date of closure of the branch/branch-lite unit to be relocated, a notice of
such closure signed by the Chief Compliance Officer (CCO) and the head of the branches department with the rank
of a vice president or equivalent rank or by a higher ranking officer, together with a certification that the
notification requirement in Item “b” above has been complied with and, for branches/branch-lite units that will
be opened at the new site beyond the next banking day, an undertaking that the branch/branch-lite unit shall be
opened at the new site within one (1) year from the date of such closure shall be submitted to the appropriate
supervising department of the Bangko Sentral;

d.  Within five (5) banking days from the date of opening of the relocated branch/branch-lite unit, a notice of such
opening, together with a certification signed by the CCO and the head of the branches department with the rank
of a vice president or its equivalent rank or by a higher ranking officer that the bank has complied with Items “b”
and “c” under this Section on Requirements for opening a branch/branch-lite unit shall be submitted to the
appropriate supervising department of the Bangko Sentral. Information as to the site of the branch/branch-lite
unit that was closed and the date of such closure, as well as the site of the branch/branch-lite unit that was opened
and the date of such opening shall be indicated in the said notice;

e. Branches/branch-lite units may be relocated anywhere subject to applicable processing fee under Sec. 105
(Processing and special licensing fee). In this respect, in addition to item “a” above, banks shall submit an
authorization to debit their demand deposit accounts for the processing fee; and

f.  Relocation of branch/branch-lite unit beyond one (1) year from the date of closure shall be deemed as permanent
closure and surrender of license of the branch/branch-lite unit at the old site, and the opening of a branch/
branch-lite unit at the new site shall be deemed as an establishment of a new branch/branch-lite unit subject to
the provisions of this Section on Pre-requisites for the grant of authority to establish a branch/branch-lite unit.

Temporary closure’, permanent closure and surrender of branch/branch-lite unit license, and sale/acquisition of
branches/branch-lite units.

a. Temporary closure of existing branches/branch-lite units.

Temporary closure of existing branches/branch-lite units for the purpose of undertaking renovations/major
repairs of office premises/facilities and for other valid reasons may be allowed: Provided, That the branch/branch-
lite unit shall be reopened within a period of one (1) year from the date of temporary closure in accordance with
the following procedures:

(1) A notice of temporary closure signed by the president or officer of equivalent rank, together with a corporate
secretary’s certificate on the approval of the board of directors (or equivalent management committee in the
case of foreign bank branches) of the temporary closure and stating the justifications/reasons therefor; and
an undertaking that the bank shall comply with the notification requirement under Item “2” below, shall be
submitted to the appropriate supervising department of the Bangko Sentral within ten (10) banking days from
the approval of the board of directors of the temporary closure. The notice shall include information as to the
timetable for the said temporary closure and the branch/branch-lite unit that will handle the transactions of
the branch/branch-lite unit to be temporarily closed;

(2) Notice of temporary closure shall be sent by the bank to the depositors’ and other creditors’ last known
addresses by registered mail service of the PhilPost or delivery service of other mail couriers or electronic
mail, and posters shall also be displayed in conspicuous places in the premises of the branch/branch-lite unit
at least forty-five(45) calendar days prior to the temporary closure. Information as to the date of the reopening
and the address of the branch/branch-lite unit that will handle the transactions of the branch/branch-lite unit to
be temporarily closed shall be indicated in the said notice/posters. Proofs of receipts of notice by the depositors
and other creditors shall be kept on file and made available upon request of the Bangko Sentral;

(3) Within five (5) banking days from the date of temporary closure of the branch/branch-lite unit, a notice of
such closure, signed by the CCO and the head of the branches department with the rank of a vice president
or equivalent rank or by a higher ranking officer, together with a certification that the notification
requirement in Item “(2)” above has been complied with and an undertaking that the branch/branch-lite unit
shall be reopened within one (1) year from the date of such closure shall be submitted to the appropriate
supervising department of the Bangko Sentral; and

(4) Within five (5) banking days from the date of reopening of the branch/branch-lite unit, a notice of such
reopening together with a certification signed by the CCO and the head of the branch banking operations
with the rank of vice president or its equivalent or by a higher ranking officer that the bank has complied with
Items “b” and “c” under this Section on the requirements for opening a branch/branch-lite unit shall be
submitted to the appropriate supervising department of the Bangko Sentral.

1 With additional special regulatory relief in areas affected by Tropical Depression “Yolanda” as provided under Appendix 93 (Circular No. 820 dated
06 December 2013)

Manual of Regulations for Banks — Part One Page 18



Temporary closure of branches/branch-lite unit beyond one (1) year shall be deemed as permanent closure
and surrender of license of the branch/branch-lite unit, and re-opening thereof shall be deemed as an
establishment of a new branch/branch-lite unit, subject to the provisions under this Section on Pre-requisites for
the grant of authority to establish a branch/branch-lite unit.

b.  Permanent closure and surrender of branch/branch-lite unit license.

Permanent closure and surrender of branch/branch-lite unit license may be allowed subject to the
following requirements:

(1) Submission of a notice of permanent closure and surrender of branch/branch-lite unit/s license signed by the
president or officer of equivalent rank, together with a corporate secretary’s certificate on the approval of
the board of directors(or equivalent management committee in the case of foreign bank branches) of the
permanent closure and surrender of branch/branch-lite unit/s license and an undertaking that the bank shall
comply with the notification requirement under Item “2” below. Said documents shall be submitted to the
appropriate supervising department of the Bangko Sentral within 10 banking days from the approval of the
board of directors of the permanent closure.

(2) Notice of closure shall be sent by the bank to the depositors’ and other creditors’ last known addresses by
registered mail service of the PhilPost or delivery service of other mail couriers or electronic mail, and posters
shall also be displayed in conspicuous places in the premises of the branch/branch-lite unit/s to be closed.
Proofs of receipt of notice by the depositors and other creditors shall be kept on file and made available upon
request of the Bangko Sentral;

(3) Within five (5) banking days from the date of closure of the branch/branch-lite unit, a notice of such closure
signed by the CCO and the head of the branches department with the rank of a vice president or equivalent
rank, or by a higher ranking officer, together with a certification that the notification requirement in Item “2”
above has been complied with, shall be submitted to the appropriate supervising department of the
Bangko Sentral;

c.  Sale/acquisition of branches/branch-lite unit.

Banks intending to sell/acquire existing/operating branches/branch-lite units shall secure prior approval of
the Bangko Sentral. Provided, That: banks acquiring branches/branch-lite units, including those in Metro Manila,
shall comply with the applicable minimum capital requirement under Sec. 121 (Minimum capitalization). For this
purpose, the prudential criteria provided under Sec. 111 (Prudential Criteria) shall be applied to the acquiring bank.
The following documents shall be submitted to the appropriate supervising department of the Bangko Sentral:

(1) Written consent of the PDIC on the transfer of assets and assumption of liabilities as provided under Section
26 of the PDIC Charter (R.A. No. 3591), as amended by R.A. No. 9302 and re-numbered under R.A. No. 10846.
The said consent shall be obtained by both the selling bank and acquiring bank;

(2) For the Selling Bank:

(a) Application letter signed by the president or officer of equivalent rank indicating the rationale for the
closure and sale of the branches/branch-lite units; and

(b) Corporate secretary’s certificate on the approval of the stockholders, when required under the
Corporation Code, and the board of directors (or equivalent management committee in the case of
foreign bank branches) of the closure and sale of the branches/branch-lite units;

(3) For the Acquiring Bank:

(a) Application letter signed by the president or officer of equivalent rank indicating the rationale for the
acquisition of the branches/branch-lite units;

(b) Corporate secretary’s certificate on the approval of the board of directors (or equivalent management
committee in the case of foreign bank branches) of the acquisition of branches/branch-lite units; and

(c) Certification signed by the president or officer of equivalent rank and the chief compliance officer that
the bank has complied with: (i) all the prudential criteria provided under Sec. 111 (Prudential Criteria);
(i) the minimum capital requirement under Sec. 121 (Minimum capitalization); and (iii) other pertinent
banking laws, rules and regulations.
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An approved application to sell/acquire branches/branch-lite units shall be subject to the following conditions:
(a) For the Selling Bank —

(i)  Upon receipt of notice of approval, but at least forty-five (45) calendar days prior to the closure, a
notice of closure shall be sent to the depositors’ and other creditors’ last known addresses by
registered mail, or delivery service of other mail courier, or electronic mail, and posters on the
closure of branches/branch-lite units shall also be displayed in conspicuous places in the premises
of the branch/branch-lite units to be sold. Proofs of receipt of notice by the depositors and other
creditors shall be kept on file and made available upon request of the Bangko Sentral; and

(i)  Within five (5) banking days from the date of closure of the branch/branch-lite unit, a notice of such
closure signed by the chief compliance officer and the head of the branches department, together
with a certification that the notification requirement under Item “i” above has been complied with,
shall be submitted to the appropriate supervising department of the Bangko Sentral.

(b) For the Acquiring Bank —

The acquiring bank shall comply with Sec. 150 on the requirements for opening a branch/branch-
lite unit.

(4) Within five (5) banking days from the date of closure of the branch/branch-lite unit, a notice of such closure
signed by the CCO and the head of the branches department with the rank of a vice president or equivalent rank
or by a higher ranking officer, together with a certification that the notification requirement under Item “3”
above has been complied with, shall be submitted to the appropriate supervising department of the Bangko Sentral;

(5) Request for Monetary Board approval to acquire the branch/branch-lite unit signed by the president of the
bank or officer of equivalent rank, together with a certified true copy of the resolution of the bank’s board of
directors authorizing the acquisition shall be submitted by the acquiring bank to the appropriate supervising
department of the Bangko Sentral. The acquiring bank shall likewise comply with the pre-requisites on the
grant of authority to establish a branch/branch-lite unit under this Section and the ceiling on total investments
of a bank in real estate and improvements thereon, including bank equipment under Sec. 109.

A bank may purchase/acquire branches/branch-lite units anywhere, including in Metro Manila subject
to compliance with the applicable minimum capital requirement under Sec. 121.

(6) The acquiring bank shall pay a licensing fee per branch/branch-lite unit acquired, as follows:

Type of Acquiring Bank Location of Branch/Branch-lite unit
to be Acquired
Within QOutside
Metro Manila Metro Manila
UBs and KBs P 1.0 million P 0.5 million
TBs P 0.5 million P 0.25 million

and

(7) Within five (5) banking days from the date of opening of the acquired branch/branch-lite unit, a notice of
such opening, together with a certification signed by the CCO and the head of branch banking operations with
the rank of a vice president or its equivalent or by a higher ranking officer that the bank has complied with
Items “b” and “c” under this Section on the requirements for opening a branch/branch-lite unit shall be
submitted by the acquiring bank to the appropriate supervising department of the Bangko Sentral.

Relocation/Transfer of branch/branch-lite unit licenses of closed banks. Buyers of closed banks shall be allowed to
relocate/transfer acquired branch/branch-lite unit subject to the conditions stated under Items “d” and “e” of the first
paragraph of Sec. 105 on relocation of branches/branch-lite units.

Supervisory Enforcement. The Bangko Sentral reserves the right to deploy any of its supervisory tools to promote
adherence to the requirements set forth in the foregoing rules and bring about timely corrective actions and compliance
with the Bangko Sentral directives.

For this purpose, the Bangko Sentral may among others, limit the banking activities and services offered by a
branch/branch-lite unit or revoke the franchise and close any branch/branch-lite unit. If any part of the certification
submitted by the bank as required in this Section is found to be false, the Bangko Sentral may also, among others, suspend
the privilege to establish and/or open approved branches/branch-lite units and/or relocate branches/branch-lite units and
impose sanctions on the certifying officers concerned.
|
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Relocation of head offices. Relocation of a bank’s head office shall require prior approval of the Monetary Board in
accordance with the following procedures:

a. Request for Monetary Board approval of the relocation of the bank’s head office signed by the president of the
bank or officer of equivalent rank shall be submitted to the appropriate supervising department of the Bangko
Sentral together with the following documentary requirements:

(1) A certified true copy of the resolution of the bank’s board of directors authorizing the proposed
relocation/transfer of the head office, and stating the justification/reasons therefor;

(2) A certified true copy of stockholders’ resolution authorizing the amendment of the articles of incorporation
of the bank;

(3) Description of the building and/or place of relocation, manner of occupancy, i.e., whether lease or purchase,
estimate of the total costs to be incurred in connection with the transfer, and the proposed timetable for
such relocation; and

(4) Plan for the disposition of the original site.

b.  Upon receipt of the notice of Monetary Board approval but at least three (3) months prior to the relocation, notice
of relocation shall be sent to depositors and other creditors by registered mail or POD service of the Philpost or
other mail couriers, and poster shall be displayed in conspicuous places in the premises of the head office to be
relocated: Provided, That said notification period may be reduced to forty-five (45) calendar days under any of the
following circumstances:

(1) Asan incentive to merger or consolidation of banks;

(2) As an incentive to the purchase or acquisition of majority or all of the outstanding shares of stock of a
distressed bank for the purpose of rehabilitating the same; or

(3) The proposed relocation site is within the same municipality/city of the head office to be relocated.

c.  Within five (5) banking days from the date of relocation, a notice of relocation, together with a certification signed
by the president of the bank or officer of equivalent rank that the notification requirement under Item “b” above
and the installation of the required security devices under Item “b” of Sec. 147 on minimum security measures
have been complied with, shall be submitted to the appropriate supervising department of the Bangko Sentral.

A bank’s head office may be relocated anywhere it is allowed to establish branches as provided under this
Section on on location of branches/branch-lite units.

The executive offices of the bank shall not be separated from the head office, i.e., these shall be located
where the bank’s head office is located.

Relocation of any other department/unit of the bank not performing front-office operation, i.e., not dealing
with the banking public, shall not require prior Monetary Board approval: Provided, however, That within five (5)
banking days from date of relocation, a notice of relocation signed by a vice president or officer of equivalent rank
or by a higher ranking officer, together with a certified true copy of the resolution of the bank’s board of directors
authorizing the relocation, shall be submitted to the appropriate supervising department of the Bangko Sentral.

Sanctions. If any part of the certification submitted by the bank as required in this Section is found to be false, the
sanctions under Sec. 105 (Supervisory enforcement) shall be imposed.

Establishment of offices abroad. The following rules shall govern the establishment by domestic banks of branches and
other offices abroad.

For purposes of this Section, the term offices shall include branches, agencies, representative offices, remittance
centers, remittance desk offices and other offices.

Application for authority to establish an office abroad. An application for authority to establish an office abroad shall
be signed by the president of the bank and shall be accompanied by the following information/documents:

a. Certified true copy of the resolution of the bank’s board of directors authorizing the establishment of that office
indicating its proposed site;

b.  Economic justification for such establishment, indicating among other things, the services to be offered, the
minimum outlay such as capital requirement of the host country, outlay for furniture, fixture and equipment,
rental and other expenses;
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c.  Organizational set up of the proposed office showing the proposed positions and the names, qualifications and
experience of the proposed manager and other officers;

d. Certification signed by the president or the executive vice president that the bank has complied with the standard
pre-qualification requirements for the grant of banking authorities enumerated in Appendix 5; and

e. Certification from the host country that the duly authorized personnel/examiners of the Bangko Sentral will be
authorized to examine the proposed office.

Requirements for establishing an office abroad. In addition to the standard prequalification requirements of Appendix 5,
the applicant bank shall comply with the following:

a. The citizenship requirements, ownership ceilings and other limitations on voting stockholdings in banks under
existing law and regulations;
b. Experience and expertise in international banking operations as shown by:

(1) Its international banking operations for at least three (3) years prior to the date of application;
(2) Substantial income derived from international banking operations; and
(3) Established correspondent relationship with reputable banks.

Conditions attached to the approved application. An approved application to establish a banking office abroad shall
be subject to the following conditions:

a. Without prejudice to the qualification requirements in the country where the office is to be established, the
proposed officer(s), at the time of appointment must be at least:

(1) Twenty-five (25) years of age;

(2) A college graduate, preferably with training and experience abroad;

(3) With three (3) year experience in international banking operations; and

(4) Must not possess any of the disqualification of an officer as provided for under existing regulations;

b.  The applicant bank shall comply with the licensing requirements of the host country and the necessary license to
operate shall be secured from the appropriate government agency of the host country;

c. The outward investment representing initial capital outlay and other outlays shall be subject to existing regulations;

d. The proposed office shall submit periodic reports on its financial condition and profitability and such other reports
that may be required by the Bangko Sentral;

e. An office not authorized to perform banking business (e.g., representative and liaison offices) shall not carry any
of the business of a bank as contemplated within the context of the Philippine banking system; and

f.  The applicant shall defray the necessary cost and expenses to be incurred by the appropriate supervising
department of the Bangko Sentral.

Date of opening. The opening of any office abroad shall be subject to the provisions under this Section on Opening of
branches/branch-lite units.

Requirements for opening an office abroad. After a bank’s application to establish a branch has been approved, it may
open the same subject to the following conditions:

a. Submission by the applicant bank of a written notice at least thirty (30) days prior to the intended date of opening,
accompanied by the following:

(1) Proof or evidence of outward remittance needed to meet the capital requirements prescribed by the host country;

(2) List of principal and junior officers of the proposed branch/es and their respective designations and salaries; and

(3) Personal information sheet (Bio-data) for each of the officers to enable the Bangko Sentral to evaluate their
qualifications as officers; and

b.  Acertification signed by the bank’s president or executive vice president that the standard pre-qualification requirements
enumerated in Appendix 5 have been complied with up to the date of the aforementioned written notice.

A bank that fails to continuously comply with the requirements shall be given an extension of time to open
such office after it has shown compliance for another test period of the same duration required of each
requirement: Provided, That the provisions under this Section on Opening of branches/branch-lite units shall be
observed if the branch cannot open within six (6) months from the date of approval thereof: Provided, further,
That before such branch opens for business, the bank shall submit to the Bangko Sentral the requirements under
this Section on Requirements for opening an office abroad together with a certification stating that the bank has
complied with the standard pre- qualification requirements in Appendix 5 up to the date of the written notice
within the period prescribed therein.

—
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Sanctions. If any part of the certification submitted by the bank as required in this Section is found to be false, the
sanctions under this Section on Supervisory enforcement shall be imposed.

Establishment of a foreign subsidiary by a bank subsidiary. The establishment of a foreign subsidiary by a bank
subsidiary are subject to the guidelines in Sec. 377 (Investment of a bank subsidiary in a foreign subsidiary).

(Circular Nos. 1031 dated 7 February 2019, 987 dated 28 December 2017, 932 dated 16 December 2016, and 930 dated 18 November 2016)

106  ESTABLISHMENT OF SUB-BRANCHES OF FOREIGN BANK BRANCHES

Authority to establish sub-branches of foreign banks may be granted subject to Monetary Board approval. The following
guidelines shall govern the establishment of sub-branches of foreign banks in the Philippines pursuant to R.A. No. 7721, as
amended by R.A. No. 10641.

Application for authority to establish sub-branches. An application for authority to establish sub-branches shall be
signed by the country manager or the highest ranking officer in the Philippines of the applicant foreign bank, and shall be
accompanied by the following information/documents:

a. Certified true copy of the resolution of the foreign bank’s board of directors authorizing the foreign bank’s country
manager or highest ranking officer in the Philippines to apply for authority to establish sub-branch/es and
represent the bank in connection therewith; and

b.  Proposed business plan for the sub- branch/es.

Requirements for establishment of sub-branches of foreign bank branches. In addition to the pre-requisites for the
grant of authority to establish a branch/branch-lite unit under Sec. 105, the applicant foreign bank branch in the Philippines
shall be subject to the processing fee provided in Sec. 105 (Processing and special licensing fees).

Date of opening. The opening of approved sub-branches shall be subject to the provisions of Sec. 105 (Opening of
branches/branch-lite units).

Requirements for opening a sub-branch of foreign bank branches. Not later than five (5) banking days from the date
of opening of a sub- branch, the foreign bank branch, through its country manager or the highest ranking officer in the
Philippines shall submit the following documents:

a.  Written notice to the appropriate supervising department of the Bangko Sentral of the actual date of opening of
the sub-branch;

b. Proof or evidence of inward remittance needed to meet the additional capital requirements under Sec. 121
(Minimum capitalization), as applicable; and

c. Certification on compliance with Item "b" of Sec. 105 on the requirements for opening a branch/branch-lite unit.

Limitations on establishment of sub-branches of foreign bank branches. A foreign bank authorized to establish
branches in the Philippines pursuant to the provisions of R.A. No. 7721, as amended by R.A. No. 10641, may open up to five
(5) sub-branches as may be approved by the Monetary Board. A foreign bank shall also be allowed to establish branch-lite
unit subject to the provisions of Sec. 105. In this regard, a branch-lite unit shall be considered as a sub-branch for purposes
of complying with the numerical limit set forth under R.A. No. 7721, as amended by R.A. No. 10641.

Supervisory Enforcement. The Bangko Sentral reserves the right to deploy any of its supervisory tools to promote
adherence to the requirements set forth in Sec. 106. Non-compliance therein shall subject the foreign bank to supervisory
enforcement action, including those mentioned under Sec. 105 (Supervisory enforcement).

(Circular Nos. 1031 dated 07 February 2019, 987 dated 28 December 2017, and 932 dated 16 December 2016)
107 MOBILE FOREIGN EXCHANGE BOOTHS
The operation of mobile foreign currency booths shall be governed by this Section.

Mobile foreign exchange booths. Without prior authority from the Bangko Sentral, banks may operate mobile foreign
currency booths, subject to the following guidelines:

a. The bank shall advise the Bangko Sentral of the number of mobile foreign currency booths it will operate, the date
it will start operations, the areas of operation and the branch where the foreign exchange acquisition will be turned
over and booked;

b. The services of the mobile foreign currency booths shall be solely for changing foreign exchange currency into
peso notes and coins, and not pesos to other foreign currency;
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c. The mobile foreign currency booths shall not accept deposit or perform other banking functions other than
purchase of foreign currencies;

d. Theinternal control system of the proposed mobile foreign currency booths shall be submitted to the appropriate
supervising department of the Bangko Sentral, as well as other security measures adopted therein; and

e. The mobile foreign currency booths shall be covered by insurance to protect adequately the bank against losses
of whatever nature arising from its operations.

108 BANKING DAYS AND HOURS

Banks and/or their branches or branch-lite units, doing business in the Philippines, shall observe for the conduct of their
business a regular banking week of five (5) days, except when such days are non-working holidays, including local holidays,
declared by Presidential Proclamations. The regular banking week should fall on Mondays to Fridays unless otherwise
authorized by the Bangko Sentral in the interest of the banking public. On these days, said institution shall transact business
for at least six (6) hours each day.

Subject to compliance with other relevant laws, banks, and/or their branches or branch-lite units, may opt to observe
a banking week in excess of the five (5) days after reporting to the Bangko Sentral the additional days during which such
banks or their branches or offices shall transact business for at least three (3) hours each day.

Banks and/or their branches or branch-lite units are allowed to close on certain days in celebration of important
historical and/or religious events in the locality where these banks operate, even in the absence of a Presidential
Proclamation approving the local holiday: Provided, That said closure has the prior approval of the bankers association in
the locality or region and in the case of bank branches, their respective head offices: Provided, further, That said closure will
only be allowed in the municipality or city where the festivities are centered: Provided, finally, That banks and/or their
branches or branch-lite units shall submit, either individually or through their head offices, to the appropriate supervising
department of the Bangko Sentral, a prior notice of their intended closure on account of a specific local festivity not covered
by a Presidential Proclamation at least two (2) working days before the intended date of closure.

The required notice under the previous paragraph shall be supported by a certification jointly signed by the president
of the bank or officer of equivalent position and the head of the branches department, if any, that:

a. Onthe date of the temporary closure, the bank and/or their branches or branch-lite units which are microfinance-
oriented/micro-banking office will maintain a skeletal force to handle “out-of-town” clearing items in line with the
provisions of Sec. 802;

b. The notice of the bank’s closure and the reason thereof shall be posted conspicuously in the bank’s premises; and
c.  For branches of banks, the closure has the prior approval of their respective head offices.

The copy of the resolution of the local bankers association and in the case of bank branches, their respective head
offices, approving said closure shall be filed in the premises of the banking unit concerned, which resolution shall be made
available during on-site examination or when required by the Bangko Sentral for submission for off- site verification.

In cases of closure of the bank and/or their branches/branch-lite units due to approved local holidays covered by a
Presidential Proclamation, no notice of temporary closure to the Bangko Sentral shall be required.

Banking hours beyond the minimum; banking services during holidays. Banks may, at their discretion, remain open
beyond the minimum six (6) hours and for as long as they find it necessary, even before 8:00 AM or after 8:00 PM, subject
to the submission of prior written notice required under this Section on report of, and changes in, banking days and hours,
and compliance with the provisions of this Section on posting of schedule of banking days and hours, and Sec. 147 on
minimum security measures.

Banks and/or their branch/es and/or branch-lite units may opt to remain open during any or all of their regular banking
days that were covered by holidays for the purpose of servicing deposits and withdrawals: Provided, That a bank opting to
open its head office and/or branch/es and/or branch-lite units, shall submit to the appropriate supervising department of
the Bangko Sentral at least two (2) working days before the intended date of opening of the bank’s head office and/or
branches and/or branch-lite units, a notice signed by its president or officer of equivalent rank, of its intention to open
during the holidays, together with a copy of the board resolution approving the same: Provided, further, That the notice
shall specify which office (head office and/or branch/es and/or branch-lite units) will open on what dates and their schedule
of banking hours.

