


FOREWORD

The Manual of Regulations for Banks (MORB) is designed to be an authoritative
codification of regulations governing banks which are all under the supervision of the Bangko
Sentral ng Pilipinas.

Prepared by the Committee on the Updating of the Manual of Regulations for Banks
and Non-Bank Financial Institutions, the MORB methodically and logically organizes the
Bangko Sentral rules and policy issuances that implement the broader provisions of Republic
Act No. 8791, also known as the General Banking Law of 2000, as well as other pertinent
banking laws.

Principally, the MORB fosters adherence to banking standards that are ultimately
aimed at strengthening the country’s financial system stability.

While the MORB was designed to guide the operations of banks in the Philippines, it
may also serve as a useful reference material for any individual, institution or agency with
interest in the domestic banking system.

To keep pace with the developments in the financial markets, the MORB is constantly
updated to incorporate domestic financial sector reforms, as well as the latest international

standards and best practices, which are embodied in Bangko Sentral issuances as these affect
the banking business.

This edition covers rules and regulations cumulatively issued as of End-October 2015.

o

AMANDQ M. TETANGCO, JR.
Governor

2& February 2016



PREFACE

Manual of Regulations for Banks

The 31 October 2015 Manual of Regulations for Banks (MORB) is the latest edition
from the initial issuance in 1996. The updates consist of the banking legislative reforms and
its implementing rules and regulations and amendments to existing policies. It shall serve as
the principal source of banking regulations issued by the Monetary Board and the Governor
of the Bangko Sentral and shall be cited as the authority for enjoining compliance with the

rules and regulations embodied therein.

The Monetary Board of the Bangko Sentral, in its Resolution No. 1203 dated
07 December 1994, directed the creation of a multi-departmental Ad Hoc Review Committee
with representatives from the Supervision and Examination Sector (SES) and Office of the
General Counsel and Legal Services (OGCLS). The Committee was officially constituted
under Office Order No. 2 series of 1995 and was reconstituted several times thereafter, the
latest of which was Office Order No. 0458 dated 21 June 2013. Under the aforesaid Office
Order, the Committee is tasked to update the Manuals on a continuing basis to:
1. Incorporate relevant issuances;
2. Propose revisions/amendments/deletions of provisions which have
become obsolete, redundant, irrelevant or inconsistent with laws/
rules and regulations;
3. Reformulate provisions as the need arises; and
4.  Oversee the publication and printing of the MORB in coordination
with the Economic and Financial Learning Center and Corporate

Affairs Office.



The present Committee, as reconstituted under Office Order No. 0458 dated

21 June 2013 is composed of:
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Deputy Director
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The Committee Secretariat is headed by Ms. Ma. Cecilia U. Contreras, Supervision
and Examination (SE) Specialist Il, OSPD, and is assisted by Maria Evette T. Santos, SE Analyst

[I, OSPD, and two (2) other personnel.
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INSTRUCTIONS TO USERS
(31 October 2015 Edition)

The Manual of Regulations for Banks (the “Manual”) is divided into nine (9) Parts.
For provisions common to all types of banks, the sections and subsections of each part is
prefixed by the letter “X”. Special provisions do not contain the prefix “X” but instead, the
section/subsection applicable only to universal/commercial banks (UBs/KBs), thrift banks
(TBs) and rural banks (RBs) and cooperative banks (Coop Banks) are indicated by the first
digit showing the numbers 1, 2, and 3 applicable to said banks, respectively. The second
digit refers to the Part of the Manual. The third and fourth digits refer to the section number
of the Part while the number/s after the decimal point, if any, refer to the subsection.

Thus, to illustrate, Subsection X143.1 and Section 1381 would indicate
Main Section - “Disqualification of Directors/Trustees and Officers”

Subsection - “Persons disqualified to become officers”

Part One on “Organization, Management and Administration”

Manual of Regulations for Banks (Common provision)

”

Main Section - “Investment in Non-Allied Undertakings

Part Three - “Loans, Investments and Special Credits”
Manual of Regulations for Banks (special provision for UBs/KBs)
The runners in the upper-right or left hand corners of each page show the sections/

subsections and the cut-off date of the regulatory issuances included in the page of the
Manual where the runner is shown.
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(Reserved)
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SECTION

SECTION

SECTION

SECTION

SECTIONS

SECTION

SECTION

SECTION

C. NEGOTIABLE ORDER OF WITHDRAWAL ACCOUNTS

X223  Authority to Accept Negotiable Order of Withdrawal Accounts
X223.1 Prerequisites to accept negotiable order of withdrawal
accounts for thrift banks/rural banks/cooperative
banks
X223.2 Requirements for accepting negotiable order of
withdrawal accounts
X223.3 Sanctions

X224  Rules on Servicing Negotiable Order of Withdrawal Accounts
X225  Minimum Features
X226  Clearing of Negotiable Order of Withdrawal Accounts
X227 - X230 (Reserved)
D. TIME DEPOSITS
X231  Term of Time Deposits
X232  Special Time Deposits

X233  Certificates of Time Deposits

X233.1 Prerequisites to issue negotiable certificates of time
deposits for thrift banks/rural banks/cooperative
banks

X233.2 Requirements for issuing negotiable certificates of
time deposits

X233.3  Minimum features

X233.4 Insurance coverage

X233.5 Desistance from issuing new negotiable certificates
of time deposits

X233.6 Sanctions

X233.7 - X233.8 (Reserved)

X233.9 Long-term negotiable certificates of time deposit

X233.10 (Reserved)

X233.11 Long-term non-negotiable tax-exempt certificates of
time deposit

XXiv



E. DEPOSIT SUBSTITUTE OPERATIONS (QUASI-BANKING FUNCTIONS)

SECTION

SECTION

SECTION

SECTION

SECTION

SECTION

X234

X235

X236

X237

X238

X239

Scope of Quasi-Banking Functions

X234.1
X234.2
X234.3
X234.4

X234.5
X234.6

Elements of quasi-banking

Definition of terms and phrases

Transactions not considered quasi-banking
Pre-conditions for the exercise of quasi-banking
functions

Certificate of Authority from the Bangko Sentral
Sale, discounting, assignment or negotiation by
banks of their credit rights arising from claims against
the BSP

Deposit Substitute Instruments

X235.1

X235.2
X235.3
X235.4
X235.5
X235.6

X235.7 -
X235.12

Prohibition against use of acceptances, bills of
exchange and trust certificates

Negotiation of promissory notes

Minimum features

Interbank loan transactions

Delivery of securities

Other rules and regulations governing the issuance
and treatment of deposit substitute instruments
X235.11 (Reserved)

Repurchase agreements covering government
securities, commercial papers and other negotiable
and non-negotiable securities or instruments

Minimum Trading Lot and Minimum Term of Deposit Substitute

Money Market Placements of Rural Banks

X237.1
X237.2

X237.3

Definition of terms

Conditions required on accepted placements not
covered by prohibition

Sanctions

Without Recourse Transactions

X238.1
X238.2
X238.3

Delivery of securities
Sanctions
Securities custodianship operations

Issuance of Bonds

X239.1
X239.2

Definition of terms
Compliance with Securities and Exchange
Commission rules on registration of bond issues

XXV



SECTION X240

SECTION X241

SECTION X242

SECTION X243

X239.3 Notice to Bangko Sentral ng Pilipinas
X239.4  Minimum features
X239.5 Issuance of commercial papers

F. GOVERNMENT DEPOSITS

Statement of Policy

X240.1 Prior Monetary Board approval

X240.2 Banks which may accept government funds

X240.3 Prerequisites for the grant of authority to accept
deposits from the Government and government
entities

X240.4  Application for authority

X240.5 Limits on funds of the Government and government
entities that may be deposited with banks

X240.6  Liquidity floor

X240.7 Exempt transactions

X240.8 Reports

X240.9 Sanctions

X240.10 - X240.14 (Reserved)

X240.15 Acceptance by banks with internet banking facility
of payment of fees for account of government entities