Subject to submission of a notice signed by the bank president or officer of equivalent rank, authorized agent banks of
the BIR (BIR-AABs), and/or its branch/es and/or branch-lite units, are allowed to open for two (2) Saturdays prior to April 15
of every year, and daily from April 1 to income tax payment deadline, to extend banking hours from 3:00 PM to 5:00 PM to
receive internal revenue tax payments. The notice, which shall specify which office (head office and/or branch/es and/or
—
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branch-lite units) will open or extend banking hours on what dates, shall be submitted to the appropriate supervising
department of the Bangko Sentral on or before the last banking day of March of every year.

Report of, and changes in, banking days and hours. The banking days and hours selected for each of the offices of
banks shall be reported in writing to the appropriate supervising department of the Bangko Sentral. Banks may change the
banking days and hours previously reported to the Bangko Sentral by giving prior written notice: Provided, That changes in
banking days or hours shall not be made oftener than once every thirty (30) days, except during emergencies. Emergency
shall mean (a) condition of an area or locality proclaimed by the President of the Philippines as in a state of emergency; or
(b) an event or occasion or a combination of circumstances equivalent to a public calamity resulting from fire, flood, or like
disaster, or through some unusual occurrence or pressing necessity not reasonably subject to anticipation calling for
immediate action or remedy.

The prior written notice to the Bangko Sentral on changes in banking days and hours shall be given through the fastest
means of communication, at least seven (7) banking days before the intended effectivity of the change in banking hours or
days. In case a bank, due to an emergency, has to open outside, or close during, the banking hours or days reported to the
Bangko Sentral, a written report submitted within twenty- four (24) hours from opening or closing, as the case may be, will
suffice. The report shall state the specific nature of the emergency and the period the bank opened or closed or shall open
or close by reason of emergency.

Posting of schedule of banking days and hours. The schedule of banking days and hours reported to the Bangko Sentral
shall be posted conspicuously at all times in the bank’s premises.

(Circular Nos. 987 dated 28 December 2017, 930 dated 18 November 2016, and 917 dated 08 July 2016)
109 BANK PREMISES AND OTHER FIXED ASSETS
The following rules shall govern the premises and other fixed assets of banks.

Appreciation or increase in book value. Bank premises, furniture, fixtures and equipment shall be accounted for using
the cost model under PAS 16 “Property, Plant and Equipment.”?

Outstanding appraisal increment as of 13 October 2005 arising from mergers and consolidation and other cases
approved by the Monetary Board, shall be deemed part of the cost of the assets. However, appraisal increment previously
allowed to be booked shall be reversed.

Accordingly, the booking of appreciation or increase in the book value of bank premises and other fixed assets in cases
where the market value of the property has greatly increased since the original purchase is no longer allowed.

Ceiling on total investments. The total investment of a bank in real estate and improvements thereon, including bank
equipment, shall not exceed fifty percent (50%) of the bank’s net worth. In determining compliance with such ceiling, the
following rules shall apply:

a. The investment shall include all real estate and equipment necessary for the bank’s immediate use in the
transaction of its business, such as:

(1) Bank Premises - Land and Buildings, Buildings under Construction, Leasehold Rights and Improvements
and Furniture, Fixtures and Equipment (as defined in the Manual of Accounts for All Banks), owned and
used by the bank in the conduct of its business, including staff houses, recreational facilities and
landscaping costs, net of accumulated depreciation: Provided, however, That appraisal increment on
bank premises shall not be included in the total investment in real estate and improvements for
purposes of these guidelines; and

(2) Real properties, equipment or other chattels purchased by the bank in its name for the benefit of its
officers and employees, net of depreciation and in the case of land or other non-depreciable property,
net of payments already made to the bank by the officers and employees for whose benefits the
property was bought, where such property has not yet been fully paid and ownership has not yet been
transferred to them.

b. The following shall be included in the computation of a bank’s total investment in bank premises:

(1) (a) The cost of real estate leased in whole or in part by the bank from a corporation, other than a
corporation primarily engaged in real estate in which the bank has equity, equivalent to the amount
obtained by applying the percentage of the equity of the bank in the lessor to the cost of that portion of
the property being leased, or

1 With additional special regulatory relief in areas affected by Tropical Depression “Yolanda” as provided under Appendix 93.
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(b) the amount of equity in the lessor, whichever is lower, plus the amount obtained by applying the
percentage of the equity of the bank in the lessor to any outstanding loans of the lessor with the bank, the
proceeds of which were used to purchase, construct or develop the real estate used for the bank’s
purposes.

(2) The lower of —

(a) the cost of real estate leased in whole or in part by the bank from a corporation in which any or a group
of stockholders owning ten percent (10%) or more of the voting stock of the bank, directors and/or
officers of the bank, hold or own more than fifteen percent (15%) of the subscribed capital stock of the
lessor, equivalent to the amount obtained by applying the percentage of the equity of said
stockholders/directors/officers in the lessor to the cost of that portion of the property being leased by
the bank, or

(b) the amount obtained by applying the percentage of the equity of the stockholders/directors/officers in
the lessor to any outstanding loans of the corporation with the bank, the proceeds of which were used
to purchase, construct or develop the real estate used for the bank’s purposes.

The equity investment of a bank in a corporation engaged primarily in real estate shall be included
in the computation of the bank’s total investment in real estate, unless otherwise provided by the
Monetary Board.

Reclassification of real and other properties acquired (ROPA) to bank premises, furniture, fixture and equipment;
Sanctions. Banks may reclassify ROPA to bank premises, furniture, fixture and equipment, subject to the following
conditions:

a.  Prior written approval of the majority of the members of the board of directors has been obtained for such
reclassification. The approval shall be manifested in a resolution passed by the board of directors during a meeting
and shall contain the following information:

(1) Date ROPA was acquired;

(2) Description of ROPA property;

(3) Outstanding balance of ROPA at the time of reclassification;

(4) Specific purpose for reclassifying said property to bank premises, furniture, fixture and equipment; and
(5) Justification and plan for expansion, in the case of real and other property earmarked for future use.

Said resolution shall also be made available for inspection by Bangko Sentral examiners, together with the
supporting records and documents involving the ROPA account; and

b.  Only such acquired asset, or a portion thereof, that will be (i) immediately used, or (ii) ready and available for use
within a two (2)-year period from date of reclassification (in case of ROPA earmarked for future use) may be
reclassified to bank premises, furniture, fixture and equipment;

c.  ROPA reclassified to bank premises, furniture, fixture and equipment shall be recorded at its net carrying amount
where the amounts booked as cost, accumulated depreciation and allowances for losses for bank premises,
furniture, fixture and equipment shall correspond to the balance of these accounts under ROPA at the time of
reclassification. As such, the reclassification shall not give rise to any gains/(losses) being recognized in the bank
books; and

d. Said reclassification shall not cause the bank to exceed the prescribed ceiling on investment in real estate and
improvements thereon, including bank equipment, provided under this Section on Ceiling on total investments.

Within five (5) banking days from date of reclassification, the bank shall submit the Certification on
Compliance with Regulations on the Reclassification of ROPA to Bank Premises, Furniture, Fixture and Equipment
(Appendix 99) signed by the president of the bank or officer of equivalent rank, to the appropriate supervising
department of the Bangko Sentral. Said certification shall be accompanied by the certified true copy of the
resolution of the bank’s board of directors authorizing the reclassification.

Sanctions. The following sanctions shall be imposed for violations noted:
1. Onthe bank

a.  Monetary fines

A bank which fails to comply with the provisions of this Section shall be subject to the appropriate monetary
penalties under Sec. 1102 (Other Payments of Banks) and Appendix 24.

—
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(1) For non-submission of the required certification

A bank which fails to submit the required Certification on Compliance with Regulations on the ROPA to
Bank Premises, Furniture, Fixture and Equipment or the certified true copy of the resolution of the board of
directors authorizing said reclassification within the prescribed deadline shall be subject to the appropriate
monetary penalties Sec. 1102 (Other Payments of Banks) and Appendix 24 which shall be reckoned on a daily
basis from the day following the due date of submission until the required certification on compliance or the
certified true copy of the resolution of the board of directors is filed with the Bangko Sentral.

(2) For false/misleading statements

A bank which has been found to have willfully made a false or misleading statement in the required
Certification on Compliance with Rules and Regulations on the ROPA to Bank Premises, Furniture, Fixture and
Equipment or in the certified true copy of the resolution of the bank board of directors shall be subject to the
appropriate monetary penalties under Sec. 1102 (Other Payments of Banks) and Appendix 24 for the willful
making of a false or misleading statement which shall be reckoned on a daily basis from the day following the
due date of the said certification until such time that an amended or corrected certification on compliance or
certified true copy of the resolution of the board of directors has been submitted to the Bangko Sentral.

2. Onthe concerned directors/officers of the bank.

a.  For willful non-compliance Directors/officers of the bank who willfully fail/refuse to comply with the provisions of
this Section shall be subject to the appropriate monetary penalties under Sec. 1102 (Other Payments of Banks)
and Appendix 24.

b.  For false/misleading statements Directors/officers of the bank which have been found to have willfully falsely
certified or willfully submitted misleading statements in the required Certification on Compliance with the
Regulation on the Reclassification of ROPA to Bank Premises, Furniture, Fixture and Equipment or in the certified
true copy of the resolution of the bank’s board of directors shall be subject to the to the appropriate monetary
penalties under Sec. 1102 (Other Payments of Banks) and Appendix 24, which shall be reckoned on a daily basis
from the day following the due date of the said certification until such time that an amended or corrected
certification on compliance or certified true copy of the resolution of the board of directors has been submitted
to the Bangko Sentral.

The imposition of the above sanctions is without prejudice to the filing of appropriate criminal charges against
culpable persons as provided under Section 35 of R.A. No. 7653 for the willful making of a false/misleading statement.

Batas Pambansa Blg. 344 - An Act to Enhance the Mobility of Disabled Persons by Requiring Certain Buildings,
Institutions, Establishments and Public Utilities to Install Facilities and Other Devices. In order to promote the realization
of the rights of disabled persons to participate fully in the social life and the development of the societies in which they live
and the enjoyment of the opportunities available to other citizens, no license or permit for the construction, repair or
renovation of public and private buildings for public use, educational institutions, airports, sports and recreation centers and
complexes, shopping centers or establishments, public parking places, workplaces, public utilities, shall be granted or issued
unless the owner or operator thereof shall install and incorporate in such building, establishment or public utility, such
architectural facilities or structural features as shall reasonably enhance the mobility of disabled persons such as sidewalks,
ramps, railings and the like. If feasible, all such existing buildings, institutions, establishments, or public utilities may be
renovated or altered to enable the disabled persons to have access to them.

Republic Act No. 9994 — An Act Granting Additional Benefits and Privileges to Senior Citizens, Further Amending
Republic Act No. 7432 of 1992 as Amended by Republic Act No. 9257 of 2003. To be able to give full support to the
improvement of the total well-being of the elderly and their full participation in society, and to motivate and encourage
them to contribute to nation building, senior citizens shall be provided with express lanes in all banking establishments,
including all their branches and other offices. If the provision of express lanes is logistically impossible in any particular
branch or office of any bank, said branch or office shall ensure that senior citizens are accorded priority service. The provision
of express lanes and/or priority service shall be made known to the general public through a clearly written notice
prominently displayed in the transaction counters of all banks and/or offices.

(Circular Nos. 1125 dated 20 August 2021 and 988 dated 20 December 2017)
B. SPECIAL AUTHORITIES
111 LICENSING

Policy statement and objectives. Consistent with the mandate of the Bangko Sentral to promote a safe and sound banking
system, the licensing process on permissible activities of banks is enhanced to align the process with international standards
and best practices such as the "Core Principles for Effective Supervision" issued by the Basel Committee on Banking Supervision.
The Bangko Sentral will not restrict the scope of risk-taking activities of banks consequent of the licenses and/or authorities
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granted: Provided, That these licenses and/or authorities are in line with their business model and strategic direction: Provided,
further, That these banks demonstrate the capacity to implement these strategies and the ability to manage risks.

The enhanced policy guidelines set forth the expectations and criteria of the Bangko Sentral with respect to granting of
licenses and authorities as well as its right to reject applications if the criteria set forth are not met by the applicant bank
(“applicants”) or if the information provided is not adequate. The Bangko Sentral also reserves the right to withdraw or
revoke the license and/or authority or enforce appropriate actions when an institution no longer meets the criteria or
standards required to be met for the exercise of the license and/or authority.

These criteria are intended to incorporate the licensing process into Bangko Sentral’s enforcement regime that is anchored
on good governance, sound risk management system and effective control systems. Further, these criteria aim to provide more
consistency on how the risk-focused supervision function is applied to the licensing process. This enhanced licensing policy aims
to ensure that licenses and authorities are granted only to applicants that comply with the standards set.

It is also the thrust of these enhanced policy guidelines on granting licenses/authorities to establish Bangko Sentral’s
accountability and promote transparency on the licensing process which are consistent with its commitment to deliver
prompt and efficient service.

Scope. Applications for licenses and/or authorities shall be categorized as follows:

a. Type "A” - applications for licenses and/or authorities where compliance with the defined prudential
requirements/criteria on licensing as described in this Section is a pre-condition for applicants to be considered eligible;

b. Type "B" - applications for licenses and/or authorities processed regardless of risk profile; and

c. Type "C" - activities which no longer require submission of applications and processing but shall be subject to
submission of reports/certification/notification within stated deadlines. However, compliance with pre-
qualification requirements is subject to post verification and any false information and/or misrepresentation may
be a basis for the imposition of appropriate enforcement actions described in this Section. The Bangko Sentral shall
use this information to continuously tailor its supervisory strategy for the supervised entities and to maintain and
continuously update its institutional database.

Prudential criteria. The prudential criteria set forth in this Section shall be used in determining the eligibility of applicants
to the licenses and/or authorities granted by the Bangko Sentral. Accordingly, the following minimum conditions must be met:

a. Applicant domestic banks must have a CAMELS composite rating of at least "3" and a "Management" rating of not
lower than "3", branches of foreign banks must have a ROCA rating of at least "3", and BSFls must have a RAS
rating of at least "Acceptable". Whenever applicable, ratings equivalent to cited minimum rating grade
requirements under appropriate rating systems (i.e., IT Rating Systems, Trust Rating Systems, among others) shall
apply for certain licenses and/or authorities;

b. Applicants have no major supervisory concerns in governance, risk management systems, and internal controls
and compliance system, and characterize/demonstrate the following:

(1) Governance

Applicants must display a culture of good corporate governance appropriate to its size, risk profile and
complexity of operations. Board of directors and management, in their respective roles, provide an
appropriate level and quality of oversight and support to all of the institution’s activities. Sound management
practices are observed and demonstrated through (a) active oversight and satisfactory performance by the
board of directors and senior management, (b) appropriate policies, processes, and controls relative to the
institution’s size, complexity and risk profile, (c) maintenance of an independent and effective internal audit
and compliance program as well as a sound internal control environment, and (d) effective risk monitoring
and management information systems.

Applicants should not be found engaging in an activity which may be considered as conducting business
in an unsafe or unsound manner. In cases where weaknesses, violations of law, policy and/or regulation exists,
other than those considered unsafe or unsound banking, these should not be material to the safety and
soundness of the institution, can be reasonably managed, and are being adequately addressed.

Quality of corporate governance shall be assessed based on the principles and framework set forth in
the Guidelines in Assessing the Quality of Corporate Governance in banks.

(2) Risk management system and internal controls

Applicants shall have a comprehensive risk management system approved by its board of directors (or
equivalent management committee in the case of foreign bank branches) to identify, measure, evaluate,
report and control or mitigate all material risks on a timely basis and to assess the adequacy of their capital

—
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in relation to their risk profile and market and macroeconomic conditions and whose sophistication are
commensurate to the risks being monitored and controlled. The risk management system must be
characterized by a clear delineation of responsibility for risk management, adequate risk measurement
systems, appropriate risk limits structure, effective internal controls and complete, timely and efficient risk
reporting systems.

Likewise, applicants shall have an effective and adequate system of internal controls for the conduct of
their business taking into account their risk profile. These controls deal with organizational structure,
accounting policies and processes, checks and balances, safeguarding of assets and investments and
appropriate and effective internal audit and compliance functions. Standards and principles as well as the
Bangko Sentral’s expectations governing internal controls and audit under existing regulations shall apply in
assessing the quality and effectiveness of the internal control systems of an applicant; and

(3) Compliance system

Applicants shall have a compliance system, appropriate to its size, risk profile and complexity of
operations, designed to specifically identify and mitigate business risks* which may erode the franchise value
of the institution. Compliance policies and procedures embodied in a Compliance Policy Manual should be
sound and effectively implemented. Likewise, compliance monitoring and testing as well as review process
should be robust to ensure bank conducts its business/operations in accordance with banking laws, rules and
regulation and other laws relevant to banking such as securities laws and regulations. Banks should not have
been found significantly non-compliant with prudential requirements such as SBL, DOSRI limits, capital
adequacy ratio requirements, among others.

Standards and principles set forth in the Compliance Rating System framework shall apply in assessing
the quality of bank’s compliance system; and

c.  Applicants have complied with directives and/or are not subject of specific directives and/or enforcement actions
by the Bangko Sentral.

Applicants shall have corrected any findings of unsafe or unsound banking and have addressed any
outstanding explicit directives from the Bangko Sentral and/or other relevant regulatory bodies, prohibiting the
conduct of activities related to the licenses and/or authorities being applied, as of the date of application.
Applicants with specific prohibitions to conduct certain activities shall not be eligible to apply for that particular
license and/or authority.

No application shall be accepted until such time that enforcement actions are formally lifted by the Bangko
Sentral and/or other relevant regulatory bodies after applicants have demonstrated to the Bangko Sentral that
safety and soundness concerns are satisfactorily addressed and/or until such time applicants become eligible.

Applications of banks under rehabilitation and/or enhanced supervision status® shall be dealt with in
accordance with the eligibility test described in Section 11.1(a) of Appendix 124.

Banks granted with licenses/authorities shall continuously comply with the abovementioned standards and
requirements even after the license/authority has been granted; otherwise, any deviation or non-compliance may
be a basis for the imposition of appropriate enforcement actions described in this Section.

The specific guidelines and procedures on the Bangko Sentral's licensing framework are shown in Appendix 124.

Enforcement actions. In line with the thrust of the Bangko Sentral to incorporate the licensing process into its
enforcement regime, the Bangko Sentral reserves the right to deploy, as may be warranted, an adequate range of
supervisory tools to ensure that grantees of licenses/authorities are and remain qualified to possess the same, bring about
timely corrective actions and compliance with Bangko Sentral directives, and provide safety to depositors, creditors, other
stakeholders as well as the public in general.

Enforcement actions that may be imposed include, but are not limited to:
a. Corrective action
Corrective actions are measures intended to primarily require banks with approved licenses/authorities to

rectify any deviations from the standards, principles and conditions expected for the exercise of the license and/or
authority. Corrective actions may include, but are not limited to, issuance of directives and warnings.

1 As defined under Sec. 161 (Compliance function) business risk refers to conditions which may be detrimental to the institution’s business model and its ability to
generate returns from operations, which in turn erodes its franchise value. Business risk includes reputational, compliance, market conduct and legal risks.

2 Rehabilitation includes banks under the Prompt Corrective Action (PCA), Rehabilitation Program, Letter of Commitment and any other similar cases where
banks are expected to comply specific terms and conditions to restore eligibility (safety and sound) status.
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b. Sanctions

The Monetary Board may impose any of the sanctions enumerated hereunder or a combination thereof.

(1) Non-monetary

(a) Suspension of activities. The conduct of activities related to the licenses/authorities granted may be
suspended if the Bangko Sentral determines that the concerned bank no longer meets the criteria or

standards set; or

(b) Revocation of licenses/authorities. The license/authority granted may be revoked in cases where
violation, non-compliance with criteria/standards and/or false information are noted which affects the

safety and soundness of banks’ operations; and/or

(c) Administrative sanctions. The responsible directors/officers who approve transactions and/or decisions
that resulted in violations of laws, rules and regulations, orders, and directives issued by the Monetary
Board or the Governor may be subject to reprimand, temporary suspension, and/or disqualification of

directors/officers.

The Monetary Board is not precluded to impose non-monetary sanctions other than those identified

from Items "(a)" to "(c)"; and/or

(2) Monetary

Monetary penalties may be imposed for any acts, omissions or transactions that are outside the
permissible activities of the licenses/authorities granted or are in violation of laws, Bangko Sentral rules and

regulations, orders and directives issued by the Bangko Sentral.

Type of License of Permissible Activities'. The type of license attached to permissible activities of the Bangko Sentral

supervised financial institutions (BSFls) shall be as follows:

Type of License Permissible Activity Related Sections
A Establishment/Sale of Branches/Branch-lite Units? Sec. 105 (Application for authority to

establish a branch/branch-lite unit)
Sec. 105 (Temporary closure,
permanent closure and surrender of
branch/branch-lite units liecense, and
sale/acquisition of branches/branch-
lite units, Item "(c)")

Equity Investment in Allied and Non-Allied | Sec.371

Undertaking Sec. 372
Sec. 373
Sec. 375
Sec. 378
Sec. 376-A
Appendix 83

Investments in Subsidiaries and Affiliates Abroad Sec. 377
Appendix 83

Trust and Other Fiduciary Business Sec. 411
Sec. 411-B/C (Grant of Authority to
Engage in Limited Trust Business to
Thrift Banks/Rural Banks)

FCDU operation of Rural Bank (RB)/Coop Bank Part IV Chapter Il Section 71 of the FX
Manual

B Conversion to a Lower Bank Category Sec. 102 (Conditions for the grant of

authority to convert into a lower
category)

Amendment of Articles of Incorporation (AOI) and | Sec. 102 (Certificate of Authority to

By-Laws Register)

Relocation of Head Offices Sec. 105

1 Applications filed with the Bangko Sentral prior to 6 March 2019 shall not be charged with processing and licensing fees provided under this Section on

Processing and Licensing Fees.

For application related to branching activities covered under Sec. 105 (Processing and special licensing fees), as amended, approved after 6 March 2019, the

processing fees provided under the said Section, as amended, shall be collected upon approval of the application.

Applications for Type C licenses received prior to 6 March 2019 shall be deemed to have complied with the notification/certification requirements if after thirty
(30) banking days from 6 March 2019, the appropriate supervising department of the FSS does not advise the BSFl concerned of any deficiency on such application.

2 Includes conversion of branch-lite unit/s to branch/es
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Conversion of Microfinance-oriented Thrift Banks | Sec. 102

and Rural Banks

Declaration and Payment of Cash and/or Stock | Sec. 124

Dividends Appendix 120

Relocation  of  Approved but  Unopened | Sec. 105 (Opening of
Branches/Branch-lite Units branches/branch-lite units)

Relocation of Branches/Branch-lite Units Sec. 105 (Relocation of

branches/branch-lite units)

Temporary Closure of Branches/Branch-lite Units

Sec. 105 (Temporary closure,
permanent closure and surrender of
branch/branch-lite units license, and
sale/acquisition of branches/branch-
lite units, Item "(a)")

Permanent Closure and Surrender of Branch/Branch-
lite Unit License

Sec. 105 (Temporary closure,
permanent closure and surrender of
branch/branch-lite units license, and
sale/acquisition of branches/branch-
lite units, Item "(b)")

Outsourcing/Insourcing of Banking Functions

Sec. 112

Sec. 112 (Statement of Principle on
Outsourcing)

Appendix 103

Servicing Deposits Outside Bank Premises

Sec. 274 (Deposit Operations)

Issuance of Bonds and Commercial Paper

Sec. 246 (Issuance of Bonds and
Commercial Papers)

Investment in Readily Marketable Bonds and Other
Securities

Sec. 381 (Investment in readily
marketable bonds and other debt

securities)
Amendment of the Plan Rules of UITF Sec. 414 (Plan rules)
Securities Custodianship Operations Sec. 631
Securities Registry Operations Sec. 631
EFCDU operation of Universal/Commercial Bank Part IV. Chapter Il Section 71 of the

(U/KB) and islamic Bank (IB)

FCDU operation of Thrift Bank (TB) and Digital Bank

FX Manual

The permissible activities indicated in the table below shall have Type A license on initial application. Subsequent
applications for expansion of the range of activities/services related to the initial license granted shall be classified as

Type C licenses subject to the conditions set out in the related Sections of this Manual:

Banking Activity

Related Sections

Bank Offices as Outlet of Financial Products of Allied | Sec. 113
Undertakings/Investment Houses (Cross-selling Activities)

Marketing, Sale and Servicing of Microinsurance Products

Bank)

banks)

Sec. 113-B (Marketing, Sale, and Servicing of
Microinsurance Products by Thrift Banks)

Sec. 113-C (Marketing, Sale and Servicing of
Microinsurance Products by Rural and Cooperative

Sec. 314 (Marketing, sale and servicing of micro
insurance products by thrift banks)

Sec. 314 (Marketing, sale and servicing of micro
insurance products by rural and cooperative

Processing and Licensing Fees. All applications shall be charged with the following processing fees pursuant to Section
11.3.i of Appendix 124.

Processing Fees
Type of Universal and Thrift Rural and Non-Bank
License/ Commercial Bank Bank Cooperative Financial
Authority Banks Institutions
A 50,000 20,000 15,000 10,000
B 50,000 20,000 15,000 10,000

Certain Type A licenses shall be charged with the following licensing fees upon approval pursuant to Section I1.3.ii of

Appendix 124.
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Licensing Fees*

Type of Universal and Thrift Rural and Non-Bank
License/ Commercial Bank Bank Cooperative Banks Financial
Authority Institutions

A 200,000 100,000 50,000 50,000

*Licensing fee shall be net of the processing fee.

The foregoing tables shall not apply to licensing applications with separate fee structure under specific sections this Manual.
(Circular Nos. 1134 dated 28 December 2021, 1121 dated 8 June 2021, 1086 dated 06 May 2020, 1031 dated7 February 2019 and 947 dated 15 February 2017)
112 MANAGEMENT CONTRACTS AND OUTSOURCING

Management Contracts.

a. Management contracts of banks with management firms shall be limited to consultancy and advisory services;

b.  Only a natural person may be elected or appointed as an officer of a bank, without prejudice to such person being a
nominee of a management corporation: Provided, That the responsibility and/or accountability of anyone elected or
appointed to an officer position shall be personal in nature and cannot be delegated to a corporation; and

c.  Anybankthat enters into contracts contrary to this policy shall be denied the credit facilities of the Bangko Sentral.

Outsourcing. A bank may outsource to third parties or to related companies in the group, in accordance with existing
Bangko Sentral regulations, certain services or activities to have access to certain areas of expertise or to address resource
constraints: Provided, That it has in place appropriate processes, procedures, and information system that can adequately
identify, monitor, and mitigate operational risks arising from the outsourced activities: Provided, further, That the bank’s
board of directors and senior management shall remain responsible for ensuring that outsourced activities are conducted
in a safe and sound manner and in compliance with applicable laws, rules and regulations.

Definition. Outsourcing shall refer to any contractual arrangement between a bank and a qualified service provider for
the latter to perform designated activities on a continuing basis on behalf of the bank.

Prohibition against outsourcing of inherent banking functions. No bank shall outsource inherent banking functions such as:

Taking of deposits from the public;

Granting of loans and extension of other credit exposures;
Managing of risk exposures; and

General management.

oo oo

Authority to outsource. Banks may outsource designated activities subject to notification to the Bangko Sentral and
compliance with the prudential criteria prescribed under Sec. 111 (Prudential Criteria). For this purpose, Banks shall submit
the following documents to the appropriate supervising department of the Bangko Sentral within 10 banking days after
approval of the board of directors of the proposal to outsource/insource banking functions:

a. Notification letter signed by the president or officer of equivalent rank indicating the description of the activities
to be outsourced;

b. Corporate secretary’s certificate on the approval of the board of directors (or equivalent management committee
in the case of foreign bank branches) of the outsourcing activity; and

c. Certification, signed by the president or officer of equivalent rank and the chief compliance officer, that the bank
has complied with all the prudential criteria under Sec. 111 (Prudential Criteria) as well as other pertinent banking
laws, rules and regulations on outsourcing.

In case of non-compliance with the prudential criteria prescribed under Sec. 111 (Prudential Criteria), the bank must
secure prior approval from the appropriate supervising department of the Bangko Sentral whose evaluation will be based
on the bank’s ability to manage risks attendant to outsourcing.

Governance and managing of outsourcing risks. Key risk areas related to outsourcing such as strategic;
reputational/legal; operational, compliance, country and concentration risks should be evaluated before entering into and
while managing outsourcing contracts. In this regard, banks shall:

a. Perform risk assessment of a business activity and evaluate the implications of performing the activity in-house or
having the activity outsourced.
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The following factors shall be considered in the assessment:

(1) Level of importance to the bank of the activity to be outsourced and potential impact on bank’s operations,
financial condition, reputation, and ability to achieve its objectives, strategies and plans, should the service
provider fail to perform the services;

(2) Outsourcing costs in proportion to total operating expenses and compared with costs of developing own
infrastructure and expertise;

(3) Aggregate exposure to a particular service provider, in cases when the bank outsources various functions to
the same service provider;

(4) Ability to maintain appropriate controls and meet regulatory requirements, in cases of operational
constraints of the service provider; and

(5) Exposure to risk of confidentiality, integrity and availability of customer and bank data.

In cases when the risk management system is deemed inadequate for purposes of managing outsourcing-
related risks, the Bangko Sentral may direct the bank to terminate, modify, make alternative arrangements or
re-integrate the outsourced activity into its operations, as may be necessary.

b. Establish policies and criteria to select the “best” service provider for the outsourced activities and to get said
services at reasonable price. The following factors should be considered in evaluating potential service providers:

(1) Reputation, ownership structure (to identify potential conflict of interest), technical expertise, and
operational capability;

(2) Financial performance and condition (e.g., ongoing viability, outstanding commitments, capital/funding
strength, liquidity and operating results; and reliance on subcontractors) of the service provider and its
closely-related affiliates;

(3) Operations and internal control environment (e.g., internal controls, facilities management, training, security
of system, privacy protection, maintenance and retention of records, business resumption and contingency
plans, systems development and maintenance, and employee background checks);

(4) Fees and charges (e.g., outsourcing cost should be lower than developing the necessary infrastructure and
expertise, comparable with market rates, and reasonable vis-a-vis scope and complexity of services);

(5) Actual performance vis-a-vis service level agreement;

(6) Performance of the service provider (past and present engagements) including the reasons/causes of
disengagements, if any; and

(7) Compliance with provisions of service agreements, performance standards and adherence to applicable laws,
regulations, and supervisory expectations.

In cases when the clients are prejudiced due to errors, omissions, and frauds by the service provider, the bank
shall be liable in providing the appropriate remedies or remuneration as may be allowed under existing laws or
regulations, without prejudice to the bank’s right of recourse to the service provider.

c.  Establish, maintain, and regularly test business continuity and contingency plans for situations wherein the service
provider cannot deliver the required services. The contingency plan must indicate whether another service
provider will be tapped or the service/activity will be brought back in-house. This should in turn consider the costs,
time, and resources that would be involved.

Contingency arrangements in respect of daily operational and systems problems should be covered in the
service provider’'s own contingency plan. The contingency plan must be reviewed regularly to ensure that it
remains relevant and ready for implementation.

d. Ensure that it has adequate resources to manage and monitor outsourcing relationships on a continuing basis.
Banks are expected to develop acceptable performance metrics to assess outsourcing contracts. They shall also
maintain records of all outsourcing activities which should be updated and reviewed regularly.

e. Ensure that personnel with oversight and management responsibilities for service providers have the appropriate
level of expertise and stature to manage the outsourcing arrangement. The oversight process, including the level
and frequency of management reporting, should be risk- focused. Banks should design and implement risk
mitigation plans for higher risk service providers. These may include certain requirements or processes such as

|
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additional reporting by the service provider or heightened monitoring. Further, more frequent and stringent
monitoring is necessary for service providers that exhibit performance, financial, compliance, or control concerns.

Documentations. The bank should maintain necessary documentation to show that outsourcing arrangements are
properly reviewed and the appropriate due diligence has been undertaken prior to implementation. The bank shall keep in
its file the documents shown in Appendix 103 and the same shall be made available to authorized representatives of the
Bangko Sentral for inspection.

Intra-group outsourcing. The guidelines and requirements of outsourcing to third-party service providers shall be
observed when outsourcing within a business group including its head office, another branch or related company. When the
bank is the service provider, the bank may only render services it performs in the ordinary course of its banking business:
Provided, That (i) the service is rendered to subsidiaries, affiliates and companies related to it by at least five percent (5%)
common ownership; or (ii) the service is rendered to its own depositors on account of the bank being a depository. The
bank, acting as a service provider within its group, shall uphold the following:

a. Confidentiality of deposits and investments in government bonds as defined under R.A. No. 1405, as amended;
b.  Prohibition on cross-selling except as allowed under applicable regulations.

Offshore outsourcing. Offshore outsourcing exists when the service provider is located outside the country. The intra-
group outsourcing under this Section likewise applies in cases of offshore outsourcing. In addition, offshore outsourcing of
bank’s domestic operations is permitted only when the service provider operates in jurisdictions which uphold
confidentiality. When the service provider is located in other countries, the bank should take into account and closely
monitor, on continuing basis, government policies and other conditions in countries where the service provider is based
during risk assessment process. The bank shall also develop appropriate contingency and exit strategies.

The Bangko Sentral examiners shall be given access to the service provider and those relating to the outsourced
domestic operations of the bank. Such access may be fulfilled by on-site examination through coordination with host
authorities, if necessary. The domestic branch of foreign bank shall be principally liable in cases where the clients are
prejudiced due to errors, omissions and frauds of the service provider located offshore.

The Bangko Sentral may require the bank to terminate, modify, make alternative outsourcing arrangement or re-integrate
the outsourced activity into the bank, as may be necessary, if confidentiality of customer information, effective customer
redress mechanisms or the ability of the Bangko Sentral to carry out its supervision functions cannot be assured.

Transitory provision. All outsourcing agreements must be aligned with the provisions under this Section. Existing
outsourcing agreements which are not in accordance with this Section will not be unwound. However, it must comply with
the requirements provided herein upon renewal of the agreements.

Supervisory enforcement actions. Consistent with Sec. 002, the Bangko Sentral may deploy enforcement actions to
promote adherence with the requirements set forth in this Section and bring about timely corrective actions. The Bangko
Sentral may issue directives to improve the management of outsourcing arrangements, or impose sanctions to limit the level
of or suspend any business activity that has adverse effects on the safety or soundness of the BSFI, among others. Sanctions
may likewise be imposed on a BSFI and/or its directors, officers and/or employees.

(Circular Nos. 1031 dated 7 February 2019, 940 dated 20 January 2017, 930 dated 18 November 2016, and 899 dated 18 January 2016)

113 CROSS-SELLING

The Bangko Sentral recognizes that bank premises may serve as the point for the presentation and distribution of a
range of financial products. However, this distribution mechanism can give an understanding that these financial products
are created by the bank and thus could lead to an impression that the bank ultimately bears the responsibility for their
performance. The Bangko Sentral, therefore, provides an enabling environment for cross-selling activities which defines the
responsibilities of banks for managing the attendant risks and upholding consumer protection.

Definition. The following terms as used in this Section are governed by the following definition-

a. Cross-selling means the presentation and/or sale of a financial product, other than bank’s own financial product,
to a bank client inside bank premises through written or verbal communications.

b.  Financial conglomerate refers to a group of interrelated entities providing significant services in at least two (2)
different financial sectors (banking, securities and insurance). A banking group is subsumed within the context of
a financial conglomerate. A financial product provider must have been disclosed and reported as part of the group
structure pursuant to Item “d(8)” of Sec. 132 (Specific duties and responsibilities of the board of directors).

c.  Financial product of an allied undertaking under Section 20 of the General Banking Law refers to financial products
created by a financial product provider belonging to the same financial conglomerate.
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d. Financial product provider means a financial entity which creates the financial product. The financial product
provider should be regulated or supervised by either the Bangko Sentral, the Securities and Exchange Commission
(SEC) or the Insurance Commission (IC).

e. Bank premises refer to the physical area occupied by the bank’s head office, branches and other offices.
f.  Investment risk refers to the potential loss of the principal amount (either full or partial) invested by the investor.
It also refers to the possibility of not achieving targeted rate of returns for a given investment transaction.

Financial products. Unless otherwise provided, financial products should be created by a financial product provider
belonging to the same financial conglomerate. Moreover, such financial products should have been duly approved by the
respective regulator, as provided under its rules, before these can be presented and/or sold inside bank premises.

Simple retailed financial products which do not create exposure to investment risks may be cross-sold inside bank
premises. These include:

a. Retail lending or loan products such as credit cards, home mortgage loans, personal loans, auto loans and other
related retail loan products;

b.  Other retail financial products such as cash cards, debit cards and other related products; and

c.  Other similar financial products as may be authorized by the Monetary Board.

Simple insurance products such as traditional life (whole life, term, endowment), non-life (marine, fire, casualty,
suretyship), and other similar protection- type insurance products, except variable insurance contracts, as governed by the
Insurance Code are considered as simple retail financial products. These may be cross-sold inside bank premises regardless
of whether the financial product provider belongs to the same financial conglomerate or not.

Collective investment schemes (CIS) of financial product providers belonging to the same financial conglomerate may
be cross- sold inside bank premises. These refer to:

a.  Mutual funds registered with the SEC;

b.  UITFs as authorized by the Bangko Sentral;

c.  Variable unit-linked life insurance policy (VULs) as governed by the Insurance Code or under the relevant rules and
regulations as may be issued by the IC.

Governance. The board of directors of the bank (or its equivalent in the case of foreign bank branches) shall oversee
the implementation of its policies relating to cross-selling arrangements.

The bank shall exercise due care and diligence in carrying out cross-selling activities. This process shall extend to both
the financial products and financial product providers. The bank shall put in place a formal written policy to assess the nature
of the financial product and its suitability for target customer segments. This written policy should, at the very least, enable
the bank to reach an objective assessment of the suitability of the financial product to be cross-sold.

The bank shall recognize the customers’ right to product choice, to refuse bundled or tiered financial products or services
under cross-selling arrangements, and to substitute equivalent financial products by reputable competitors.

The bank shall ensure that a mechanism is in place to address any complaints that may arise from cross-selling
transactions. This mechanism shall form part of the agreement between the bank and the financial product provider.

The bank shall periodically review all of its cross-selling arrangements. In particular, the bank shall take into account
operational and reputational risks that may arise in the arrangement. The results of the continuing review shall be reported
to the board of directors of the bank. The bank shall likewise maintain a register of its cross- selling arrangements particularly
on the list of financial products and financial product providers.

To avoid any impression that the fulfillment of promises of the CIS products cross-sold within bank premises are
guaranteed by the bank, the following shall be observed, at all times:

a. Unless specifically trained and qualified for the purpose, the role of bank employees in cross-selling CIS shall be
limited to the referral of bank clients to the representatives of financial product providers. Clients should give prior
consent before any such referral.

b. There shall be clear distinction between representatives of financial product providers who sell CIS and bank
employees. Bank employees authorized to market and/or sell CIS shall be clearly identified.

c. The presentation and/or sale of CIS shall be conducted in an area distinct from areas where own bank products
are sold.
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Minimum documentary requirements. The bank should maintain necessary documentation to support that cross-
selling arrangements are properly reviewed and appropriate due diligence has been undertaken.

This shall, at a minimum, include the following:

a. Approval of the board of directors of both the bank and the financial product provider to use the former’s bank
premises for the presentation and sale of the latter’s financial products;

Audited financial statements of the financial product provider for the last three (3) years;

Detailed description of the financial product and proof of regulatory approval, if any;

Registration and/or accreditation of the financial product provider from the respective regulator;

Contract between the bank and the financial product provider;

Sample of contracts between the financial product provider and its clients;

Promotional materials; and

Training profile and necessary license, if required, of representatives who will be handling the cross-selling activity.

S®m 0 a0 o

These documents shall be made available when requested by Bangko Sentral examiners.

Fair and balanced view of the product. Advertising materials and contracts must give a fair and balanced view of the
product. These materials may be considered fair and balanced when they are clear and easily understood; highlight the
purpose and risks of the financial product; and do not omit any material information if such omission would cause the
materials to be misleading.

Promotional materials. The bank shall ensure that the identity of the financial product provider is prominently displayed
in the relevant marketing and advertising materials. The relationship of the bank with the financial product provider may be
reflected in the promotional materials as long as it does not create an impression that it is the product of the bank whose
premises are used.

The promotional materials should explicitly state that the product is not a deposit. The information contained in any
document used in the presentation and sale of financial products inside bank premises must contain, at a minimum, the
words: “financial product/s of (financial product provider) is/are not insured by the Philippine Deposit Insurance Corporation
and is/are not guaranteed by the (name of bank)”, as the case may be. This shall be printed in capital letters, black letters
against light background/white letters against dark background with the following print size:

Size of Promotional Material Print Size
Legal/letter size 12
15” x 20” 24
19” x 25” 36

Contracts. The following paragraph shall be printed at the end of the contract in the print size as the rest of the contract,
or font size 12 whichever is bigger, in capital letters and in bold font:

“This contract is between (name of client) and (name of financial product provider). All transactions arising
out of or related to this contract shall be binding only between these two (2) contracting parties. It is understood
that this transaction is neither insured by the Philippine Deposit Insurance Corporation (PDIC) nor guaranteed by
the (name of bank).”

Cross-selling of collective investment schemes and its suitability to customers. In the cross-selling of CIS, enhanced
consumer protection standards are necessary since bank clients who invest in these products are exposed to investment
risk. At the onset, banks must ensure that CIS as financial products are compliant with relevant prudential regulations issued
by the respective government bodies and agencies governing their issuance before entering into any cross-selling
arrangements. With respect to consumer protection features, a cross-selling bank must ensure that financial product
providers observe the following minimum practices:

a.  Product Highlight Sheet (PHS). Potential clients must be provided with a PHS. This succinct document summarizes
the key information of the financial product which will be material to the proper understanding by the client of
the product, its features and risks. The PHS should at least be a separate document but may form part of the
prospectus or contract.

Among the key questions that must be covered in the PHS are:

(1) What are you investing in and who are you investing with?

(2) What are the key risks of this investment?

(3) What are the fees and charges for this investment?

(4) How often are valuation available?

(5) How can you exit from this investment and what are the risks and costs in doing so?

(6) How do you contact us?

(7) What other important information should you know before you invest?
I
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b. Client Suitability Assessment (CSA). A CSA of each client shall be undertaken prior to the acquisition of an
investment product by the client. The CSA should determine the client’s understanding of, tolerance for and
capacity in managing various risks.

c. Investment Policy Statement (IPS). As a complement to a CSA, an IPS must have been generated for a bank client.
The IPS formalizes the investment philosophy of the client as well as any investment directive of the client with
respect to the handling of his investible funds.

d. Disclosure of conflict of interest. Financial product providers should disclose any material information which can
give rise to an actual or potential conflict of interest to the client. Financial product providers should take all
reasonable steps to ensure fair dealings with client.

e. Standard disclosure statement. All promotional materials, product highlights sheet and contracts of collective
investment schemes should contain a standard disclosure statement which reads as:

“This is not a deposit product. Earnings are not assured and principal amount invested is exposed to risk of
loss. This product cannot be sold to you unless its benefits and risks have been thoroughly explained. If you do not
fully understand this product, do not purchase or invest in it.”

This disclosure statement shall be placed in the front cover of any material used within bank premises for cross-selling
purposes. This is in addition to the minimum information provided under this Section on Fair and balanced view of the
product. The text should be in bold with a minimum font size of twelve (12).

The cross-selling bank shall maintain adequate documentation, available for inspection by the Bangko Sentral
examiners, to evidence that above requisites are properly undertaken.

Financial product providers. The bank shall exercise due care and diligence in selecting financial product providers. The
bank shall consider the integrity, operational capability, financial capacity and track record of the financial product provider.
In particular, the bank shall ensure that the financial product provider has in place a mechanism to resolve all queries,
problems, and other concerns arising from cross-selling activities and this shall form part of the agreement between the
bank and the financial product provider.

It is the responsibility of the financial product provider to assess its representatives in terms of sufficient knowledge of
the financial product, adequate training and necessary license, when required.

The Bangko Sentral should be satisfied that the bank and the financial product provider belong to the same financial
conglomerate, as applicable, before cross- selling arrangements may be allowed.

When the financial product provider is under the supervision of the Bangko Sentral, the financial product provider must
have a CAMELS composite rating of at least “3” or its equivalent.

Authority to cross-sell. A bank may engage in cross-selling activities subject to approval of the Bangko Sentral
and compliance with the prudential criteria prescribed under Sec. 111 (Prudential Criteria). A bank applying for
authority to cross-sell financial products shall submit the following to the appropriate supervising department of the
Bangko Sentral:

a. Application letter to engage in cross-selling activities signed by the president, or officer of equivalent rank, which
shall contain the following: (i) justifications on how the license to engage in cross-selling financial products is
aligned with the bank’s business model and strategic direction; (ii) types of financial products that will be offered
and the target clients; and (iii) names of financial product providers and description of their relationships with the
bank and how they are related in the context of a financial conglomerate. In cases when the bank shall cross-sell
simple insurance products of financial product providers that do not belong to the same financial conglomerate as
the bank, the bank shall disclose any existing businesses or contractual agreements it has with the concerned
financial product providers.

b. Corporate secretary’s certificate on the approval of the board of directors (or equivalent management committee
in the case of foreign bank branches) of the cross-selling of financial products; and

c. Certification, signed by the president or officer of equivalent rank and the chief compliance officer, that the bank
has complied with all the prudential criteria under Sec. 111 (Prudential Criteria) as well as other pertinent banking
laws, rules and regulations on cross-selling.

Banks may subsequently offer additional financial products from the same or from other financial product providers
without prior approval of the Bangko Sentral subject to continuing compliance with the prudential criteria prescribed
under Sec. 111 (Prudential Criteria) and submission, within 10 banking days upon approval by the board of directors of
the proposal to offer additional financial products, of the following documents to the appropriate supervising department
of the Bangko Sentral:
|
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a. Notification letter signed by the president or officer of equivalent rank indicating the description of the additional
financial products that will be offered and the target clients;

b. Names of the other financial product providers and description of their relationships with the bank and how
they are related in the context of a financial conglomerate. In cases when the bank shall cross-sell simple
insurance products of financial product providers that do not belong to the same financial conglomerate as the
bank, the bank shall disclose any existing business or contractual agreements it has with the concerned financial
product providers;

c. Corporate secretary’s certificate on the approval of the board of directors (or equivalent management committee
in the case of foreign bank branches) of the cross-selling of additional financial products of the financial product
providers; and

d. Certification, signed by the president or officer of equivalent rank and the chief compliance officer, of the bank’s
continuing compliance with the prudential criteria prescribed under Sec. 111 (Prudential Criteria) as well as
pertinent banking laws, rules and regulations on cross-selling.

Complaints handling. The bank shall be jointly responsible with the financial product provider in the resolution
of any complaint arising from cross-selling transactions. For this purpose, the bank shall establish an effective redress
mechanism which shall specifically include processes and procedures for handling any complaint arising from cross-
selling transactions.

Sanctions. Violations of the provisions of this Section shall constitute grounds for the imposition on the bank and/or its
directors/officers of any or a combination of the following:

a. Monetary penalty - Any amount as may be authorized by the Monetary Board not to exceed P30,000 a day for
each violation from the time the violation was committed until it is corrected; and

b.  Non-monetary sanction - Any sanctions that the Monetary Board may deem appropriate and allowed by law
considering the gravity of the offense.

(Circular Nos. 1031 dated 7 February 2019 and 969 dated 22 August 2017)

113-B MARKETING, SALE AND SERVICING OF MICROINSURANCE PRODUCTS BY THRIFT BANKS!

In order to better serve microfinance clients pursuant to the financial inclusion thrust of National Strategy and
Regulatory Framework for Microinsurance, a TB, including its authorized branch/es, branch-lite unit/s, can present, market
and sell microinsurance products as defined under the Insurance Commission’s Memorandum Circular (IMC) No. 1-2010%:
Provided, That the microinsurance product is duly approved by the Insurance Commission.

The presentation, marketing and sale of microinsurance products by TBs has been determined to be a necessary and
complementary component of the primary business of TBs considering the relationship of the latter with their
microfinance clients. For this purpose, the Monetary Board has defined that for TBs, microinsurance products as defined
under IMC Nos. 9-20063 and 1-20102 shall serve as a “financial product of an allied undertaking” under Section 20 of the
General Banking Law.

A TB can also service (i.e., collect premiums and pay claims) microinsurance products as collection and payment agents
pursuant to Section 53.3 of the General Banking Law.

A TB which intends to avail of the option to market or sell microinsurance products shall ensure that microinsurance
products presented and marketed are clearly distinguishable from bank products. Towards this end, all organic documents,
informational and promotional materials used in the presentation and sale of these products shall prominently display both
the name of the issuing insurance provider and a clause stating that the insurance product/s of (name of issuing insurance
provider) is/are not insured by the PDIC and is/are not guaranteed by the (name of bank)”. The bank shall also ensure
compliance with pertinent laws and rules on the sale of microinsurance products set by the Insurance Commission. As part
of product due diligence, the bank should check whether the microinsurance product-issuing insurance provider has a
functioning customer care and claims- handling mechanism to handle consumer protection issues.

A bank, prior to selling and/or marketing microinsurance products, shall submit the following documents to the Bangko
Sentral as bases for the latter’s evaluation:

a. Copy of the approval of the bank’s board of directors on the presentation, sale and servicing (i.e., collect premiums
and pay claims) of microinsurance products;

1 Insurance Commission (IC) issued Circular Letter (CL) No. 2015-54 dated 16 October 2015 requiring the adoption and implementation of the Enhanced
Microinsurance Regulatory Framework

2 Dated 29 January 2010

3 Dated 25 October 2006
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Copy of duly executed written agreement between the bank and the insurance provider on the presentation,
sale and servicing by the bank of the financial products of the latter, including the terms of compensation for
the services;

Copy of the letter of approval from the Insurance Commission covering each of the microinsurance product to be
marketed or sold by the bank;

Copy of the corresponding Certificate of Authority from the Insurance Commission of the insurance provider/s
issuing the microinsurance products to be marketed or sold;

Bank’s license from the Insurance Commission as a microinsurance agent or broker, as may be applicable.