(Reserved)
G. INTEREST

Interest on Deposits/Deposit Substitutes

X242.1 Time of payment of interest on time deposits/deposit
substitutes

X242.2  Treatment of matured time deposits/deposit
substitutes

Disclosure of Effective Rates of Interest

SECTIONS X244 - X252 (Reserved)

H. RESERVES AGAINST DEPOSIT AND DEPOSIT SUBSTITUTE LIABILITIES

SECTION X253

Accounts Subject to Reserves; Amounts Required

X253.1 Required reserves against deposit and deposit
substitute liabilities

X253.2  Liquidity reserves (Deleted by Circular No. 753 dated
29 March 2012)

XXVi



SECTION

SECTION

SECTION

SECTION

SECTION

SECTIONS

SECTION

SECTION

SECTION

SECTION

X254  Composition of Reserves
X254.1  Allowable drawings against reserves
X254.2  Exclusion of uncleared checks and other cash items
X254.3 Interest income on reserve deposits
X254.4  Book entry method for reserve securities

X255  Exemptions from Reserve Requirements

X256  Computation of Reserve Position
X256.1  Measurement of reserve requirement
X256.2 - X256.4  (Reserved)
X256.5  Guidelines in calculating and reporting to the Bangko
Sentral the required reserves on deposit substitutes
evidenced by repurchase agreements covering
government securities

X257 Reserve Deficiencies; Sanctions
X257.1  Chronic reserve deficiency; penalties
X257.2  Failure to cover overdrawings with the Bangko Sentral
X257.3  Payment of penalties on reserve deficiencies

X258 Report on Compliance
X259 - X260 (Reserved)
I. SUNDRY PROVISIONS ON DEPOSIT OPERATIONS

X261  Booking of Deposits and Withdrawals
X261.1  Clearing cut-off time
X261.2  Definitions
X261.3 Booking of cash deposits
X261.4  Booking of non-cash deposits
X261.5 Booking of deposits after regular banking hours
X261.6  Other records required
X261.7 Notice required

X262  Miscellaneous Rules on Deposits
X262.1  Specimen signatures, identification photos
X262.2 Insurance on deposits
X262.3  Certification of compliance with Subsection 55.4 of
R.A. No. 8791

X263  Service and Maintenance Fees
X263.1 Amendments to terms and conditions for the
imposition of service charges/fees

X264  Unclaimed Balances
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SECTION

SECTION

SECTION

SECTION

SECTION

SECTION

SECTION

SECTION

SECTION

X265  Acceptance, Encashment or Negotiation of Checks Drawn in
Favor of Commissioner/Collector of Customs

X266  Deposit Pick-up/Cash Delivery Services
X266.1  Operation of armored cars

1266  (Reserved)
2266  (Reserved)

3266  Qualifying Criteria Before a Rural/Cooperative Bank Engages in
Deposit Pick-up Services

X267  Automated Teller Machines
J. BORROWINGS FROM THE BANGKO SENTRAL

X268 Rediscounting Line
X268.1  Credit Information System
X268.2  Application procedures
X268.3  Approval/Renewal of the line
X268.4  Amount of line
X268.5 Term of the line
X268.6 - X268.9  (Reserved)
X268.10 Constitutional prohibition

X269 Rediscounting Availments
X269.1  Eligibility requirements at the time of availment
X269.2 Eligible papers and collaterals
X269.3  Loan availment procedures
X269.4  Loan value
X269.5  Maturities
X269.6 Rediscount/lending rates and liquidated damages
X269.7 Release of proceeds
X269.8 Repayments/remittance of collections/arrearages
X269.9  Prohibited transactions
X269.10 Monitoring and credit examination of borrowing
banks
X269.11 Penalties/sanctions
X269.12 Interlocking directorship/officership

X270 Repurchase Agreements with the Bangko Sentral

SECTION X271 Bangko Sentral Liquidity Window
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SECTION

SECTION

SECTION

SECTION

SECTION

SECTION

SECTION

SECTION

SECTION

SECTION

X272

X273

X274

1274

2274

3274

X275

X276

X277

1277

X271.1  Nature of liquidity window
X271.2  Terms of credit
X271.3  Limit

Emergency Loans or Advances to Banking Institutions

X272.1  Nature of emergency loans or advances

X272.2  When an emergency loan or advance may be
availed of

X272.3  Allowable amount of emergency loan or advance

X272.4  Application procedures

X272.5 Other documentary requirements

X272.6  Acceptable collaterals and their corresponding loan
values

X272.7  Manner and conditions of release

X272.8 Interestrates, liquidated damages, and penalties

X272.9 General terms and conditions

X272.10 Maturity/Conditions for renewals

X272.11 Remittance of collections/repayments/arrearages

X272.12 Default

Facility to Committed Credit Line Issuers

X273.1  Nature of special credit accommodations
X273.2  Conditions to access

X273.3  Terms of credit

X273.4  Ceiling

(Reserved)
(Reserved)

Countryside Financial Institutions Enhancement Program for
Thrift Banks

Countryside Financial Institutions Enhancement Program for
Rural and Cooperative Banks

Recording and Reporting of Borrowings

Rediscounting Window for Low-Cost Housing as Defined by the
Housing and Urban Development Coordinating Council

(Reserved)

Rediscounting Window Available to All Universal and
Commercial Banks for the Purpose of Providing Liquidity
Assistance to Investment Houses
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SECTION

SECTION

SECTION

SECTIONS

SECTION

SECTION

SECTION

SECTION

SECTION

SECTION

SECTION

SECTION

SECTION

SECTION

SECTIONS

2277

3277

X278

X279

X281

X282

X283

1283

2283

3283

X284

1284

2284

3284

Rediscounting Window Available to TBs for the Purpose of
Providing Liquidity Assistance to Support and Promote
Microfinance Programs

Rediscounting Window Available to Rural and Cooperative
Banks for the Purpose of Providing Liquidity Assistance to Support
and Promote Microfinance Programs

3277.1 Eligibility requirements

3277.2 Microcredit line

3277.3 Terms and conditions

3277.4 Documentary requirements

3277.5 Remittance of collections/payments/repayments
3277.6 Reports required

3277.7 Accounts verification

3277.8 Sanctions

Enhanced Intraday Liquidity Facility
X280 (Reserved)
K. OTHER BORROWINGS

Borrowings from the Government
X281.1  Exemption from reserve requirement

Borrowings from Trust Departments or Investment Houses
(Reserved)

(Reserved)

Mortgage/CHM Certificates of Thrift Banks

(Reserved)

(Reserved)

(Reserved)

(Reserved)

Borrowings of Rural Banks/Cooperative Banks

X285 - X298 (Reserved)
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SECTION X299

PART THREE

SECTION X301

SECTION X302

SECTION X303

SECTION X304

General Provision on Sanctions

LOANS, INVESTMENTS AND SPECIAL CREDITS

Lending Policies (Deleted by Circular No. 855 dated

29 October 2014)

X301.1  (Reserved)

1301.1  Rules and regulations to govern the development and
implementation of banks’ internal credit risk rating
systems (Deleted by Circular No. 855 dated
29 October 2014)

2301.1  (Reserved)

3301.1  (Reserved)

X301.2 - X301.5 (Reserved)

X301.6  Large exposures and credit risk concentrations

Loan Portfolio and Other Risk Assets Review System (Deleted

by Circular No. 855 dated 29 October 2014)

X302.1  Provisions for losses; booking (Deleted by Circular
No. 855 dated 29 October 2014)

X302.2  Sanctions (Deleted by Circular No. 855 dated
29 October 2014)

X302.3 Regulatory relief for banks under rehabilitation
program approved by the Bangko Sentral

A.LOANS IN GENERAL

Credit Exposure Limits to a Single Borrower

X303.1  Definition of terms

X303.2 Rediscounted papers included in loan limit

X303.3  Creditrisk transfer

X303.4  Exclusions from loan limit

X303.5 Sanctions

X303.6 - X303.7 (Reserved)