Certification from the bank president that he/she ascertained and will ensure continuing compliance with the
following:

(1) The product is authorized for cross selling under existing Bangko Sentral rules and regulations;

(2) The microinsurance product is approved by the Insurance Commission and issued by an entity duly licensed
and held in good standing by the Insurance Commission;

(3) The bank conducted product due diligence to be suitable to its customers;

(4) The organic, informational and promotional materials for the microinsurance products comply with Bangko
Sentral requirements; and

(5) The bank personnel concerned has undertaken the necessary training and passed the qualifying examination
for the presentation and sale of microinsurance products, in compliance with the requirements set forth by
the Insurance Commission on marketing personnel for insurance products.

A letter of undertaking from the bank president that he/she will ensure the retention of the following:

(1) Copies of the latest Certificate of Authority from the Insurance Commission covering all insurance companies
whose microinsurance products are being marketed or sold by the bank;

(2) Copies of the letters of approval from the Insurance Commission covering all the microinsurance products to
be marketed or sold;

(3) Bank’s license from the Insurance Commission as a microinsurance agent or broker or in lieu of a bank’s
license as a microinsurance agent or broker, copies of the license from the Insurance Commission covering

all its marketing personnel for microinsurance products; and

Such other information that may be required by the Bangko Sentral.

TBs may apply for authority to sell and/or market microinsurance products subject to compliance with the prudential

criteria prescribed under Sec. 111 (Prudential Criteria) and the following requirements.

Issuance of license from the Insurance Commission (IC)

(1) Submit to the appropriate supervising department of the Bangko Sentral, a notice of intention to act as
microinsurance agent or broker. The Bangko Sentral shall then issue a no objection letter pursuant to
Memorandum to All Banks No. 2011-15 dated 18 March 2011 on the Reminder on the Proper Offering of
Microfinance Services; and

(2) Secure license from the IC as a microinsurance agent or broker, as may be applicable?
Grant of Authority to Sell and/or Market Microinsurance Products. The bank shall secure prior Bangko

Sentral approval and shall submit the following documents to the appropriate supervising department of
the Bangko Sentral:

1

2

To act as a microinsurance agent of an authorized insurance provider, a bank needs to acquire the appropriate license from the IC. The requirements for
such application consist of: (i) attendance in prescribed microinsurance training course and passing the qualifying examination at the end of the course; and
(ii) amending a bank’s articles of incorporation (AOI). In view of the latter requirement, applicant banks shall amend their AOI by including a secondary
purpose of acting as a microinsurance agent, and shall submit simultaneously the amended AOI to the appropriate Bangko Sentral office and the IC. (See IC
Memo Circular No. 6-2011 dated 15 February 2011)

To act as a microinsurance agent of an authorized insurance provider, a bank needs to acquire the appropriate license from the IC. The requirements for such application
consist of: (i) attendance in prescribed microinsurance training course and passing the qualifying examination at the end of the course; and (i) amending a bank’s articles of
incorporation (AOI). In view of the latter requirement, applicable bank shall amend their AOI by including a secondary purpose of acting as a microinsurance agent, and shall
submit simultaneously the amended AOI to the appropriate BSP office and the IC. (See IC Memo Circular No. 6-2011 dated 15 February 2011).
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(1) Application letter signed by the president or officer of equivalent rank including justifications on how the
license is aligned with the bank’s business model and strategic direction. In addition, the application letter
shall contain a description of the relationship of the bank with the financial product provider in the context
of the financial conglomerate, as applicable, as well as description of the financial products. In cases when
the bank shall cross-sell microinsurance products of financial product providers that do not belong to the
same financial conglomerate as the bank, the bank shall disclose any existing businesses or contractual
agreements it has with the concerned financial product providers;

(2) Corporate secretary’s certificate on the approval of the board of directors (or equivalent management
committee in the case of foreign bank branches) of the presentation, sale and servicing (i.e., collect premiums
and pay claims) of microinsurance products;

(3) Certification, signed by the president or officer of equivalent rank and the chief compliance officer that the
bank has complied with all the prudential criteria prescribed under Sec. 111 (Prudential Criteria) and other
pertinent banking laws, rules and regulations, and that:

(a) The microinsurance product is authorized for cross selling under existing Bangko Sentral rules and regulations;

(b) The microinsurance product is approved by the IC and issued by an entity duly licensed and held in good
standing by the IC;

(c) The bank conducted product due diligence to be suitable to its customers. As part of product due
diligence, the bank has likewise determined that the microinsurance product-issuing insurance provider
has a customer care and claims-handling mechanism in place to handle consumer concerns;

(d) The organic informational and promotional materials for the microinsurance products comply with BSP
requirements; and

(e) The bank personnel concerned has undertaken the necessary training and passed the qualifying
examination for the presentation and sale of microinsurance products, in compliance with the
requirements set forth by the IC on marketing personnel for insurance products;

(f)  The bank has duly executed a written agreement with the insurance provider on the presentation, sale
and servicing by the bank of the financial products of the latter, including the terms of compensation for
the services;

(g) The bank shall maintain the following documents as part of its records:

(i) Copies of the latest Certificate of Authority from the IC covering all insurance companies whose
microinsurance products are being marketed or sold by the bank;

(ii) Copies of the letters of approval from the IC covering all the microinsurance products to be
marketed or sold; and

(iii) Bank’s license from the IC as a microinsurance agent or broker or in lieu of a bank’s license as a
microinsurance agent or broker, copies of the license from the IC covering all its marketing
personnel for microinsurance products; and

(4) Bank’s license from the IC as a microinsurance agent or broker.

A bank authorized to sell and/or market microinsurance products must amend its AOI to include acting
as microinsurance agent/broker as secondary purpose. The guidelines on the issuance of the Certificate of
Authority to register with the SEC to amend the AOI are provided under Sec. 102 (Certificate of Authority
to Register).

A TB may subsequently sell and/or market additional microinsurance products without prior approval of the Bangko
Sentral subject to continuing compliance with the prudential criteria prescribed under Sec. 111 (Prudential Criteria) and
submission of the following to the appropriate supervising department of the Bangko Sentral within 10 banking days upon
approval by the board of directors:

a. Notification letter signed by the president or officer of equivalent rank describing the additional microinsurance
product that will be sold and/or marketed and the target clients;

b. Corporate secretary’s certificate on the approval of the board of directors (or equivalent management committee
in the case of foreign bank branches) of the selling and/or marketing of additional microinsurance products; and
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c. Certification, signed by the president or officer of equivalent rank and the chief compliance officer, of the bank’s
continuing compliance with the prudential criteria prescribed under Sec. 111 (Prudential Criteria) as well as
with pertinent banking laws, rules and regulations on marketing, sale, and servicing of microinsurance products
by thrift banks.

(Circular Nos. 1031 dated 7 February 2019, and 917 dated 08 July 2017)

113-C MARKETING, SALE AND SERVICING OF MICROINSURANCE PRODUCTS BY RURAL AND COOPERATIVE BANKS!

The marketing, sale and servicing of microinsurance products by RBs and Coop Banks shall comply with the guidelines
in Sec. 113-B.

(Circular No. 917 dated 08 July 2017)
114 PROHIBITION ON THE SALE OF FOREIGN-BASED MUTUAL FUNDS BY BANKS

Criminal and administrative sanctions prescribed under Sections 36 and 37, respectively, of R.A. No. 7653 (The New
Central Bank Act) shall be imposed on banks marketing/selling foreign-based mutual funds using any or all of their branches
as outlets and/or selling such financial products without prior Bangko Sentral approval.

C. CAPITALIZATION AND RISK-BASED CAPITAL
121 MINIMUM REQUIRED CAPITAL
Definition of Capital. The following provisions shall govern the capital requirements for banks.

The term capital shall be synonymous to unimpaired capital and surplus, combined capital accounts and net worth and
shall refer to the total of the unimpaired paid-in capital, surplus and undivided profits. For this purpose, the following items
shall likewise be added to or deducted from capital:

a. Deposits for stock subscription recognized as equity pursuant to Section 123 shall be added to capital.
b. The following shall be deducted from capital:

(1) Treasury stock;

(2) Unbooked allowance for probable losses (which includes allowance for credit losses and impairment losses)
and other capital adjustments as may b-e required by the Bangko Sentral;

(3) Total outstanding unsecured credit accommodations, both direct and indirect, to directors, officers,
stockholders, and their related interests (DOSRI) granted by the bank proper;

(4) Total outstanding unsecured loans, other credit accommodations and guarantees granted to subsidiaries;

(5) Total outstanding loans, other credit accommodations and guarantees granted to related parties, as defined
in ltem “n”, Sec. 131 (Definition of Terms), that are not at arm’s length terms as determined by the appropriate
supervising department of the Bangko Sentral;

(6) Deferred tax assets that rely on future profitability of the bank to be realized, net of any (a) allowance for
impairment and (b) associated deferred tax liability, if the conditions cited in PAS 12 on Income Taxes are
met: Provided, That, if the resulting figure is a net deferred tax liability, such excess cannot be added to
net worth;

(7) Reciprocal investment in equity of other banks/enterprises, whether foreign or domestic, the deduction
shall be the lower of the investment of the bank or the reciprocal investment of the other bank or
enterprise; and

(8) In the case of RBs/Coop Banks, the government counterpart equity, except those arising from conversion of
arrearages under the Bangko Sentral rehabilitation program.

With respect to Item “b” hereof, the provision in Sec. 341 (Definitions) shall apply except that in the definition of
stockholders in said Section, the qualification that his stockholdings, individually and/or together with his related interest in
the lending bank, should at least amount to two percent (2%) or more of the total subscribed capital stock of the bank, shall
not apply for the purpose of this Item.

1 |Cissued Circular Letter (CL) No. 2015-54 dated 16 October 2015 requiring the adoption and implementation of the Enhanced Microinsurance Regulatory Framework
|
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Minimum capitalization. The minimum capitalization of banks shall be as follows:

Required
Bank Category Minimum Capitalization

UBs
Head Office Only P3.00 billion
Up to 10 branches! 6.00 billion
11 to 100 branches? 15.00 billion
More than 100 branches* 20.00 billion
KBs
Head Office Only P2.00 billion
Up to 10 branches! 4,00 billion
11 to 100 branches? 10.00 billion
More than 100 branches?® 15.00 billion
TBs
Head Office in National Capital Region (NCR)
Head Office Only P500 million
Up to 10 branches? 750 million
11 to 50 branches? 1.00 billion
More than 50 branches! 2.00 billion
Head Office in all Other Areas Outside NCR
Head Office Only P200 million
Up to 10 branches? 300 million
11 to 50 branches! 400 million
More than 50 branches? 800 million
RBs and Coop Banks
Head Office in NCR
Head Office Only P50 million
Up to 10 branches! 75 million
11 to 50 branches* 100 million
More than 50 branches® 200 million
Head Office in All Other Areas Outside NCR
(All Cities up to 3rd class municipalities)
Head Office Only P20 million
Up to 10 branches! 30 million
11 to 50 branches?! 40 million
More than 50 branches! 80 million
Head Office in All Other Areas Outside NCR
(4th class to 6th class municipalities)
Head Office Only P10 million
Up to 10 branches! 15 million
11 to 50 branches?! 20 million
More than 50 branches! 40 million

For purposes of compliance with this Section, the term branch shall exclude the branch-lite units of banks.

The above shall also be the required minimum capitalization upon (a) establishment of a new bank, (b) conversion of
an existing bank from a lower to a higher category bank and vice versa, and (c) relocation of the head office of a TB/RB in an
area of higher classification.

For the grant of the following special banking authorities:

Quasi-banking functions for TBs;

Trust and other fiduciary business for U/KBs and TBs;

Limited trust for TBs and RBs/Coop Banks;

Foreign currency deposit unit/expanded foreign currency deposit unit (FCDU/EFCDU);
Issuance of foreign letters of credit (LCs) for TBs;

Acceptance of demand deposit and NOW accounts for TBs and RBs/Coop Banks; and
Acting as custodian/registry;

W 0o oo

1 Branches- inclusive of Head Office
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the higher of (a) the required minimum capital under this Section at the time of the application for the grant of special
banking authority or (b) the amount specified in the applicable Sections for the grant of special banking authorities shall be
the required minimum capital which shall be complied with on a continuing basis.

Transitory provisions. Banks which are existing, or which are already authorized by the Monetary Board but not yet
operating, or persons from whom completed applications have been received but pending action by the Bangko Sentral,
shall be allowed five (5) years from 19 November 2014 within which to meet the above minimum capital requirements.
Banks granted with special banking authorities/licenses which require compliance with minimum capital requirements shall
be given five (5) years from 19 November 2014 within which to comply.

Banks which comply with the new capital levels shall submit to the Bangko Sentral a certification to this effect within
thirty (30) calendar days from 19 November 2014. Banks not meeting the required minimum capital must submit to the
Bangko Sentral an acceptable capital build-up program for this purpose within one (1) year from 19 November 2014. If the
prescribed minimum capital necessitates an increase in the authorized capital stock, affected banks shall cause the
corresponding amendments to their articles of incorporation/cooperation.

The appropriate supervising department of the Bangko Sentral will evaluate the continuing compliance of banks to
the aforementioned capital build-up program. The Bangko Sentral may require appropriate actions and/or impose
sanctions for non-compliance with the capital build-up program as provided under existing banking laws and/or Bangko
Sentral rules and regulations.

Guidelines on proposed investment from third party investors (TPIs) for purposes of complying with the minimum
capital requirements. The Bangko Sentral recognizes the indispensable role of banks in providing financial services to the
public and their significant role in attaining sustainable economic development, while adhering to its mandate to safeguard
and promote the stability of the financial system by ensuring that banks operate in a safe and sound manner. Hence, the
Bangko Sentral sets forth the following guidelines on proposed investments from third party investor/s (TPIs) for purposes
of addressing the capital deficiency and restoring the viability of banks:

a. Abankthat has already entered into a final agreement with a TPl to invest in the bank, which amount of investment
shall cover the full amount of the capital deficiency, shall immediately submit the subscription contract/written
agreement with the TPI to the Bangko Sentral. It is understood that with the submission of such contract, the TPI
has already agreed to infuse the needed funds to cover the capital deficiency.

b. Incase the transaction requires prior Bangko Sentral approval under Sec. 122 (Transactions involving voting shares
of stocks, Item “b”), the bank shall submit the following documentary requirements within fifteen (15) banking
days from the submission of the aforementioned subscription contract/written agreement or within the timeline
prescribed by Sec. 122 (Transactions involving voting shares of stocks, Item “b”), whichever is earlier:

(1) Bank’s request (signed by the president or officer of equivalent rank) for Bangko Sentral approval of the
subject transactions (accompanied by a Board Resolution of the TPI to that effect, if the TPl is a corporation);

(2) Certified copies of documents showing that the amount of proposed investment of the TPI is
deposited/placed in an independent bank?, such as, certificate of escrow deposit or certificate of deposits
with hold-out agreement showing the availability/hold out of funds for the said purpose, together with the
corresponding waiver of secrecy of deposits/investments;

(3) Documentary requirements under Sec. 122 (Transactions involving voting shares of stocks, Item “b”); and
(4) Other documentary requirements as may be required by the Bangko Sentral.

¢.  The bankshall also comply with the requirements under Sec. 123 on the treatment of deposit for stock subscription
as part of the equity, if applicable.

d. Incase a bank has a pending application with the PDIC under the Consolidation Program for Rural Banks (CPRB) or
other similar programs, the bank and the TPI shall submit a joint certification signed by the president or officer of
equivalent rank of the bank and the TPl concerned that there is a pending application with the PDIC, together with
PDIC’s acknowledgement receipt of said application.

In this regard, it is understood that mere submission to Bangko Sentral of a TPI’s Letter of Intent (LOI) to
invest in the bank shall not be considered sufficient action to address the bank’s capital deficiency. Moreover, the
investment of the TPl would not be considered for purposes of addressing the capital deficiency if the
aforementioned requirements are not complied with, except in cases when the TPI exhibits strong financial

1 Sixty (60) calendar days from date of transaction or thirty (30) calendar days from receipt of corporate secretary of the transaction, whichever comes first.
2 Refers to a third party bank

Manual of Regulations for Banks — Part One Page 43



capacity and firm commitment® to address the capital deficiency of a bank based on assessment, taking into
consideration the submitted documents and other available pertinent information.

If the above requirements are not submitted within the given period, the appropriate supervising department
of the Bangko Sentral may proceed in recommending appropriate supervisory action/s on the bank, if applicable.

(Circular Nos. 1121 dated 8 June 2021, 1027 dated 28 December 2018, 1002 dated 10 May 2018, 987 dated 28 December 2017, 932 dated 16 December 2016,
and 914 dated 23 June 2016)

122 SHARES OF STOCKS OF BANKS

The following shall govern transactions affecting shares of stock of banks and the limits on stockholdings in a single
bank or in several banks.

For purposes of this Section, the term “corporations” shall include partnerships, cooperatives, associations and other
juridical persons/entities.

Limits of stockholdings in a single bank. The stockholdings of an individual, corporation, family group, or same group
of persons in any bank shall be subject to the limits prescribed in Sections 11, 12, and 13 of R.A. No. 8791, R.A. No. 7906,
R.A. No. 7353, as amended by R.A. No. 10574, R.A. No. 7721 as amended by R.A. No. 10641, and other relevant laws as
summarized in the table below:

Particulars Ceiling
(a) Voting shares of stock of a foreign individual or a foreign non-bank corporation in:

i.  UB/KB, TB and Digital Bank 40%
ii. RB 60%

(b) Aggregate ownership of the voting shares of stock of foreign individuals and/or foreign non-
bank corporations in:

i.  UB/KB and Digital Bank 40%

ii. TB/RB 60%
(c) Voting shares of stock of a qualified foreign bank in UB, KB, TB, RB and Digital Bank 100%
(d) Combined ownership of the voting shares of stock of qualified foreign banks in UB, KB, TB,

RB and Digital Bank 100%

(e) Voting shares of stock of a Filipino individual or a Philippine non-bank corporation in:

i.  UB/KB, TB and Digital Bank 40%
ii. RB 60%
Voting shares of stock of a qualified Philippine Corporation in UB, KB, TB and RB, prior to 60%

the effectivity of R.A. 10641 (7 August 2014)
(f) Combined ownership of an individual and corporation/s which is/are wholly owned or a
majority of the voting shares of stock of which is owned by such individual in:

i.  UB/KB/TB and Digital Bank 40%
ii. RB 60%

a. Any foreign individual or non-bank corporation may each own or control up to forty percent (40%) only of the
voting stock of a UB, KB, TB or digital Bank: Provided, That the aggregate foreign-owned voting stock owned by
foreign individuals and non-bank corporations shall not exceed forty percent (40%) of the voting stock of the
UB/KB, and Digital Bank and sixty percent (60%) in the case of TBs.

For RBs, non-Filipino citizens, excluding foreign banks, may each or in the aggregate, own, acquire or
purchase, up to sixty percent (60%) of the voting stock in an RB.

The percentage of foreign-owned voting stock in a bank shall be determined by the citizenship of the
individual or corporate stockholders in that bank.

b. Qualified foreign banks may own or control up to 100% of the voting stock of a domestic bank.

1 Examples are the following:
e The bank and its eligible TPI-bank communicated the TPI’s intent to acquire/merge/consolidate with the bank but needs more time for the completion
of the due diligence audit and finalize the agreement between the parties;
e Submission of documents showing the eligibility and seriousness of the commitment of the TPI such as certificate of escrow deposit in an independent bank
and other documents such as audited financial statements and income tax returns of the TPI which show its financial capacity to acquire the bank.
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c.  Any Filipino individual or a domestic non-bank corporation may each own up to forty percent (40%) only of the
voting stock of a UB, KB, TB or digital Bank, and up to sixty percent (60%) only of the voting stock of an RB.

d. Anindividual and a corporation or corporations which are wholly-owned, or a majority of the voting stock of which
is owned, by him, may own only up to a combined forty percent (40%) of the voting stock of a UB, KB, TB or digital
Bank, and up to a combined sixty percent (60%) of the voting stock of an RB.

e. Stockholdings of family groups or related interests. Individuals related to each other within the fourth degree of
consanguinity or affinity, whether legitimate, illegitimate or common-law, shall be considered family groups or
related interests and may each own up to forty percent (40%) of the voting stock of a UB, KB, TB or digital Bank
and up to sixty percent (60%) of the voting stock of an RB: Provided, That said relationship must be fully disclosed
in all transactions by such individuals or family groups or related interests.

f.  Two (2) or more corporations owned or controlled by the same family group or same group of persons shall be
considered related interests but may each own up to forty percent (40%) of the voting stock of a UB, KB, TB or
digital Bank and up to sixty percent (60%) of the voting stock of an RB: Provided, That said relationship must be
fully disclosed in all transactions by such individuals or family groups or related interests.

g. Ceiling on stockholdings in a Coop Bank. The equity investment of any cooperative in any Coop Bank shall not
exceed forty percent (40%) of the subscribed capital stock of such Coop Bank.

h. Determination of foreign-owned voting stock and citizenship of corporate stockholders in a bank as well as the
relationship of stockholders of a bank.

(1) The percentage of foreign-owned voting stocks in a bank shall be determined by the citizenship of all the
stockholders in that bank.

(2) The citizenship of the corporation, which is a stockholder of a bank shall follow the citizenship of the
controlling stockholders of the corporation, irrespective of the place of incorporation. For purposes hereof,
the term “controlling stockholders” shall refer to stockholders holding more than fifty percent (50%) of the
voting stock of the corporate stockholders of the bank.

In the case of RBs, a corporate stockholder thereof shall be deemed Filipino-owned if it is organized
under the laws of the Philippines and at least sixty percent (60%) of its capital is owned by Filipino citizens.

(3) The relationship of individuals who are stockholders of a bank shall be determined in accordance with the
provisions of Articles 963 to 966 of the Civil Code of the Philippines.

Transactions involving voting shares of stocks. The following regulations shall govern all transactions involving voting
shares of stocks in banks.

For purposes hereof, “transaction” shall refer to subscription/issuance, purchase/sale, transfer, conversion of preferred
shares or debt instruments into voting shares of stock, and such act, contract, agreement or arrangement whereby a person,
whether natural or juridical, acquires voting shares of stock from one person, whether natural or juridical, or is vested the
right to vote or the control of the voting shares of stock of a bank.

a.  Unlawful and void transactions involving voting shares of stock of banks. The following transactions, to the extent of
the excess over any of the prescribed ceilings under R.A. No. 8791, R.A. No. 7906, R.A. No. 7353, as amended by R.A. No.
10574, R.A. No. 7721 as amended by R.A. No. 10641 and other relevant laws are hereby declared unlawful and void:

(1) Any transaction involving voting shares of stock of a bank, if such transaction, in itself, or in relation with
other/previous transaction/s shall result in the ownership and control by an individual or corporation of
voting shares of stock in excess of any of the prescribed limits of stockholdings in a bank.

(2) Any act, contract, agreement or arrangement, such as voting trust agreement or proxy, which vests in any
person, whether natural or juridical, the right to vote or the control of the voting shares of stock of a bank, if
such arrangement in itself, or in relation with other/previous transaction/s, shall result in the acquisition of
the right to vote or the control of voting shares of stock of the bank, in excess of the prescribed ceilings.

b.  Transactions requiring prior Monetary Board approval

(1) Prior approval of the Monetary Board shall be required on transaction involving voting shares of stock of a
bank, if such transaction, in itself or in relation with other/previous transactions will:

(a) Result in ownership or control of more than twenty percent (20%) of voting shares of stock of a bank by
any person whether natural or juridical or which will enable such person to elect, or be elected as, a

director of such bank; or
—
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(b) Effect a change in the majority ownership or control of the voting shares of stock of the bank from one
(1) group of persons to another group: Provided, That in no case shall such transaction be approved
unless the bank concerned shall immediately comply with the prescribed minimum capital requirement
for new banks, notwithstanding any approved capital build-up program.

(2) The request for prior Monetary Board approval shall be submitted jointly by the transferor-stockholder (or
the bank in the case of additional subscription or conversion of preferred shares or debt instruments) and the
transferee-stockholder thru the bank to appropriate supervising department of the Bangko Sentral. The
request shall be accompanied by, in the case of transferee-stockholder, the same papers/documents required
of incorporators/stockholders of newly established banks as provided in Appendix 33. The corporate secretary
shall hold in abeyance the registration of the transaction until the required prior Bangko Sentral approval is
submitted as provided hereof.

(3) Inthe case of additional subscription, the bank shall not recognize the fund infused by the subscriber in its book as
asset and liability or equity unless prior Monetary Board approval is obtained. Pending approval by the Monetary
Board, the fund infused by the subscriber shall be placed in an independent bank, such as, in the form of an
escrow deposit or deposit with hold-out agreement showing availability/hold-out of funds for the said purpose.

(4) Sanctions. Any willful delay in the submission by the transferor and transferee of the request for prior
Monetary Board approval, together with the required supporting papers/documents, within sixty (60)
calendar days from date of transaction or thirty (30) calendar days from receipt by corporate secretary of
request for registration of the transaction, whichever is earlier, shall subject the transferor, the transferee, or
both to the sanctions prescribed under Section 35 of R.A. No. 7653, without prejudice to the appropriate legal
actions for the rescission and invalidation of the transaction.

Moreover, any director and/or officer of a bank found to be acting in the interest of an unregistered
stockholder shall be subject to the applicable administrative sanctions under Section 37 of R.A. No. 7653, without
prejudice to the filing of appropriate criminal charges as provided under Section 36 of R.A. No. 7653.

Furthermore, any violation of the provisions under Item “b(3)” hereof shall subject the bank and/or its
directors and/or officers to the applicable administrative sanctions under Section 37 of R.A. No. 7653, without
prejudice to the filing of appropriate criminal charges as provided under Section 36 of R.A. No. 7653.

c. Duties of a corporate secretary. In all transactions, which may lawfully come to the knowledge of the corporate
secretary involving voting shares of stock of a bank such as but not limited to subscription/issuance, purchase/sale,
transfer, conversion of preferred shares or debt instruments into voting shares of stock, or registration of voting
trust agreements, or any form of agreement vesting the right to vote or the control of the voting shares of stock
of the bank, the corporate secretary shall, before registering the transaction or agreement in the stock and transfer
book of the bank:

(1) ascertain the identity and citizenship of the subscriber, purchaser, transferee or recipient of voting shares of
stock, voting trustee, proxy or person vested with the right to vote, and for this purpose, he should require
the subscriber, transferee or recipient of voting shares of stock, voting trustee, proxy or the person vested
with the right to vote to submit proof of citizenship, which may consist, in case of a corporation, of a certified
true copy of the articles of incorporation, accompanied by the affidavit of the corporate secretary of the
corporation, certifying to the correctness and accuracy of the list of stockholders, their citizenship and the
percentage of shares owned by them;

(2) require the subscriber, purchaser, transferee or recipient of voting shares of stock, voting trustee, proxy or
person vested with the right to vote, at the time of the receipt of the request for registration of transaction,
to disclose all information with respect to persons related to the subscriber, transferee or recipient of voting
shares of stock, voting trustee, proxy or person vested with the right to vote, within the fourth degree of
consanguinity or affinity, whether legitimate, illegitimate or common-law, as well as corporations, where the
subscriber, transferee or recipient of voting shares of stock, voting trustee, proxy or person vested with the
right to vote has controlling interest, and the extent thereof;

(3) require the subscriber, purchaser, transferee or recipient of voting shares of stock to execute an affidavit (sample
format shown in Appendix 4) stating, among other things, that the subscriber, transferee or recipient of voting
shares of stock is a bonafide owner of the said shares of stock, that he/she is not an agent, assignee, proxy, nominee
or a dummy of any person, whether natural or juridical, and that he/she acknowledges full awareness of:

(a) the prohibitions against ownership of voting shares of stock in excess of the ceilings prescribed by
laws/Bangko Sentral regulations as provided under Item “a” hereof; and/or

(b) the requirement for prior Monetary Board approval for transactions resulting to significant ownership
of voting shares of stock of a bank by any person, whether natural or juridical, or by one (1) group of
persons, as provided under Item “b” hereof.

—
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If the request for registration of transaction will cause the voting shares of stocks of an individual or a
corporation to exceed the ceilings prescribed by laws/Bangko Sentral regulations, the corporate secretary
shall deny the registration of the transaction and forthwith inform the parties to the transaction in writing.

If the request for registration of transaction would result to the significant ownership of the voting shares
of stock of a bank by any person, whether natural or juridical, or by one (1) group of persons, requiring prior
Monetary Board approval as provided under this Item “b” hereof, and no such prior Monetary Board approval
is submitted, the corporate secretary shall hold in abeyance the registration of the transaction and forthwith
inform the parties to the transaction in writing.

In the event the corporate secretary has reason to doubt the legality of the transaction sought to be
registered, he/she may commence an action before the appropriate body;

(4) promptly inform stockholders (a) who have reached any of the ceilings prescribed by laws/Bangko Sentral
regulations of their ineligibility to own or control more than the applicable ceiling or (b) who would own
voting shares of stock requiring prior Monetary Board approval; and

(5) disclose the ultimate beneficial owners of bank shares held in the name of Philippine Central Depository (PCD)
Nominee Corporation in the annual (or quarterly whenever changes occur) report on Consolidated List of
Stockholders and Their Stockholdings (BSP 7-16-11), which report shall be made under oath by the corporate
secretary. Any Delayed/Unsubmitted report, a Category A-2 report, shall subject the bank to the corresponding
penalties in accordance with Sec. 171 (Non-compliance with the Bangko Sentral reporting standards).

Sanctions. The corporate secretary found to have willfully falsely certified/submitted misleading statements
and/or violated any of the provisions under Item “c” hereof shall be subject to the applicable administrative
sanctions under Section 37 of R.A. No. 7653. The imposition of the said administrative actions is without prejudice
to the filing of appropriate criminal charges as provided under Section 35 of R.A. No. 7653 for the willful making
of false or misleading statement.

d. Requirement for newly established banks. Entities which may hereinafter apply for a license to engage in banking
business shall, before being allowed to operate, submit —

(1) Analphabetical list of stockholders with the number and percentage of voting shares of stock owned by them;

(2) A separate list containing the names of stockholders who own voting shares of stock in the bank and who are
related to each other within the fourth degree of consanguinity or affinity, whether legitimate, illegitimate or
common-law (in the case of individuals) as well as corporations which are wholly-owned or a majority of the
stock of which is owned by any of such stockholders, including their subsidiaries; and

(3) An affidavit under oath (sample format shown in Appendix 4) from each of the stockholders attesting, among
other things, that he/she/it is the bonafide owner of the voting shares of stock of the bank in his/her/its own
right, and not as an agent, assignee, proxy, nominee or a dummy of any other person, natural or juridical.

Other foreign equity investment in domestic banks. Except as otherwise covered under Sec. 103 and this Section on
Limits of stockholdings in a single bank, the following guidelines shall be observed on equity investments of foreigners in
domestic banks:

a. The prior authority of the Monetary Board shall be obtained by foreign banks, including their subsidiaries and their
holding companies having majority holdings in such foreign banks, whenever acquiring more than forty percent
(40%) of the voting stock of a domestic bank, including foreign-owned shares outstanding and foreign-held as of
27 April 1973 and which continued to be held by the foreign stockholder up to the date of the acquisition by the
foreign banks.

b.  The prior authority of the Monetary Board is not required if the foreign investor is (1) an individual, (2) a non-
financial entity, or (3) a non-bank financial entity which is not owned or controlled by a bank, its subsidiary or
holding company, and the investor is acquiring foreign-owned shares in existing domestic banks: Provided, That
said shares were outstanding and foreign held as of 27 April 1973 and which continued to be foreign-held up to
the date of acquisition by the foreign investor.

c.  The maximum stockholdings foreigners may own in domestic banks shall continue to be governed by existing
provisions of law.

d.  Only foreign-owned shares directly funded by inward remittance of foreign exchange sold to the local banking system
are qualified for registration with the Bangko Sentral through its appropriate department for capital repatriation and
remittance of profits/dividends privileges, in accordance with existing Bangko Sentral rules and regulations.
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Convertibility of preferred stock to common stock. Out of the convertible preferred shares of stock which KBs/TBs may
henceforth be authorized to issue, at least fifty percent (50%) of each such issue, shall be convertible into common stock at
the option of the holders thereof after five (5) years from date of issue: Provided, however, That:

a. The bank concerned may allow the conversion of such preferred stock into common stock even before the lapse
of five (5) years from date of issue;

b. At the time of the sale of the preferred stock, both classes thereof (one with convertibility feature and the other
without convertibility feature) shall be offered to the purchasers, with the purchasers having the option to acquire
either or both classes of preferred stock; and

c.  Preferred shares of stock with a cumulative feature issued by banks shall automatically be convertible into common
shares of stock at the option of the holders thereof whenever the right as may be acquired by the holders by virtue
of such cumulative feature are not satisfied by the bank within a period of three (3) years from date of issue.

d. Conversion of preferred shares of stock into voting/common shares of stock, regardless of convertibility features
and notwithstanding any provision of existing Bangko Sentral regulations to the contrary, shall be:

(1) effected only to the extent of the prescribed ceilings under existing laws; and

(2) subject to prior Monetary Board approval whenever said conversion will result to significant ownership of the
voting/common shares of stock of a bank by any person, whether natural or juridical, or by one group of
persons, as provided under this Section on Transactions involving voting shares of stocks, Iltem “b”.

The foregoing provision must be specifically stated in the certificates of preferred shares of stock.
Issuance of redeemable shares: conditions; certification and report; sanctions.
a. Conditions. Banks may issue redeemable shares subject to the following conditions:

(1) The applicant bank prior to the approval of the amendment of articles of incorporation to issue redeemable
preferred shares, has complied with the requirements under Items “B1” to “B6”, Appendix 5.

The articles of incorporation of an applicant bank shall incorporate the conditions in Items “a (3)(a)”,
“a(3)(b)”, “a(3)(c)” and “a(3)(d)” of this Section.

(2) The applicant bank prior to the issuance of redeemable shares shall comply with, in addition to the conditions
in Item “(1)” above, the requirements under Iltems “B7”, “B8”, and “B12” to “B16”, Appendix 5.

(3) The applicant bank after the issuance of redeemable shares shall comply with the following:

(a) Redemption of shares shall be allowed at the specific dates or periods fixed for redemption only upon
prior approval of the Bangko Sentral and, where the conditions of the issuance specifically state, only if
the shares redeemed are replaced with at least an equivalent amount of newly paid-in shares so that
the total paid-in capital stock is maintained at the same level immediately prior to redemption: Provided,
That the redemption shall not be earlier than five (5) years after the date of issuance: Provided, further,
That such redemption may not be made where the bank is insolvent or if such redemption will cause
insolvency, impairment of capital or inability of the bank to meet its debts as they mature;

(b) A sinking fund for the redemption of preferred shares is to be created upon their issuance. This is to be
effected by the transfer of free surplus to a restricted surplus account. The fund shall not be available
for dividends. The guidelines for the establishment and administration/management of sinking fund for
the redemption of redeemable private preferred shares are shown in Appendix 48.

(c) The issuing bank shall not treat in any way redeemable preferred shares as time deposit, deposit
substitute or other form of borrowings;

(d) No dividend shall be declared or paid on redeemable shares in the absence of sufficient undivided
profits, free surplus;

(e) The issuing bank shall execute within ten (10) days after the first issuance a Deed of Undertaking (see
Appendix 38), to be signed by its directors and principal officers, binding them to comply with the
requisites and conditions set forth in Items “(a)” to “(d)” above;

(f) The conditions in Items “(3)(a)”, “(3)(b)”, “(3)(c)” and “(3)(d)” above shall be incorporated in the
certificates of stock; and
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(g) Shares issued with the replacement requirement upon redemption shall be eligible as Upper Tier 2
capital for purposes of computing qualifying capital as provided in applicable and existing capital
adequacy framework. Shares issued without such condition shall be eligible as Lower Tier 2 capital.

b. Certification and report. The bank shall submit within fifteen (15) days after every issuance of at least twenty
percent (20%) of the redeemable shares whether issued in series or at one (1) time, a certification signed by its
President/Chairman under oath, stating that the requirements under Items “a (1)” and “a(2)” above, including all
other conditions that the Bangko Sentral may impose, have been complied with. The applicant bank shall, not later
than ten (10) days from the end of reference year, submit a yearly report of issuances of preferred shares to the
appropriate supervising department of the Bangko Sentral indicating therein the name/s of the subscriber/s, the
date the shares were issued and the number/amount of shares issued.

c.  Sanctions. Any violation of the foregoing provisions shall be subject to the following sanctions:
(1) Onthe bank:
(a) For failure to comply with Items “a(3)(a)” to “a(3)(d)” above:

(i)  Suspension of branching privilege;

(ii)  Prohibition against granting of new unsecured loans to DOSRI;

(iii) Prohibition against declaration of dividends;

(iv) Denial of access to Bangko Sentral rediscounting facilities;

(v) Revocation of authority to accept government deposits and to handle government funds as a result
of agency agreements with the BIR, SSS, etc.

(b) For failure to infuse capital in an amount at least equivalent to amount of redeemed shares as required
in Item “a(3)(a)”:

(i) Sanctions in Item “(a)” above;
(i) No new loans and investments, except in government securities;
(iii) P1,000 fine per day until the required infusion is made.

(c) If the certification submitted by the bank required in these guidelines is found to be false, suspension of
authority to issue preferred shares for one (1) year.

(d) For failure to submit report of issuance of redeemable preferred shares, a fine of P1,200 for UBs/KBs;
P600 for TBs; and P180 for RBs/Coop Banks per day of default until the report is submitted.

(2) On the directors and officers:

(a) For violation of any of the terms of the Deed of Undertaking, the following shall be imposed against the
officers and directors of the bank who signed the deed:

(i)  First offense - A fine of P500 per day for each violation from the time the violation was committed
or up to the time the violation is corrected;

(ii) Second and subsequent offenses - A fine of P5,000 per day from the time the violation was
committed up to the time the violation is corrected.

(b) If the certification submitted by the bank as required in these guidelines is found to be false, a fine of
P5,000 per day from the time the certification was made up to the time the certification was found to
be false, shall be imposed against the certifying officer.

Stock options/warrants. A bank may grant options/warrants to subscribe at par to its capital stock: Provided, That:

a.  Provisions authorizing such options warrants shall be embodied in its articles of incorporation and in its by-laws; and
b. Such options/warrants may be granted for a maximum period of three (3) years from the date such
options/warrants become effective.

Dealings with stockholders and their related interests. Dealings of a bank with any of its stockholders and their related
interests shall be upon terms not less favorable to the bank than those offered to others. Towards this end, every natural
person acquiring shares cumulatively amounting to at least two percent (2%) of the total subscribed capital of a domestic
bank must disclose all relevant information on all persons related to him within the fourth degree of consanguinity or affinity,
whether legitimate, illegitimate or common law as well as corporations, partnership or associations where he has controlling
interests. A corporation acquiring shares amounting to at least two percent (2%) of the total subscribed capital of a domestic
bank must disclose its controlling stockholders or group of stockholders as well as the corporations, partnerships or
association where such controlling stockholders or group of stockholders have controlling interest.
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The foregoing information shall also be disclosed in cases of the following transactions: availment of credit facility from
the bank; purchase or sale of asset from/to the bank; leasing property from or to the bank; providing janitorial, messengerial,
security and other services to the bank; and such other transactions as may be required to be disclosed by the Monetary
Board. Where the stockholdings of such individual/organization together with his/its related interests amount to at least
two percent (2%) of the total subscribed capital stock of the bank, the foregoing transactions shall be subject to the
procedural requirements and the reportorial requirements prescribed under Sec. 346.

(Circular Nos. 1105 dated 02 December 2020, 1002 dated 10 May 2018, and 963 dated 27 June 2017)
122-A  SHARES OF STOCK OF UNIVERSAL/COMMERCIAL BANKS
The following guidelines shall also govern shares of stock in UBs and KBs.

Limits on stockholdings in several banks. Stockholders affiliated to each other through a common interest herein
termed a business group or any corporation or association majority or all of the equity of which is owned by a business group
may not control more than one (1) KB nor more than one (1) UB or both.

Any natural person or a family group, who, together, with any corporation majority or all of the equity of which is owned
by such person or family group, owns more than forty percent (40%) of the voting stock of any UB or KB may not acquire more
than forty percent (40%) of the voting stock in any other UB or KB, even if the shares of stock are being acquired from a natural
person in a single transaction and the stockholding is in excess of forty percent (40%) of the bank’s voting stock.

For purposes of determining applicability of the limitations provided in this Section, stockholders shall be deemed as
affiliated to each other through common business interest or a business group in cases where the holdings of such
stockholders altogether constitute a majority or control in one (1) or more enterprises.

122-B  SHARES OF STOCK OF THRIFT BANKS
The following regulations shall also govern shares of stock in TBs.

Preferred shares. Private development banks may also issue ordinary preferred shares of stock to private persons, other
than the preferred stock representing government counterpart capital contribution: Provided, That said preferred stock sold to
private persons shall be governed by the pertinent Bangko Sentral regulations for preferred stock issued to private investors.

Preferred shares of stock of private development banks held by DBP/LBP and sold hereafter to private persons may, at
the option of the purchasers, be retained with the same rights as when such shares of stock were held by DBP/LBP, or
converted at not less than par to common shares or to ordinary preferred shares of the class issued to private shareholders.

122-C SHARES OF STOCK OF RURAL BANKS AND COOPERATIVE BANKS
The following rules shall govern stockholdings in RBs and Coop Banks:

Government-held shares. The articles of incorporation of RBs or the articles of cooperation of Coop Banks shall provide
for: (a) common stock with the power to vote; (b) preferred stock to represent the counterpart capital of the LBP, DBP or
any government-owned or controlled bank or Fl, which shall be non-voting and preferred as to assets upon liquidation; and
(c) preferred stock with such rights, voting powers, preferences and restrictions, as may be approved by the Monetary Board.
Preferred and common stocks shall have a minimum par value of one peso (P1.00) per share: Provided, That starting 2 July
2009, RBs which have a par value per share higher than P1.00 and choose to lower the par value of their shares of stock will
be required to undertake the necessary steps and secure attendant approvals from the board of directors and stockholders
of the banks involved as well as from relevant regulatory agencies to ensure that the reduction in par value shall not result
to a dilution in the percentage holdings of stockholders and that its effect shall not prejudice the rights of creditor. An RB
may not issue no-par value stock.

In the case of an acquisition plan of an RB already approved-in-principle by the Monetary Board where the shares of
stock of the target RB are at a par value per share higher than P1.00, the acquiring bank may request from the Bangko Sentral
the incentive to value the shares of stock of the to-be-acquired RB at the minimum par value of P1.00: Provided, That the
acquiring bank will be responsible for securing the necessary approvals from its board of directors and stockholders as well
as from the Bangko Sentral and the SEC pursuant to Section 14 of R.A. No. 8791 and Section 38 of the Corporation Code of
the Philippines.

The LBP, the DBP, or any government-owned or-controlled bank or financial institution, on representation of the said
private shareholders but subject to the investment guidelines, policies and procedures of the bank or financial institution
and upon approval by the Monetary Board of the Bangko Sentral, shall subscribe to the capital stock of any RB, which shall
be paid in full at the time of subscription, in an amount equal to the fully paid subscribed and unimpaired capital of the
private stockholders or such amount as the Monetary Board may prescribe as may be necessary to promote and expand
rural economic development.
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Limits on stockholdings in several rural banks. Individuals, banks and non-bank corporations may, subject to applicable
ownership ceilings, own voting shares in such number of RBs as may be authorized by the Monetary Board.

Convertibility of preferred stock to common stock. RBs may convert their unissued preferred shares into common stock.

In the case of sale by the DBP, LBP or any government-owned or controlled bank or financial institution of preferred
stock to private persons, such stock may be converted into common stock: Provided, That such shares may be sold at any
time at adjusted book value: Provided, further, That pending amendment of the bank’s articles of incorporation, if necessary
for the purpose of reflecting the conversion, the transfer shall be recorded by the bank in its stock and transfer book and
such shareholders shall thereafter enjoy all the rights and privileges appurtenant to the converted stock. The certificates for
the government preferred stocks so transferred shall be surrendered and cancelled and the corresponding common stock
certificates shall be issued.

The corporate secretary of the bank shall submit to the appropriate supervising department of the Bangko Sentral and
the SEC a report of every transfer of preferred stock from the LBP, DBP or any government-owned or controlled bank or
financial institution to private shareholders within five (5) banking days from the date of such transfer.

When all the preferred shares of stocks held by the LBP, DBP or any government-owned or controlled bank or financial
institution have been sold to private shareholders, the bank’s articles of incorporation shall be amended to reflect the
conversion, if any, of the preferred shares of stock into common stock.

For this purpose, a certificate that all preferred shares have been sold and transferred to private shareholders shall be
issued, duly signed by the president, the corporate secretary, and a majority of the board of directors. The bank shall submit
copies of such certificate and the amended articles of incorporation to the Bangko Sentral for the issuance of a certificate of
authority for the purpose of registering the amended articles with the SEC.

Guidelines for selection. In determining the fitness and propriety of the non-Filipino citizen, excluding foreign banks that
will be allowed to invest in the voting stock of an RB, criteria, such as, but not limited to the following, shall be considered:

strategic objectives in investing in an RB;

demonstrated capacity;

good reputation and integrity; and

business model that is credible, innovative and consistent with the policy objectives of R.A. No. 10574.

oo oo

A foreign bank seeking to own, acquire or purchase up to 100% of the voting stock in an RB shall meet the qualification
requirements and selection criteria under Sec. 103 (Qualification requirements and Guidelines for selection).

123 DEPOSITS FOR STOCK SUBSCRIPTION

Deposits for stock subscription refer to payments made by existing stockholders or new subscribers of the bank/QB on
subscription to the increase in the authorized capital, which may be recognized either as a liability or equity.

Deposits for stock subscription shall be recognized as part of equity for prudential reporting purposes when all of the
following conditions are met:

a. The deposit for stock subscription meets the definition of an equity instrument under Philippine Accounting
Standards (PAS) 32 Financial Instruments: Presentation such that the deposit for stock subscription shall not be
interest-bearing nor withdrawable by the subscriber;

b. The bank’s existing authorized capital is already fully subscribed;
¢. The bank’s stockholders and board of directors have approved the proposed increase in authorized capital;

d. The bank/QB has filed an application for the amendment of its articles of incorporation for the increase in
authorized capital with the appropriate supervising department of the Bangko Sentral, duly supported by complete
documents as prescribed by the Bangko Sentral: Provided, That the approval of the Securities and Exchange
Commission (SEC) on the same application shall be obtained within the period prescribed under the SEC Financial
Reporting Bulletin on Deposit for Future Subscription.

In case the applications for the amendment of articles of incorporation for the increase in authorized capital
have been returned due to insufficiency of supporting documents, the deposit for stock subscription shall not
qualify for recognition as an equity instrument; and

e. The bank must have obtained approval of the Monetary Board on transactions involving significant ownership of
voting shares of stock by any person, natural or juridical, or by one group of persons as provided in Sec. 122
(Transactions involving voting shares of stocks, Item “b”), if applicable.

—
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Deposits for stock subscription, which do not meet the abovementioned conditions shall be classified as a liability.

Deposits for stock subscription, which meet the conditions to be recognized as equity shall form part of a
bank’s qualifying capital for purposes of computing the risk-based capital adequacy ratio under Sec. 125 for
UBs/KBs as well as their subsidiary banks and QBs, and Sec. 127 for standalone TBs, RBs and Coop Banks.

(Circular No. 1027 dated 28 December 2018)

124

DIVIDENDS?

The following rules and regulations shall govern the declaration of dividends on shares of stock, regardless of feature,

as well as interest payments on unsecured subordinated debt which meet the qualification requirements of Additional Tier
1 or other capital instruments? as defined under existing risk-based capital adequacy framework.

Pursuant to Section 57 of R.A. No. 8791, no bank shall declare dividends greater than its accumulated net profits then

on hand, deducting therefrom its losses and bad debts. Neither shall the bank declare dividends if, at the time of declaration,
it has not complied with the provisions under this Section on Requirements on the declaration of dividends.

Definitions. For purposes of this Section, the following definitions shall apply:

Bad debts - shall include any debt on which interest is past due for a period of six (6) months, unless it is well
secured and in process of collection.

A loan payable in installments with an automatic acceleration clause shall be considered a bad debt within
the contemplation of this Section where installments or amortizations have become past due for a period of six
(6) months, unless the loan is well secured and in process of collection. For a loan payable in installment without
an acceleration clause, only the installments or amortizations that have become past due for a period of six (6)
months and which are not well secured and in the process of collection shall be considered bad debts within the
contemplation of this Section.

Well secured - A debt shall be considered well secured (or fully secured), if it is covered by collateral in the form of
a duly constituted mortgage, pledge, or lien on real or personal properties, including securities, having a loan value
sufficient to discharge the debt in full, including accrued interest and other pertinent fees and expenses.

In process of collection - A debt due to a bank shall be considered in process of collection when it is the subject of
continuing extrajudicial or judicial proceedings aimed towards its full settlement or liquidation or otherwise to
place it in current status.

The extrajudicial proceedings, such as the writing of collection or demand letters, must have been initiated
by the bank and/or its lawyers before the interest or installments or amortizations on the debt have become past
due and unpaid for a period of six (6) months.

The debt shall continue to be considered in process of collection for a period of six (6) months counted from
date of the first collection or demand letter and if, within this period, the debtor fails to make a payment of at least
twenty percent (20%) of the outstanding balance of the principal on his account, plus all interest which may have
accrued thereon, the same shall automatically be classified as bad debts unless judicial proceedings are instituted.

The debt shall continue to be considered in process of collection during the pendency of the judicial
proceedings. When judgment against the debtor has been obtained, the bank must be active in enforcing the
judgment for the debt to continue to be considered in process of collection.

Requirements on the declaration of dividends. At the time of declaration, banks shall have complied with the following:

Clearing account with the Bangko Sentral is not overdrawn;
Liquidity floor requirement for government funds;

Minimum capitalization requirement and risk-based capital ratios as provided under applicable and existing capital
adequacy framework;

The combined requirement for capital conservation buffer and countercyclical capital buffer as defined in
Appendix 59, Part |ll, for universal and commercial banks (UBs/KBs) and their subsidiary banks and QBs;

1

The capital conservation buffer requirement for stand-alone TBs, RBs and Coop Banks shall take effect on 01 January 2023.

2 This shall include existing issuances of Hybrid Tier 1 capital until maturity/pre-termination/redemption.
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e. Higher loss absorbency requirement, phased-in starting 1 January 2017 with full implementation by 1 January
2019, in accordance with Domestic Systemically Important Banks (D-SIBs) Framework as provided under Sec. 128,
for UB/KBs and their subsidiary banks and QBs that are identified as D-SIBs; and

f.  Has not committed any unsafe or unsound banking as defined under existing regulations and/or major acts or
omissions! as may be determined by the Bangko Sentral to be ground for suspension of dividend distribution,
unless this has been addressed by the bank as confirmed by the Monetary Board or the Deputy Governor of the
appropriate sector, as may be applicable, upon recommendation of the appropriate supervising department of
the Bangko Sentral.

Banks shall ensure compliance with the minimum capital requirements and risk- based capital ratios even
after the dividend distribution.

Net amount available for dividends. The net amount available for dividends shall be the amount of unrestricted or free
retained earnings and undivided profits reported in the Financial Reporting Package (FRP) as of the calendar/fiscal year-end
immediately preceding the date of dividend declaration.

The derivation of the amount of dividends from the unrestricted/free retained earnings shall be based on a sound
accounting system and loss provisioning processes under existing regulations which takes into account relevant capital
adjustments including losses, bad debts and unearned profits or income?.

Reporting and verification. Declaration of dividends shall be reported by the bank concerned to the appropriate
supervising department of the Bangko Sentral within ten (10) business days after date of declaration in the following manner:

a. Submission of a duly notarized certification (Appendix 120) signed by the President, or an officer of equivalent
rank, and the Chief Compliance Officer stating that the bank has complied with the requirements on the
declaration of dividends provided under this Section on Requirements on the declaration of dividends, and, in the
case of rural banks and cooperative banks, Sec. 124-C (Limitations/amount available for dividends declared by rural
banks and cooperative banks), as well as other existing applicable laws; and

b. Submission of the Report on Dividends Declared listed under Appendix 7, which shall be considered a
Category A-1 report.

However, banks with major supervisory concerns such as those initiated under PCA or with specific MB
directive to suspend/refrain/restrict dividend declaration, shall be subject to prior Bangko Sentral verification by
the appropriate supervising department of the Bangko Sentral. Pending verification of abovementioned reports,
no announcement or communication on the declaration of dividends nor shall any payment be made thereon until
receipt of Bangko Sentral advice thereof.

Recording of dividends. The liability for dividends declared shall be taken up in the bank’s books upon its declaration.

However, for dividend declarations that are subject to prior Bangko Sentral verification, the liability for dividends
declared shall be taken up in the bank’s books upon receipt of Bangko Sentral advice thereof. A memorandum entry may be
made to record the dividend declaration on the date of approval by the board of directors.

For full disclosure purposes, the dividends declared shall be disclosed in the financial statements either as a footnote
in the statement of changes in equity or in the notes to the financial statements. For dividends declared that is still subject
to prior Bangko Sentral verification, disclosure by means of a footnote should include a statement to the effect that the
dividend declaration is subject to review by the Bangko Sentral.

Issuance of fractional shares. Whenever the declaration of stock dividend results in the issuance of fractional shares,
banks may observe the following guidelines:

a. The amount corresponding to the fraction should be given in the form of cash dividend; and

b.  The certificate of stock issued should be in whole numbers, and the fractional shares shall be issued in the form of
scrip certificates. In no case shall the certificate of stock be issued including such fractional share. The scrip
certificate is temporary in nature and should be redeemed in cash when the bank is in a position to do so, or
stockholders holding such scrip certificates may negotiate with other stockholders for the purchase or sale of such
shares to convert them into full shares, subject to the limitations on stockholdings as provided by law.

1 Major acts or omissions is defined as bank individual failure to comply with the requirements of banking laws, rules and regulations as well as Monetary
Board directives having material impact on bank capital, solvency, liquidity or profitability, and/or those violations classified as major offenses under the
Report of Examination, except those classified under unsafe or unsound banking.

2 Unearned profits or income refers to unrealized items which are considered not available for dividend declaration such as accumulated share/equity in net
income of its subsidiaries, associates or joint venture accounted for under the equity method, recognized deferred tax asset, foreign exchange profit arising
from revaluation of foreign exchange denominated accounts and others.
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Supervisory enforcement actions. Consistent with Sec. 002, the Bangko Sentral may deploy enforcement actions to
promote adherence with the rules and regulations governing dividend declaration and bring about timely corrective actions.
The Bangko Sentral may issue directives to suspend/refrain/restrict from performing a particular activity or impose sanctions
to limit the level of or suspend any business activity that has adverse effects on the safety or soundness of the bank, among
others. Sanctions may likewise be imposed on a bank and/or its directors, officers and/or employees.

The imposition of sanctions shall be without prejudice to the imposition of administrative sanctions under Section 37
of R.A. No. 7653 including declaring as unsafe or unsound (as defined under Section 56 of R.A. No. 8791) the inappropriate
dividend declarations, and/or to the filing of appropriate criminal charges against culpable persons as provided under Section
35 of R.A. No. 7653 for the willful making of a false/misleading statement.

Further, banks subsequently found to have violated the provisions on dividend declaration or have falsely
certified/submitted misleading statements shall be reverted to the prior Bangko Sentral verification wherein the bank can
only make an announcement or communication on the declaration of dividends or payment of dividends thereon® upon
receipt of Bangko Sentral advice thereof.

(Circular Nos. 1084 dated 28 April 2020, 1079 dated 09 March 2020, 1051 dated 27 September 2019, and 1024 dated 06 December 2018)
124-C LIMITATIONS/AMOUNT AVAILABLE FOR DIVIDENDS DECLARED BY RURAL BANKS AND COOPERATIVE BANKS
The following rules shall also govern the declaration of dividends by RBs and Coop Banks.

a. Reserve for retirement of government preferred stock. In addition to the requirements prescribed in Sec. 124
(Requirements on the declaration of dividends), an RB/Coop Bank may declare cash dividends only if the amount
of its reserve for retirement of government preferred stock is at least equal to the amount which should have been
accumulated had the bank transferred annually to the reserve account from its undivided profits an amount equal
to at least an average of one-tenth (1/10) of the total amount of preferred stock; and

b. Applicability of other laws, rules and regulations for Coop Banks. Coop Banks shall, likewise, comply with the
provisions governing the distribution of net surplus as provided under Article 86 of R.A. 9520, the Coop Bank'’s By-
laws as other laws, rules and regulations.

c. Dividends on government shares for RBs

(1) Held prior to 09 June 1992. Whenever dividends of not less than fourteen percent (14%) are declared on
common stock, government preferred stock shall be entitled to a cash dividend not to exceed two percent
(2%) of total outstanding preferred stock. Should the dividends declared on common stock be less than
fourteen percent (14%), the dividend on preferred stock shall be proportionately reduced.

(2) Held on or after 09 June 1992. Shares held by the LBP, DBP, or by any government-owned or-controlled bank
or Fl shall share in dividend distributions from the date of issuance in the amount of four percent (4%) on the
first and second years; six percent (6%) on the third and fourth years; eight percent (8%) on the fifth and sixth
years; ten percent (10%) on the seventh and eighth years; and twelve percent (12%) on the ninth to the
fifteenth years, which shall be cumulative: Provided, That the RB and the government-owned or controlled
bank are not precluded from entering into an agreement providing for rates of dividends other than those
prescribed by law.

(3) Held on orafter 13 September 2013. Shares held by the LBP, DBP, or by any government-owned or -controlled
bank or FlI shall share in dividend distributions from the date of issuance in an amount based on the lending
benchmark approved by the Bangko Sentral plus the prevailing non-prime spread of the government Fl:
Provided, That the RB and the government-owned or -controlled bank are not precluded from entering into
an agreement providing for rates of dividends other than those prescribed by law.

125 BASEL Il RISK-BASED CAPITAL

The guidelines implementing the revised risk-based capital adequacy framework for the Philippine banking system to
conform to Basel Il recommendations is provided in Appendix 59.

These guidelines apply to all UBs and KBs as well as their subsidiary banks and QBs. The risk-based capital ratio of a
bank, expressed as a percentage of qualifying capital to risk-weighted assets, shall not be less than ten percent (10%) for
both solo basis (head office plus branches) and consolidated basis (parent bank plus subsidiary financial allied undertakings,
but excluding insurance companies). Other minimum capital ratios include Common Equity Tier (CET) 1 ratio and Tier 1
capital ratios of six percent (6.0%) and seven and a half percent (7.5%), respectively. With respect to the CET1 requirement,
in addition to the minimum, the following capital buffers shall likewise be imposed:

1 Subject banks whose shares are listed with any domestic stock exchange may declare dividends and give immediate notice of such declaration to the SEC
and the stock exchanges, in compliance with pertinent rules of the SEC: Provided, That no record date is fixed for such dividend pending verification of the
report on such declaration by the appropriate supervising department of the Bangko Sentral.
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a. Acapital conservation buffer (CCB) of two and a half percent (2.5%); and

b.  Countercyclical capital buffer (CCyB) of zero percent (0%) subject to upward adjustment to a rate determined
by the Monetary Board when systematic conditions warrant but not to exceed two and a half percent (2.5%).
Any increase in the CCyB rate shall be effective twelve (12) months after its announcement. Decreases shall be
effective immediately.

The prescribed ratios shall be maintained at all times.

(The Bangko Sentral’s implementation plans for the New International Capital Standards or Basel 2 contained in the
Basel Committee on Banking Supervision (BCBS) document “International Convergence of Capital Measurement and Capital
Standards: A Revised Framework”, are shown in Appendix 63)

Market risk capital requirement. UBs/KBs shall also measure and apply capital charges for market risk, in addition to
the credit risk capital requirement in this Section, in accordance with the Guidelines to Incorporate Market Risk in the Risk-
Basel Capital Adequacy Framework in Appendix 42.

The capital treatment of market risk exposures arising from the holdings of Dollar-Linked Peso Notes (DLPNs) is
indicated in Appendix 43.

The instructions for accomplishing the report on computation of the Adjusted Risk- Based Capital Adequacy Ratio
covering combined credit risk and market risk are shown in Appendices 44 (for UBs and KBs with expanded derivatives
authority), 45 (for UBs and KBs with expanded derivatives authority but without options transactions) and 46 (for UBs and
KBs without expanded derivatives authority).

Capital treatment of exposures/investments in certain products. The guidelines on the capital treatment of bank’s
exposures/investments in the following products are in Part VI:

a. Structured products in Sec. 625-A (Capital treatment of banks’ exposures to structured products).
b. Investment in securities overlying securitization structures in Sec. 627-A (Capital treatment of investments in
securities overlying securitization structures).

Required reports. Banks shall submit a report of their risk-based capital adequacy ratio on a solo basis (head office plus
branches) and on a consolidated basis (parent bank plus subsidiary financial allied undertakings, but excluding insurance
companies) quarterly to the appropriate supervising department of the Bangko Sentral in the prescribed forms within the
deadlines, i.e., fifteen (15) banking days and thirty (30) banking days after the end of reference quarter, respectively. Only
banks with subsidiary financial allied undertakings (excluding insurance companies) which under existing regulations are
required to prepare consolidated statements of condition on a line-by-line basis shall be required to submit report on a
consolidated basis. The abovementioned reports shall be classified as Category A-1 reports.

All UBs and KBs as well as their subsidiary banks shall be subject to all other reporting requirements (i.e., Basel Ill Capital
Adequacy Summary Report) under the Basel Il risk-based capital as may be prescribed by the Bangko Sentral.

Erroneous/Delayed/Erroneous and Delayed/Unsubmitted reports relative to the Basel Ill requirements shall be subject
to penalties provided under Sec. 171 (Non-compliance with the Bangko Sentral standards).

Sanctions

a. For non-reporting of CAR breaches. It is the responsibility of the bank CEO to cause the immediate reporting of
CAR breaches both to its Board and to the Bangko Sentral. It is likewise the CEQ’s responsibility to ensure the
accuracy of CAR calculations and the integrity of the associated monitoring and reporting system. Any willful
violation of the above will be considered as a serious offense for purposes of determining the appropriate
monetary penalty that will be imposed on the CEO. In addition, the CEO shall be subject to the following non-
monetary sanctions:

(1) First offense — warning;

(2) Second offense — reprimand;

(3) Third offense — one (1) month suspension without pay; and
(4) Further offense — disqualification.

b.  For non-compliance with required disclosures. Willful non-disclosure or erroneous disclosure of any item required
to be disclosed under this framework in the Published Statement of Condition shall be considered as a serious
offense for purposes of determining the appropriate penalty that will be imposed on the bank. In addition, the
CEO and the board shall be subject to the following non-monetary sanctions:

(1) First offense — warning on CEO and the Board;

(2) Second offense —reprimand on CEO and the Board;
—
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(3) Third offense — one (1) month suspension of CEO without pay; and
(4) Further offense — possible disqualification of the CEO and/or the Board.

(Circular Nos. 1119 dated 07 June 2021, 1024 dated 06 December 2018, 988 dated 20 December 2017, and 956 dated 17 April 2017)
126 CAPITAL INSTRUMENTS ELIGIBLE AS RISK-BASED CAPITAL

Unsecured subordinated debt. The following are the guidelines for the issuance of unsecured subordinated debt (UnSD)
eligible as Hybrid Tier 1 (HT1) and Tier 2 capital:

Minimum features of unsecured subordinated debt.

a.  Form. A UnSD that will be publicly distributed may either be scripless in form or evidenced by certificates such as:
promissory note, debenture or other appropriate certificate of indebtedness. A UnSD in scripless form shall comply
with the provisions of R.A. No. 8792, otherwise known as the “Electronic Commerce Act”, particularly on the
existence of an assurance on the integrity, reliability and authenticity of the UnSD in electronic form. An
independent third party UnSD Registry shall maintain unissued UnSD certificates and the UnSD Registry Book,
which must be electronic if the UnSD is scripless in form. A UnSD that will be issued privately or on a negotiated
basis shall be evidenced by certificates.

All UnSD shall be registered in the name of individuals or entities and pre-numbered serially.

b.  Denomination. The UnSD must be issued in minimum denominations of P500,000 or its equivalent if denominated
in a foreign currency.

c.  Mandatory provisions. If the UnSD is not scripless in form, the following provisions must appear in bolder prints
on the face of every note, debenture or other certificate evidencing the same:

(1) This obligation is not a deposit and is not insured by the PDIC;

(2) This obligation is neither secured nor covered by the guarantee of (name of bank) or its subsidiaries and
affiliates, or other arrangement that legally or economically enhances the priority of the claim of any holder
of the UnSD as against depositors and other creditors (for LT2); depositors, other creditors and holders of LT2
capital instruments (for UT2); and depositors, other creditors and holders of LT2 and UT2 capital instruments
(for HT1);

(3) This obligation does not have a priority claim, in respect of principal and coupon payments in the event of
winding up of the (name of bank), which is higher than or equal with that of depositors and other creditors
(for LT2); depositors, other creditors and holders of LT2 capital instruments (for UT2); and depositors, other
creditors, holders of LT2 and UT2 capital instruments (for HT1); and

(4) The obligation is ineligible as collateral for a loan granted by (name of Bank), its subsidiaries and affiliates.

If the UnSD is scripless in form, the foregoing provisions/information shall be furnished every buyer/investor
in a separate written instrument receipt of which must be duly acknowledged by him.

d. Term.The UnSD qualifying under HT1 capital shall be perpetual. The minimum maturity of a UnSD qualifying under
UT2 and LT2 capital shall be ten (10) years and five (5) years, respectively.

Prior Bangko Sentral approval. No UnSD shall be issued without the prior approval of the Bangko Sentral.

Pre-qualification requirements of issuing bank. A bank applying for authority to issue an UnSD shall comply with the
following requirements:

a. It has complied with the minimum amount of capital required under Sec. 121 or its paid-in capital is at least equal
to the amount required therein.

b. It has established a risk management system appropriate to its operations characterized by clear delineation of
responsibility for risk management, adequate risk measurement systems, appropriately structured risk limits,
effective internal controls and complete, timely and efficient risk reporting system.

c. ltisalocally incorporated bank.

Public issuance of unsecured subordinated debt. Public issuance of UnSD is an issuance offered to the general
public, which may or may not be qualified investors/buyers as hereinafter defined. The Issuing Bank must be rated by an
independent credit rating agency recognized by the Bangko Sentral and a Public Trustee shall be appointed for investor
protection.

—
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a. Application for authority
(1) The application shall be signed by the president or officer of equivalent rank of the applicant bank;

(2) The application for authority on each UnSD issue/issue program shall be filed with the appropriate supervising
department of the Bangko Sentral: Provided, That the period of an issue program of two (2) or more tranches
shall not exceed one (1) year from date of approval; and

(3) The application shall be accompanied by:

(a) A certified true copy of the resolution of the Issuing Bank’s board of directors authorizing the issuance
of the UnSD indicating, among others, the issue size, terms and conditions, offering period, purpose or
intended use of proceeds thereof, the names of the Underwriter/Arranger, UnSD Registry, Selling
Agent(s) and Market Maker(s), and Public Trustee;

(b) A certification by the corporate secretary that the issuance of the UnSD has been approved by the
stockholders owning or representing at least two-thirds (2/3) of the outstanding capital stock of the
Issuing Bank if the UnSD has convertibility feature;

(c) A written confirmation from the president or officer of equivalent rank of the Issuing Bank stating that
all the conditions/eligibility criteria for UnSD to qualify for capital instruments under applicable and
existing capital adequacy framework are complied with and that such conditions/eligibility criteria shall
be contained in the UnSD Certificates if the UnSD is not in scripless form, in the Information Disclosure
and Purchase Advice.

(d) A written undertaking from the president or officer of equivalent rank of the Issuing Bank not to support,
directly or indirectly, by extending loans, issuing payment guarantees or otherwise, the buyer/holder of
the UnSD of the Issuing Bank;

(e) A written confirmation from the president or officer of equivalent rank of the Issuing Bank stating that
the designated Underwriter/Arranger, UnSD Registry, Selling Agent(s) and Market Maker(s) were
provided with a complete list of subsidiaries and affiliates of the Issuing Bank including their subsidiaries
and affiliates;

(f) A written undertaking from the president or officer of equivalent rank of the Issuing Bank to update the
above-mentioned list within three (3) banking days from the date of change in composition thereof;

(g) Specimen of the UnSD;

(h) A written external legal opinion that all the conditions/eligibility criteria for UnSD to qualify for capital
instruments under applicable and existing capital adequacy framework and loss absorption (for HT1 and
UT2) features, have been met; and

(i) A certification signed by the president (or officer of equivalent rank) and chief compliance officer of the
issuing bank stating the compliance of all parties to the UnSD transaction with the respective
prequalification requirements prescribed under Iltem “c” of this Section on Public issuance of unsecured
subordinated debt.

b. Additional requirements for the issuance of UnSD

After a bank’s application to issue a UnSD has been approved, the applicant shall submit the following
additional requirements to the appropriate supervising department of the Bangko Sentral:

(1) At least fifteen (15) banking days before the date of offering:

(a) A written confirmation from the president or officer of equivalent rank of the Issuing Bank stating that
the bank has been rated by an independent credit rating agency duly recognized by the Bangko Sentral;

(b) Information disclosure of the UnSD issuance prepared by the Underwriter Arranger;

(c) Promotional materials;

(d) Specimen of the proposed Purchase Advice and Registry Confirmation; and

(e) Copy of the agreements between the Issuing Bank and the Underwriter/Arranger/UnSD Registry/Selling
Agent(s)/Market Maker(s), and Public Trustee.

The Bangko Sentral reserves the right to suspend the date of offering, within the fifteen (15) banking

day period from submission of the above-mentioned requirements.

|
Manual of Regulations for Banks — Part One Page 57



(2) Within ten (10) banking days after issuance of the initial and subsequent tranches:
(a) A written notice of the actual date of issuance/offering of each initial and subsequent tranches.
c.  Requirements for other parties involved

The issuing bank shall be held accountable for ensuring the continuous compliance by its chosen participant-
Fls with the qualification requirements prescribed by the Bangko Sentral.

As such, the issuing bank shall make a careful and diligent evaluation of the parties whom it shall engage to
act as underwriter/arranger, UnSD registry, selling agent, market maker and public trustee of its UnSDs.

The following qualification requirements shall be strictly complied with prior to and on a continuing basis by
the issuing bank and FIs engaged to act as underwriter/arranger, UnSD registry, selling agent, market maker and
public trustee while the UnSDs of the issuing bank remains outstanding:

(1) Underwriter/Arranger

(a) Itis either a UB or an IH: Provided, That if an offering is on a best effort basis, the Arranger may also be
a KB: Provided, further, That if an offering is denominated in foreign currency, the Underwriter/Arranger
may also be any reputable international investment bank.

(b) It must be an independent third party that has no subsidiary/affiliate or any other relationship with the
Issuing Bank that would undermine the objective conduct of due diligence.

(c) If Underwriter, it must have adequate risk management and must be well capitalized, which for a local
Underwriter, shall be evidenced by compliance with the risk-based CAR prescribed under applicable and
existing capital adequacy framework for the past sixty (60) days immediately preceding the date of
application where applicable.

(2) UnSD Registry

(a) It may be a UB, a KB, or such other specialized entity that may be qualified by the Monetary Board.

(b) It must be a third party that has no subsidiary/affiliate or any other relationship with the Issuing Bank
that would undermine its independence.

(c) It must not be an Underwriter or a Market Maker of the UnSD.

(d) It must have adequate facilities and the organization to do the following:

(i) Maintain certificates of unissued UnSD and the Registry Book which must be electronic if the UnSD
is in scripless form;

(i) Deliver transactions within the agreed trading period; and

(iii) Issue Registry Confirmations and UnSD Certificates if they are not in scripless form to
buyers/holders of UnSD.

(e) It must have a CAMELS composite rating of at least “3” in the last regular examination, where applicable.
(3) Selling Agent
(a) It must be an Fl with dealership or brokering license.
(b) It must be a third party that has no subsidiary/affiliate or any other relationship with the Issuing Bank
that would undermine its independence.
(4) Market Maker

(a) It must be an Fl with a dealership or brokering license.

(b) It must be a third party that has no subsidiary/affiliate or any other relationship with the Issuing Bank
that would undermine its independence.

(c) It must have adequate risk management and must be well capitalized as evidenced by compliance with
the risk based CAR prescribed under applicable and existing capital adequacy framework for the past
sixty (60) days immediately preceding the date of application where applicable.

There is no need for a Market Maker if the UnSD is to be held on to maturity: Provided, That this condition
is properly disclosed in the Purchase Advice, Registry Confirmation and Prospectus/Information Disclosure.

—
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(5) Public Trustee
(a) It must be an Fl authorized by the Bangko Sentral to engage in trust and other fiduciary business.

(b) 1t must be a third party that has no subsidiary/affiliate or any other relationship with the Issuing Bank
that would undermine its independence.

(c) It must have adequate risk management system and must be well capitalized as evidenced by compliance
with the risk-based CAR prescribed under applicable and existing capital adequacy framework for the
past sixty (60) days immediately preceding the date of application where applicable. The sixty (60)-day
compliance period with the risk-based CAR shall be waived in evaluating a bank’s eligibility to act as
Public Trustee for another bank’s UnSD’s Tier 2 offering, if the former bank has instituted remedial
measure to its CAR deficiency by issuing Tier 2 capital.

(d) 1t may also be the UnSD Registry.

(e) A Public Trustee is mandatory if UnSD shall be offered to the general public and optional if offering will
be limited to qualified investors/buyers.

d.  Functions/Responsibilities of other parties involved
The respective parties shall have, among others, the following functions/responsibilities:
(1) Underwriter/Arranger
(a) Conducts due diligence on the Issuing Bank and determines the valuation/pricing of the primary issue;
(b) Prepares the prospectus/information disclosure, including updates for multi- tranche UnSD issues;

(c) Formulates the distribution/allocation plan for the initial offering and ensures proper and orderly
distribution of the primary offering of the UnSD;

(d) Disseminates information to prospective investors of UnSD on the terms and conditions of the issue
(including information of non-pre-termination at the initiative of the holder and the liquidity mechanism
in secondary trading) and the rights and obligations of the holder, issuer, Underwriter/Arranger, UnSD

Registry, Selling Agent, Market Maker and Public Trustee; and

(e) When selling to its clients, it must perform the functions/responsibilities of the Selling Agent under Item
“d(3)” hereof.

(2) UnSD Registry

(a) Keeps unissued UnSD certificates and maintains UnSD Registry book, which must be electronic if UnSD
is scripless in form;

(b) Records initial issuance of the UnSD and subsequent transfer of ownership;
(c) Issues UnSD Certificates for primary offerings if UnSD is not scripless in form;
(d) Issues Registry Confirmation to buyers/holders;

(e) Functions as paying agent for periodic interest and principal payments;

(f)  Monitors compliance with the prohibitions on holdings of UnSD, as prescribed under this Section on
Prohibitions on holdings of unsecured subordinated debt hereof; and

(g) Submits within ten (10) banking days from end of reference month, an exception report on this Section
on Prohibitions on holdings of unsecured subordinated debt to the appropriate supervising department
of the Bangko Sentral. This report shall be classified as a “Category B” report.

(3) Selling Agent
(a) Verifies identity of each investor to ascertain that this Section on Prohibitions on holdings of unsecured

subordinated debt is not violated and applies appropriate standards to combat money laundering as
required under existing Bangko Sentral regulations;
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(b) Determines the suitability of the investor and ensures that he fully understands the features of the UnSD
and the risk involved therein; and

(c) Issues the Purchase Advice for the primary offering of the UnSD to the buyer and sends a copy thereof
to the UnSD Registry.

The sale or distribution of UnSD may also be performed by the issuer through its head office and
branches subject to the following conditions:

(i)  Thein-house distribution shall not exceed fifty percent (50%) of the total issue;

(i)  The sale/distribution must be done under the supervision of an officer of the Issuing Bank who is capable
of determining the suitability of the investor and ensuring that he fully understands the risk in UnSD;

(iii) All personnel assigned to distribute sell UnSD must be capable of determining the suitability of the
investor and ensuring that he fully understands the risk in UnSD; and

(iv) It must also perform the functions/responsibilities of the Selling Agent.

(4) Market Maker
(a) Sets an independent pricing for the secondary trading of UnSD;

(b) Posts daily the bid and offer prices for the UnSD on the screen of at least one (1) of the information
providers until the operation of a fixed income exchange for UnSD;

(c) Verifies identity of each investor to ascertain that the provisions of this Section on Prohibitions on
holdings of unsecured subordinated debt is not violated and applies appropriate standards to combat
money laundering as required under existing Bangko Sentral regulations;

(d) Determines the suitability of the buyer and ensures that he fully understands the risk involved in a UnSD;

(e) Issues the Purchase Advice for the secondary trading of the UnSD to the buyer and sends a copy thereof
to the UnSD Registry; and

(f)  Ensures secondary market transfers and registration in coordination with the UnSD Registry.
(5) Public Trustee
(a) Monitors compliance of the Issuing Bank with the terms and conditions of the UnSD;

(b) Monitors compliance of the other parties with their functions and responsibilities prescribed under this
Section;

(c) Reports regularly to UnSD holders non-compliance of the Issuing Bank with the terms and conditions of
the UnSD and such other developments that adversely affect their interest and advise them of the course
of action they should take to protect their interest; and

(d) Act on behalf of the UnSD holders in case of bankruptcy of the Issuing Bank.

e. Change of underwriter/arranger, UnSD registry, selling agent(s), market maker(s). After an application for authority
to issue a UnSD has been approved by the Bangko Sentral, the Issuing Bank cannot change its Underwriter/Arranger,
UnSD Registry, Selling Agent(s), Market Maker(s) and Public Trustee without prior Bangko Sentral approval.

f.  Agreements between issuing bank and other parties involved. The agreements between the Issuing Bank and the
UnSD Registry/Selling Agent(s)/Market Maker(s)/Public Trustee shall comply with the provisions of Sec. 112
(Definition) on bank service contracts. The Issuing Bank shall be liable to investors for any damages caused by actions
of the UnSD Registry, Selling Agent(s) and Market Maker(s), which are contrary to the agreements entered into.

g.  Purchase advice and registry confirmation. The Purchase Advice and Registry Confirmation shall contain all the
terms and conditions on the issuance of UnSD and shall conspicuously state the following caveat:

(1) This UnSD is not a deposit and is not insured by the PDIC.

(2) This UnSD is neither secured nor covered by a guarantee of the Issuer/Underwriter/Arranger or related party
of the Issuer/Underwriter/Arranger or other arrangement that legally or economically enhances the priority
of the claim of any holder of the UnSD as against depositors and other creditors (for LT2); depositors, other
creditors and holders of LT2 capital instruments (for UT2); and depositors, other creditors and holders of LT2
and UT2 capital instruments (for HT1);
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(3) This UnSD does not have a priority claim, in respect of principal and coupon payments in the event of winding-
up of the Issuing Bank, which is higher than or equal with that of depositors and other creditors (for LT2);
depositors, other creditors and holders of LT2 capital instruments (for UT2); and depositors, other creditors,
holders of LT2 and UT2 capital instruments (for HT1);

(4) This UnSD is ineligible as collateral for a loan granted by the Issuing Bank, its subsidiaries or affiliates;

(5) This UnSD cannot be terminated by the holder nor by the Issuing Bank (for HT1). This UnSD cannot be
terminated by the holder nor by the Issuing Bank before (maturity date) (for UT2 and LT2).

However, negotiations/transfers from one (1) holder to another do not constitute pre-termination.

For tax purposes, negotiations/transfers from one (1) holder to another shall be subject to the pertinent
provisions of the National Internal Revenue Code of 1997, as amended, and BIR regulations.

(Item “g(5)” above shall apply if the Issuing Bank commits no pre-termination of the UnSD. Otherwise, it
shall read as follows):

This UnSD cannot be terminated by the holder (for HT1). This UnSD cannot be terminated by the holder
before (maturity date) (for UT2 and LT2).

However, it may be pre-terminated at the instance of the Issuing Bank upon:
(a) Prior approval of the Bangko Sentral subject to the following conditions:

(i) The repayment is in connection with call option after a minimum of five (5) years from issue date,
or even within the first five (5) years from issue date when:

(aa) The UnSD was issued for the purpose of a merger with or acquisition by the Issuing Bank and
the merger or acquisition is aborted;

(bb) There is a change in tax status of the UnSD due to changes in the tax laws and/or regulations; or

(cc) The UnSD does not qualify as HT1, UT2 or LT2 capital, as the case may be, as determined by
the Bangko Sentral; and

(ii) The debt is simultaneously replaced with the issues of new capital which is neither smaller in size
nor of lower quality than the original issue, unless the Issuing Bank’s capital adequacy ratio remains
more than adequate after redemption; and

(b) Prior notice to holders on record. Negotiations/transfers from one (1) holder to another do not
constitute pre-termination.

However, for tax purposes, negotiations/transfers from one (1) holder to another shall be
subject to the pertinent provisions of the National Internal Revenue Code of 1997, as amended,
and BIR regulations.

In case there is a feature allowing one-time step-up in the coupon rate in conjunction with a call
option, the step-up shall be after a minimum of ten (10) years for HT1 and UT2 and five (5) years for LT2
after the issue date, and shall not result in an increase over the initial rate that is more than:

(i) 100 basis points less the swap spread between the initial index basis and the stepped-up index
basis; or
(ii) Fifty percent (50%) of the initial credit spread less the swap spread between the initial index basis

and the stepped-up index basis.

The swap spread shall be fixed at the pricing date and reflect the differential in pricing on that date
between the initial reference security or rate and the stepped- up reference security or rate;

(6) The holders/owners of this UnSD cannot set off any amount they owe to the Issuing Bank against this UnSD.

(7) All negotiations/transfers of this UnSD prior to maturity must be coursed through a Market Maker until the
operation of a fixed income exchange.

(8) The payment of principal may be accelerated on this UnSD only in the event of insolvency of the Issuing Bank.

(9) The coupon rate, or the formulation for calculating coupon payments shall be fixed at the time of the issuance
of the UnSD and may not be linked to the credit standing of the Issuing Bank;
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(10) The payment of principal and coupon due on this UnSD shall not be made to the extent that such payment
will cause the Issuing Bank to become insolvent (for HT1 and UT2);

(11) The holders of the UnSD shall be treated as if they were holders of a specified class of share capital in any
proceedings commenced for the winding-up of the Issuing Bank (for HT1 and UT2);

(Item “g(11)” above shall apply if such is the manner by which the UnSD is to be treated in loss situation.
Otherwise, it shall read as follows):

This UnSD shall be automatically converted into common shares or perpetual and non-cumulative
preferred shares (for HT1) or into common shares or perpetual and non-cumulative preferred shares or
perpetual and cumulative preferred shares (for UT2) upon occurrence of certain trigger events as follows:

(a) Breach of minimum capital ratio;
(b) Commencement of proceedings for winding-up of the Issuing Bank; or
(c) Upon appointment of receiver for the Issuing Bank.
The rate of conversion shall be fixed at the time of the subscription of this UnSD.

(12) The amount and timing of coupons on this UnSD shall be discretionary on the Issuing Bank where the Issuing
Bank has not paid or declared a dividend on its common shares in the preceding financial year, or determines
that no dividend is to be paid on such shares in the current financial year; and the Issuing Bank shall have full
control and access to waived payments (for HT1). The coupon payment on this UnSD shall be deferred where
the Issuing Bank has not paid or declared a dividend on its common shares in the preceding financial year, or
determines that no dividend is to be paid on such shares in the current financial year (for UT2);

(13) The coupon on this UnSD shall be non-cumulative. In case there is a feature allowing withheld cash coupon
to be payable in scrip or shares of stock, the shares of stock to be issued shall not be of lower quality capital
than the UnSD (for HT1); and

(14) The coupon to be paid on this UnSD shall be paid only to the extent that the Issuing Bank has profit
distributable determined in accordance with existing Bangko Sentral regulations (for HT1).

N.B.: The last five (5) items (i.e., “10”, “11”, “12”, “13” and “14”) are applicable only to UnSD qualifying under
HT1 and UT2 capital, as the case may be. The foregoing information shall also be shown in the
Prospectus/Information Disclosure.

h.  Pre-termination by the Issuer
(1) The Issuing Bank may pre-terminate the UnSD subject to the following conditions:

(@) The Information Disclosure, Purchase Advice and Registry Confirmation shall include the information
that the Issuing Bank has the option to pre-terminate the UnSD;

(b) Compliance with Items “a(2)(a)vii”, “b(1)(h)v” or “b(2)(c)iv” as may be applicable;

(c) Prior notification of thirty (30) banking days or more to holders of record; and

(d) Notwithstanding any agreement to the contrary, the Issuer shall shoulder the tax due, if any, on the
interest income already earned by the holders.

(2) Within ten (10) banking days after the completion of the pre-termination transaction, the Issuing Bank must
submit a written notice to the appropriate supervising department of the Bangko Sentral of the following:

(a) Actual pre-termination date; and
(b) New capital composition.

i.  Primary offering/secondary trading

(1) The primary offering of a UnSD shall be executed through an Underwriter under a firm commitment or through
an Arranger on a best effort basis. Initial sale/distribution of UnSD shall be made by a Selling Agent, the
Underwriter/Arranger or, to a limited extent, the Issuing Bank itself. Subsequent negotiations in secondary
trading must be executed through authorized Market Maker(s) until the operation of a fixed income exchange.

The primary offering as well as the secondary trading of a UnSD must be supported by Purchase Advice
to be issued by the Selling Agent or the Market Maker, as the case may be, with the original given to the
buyer and a second copy to the UnSD Registry. Upon presentation by the buyer of the original copy of
Purchase Advice, the UnSD Registry shall:

(a) record the primary issuance in the Registry Book and issue a Registry Confirmation and the
corresponding UnSD certificate to the buyer if it is not scripless in form; and

|
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(b) register the transfer of ownership in the UnSD Registry Book and issue a Registry Confirmation to the
buyer, in the case of secondary trading.

Private or negotiated issuance of unsecured subordinated debt.

a. Private or negotiated issuance of UnSD is the issuance of UnSD to qualified investors/buyers, whether individuals
or institutions as defined under Sec. 126 (Qualified investors/buyers). There is no limit on the number of qualified
investors/buyers and on the sale or negotiation of the UnSD: Provided, That such sale or negotiation shall only be
made to another qualified investor/buyer.

b.  Application for authority of the Issuing Bank

(1) The application shall be signed by the president or officer of equivalent rank of the Issuing Bank.

(2) The application for authority on each negotiated UnSD issue shall be filed with the appropriate supervising
department of the Bangko Sentral.

(3) The application shall be accompanied by:

(a) A certified true copy of the resolution of the Issuing Bank’s board of directors authorizing the
private/negotiated issuance of UnSD indicating, among others, the amount, duration/maturity, interest
rate, purpose or intended use of proceeds of the UnSD;

(b) A Certification by the corporate secretary that the issuance of the UnSD has been approved by the
stockholders owning or representing at least two-thirds (2/3) of the outstanding capital stock of the
Issuing Bank if the UnSD has convertibility feature;

(c) A written confirmation from the president or officer of equivalent rank of the Issuing Bank stating that
all the conditions/eligibility criteria for UnSD to qualify for capital instruments under applicable and
existing capital adequacy framework are complied with and that such conditions/eligibility criteria shall
be contained in the UnSD Certificates, Prospectus/Information Disclosure and Debt
Agreement/Contract.

(d) An undertaking from the president or officer of equivalent rank of the Issuing Bank that the UnSD shall
be issued only to qualified investors/buyers;

(e) A certification from the president or officer of equivalent rank of the Issuing Bank that the investor/buyer
shall not be among those prohibited to hold UnSD under this Section on Prohibitions on holdings of
unsecured subordinated debt and that the Issuing Bank has applied appropriate standards to combat
money laundering as required under existing Bangko Sentral regulations;

(f) A written undertaking from the president or officer of equivalent rank of the Issuing Bank not to support,
directly nor indirectly, by extending loans, issuing payment guarantees or otherwise, the buyer/holder
of the UnSD of the Issuing Bank;

(g) Specimen of the proposed Debt Agreement/Contract containing the terms and conditions of the UnSD
issuance; and

(h) A written external legal opinion that all the conditions for UnSD under applicable and existing capital
adequacy framework including the subordination (for HT1, UT2 and LT2) and loss absorption (for HT1
and UT2) features, have been met.

c. Additional requirements for the private issuance of UnSD. Within ten (10) banking days after issuance of the UnSD,
the Issuing Bank shall submit the following additional requirements to the appropriate supervising department of
the Bangko Sentral:

(1) A written notice of the actual date of full receipt of proceeds, accompanied by a certification from the
president or officer of equivalent rank of the Issuing Bank stating that the pre-qualification requirements
under this Section have been complied with up to the time of full receipt of proceeds;

(2) A copy of each of the duly signed Debt Agreements/Contracts between the Issuing Bank and the
investor/buyer as specified in the application for authority to issue negotiated UnSD; and

(3) A copy of the income tax return of the investor/buyer in case of a natural person.
d. Debt agreement/contract

The Debt Agreement/Contract shall contain all the terms and conditions on the issuance of UnSD and shall
conspicuously state the following caveat:
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(1) This UnSD is not a deposit and is not insured by the PDIC.

(2) This UnSD is neither secured nor covered by a guarantee of the Issuer or related party of the Issuer or other
arrangement that legally or economically enhances the priority of the claim of any holder of the UnSD as against
depositors and other creditors (for LT2); depositors, other creditors and holders of LT2 capital instruments (for
UT2); and depositors, other creditors and holders of LT2 and UT2 capital instruments (for HT1).

(3) This UnSD does not have a priority claim, in respect of principal and coupon payments in the event of winding-
up of the Issuing Bank, which is higher than or equal with that of depositors and other creditors (for LT2);
depositors, other creditors and holders of LT2 capital instruments (for UT2); and depositors, other creditors,
holders of LT2 and UT2 capital instruments (for HT1);

(4) This UnSD is ineligible as collateral for a loan made by the Issuing Bank, its subsidiaries or affiliates.

(5) This UnSD cannot be terminated by the holder nor by the Issuing Bank (for HT1). This UnSD cannot be
terminated by the holder nor by the Issuing Bank before (maturity date) (for UT2 and LT2).

Item “d(5)” above shall apply if the Issuing Bank commits no pre-termination of the UnSD. Otherwise, it
shall read as follows:

This UnSD cannot be terminated by the holder (for HT1). This UnSD cannot be terminated by the holder
before (maturity date) (for UT2 and LT2).

However, it may be pre-terminated at the instance of the Issuing Bank upon:
(a) Prior approval of the Bangko Sentral subject to the following conditions:

(i) The repayment is in connection with call option after a minimum of five (5) years from issue date,
or even within the first five (5) years from issue date when:

(aa) The UnSD was issued for the purpose of a merger with or acquisition by the Issuing Bank and
the merger or acquisition is aborted;

(bb) There is a change in tax status of the UnSD due to changes in the tax laws and/or
regulations; or

(cc) The UnSD does not qualify as HT1, UT2 or LT2 capital, as the case may be, as determined by
the Bangko Sentral; and

(i) The debt is simultaneously replaced with the issues of new capital which is neither smaller in size
nor of lower quality than the original issue, unless the Issuing Bank’s capital adequacy ratio remains
more than adequate after redemption; and

(b) Prior notice to investors/buyers.

In case there is a feature allowing one-time step-up in the coupon rate in conjunction with a call
option, the step-up shall be after a minimum of ten (10) years (for HT1 and UT2) and five (5) years (for
LT2) after the issue date, and shall not result in an increase over the initial rate that is more than:

(i) 100 basis points less the swap spread between the initial index basis and the stepped-up index
basis; or

(ii)  Fifty percent (50%) of the initial credit spread less the swap spread between the initial index basis
and the stepped-up index basis.

The swap spread shall be fixed at the pricing date and reflect the differential in pricing on that date
between the initial reference security or rate and the stepped- up reference security or rate;

(6) This UnSD may only be sold, transferred or negotiated to another qualified investor/buyer;
(7) The holders/owners of this UnSD cannot set off any amount they owe to the Issuing Bank against this UnSD.
(8) The payment of principal may be accelerated on this UnSD only in the event of insolvency of the Issuing Bank.

(9) The coupon rate, or the formulation for calculating coupon payments shall be fixed at the time of the issuance
of the UnSD and may not be linked to the credit standing of the Issuing Bank;

(10) The payment of principal and coupon due on this UnSD shall not be made to the extent that such payment
will cause the Issuing Bank to become insolvent (for HT1 and UT2);
|
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(11) The holders of the UnSD shall be treated as if they were holders of a specified class of share capital in any
proceedings commenced for the winding up of the Issuing Bank (for HT1 and UT2);

(Item “d(11)” above shall apply if such is the manner by which the UnSD is to be treated in loss situation.
Otherwise it shall read as follows):

This UnSD shall be automatically converted into common shares or perpetual and non-cumulative
preferred shares (for HT1), or into common shares or perpetual and non-cumulative preferred shares
or perpetual and cumulative preferred shares (for UT2) upon occurrence of certain trigger events as
follows:

(a) Breach of minimum capital ratio;
(b) Commencement of proceedings for winding up of the Issuing Bank; or
(c) Upon appointment of receiver for the Issuing Bank.
The rate of conversion shall be fixed at the time of the subscription of this UnSD.

(12) The amount and timing of coupons on this UnSD shall be discretionary on the Issuing Bank where the
Issuing Bank has not paid or declared a dividend on its common shares in the preceding financial year, or
determines that no dividend is to be paid on such shares in the current financial year; and the Issuing Bank
shall have full control and access to waived payments (for HT1). The coupon payment on this UnSD shall
be deferred where the Issuing Bank has not paid or declared a dividend on its common shares in the
preceding financial year, or determines that no dividend is to be paid on such shares in the current financial
year (for UT2);

(13) The coupon on this UnSD shall be non-cumulative. In case there is a feature allowing withheld cash coupon
to be payable in scrip or shares of stock, the shares of stock to be issued shall not be of lower quality capital

than the UnSD (for HT1); and

(14) The coupon to be paid on this UnSD shall be paid only to the extent that the Issuing Bank has profit
distributable determined in accordance with existing Bangko Sentral regulations (for HT1).

N.B.: The last five (5) items (i.e., “10”, “11”, “12”, “13” and “14”) are applicable only to UnSD qualifying under
HT1 and UT2 capital, as the case may be.

e. Pre-termination by the Issuer
(1) The Issuing Bank may preterminate the negotiated UnSD subject to the following conditions:
(a) The Debt Agreement/Contract shall include the information that the Issuing Bank has the option to pre-
terminate the UnSD;
(b) Compliance with call options as provided in applicable and existing capital adequacy framework;
(c) Prior notification of thirty (30) banking days or more to lender/investor; and
(d) Notwithstanding any agreement to the contrary, the Issuer shall shoulder the tax due, if any, on the

interest income already earned by the holders.

(2) Within ten (10) banking days after the completion of the pre-termination transaction, the Issuing Bank must
submit a written notice to the appropriate supervising department of the Bangko Sentral of the following:

(a) Actual pre-termination date; and
(b) New capital composition.

f.  Functions/Responsibilities of the Issuing Bank

(1) Prepares the Prospectus/Information Disclosure on the UnSD issues;

(2) Disseminates to prospective investors/buyers information on the terms and conditions of the UnSD (including
information on no pre-termination at the initiative of the holder, and where applicable, the liquidity
mechanism in secondary trading) and the rights and obligations of the holder and the issuer;

(3) Keeps unissued UnSD certificates and maintains UnSD Register;

(4) Records initial issuance of UnSD and subsequent transfer of ownership;

(5) Issues UnSD Certificates and Registry Confirmation to original investors/buyers;

(6) Issues Registry Confirmation to subsequent buyers/holders where applicable;
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(7) Ensures compliance with this Section on Prohibitions on holdings of unsecured subordinated debt and
applies appropriate standards to combat money laundering as required under existing Bangko Sentral
regulations; and

(8) Determines suitability of the investors/buyers (original or subsequent) and assures that he fully understands
the risk involved in a UnSD.

Issuance abroad of unsecured subordinated debt. The overseas issuance of UnSD shall also be subject to the provisions
under this Section on Unsecured subordinated debt except for the following:

a. Overseas issuance of UnSD may be allowed to be governed by the laws and applicable rules and regulations of the
country where the UnSD is to be issued with respect to form, qualified investors/buyers and subsequent sale or
negotiation;

b.  The requirements under Item “c(1)” on Minimum features of unsecured subordinated debt, Item “g(1)” on Public
issuance of unsecured subordinated debt, and Items “d(1)” and “d(6) on Private or negotiated issuance of
unsecured subordinated debt of this Section may be allowed to be dispensed with in cases of overseas issuance

of UnSD; and

c. The subsequent sale/negotiation in the Philippines of the UnSDs originally issued overseas shall not be allowed
unless all the requirements for domestic issuance are complied with.

It is however understood that the applicant/issuer shall also secure the approval of the International Department (ID)
of the Bangko Sentral for the overseas issuance of foreign currency denominated UnSD.

Qualified investors/buyers. Qualified buyers of, or suitable investors in, a UnSD can be any of the following:
a. Banks;

b. Investment house (IH);

c. Insurance company;

d. Pension or retirement fund of other entities which have no subsidiary/affiliate or any other relationship with the
Issuing Bank;

e. Investment company;

f.  Funds managed by another bank or other entities duly authorized to engage in trust or other fiduciary business;
g. Domestic corporate or institutional investors with total assets of at least P100.0 million;

h.  Foreign multilateral organizations such as, the ADB and IFC;

i.  High net-worth individual investor/buyer who is sophisticated enough to understand and appreciate the
significance of and the risk involved in UnSD as may be indicated by his/her educational background and/or
employment/business experience; and

j. Stockholder, director or officer with the rank of at least a vice-president of the Issuing Bank.

Prohibitions on holdings of unsecured subordinated debt. The following persons and entities are prohibited from
purchasing/holding UnSD of the Issuing Bank:

a. Subsidiaries and affiliates of the Issuing Bank including their subsidiaries and affiliates; and

b. Common trust funds (CTFs) managed by the Trust Department of the Issuing Bank, its subsidiaries and affiliates or
other related entities: Provided, That other funds being managed by the Trust Department of the Issuing Bank, its
subsidiaries and affiliates or other related entities are allowed to purchase or invest in UnSD of the Issuing Bank
subject to the following conditions:

(1) That the fund owners give prior authority/instruction to the Trust Department to purchase or invest in the
UnSD of the Issuing Bank; and

(2) That the authority/instruction of the fund owner and his understanding of the risk involved in purchasing or
investing in UnSD are fully documented.

For purposes of this Section, an affiliate refers to a related entity linked by means of ownership of at least twenty
percent (20%) to not more than fifty percent (50%) of its outstanding voting stock.
—
Manual of Regulations for Banks — Part One Page 66



Accounting treatment. Obligations arising from the issuance of UnSD (including the portion exceeding the allowable
ceiling for purposes of determining the qualifying capital as provided in applicable and existing capital adequacy framework
shall be booked under the following General Ledger account titles:

a. “Other Equity Instruments - Others” for HT1 capital which shall be presented in the equity accounts section of the
Balance Sheet which shall be accounted for in accordance with the provisions of PAS 32; and

b. “Unsecured Subordinated Debt” for UT2 and LT2 capital, which shall be presented in the liability accounts section
of the balance sheet.

However, only the proceeds actually received from the UnSD issues, (i.e., net of discounts, if any, and transaction costs)
shall be considered as HT1, UT2 or LT2 capital.

The proceeds actually received from the UnSD issues, (i.e., net of discounts, if any, and transaction costs) eligible as
UT2 or LT2 capital shall be considered in the computation of loanable funds for purposes of determining compliance with
the mandatory allocation of funds for agri-agra credit required under P.D. No. 717, as amended.

A UnSD eligible as HT1, UT2 or LT2 capital shall be accounted for in accordance with PAS 32 and PFRS 9.

A UnSD denominated in foreign currency eligible as HT1, UT2 or LT2 may be recorded in the regular banking unit (RBU)
or foreign currency deposit unit (FCDU/EFCDU) of the issuing bank: Provided, That if booked in the FCDU/EFCDU, the
following conditions shall be strictly observed:

a. The issuing bank shall indicate in its application that the UnSD shall be booked in its FCDU/EFCDU;

b.  The UnSD shall remain in the FCDU/EFCDU books until full settlement; and

c.  The UnSD shall be issued only to non-residents and offshore banking units (OBUs) in accordance with Section

72.2.e of CB Circular No. 1389, as amended.

A UnSD eligible as HT1, UT2 or LT2 capital shall be accounted for in accordance with PAS 32 and PFRS 9.

Sanctions. Without prejudice to the other sanctions prescribed under Sections 36 and 37 of R.A. No. 7653 and the
provisions of Section 16 of R.A. No. 8791, sanctions shall be imposed on Bangko Sentral-supervised Fls for failure to comply
with the provisions of this Section and for non-disclosure or misrepresentation of information, as follows:

a. Onthe issuing bank

(1) Suspension of its authority to issue remaining tranches, if any;

(2) Disqualification from future issuance of UnSD;

(3) Disqualification of all outstanding issues as eligible Tier 2 capital; and
(4) Monetary penalty of P30,000 for each violation.

b.  On the underwriter/arranger

(1) Disqualification from being underwriter/arranger for three (3) years; and
(2) Monetary penalty of P30,000 for each violation.

c.  Onthe UnSD registry

(1) Disqualification from being appointed as UnSD Registry for three (3) years; and
(2) Monetary penalty of P30,000 for each violation.

d. On the selling agent/market maker

(1) Disqualification from being appointed as selling agent or market maker for three (3) years; and
(2) Monetary penalty of P30,000 for each violation.

e. Onthe public trustee

(1) Disqualification from being appointed as public trustee for three (3) years; and
(2) Monetary penalty of P30,000 for each violation.

f.  On the certifying officer - A fine of P5,000 per day from the time of required disclosure up to the time disclosure
was made, or from the time misrepresentation was made up to the time the information was corrected, and a
possible disqualification if warranted by the gravity of the offense committed.

g.  Onthe responsible officer - A fine of P30,000 for participating in or tolerating the non-disclosure or misrepresentation
of information, and a possible disqualification if warranted by the gravity of the offense committed.
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FIs not supervised by the Bangko Sentral acting as selling agent and/or market maker of UnSDs and/or its concerned
directors/officers that are found to violate rules and regulations in the performance of their functions/responsibilities shall
be subject to the provisions of Section 36 of R.A. No. 7653 and shall, likewise, be referred to the SEC for appropriate action.

Interim Tier 1 capital for banks under rehabilitation. The following are the guidelines on the issuance of capital notes
that will qualify as interim Tier 1 capital for banks under rehabilitation:

a. Banks under rehabilitation shall be allowed, upon prior Bangko Sentral approval, to issue capital notes that shall
qualify as interim Tier 1 capital: Provided, That the PDIC shall be the holder of the said capital notes: Provided,
further, That any transfer from PDIC of said capital notes shall require prior Bangko Sentral approval.

b.  Theinterim Tier 1 capital notes shall have the following minimum features:
(1) It must be perpetual, unsecured and subordinated;

(2) It must be issued and fully paid-up. Only the net proceeds received from the issuance shall be included as Tier
1 capital. The proceeds of the issuance must be immediately available without limitation to the bank;

(3) It must neither be secured nor covered by a guarantee of the issuer or related party or other arrangement
that legally or economically enhances the priority of the claim of the PDIC as against depositors, other
creditors of the bank and holders of LT2 and UT2 capital instruments;

(4) The PDIC, as holder of the interim capital notes must not have a priority claim, in respect of its principal and
coupon payments of the interim Tier 1 capital notes in the event of winding up of the bank, which is higher
than or equal with that of depositors, other creditors of the bank and holders of LT2 (e.g., limited life
redeemable preferred stock) and UT2 (e.g., perpetual and cumulative preferred stock) capital instruments.
The PDIC must waive its right to set-off any amount it owes the bank against any subordinated amount owed
to it due to the interim Tier 1 capital notes;

(5) It must not be repayable without the prior approval of the Bangko Sentral: Provided, That repayment may
be allowed only in connection with a call option after a minimum of five (5) years from issue date: Provided,
however, That a call option may be exercised within the first five (5) years from issue date upon entry of
new investors: Provided, further, That such repayment prior to maturity shall be approved by the Bangko
Sentral only if it is simultaneously replaced with issues of new capital which is neither smaller in size nor
of lower quality than the original issue, unless the bank’s capital ratio remains more than adequate after
redemption.

It must not contain any clause, which requires acceleration of payment of principal, except in the
event of insolvency. The agreement governing its issuance must not contain any provision that mandates
or creates an incentive for the bank to repay the outstanding principal of the interim Tier 1 capital notes,
e.g., a cross-default or negative pledge or a restrictive covenant, other than a call option, which may be
exercised by the bank;

(6) The PDIC, as holder of the interim Tier 1 capital notes, shall have the right to convert, upon prior notice to the
Bangko Sentral, the interim Tier 1 capital notes into perpetual and non-cumulative preferred shares

convertible into common shares which may be sold to new investors: Provided, That the rate of conversion
shall be fixed at the time of subscription of the interim Tier 1 capital notes;

(7) The coupons must be non-cumulative;

(8) The bank must have full discretion over the amount and timing of coupon payments and it must have full
control and access to waived payments;

(9) Any coupon to be paid must be paid only to the extent that the bank has profits distributable determined in
accordance with existing Bangko Sentral regulations. The coupon rate, or the formulation for calculating
coupon payments must be fixed at the time of issuance of the interim Tier 1 capital notes and must not be
linked to the credit standing of the bank;

(10) It must not have step-up provisions in the coupon rate in conjunction with the call option;

(11) All other transactions involving the capital notes shall require prior Bangko Sentral approval.

c.  The bank must submit a written opinion from its external auditor that the features of the interim Tier 1 capital
notes shall be accounted for as equity instruments in accordance with PAS 32.

(Circular No. 1011 dated 14 August 2018)
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127 RISK-BASED CAPITAL ADEQUACY FRAMEWORK FOR STAND-ALONE THRIFT BANKS, RURAL BANKS AND
COOPERATIVE BANKS

The guidelines implementing the risk-based capital adequacy framework for Stand-alone TBs, RBs, and Coop Banks are
in Appendix 62.

a.  Minimum capital requirements. The minimum capital ratios shall be expressed as a percentage of capital to risk-
weighted assets as shown below:

Minimum Capital Ratio Capital % of Risk Weighted Assets
Common Equity Tier 1 (CET1) Ratio CET1 at least 6.0%
Tier 1 ratio Tier 1 at least 7.5%
Capital Adequacy Ratio (CAR) Qualifying Capital at least 10.0%

A capital conservation buffer (CCB) of two and a half percent (2.5%), comprised of CET1 capital, shall likewise
be imposed.

Stand-alone TBs, RBs and Coop Banks must meet the foregoing minimum capital ratios at all times for both solo
basis (head office and branches) and consolidated basis (parent bank and subsidiary financial allied undertakins).

Existing Hybrid Tier 1 capital and Unsecured Subordinated Debt instruments of covered banks shall continue to be
recognized as part of Tier 2 capital until maturity/pre-termination/redemption of such capital issuances. In the
case of Hybrid Tier 1 capital, no new issuances shall be allowed upon maturity of such instrument.

Capital instruments issued by covered banks starting 1 January 2014 must comply with the criteria for inclusion as
capital as provided in Annexes A to C and Annexes E to F of Appendix 59.

The minimum capital ratios based on the new compositions and the CCB shall take effect starting 1 January 2023.
b.  Reporting requirement. Banks shall electronically submit a report on their risk-based CAR to the appropriate

supervising department of the Bangko Sentral on both solo and consolidated bases using the prescribed forms in
accordance with the following timelines:

Reporting Details Solo Consolidated
Frequency Quarterly Quarterly
Submission deadline 15 banking days from end of 30 banking days from end of
reference quarter reference quarter

Only banks with subsidiary financial allied undertakings [i.e., RBs and venture capital corporations (VCCs) for TBs,
and RBs for Coop Banks] which under the existing regulations are required to prepare consolidated financial
statements on a line-by-line basis shall be required to submit report on a consolidated basis. The abovementioned
reports shall be classified as Category A-2 reports.

The submission of the CAR report shall be subject to the provisions of Sec. 171 on governance process on the
quality of bank reporting. Non-compliance with the reporting standards, or non-submission or delayed submission
of the CAR report shall be subject to the sanctions provided under Sec. 171.

c.  Observation period. Stand-alone TBs, RBs and Coop Banks shall undergo an observation period until 31 December 2022.
The observation period intends to ensure that covered banks meet the minimum capital ratios through reasonable
measures without disrupting banking activities.

Requirements during the observation period. For monitoring purposes, covered banks shall submit the risk-based
CAR reports using the existing and new frameworks, on both solo and consolidated bases, following the submission
deadlines set out in Item “b”. Non-submission or delayed submission of the risk-based CAR reports using the new
framework during the observation period shall be subject to the sanctions provided under Sec. 171.

d. Board and senior management oversight. It shall be the responsibility of the banks’ board of directors and senior
management to institute an appropriate system that would ensure compliance with the minimum capital ratios,
accuracy of their calculations and integrity of the related monitoring and reporting systems. It is, likewise, the
responsibility of the senior management to cause the immediate reporting of breaches in their minimum capital
ratios to the board and to the Bangko Sentral, through the appropriate supervising department, within three (3)
banking days from the date of breach in the minimum capital ratios.

e. Supervisory enforcement action. Consistent with the provisions of Sec. 002, the Bangko Sentral reserves the right
to deploy its range of supervisory tools to promote adherence to the requirements set forth in the foregoing
guidelines and bring about timely corrective actions and compliance with the Bangko Sentral directives.
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In this regard, the Bangko Sentral may issue directives to or impose sanctions on the bank and/or responsible
persons which may include, among others, prohibition on the distribution of net profits, restrictions from certain
activities (e.g., acquisition of major assets), and issuance of a reprimand to, or the suspension, removal or
disqualification of a bank’s directors, officers or employees concerned. Moreover, the Bangko Sentral is not
precluded from requiring a TB, RB and Coop Bank that is non-compliant with the minimum capital ratios to develop
a capital build-up plan, which must be approved by the board of directors and stockholders of the bank concerned.

In case, however, of a bank merger, or consolidation, or when a bank is under rehabilitation program approved by
the Bangko Sentral, the Monetary Board may temporarily relieve the surviving bank, consolidated bank, or
constituent bank or corporations under rehabilitation from full compliance with the required capital ratios under
such conditions as it may prescribe.

(Circular Nos. 1084 dated 28 April 2020 and 1079 dated 09 March 2020)

128 DOMESTIC SYSTEMICALLY IMPORTANT BANKS (D-SIBs)

It is the thrust of the Bangko Sentral to ensure that its capital adequacy framework is consistent with the Basel
principles. Hence, the Bangko Sentral is adopting policy measures for domestic systemically important banks (D-SIBs),
which are essentially aligned with the documents issued by Basel Committee on Banking Supervision (BCBS) on global
systemically important banks (G-SIBs) and D-SIBs. The broad aim of the policies is to reduce the probability of failure of
D-SIBs by increasing their going-concern loss absorbency and to reduce the extent or impact of failure of D-SIBs on the
domestic/real economy.

The guidelines shall apply on a consolidated basis to all UBs and KBs, including branches of foreign banks established
under R.A. No. 7721 (An Act Liberalizing the Entry and Scope of Operations of Foreign Banks in the Philippines and for
Other Purposes).

The framework for dealing with D-SIBs consists of three parts, as follows:
a. Assessment methodology

The impact of a D-SIB’s failure to the domestic economy shall be assessed based on bank-specific factors, to
wit: (a) size; (b) interconnectedness; (c) substitutability/financial institution infrastructure; and (d) complexity.
Nine (9) indicators related to these categories shall be used to identify D-SIBs. These indicators reflect the factors
or criteria which make a bank significant for the stability of the financial system and the economy.

b.  Higher Loss Absorbency (HLA) and interaction with other elements of Basel Ill framework

Banks that will be identified as D-SIBs shall be required to have HLA. The HLA requirement is aimed at ensuring
that D-SIBs have a higher share of their balance sheets funded by instruments which increase their resilience as a
going concern, considering that the failure of a D-SIB is expected to have a greater impact on the domestic financial
system and economy.

To determine banks’ compliance with the additional CET1 requirement for D-SIBs, the minimum ratio should
be complied with by the parent bank and its subsidiary banks and quasi-banks on both solo and consolidated bases.

c. Intensive supervisory approach

Banks identified as D-SIBs shall prepare concrete and reasonable recovery plans which shall be implemented
in case the bank breaches the HLA capital requirement. Accordingly, D-SIBs shall ensure consistency and coherence
of the Internal Capital Adequacy Assessment Process (ICAAP) document and recovery plan. The ICAAP outcome
and potential measures to address capital needs shall feed in without delay in the recovery plan, and vice versa,
to ensure that the processes and information included in the said documents are consistent and up to date. The
recovery plans shall include guidelines and action plans to be taken to restore the D-SIB’s financial condition to
viable level in cases of significant deterioration in certain scenarios. This shall include specific initiatives
appropriate to the bank’s risk profile such as capital raising activities, streamlining of businesses, restructuring and
disposal of assets, to improve capital position.

The framework for dealing with D-SIBs including the guidelines on data requirements and reports, schedule of
restriction on distribution of dividends during the phased-in implementation period of the HLA requirement, and recovery
plan of a D-SIB are shown in Appendix 110.

(Circular Nos. 1113 dated 16 April 2021 and 1051 dated 27 September 2019)

129 BASEL Ill LEVERAGE RATIO FRAMEWORK

a.  Minimum requirement. The Basel Ill Leverage Ratio is designed to act as a supplementary measure to the risk-

based capital requirements. The leverage ratio intends to restrict the build-up of leverage in the banking sector to
|
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avoid destabilizing deleveraging processes which can damage the broader financial system and the economy.
Likewise, it reinforces the risk-based requirements with a simple, non-risk based “backstop” measure.

The Basel Il leverage ratio is defined as the capital measure (the numerator) divided by the exposure measure
(the denominator), with this ratio expressed as percentage:

Basel Ill Leverage Ratio = Capital Measure (Tier 1 Capital)
Exposure Measure

The leverage ratio shall not be less than five percent (5%) computed on both solo (head office plus branches)
and consolidated bases (parent bank plus subsidiary financial allied undertakings but excluding insurance companies).

The guidelines implementing the Basel Ill Leverage Ratio framework are provided in Appendix 116. The
guidelines shall apply to UBs and KBs and their subsidiary banks/QBs.

Starting 31 December 2014 and every quarter thereafter until 30 June 2018, banks concerned shall submit
the Basel Ill Leverage Ratio reporting template, including required disclosure templates, on both solo and
consolidated bases for monitoring purposes. The report submission is summarized below:

Report Date Reference Date Deadline of Submission
30 September 2017 31 December2017 Fifteen (15) banking days from end of reference
31 December 2017 date on solo basis, and
31 March 2018 31 March 2018

Thirty (30) banking days from end of reference
30 June 2018 30 June 2018 date on consolidated basis

During the monitoring period, public disclosure of information relative to leverage ratio shall not be required.

The monitoring of the leverage ratio shall be implemented as a Pillar 1 minimum requirement effective on
1 July 2018. Upon migration to a Pillar 1 requirement, the Basel Il Leverage Ratio report shall be submitted
quarterly along with the Basel Il CAR report on both solo and consolidated bases. The mandatory disclosure
requirements provided under Appendix 116 shall be published in the quarterly published balanced sheet as well
as in the annual reports or published financial reports (e.g., audited financial statements).

b.  Sanctions. Banks shall not be penalized on any breach on the five percent (5%) minimum leverage ratio during the
monitoring period. However, erroneous, delayed, erroneous and delayed, or unsubmitted reports of banks shall
be subject to penalties provided under Sec. 171 (Sanctions on Reports for Non-compliance with the Reporting
Standards). The reports shall be classified as Category A-1 report.

(Circular Nos. 990 dated 22 January 2018, 963 dated 27 June 2017, and 943 dated 26 January 2017)

130 INTERNAL CAPITAL ADEQUACY ASSESSMENT PROCESS AND SUPERVISORY REVIEW PROCESS

The guidelines on banks’ internal capital adequacy assessment process (ICAAP) and Bangko Sentral’s supervisory review
process (SRP) are shown in Appendices 94, 95, and 96, respectively.

The ICAAP guidelines shall apply to all UBs and KBs on a group-wide basis.
D. CORPORATE GOVERNANCE

131 POLICY STATEMENT AND DEFINITION OF TERMS

It is the thrust of the Bangko Sentral to continuously strengthen corporate governance in its supervised financial
institutions cognizant that this is central in sustaining the resiliency and stability of the financial system. In this light, the
Bangko Sentral is aligning its existing regulations with the Code of Corporate Governance for Publicly-Listed Companies
issued by the SEC as well as with best practices and standards issued by globally recognized standard setting bodies.

Definition of terms. For purposes of these regulations, the following definitions shall apply:

a. Affiliate shall refer to an entity linked directly or indirectly to a BSFI by means of:

(1) Ownership, control as defined under Item “d” hereof, or power to vote of at least twenty percent (20%) of
the outstanding voting stock of the entity, or vice-versa;

(2) Interlocking directorship or officership, where the director or officer concerned owns, controls, as defined
under Item “d” hereof, or has the power to vote, at least twenty percent (20%) of the outstanding voting
stock of the entity;

—
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(3) Common ownership, whereby the common stockholders own at least ten percent (10%) of the outstanding
voting stock of the BSFI and at least twenty percent (20%) of the outstanding voting stock of the entity;

(4) Management contract or any arrangement granting power to the BSFI to direct or cause the direction of
management and policies of the entity; or

(5) Permanent proxy or voting trusts in favor of the BSFI constituting at least twenty percent (20%) of the
outstanding voting stock of the entity, or vice versa.

b.  Close family members shall refer to persons related to the BSFI’s directors, officers and stockholders (DOS) within
the second degree of consanguinity or affinity, legitimate or common-law. These shall include the spouse, parent,
child, brother, sister, grandparent, grandchild, parent-in-law, son-/daughter-in-law, brother/sister-in-law,
grandparent-in-law, and grandchild-in-law of the BSFI’s DOS.

c. Complex banks shall refer to UBs/KBs. Nonetheless, a UB/KB may apply with the Bangko Sentral for a
reclassification as simple or non-complex bank in order to avail of the reduced minimum requirement on the
constitution of board committees. The Bangko Sentral may likewise declare TBs, RBs or Coop Banks as complex.
Any TB, RB or Coop Bank having at least three (3) of the following characteristics shall be deemed a complex bank:

(1) Total assets of at least P6 billion;
(2) Extensive branch network;

(3) Non-traditional financial products and services by virtue of special authorities (e.g., trust, quasi-banking,
derivatives licenses), as well as distinctive products like credit cards, remittance, trade-related services,
contract-to-sell (CTS) financing, among other financial services;

(4) Use of non-conventional business model, such as those using non-traditional delivery platform such as
electronic platforms; and

(5) Business strategy characterized by risk appetite that is aggressive, and risk exposures which are increasing, such
as those with robust branch expansion programs or acquisition plans as determined by the Bangko Sentral.

d. Control of an enterprise exists when there is:

(1) Power over more than one-half of the voting rights by virtue of an agreement with other stockholders; or

(2) Power to govern the financial and operating policies of the enterprise under a statute or an agreement; or

(3) Power to appoint or remove the majority of the members of the board of directors or equivalent governing
body; or

(4) Power to cast the majority votes at meetings of the board of directors or equivalent governing body; or

(5) Any other arrangement similar to any of the above.

Control is presumed to exist if there is ownership or holding, whether direct or indirect, of twenty percent
(20%) or more of a class of voting shares of a company.

Should the BSFI choose to disclaim or rebut the presumption, it should provide facts sufficient to show that
there is indeed no control. Further, the BSFI shall submit a written commitment that: (a) shares owned or held are
exclusively for investment purposes; (b) the BSFI-stockholder will not serve on the board of directors and will not
nominate any candidate to serve on the board of directors or otherwise seek board representation; (c) the BSFI-
stockholder will have only limited contacts with BSFI management that are customary for interested shareholders;
(d) the BSFI-stockholder will engage only in normal and customary transactions with the enterprise; and (e) the
BSFI will not pledge the shares acquired to secure a loan with any institution.

e. Corresponding persons in affiliated companies shall refer to the DOS of the affiliated companies and their close
family members.

f.  Directors. Directors shall include:

(1) directors who are named as such in the articles of incorporation;

(2) directors duly elected in subsequent meetings of the stockholders or those appointed by virtue of the charter
of government-owned BSFls; and

(3) those elected to fill vacancies in the board of directors.

g. Independent directors. An independent director shall refer to a person who —

(1) is not or was not a director, officer or employee of the BSFI, its subsidiaries, affiliates or related interests

during the past three (3) years counted from the date of his election/appointment;
—
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(2) is not or was not a director, officer, or employee of the BSFI’s substantial stockholders and their related
companies during the past three (3) years counted from the date of his election/appointment;

(3) is notan owner of more than two percent (2%) of the outstanding shares or a stockholder with shares of stock
sufficient to elect one (1) seat in the board of directors of the institution, or in any of its related companies
or of its majority corporate shareholders;

(4) is nota close family member of any director, officer or stockholder holding shares of stock sufficient to elect one (1)
seat in the board of directors of the BSFI or any of its related companies or of any of its substantial stockholders;

(5) is not acting as a nominee or representative of any director or substantial shareholder of the BSFI, any of its
related companies or any of its substantial shareholders;

(6) is not or was not retained as professional adviser, consultant, agent or counsel of the BSFI, any of its related
companies or any of its substantial shareholders, either in his personal capacity or through his firm during the
past three (3) years counted from the date of his election;

(7) is independent of management and free from any business or other relationship, has not engaged and does
not engage in any transaction with the BSFI or with any of its related companies or with any of its substantial
shareholders, whether by himself or with other persons or through a firm of which he is a partner or a
company of which he is a director or substantial shareholder, other than transactions which are conducted
at arm’s length and could not materially interfere with or influence the exercise of his judgment;

(8) was not appointed in the BSFI, its subsidiaries, affiliates or related interests as Chairman “Emeritus”,
“Ex-Officio”, Directors/Officers or Members of any Advisory Board, or otherwise appointed in a capacity
to assist the board of directors in the performance of its duties and responsibilities during the past three
(3) years counted from the date of his appointment;

(9) is not affiliated with any non-profit organization that receives significant funding from the BSFI or any of its
related companies or substantial shareholders; and

(10) is not employed as an executive officer of another company where any of the BSFI’s executives serve as directors.

Majority stockholder or majority shareholder shall refer to a person, whether natural or juridical, owning more
than fifty percent (50%) of the voting stock of a BSFI.

NBFIs shall refer to investment houses, finance companies, trust entities, insurance companies, securities
dealers/brokers, credit card companies, non-stock savings and loan associations (NSSLAs), holding companies,
investment companies, government NBFls, asset management companies, insurance agencies/brokers, venture
capital corporations, FX dealers, money changers, lending investors, pawnshops, fund managers, remittance
agents and all other NBFls without quasi-banking functions.

Non-executive directors shall refer to those who are not part of the day to day management of operations and shall
include the independent directors. However, not all non-executive directors are considered independent directors.

Officers shall include the chief executive officer (CEO)!, executive vice president, senior vice-president, vice
president, general manager, treasurer, secretary, trust officer and others mentioned as officers of the BSFI, or
those whose duties as such are defined in the by-laws, or are generally known to be the officers of the BSFI (or any
of its branches and offices other than the head office) either through announcement, representation, publication
or any kind of communication made by the BSFI: Provided, That a person holding the position of chairman or vice-
chairman of the board of directors or another position in the board of directors shall not be considered as an
officer unless the duties of his position in the board of directors include functions of management such as those
ordinarily performed by regular officers: Provided, further, That members of a group or committee, including sub-
groups or sub-committees, whose duties include functions of management such as those ordinarily performed by
regular officers, and are not purely recommendatory or advisory, shall likewise be considered as officers.

Parent shall refer to a corporation which has control over another corporation directly or indirectly through one
(1) or more intermediaries;

Quasi-banks (QBs) shall refer to investment houses, finance companies, trust entities and all other NBFls with
quasi-banking functions.

Related company shall refer to another company which is:

(1) Its parent or holding company;

1

Shall also refer to the President or any other title referring to the top management post in the BSF
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(2) Its subsidiary or affiliate; or

(3) A corporation where a BSFI or its majority stockholder own such number of shares that will allow/enable such
person or group to elect at least one (1) member of the board of directors or a partnership where such
majority stockholder is a partner.

0. Related interest shall refer to any of the following:

(1) Spouse or relative within the first degree of consanguinity or affinity, or relative by legal adoption, of a
director, officer or stockholder of the BSFI;

(2) Partnership of which a director, officer, or stockholder of a BSFl or his spouse or relative within the first degree
of consanguinity or affinity, or relative by legal adoption, is a general partner;

(3) Co-owner w