X303.8  Limit for wholesale lending activities of government
banks

Grant of Loans and Other Credit Accommodations

X304.1  Additional requirements

X304.2  Purpose of loans and other credit accommodations
(Deleted by Circular No. 855 dated
29 October 2014)

XXXi



SECTION X305

SECTION X306

SECTION X307

SECTION X308

SECTION X309

X304.3  Prohibited use of loan proceeds

X304.4  Signatories

X304.5 - X304.8 (Reserved)

X304.9 Policies on loans to non-immigrants and embassy
officials

X304.10 Minimum required disclosure

X304.11 Unfair collection practices

X304.12 Confidentiality of Information

X304.13-X304.14 (Reserved)

X304.15 Sanctions

Interest and Other Charges

X305.1 Rate of interest in the absence of stipulation
X305.2  Escalation clause; when allowable

X305.3  Floating rates of interest

X305.4  Accrual of interest earned on loans

X305.5 Method of computing interest

Past Due Accounts

X306.1  Accounts considered past due

X306.2 Demand loans

X306.3 Renewals/extensions (Deleted by Circular No. 855
dated 29 October 2014)

X306.4 Restructured loans (Deleted by Circular No. 855
dated 29 October 2014)

X306.5 Write-off of loans, other credit accommodations,
advances and other assets as bad debts (Deleted by
Circular No. 855 dated 29 October 2014)

X306.6  Writing-off microfinance loans as bad debts
(Deleted by Circular No. 855 dated
29 October 2014)

X306.7 Updating of information provided to credit
information bureaus

“Truth in Lending Act” Disclosure Requirement

X307.1  Definition of terms

X307.2  Information to be disclosed

X307.3 Inspection of contracts covering credit transactions
X307.4  Posters

X307.5  Sanctions and penal provisions

Amortization on Loans and Other Credit Accommodations
Non-Performing Loans

X309.1  Accounts considered non-performing; definitions
X309.2 - X309.3 (Reserved)
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SECTION X310

SECTION X311

SECTION X312

SECTION X313

SECTION X314

SECTION X315

SECTIONS X316 -

SECTION X319

X309.4  Reporting requirement
X309.5 Reportorial requirement

(Reserved)
B. SECURED LOANS

Secured Loans and Other Credit Accommodations

X311.1  Loans secured by junior mortgage on real estate
(Deleted by Circular No. 855 dated
29 October 2014)

X311.2  (Reserved)

1311.2  (Reserved)

2311.2  (Reserved)

3311.2 Eligible real estate collaterals on rural/cooperative
bank loans (Deleted by Circular No. 855 dated
29 October 2014)

X311.3  Insurance on real estate improvements (Deleted by
Circular No. 855 dated 29 October 2014)

X311.4  Participation in foreclosure proceedings

1311.4  (Reserved)

2311.4  Foreclosure by thrift banks

3311.4  Foreclosure by rural/cooperative banks

X311.5 Redemption of foreclosed real estate mortgage

Loans and Other Credit Accommodations Secured By Chattels
and Intangible Properties (Deleted by Circular No. 855 dated

29 October 2014)

Loans and Other Credit Accommodations Secured By Personal
Properties (Deleted by Circular No. 855 dated
29 October 2014)

Increased Loan Values and Terms of Loans for Home-Building
(Deleted by Circular No. 855 dated 29 October 2014)

Loans Secured by Certificates of Time Deposit (Deleted by
Circular No. 855 dated 29 October 2014)

X318 (Reserved)
C. UNSECURED LOANS

Loans Against Personal Security (Deleted by Circular No. 855
dated 29 October 2014)
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SECTION X320

SECTION X321

SECTION X322

X319.1  General guidelines (Deleted by Circular No. 622 dated
16 September 2008)

X319.2  Proof of financial capacity of borrower (Deleted by
Circular No. 622 dated 16 September 2008)

X319.3  Signatories (Deleted by Circular No. 622 dated
16 September 2008)

Credit Card Operations; General Policy

X320.1  Definition of terms

X320.2 Risk management system

X320.3  Minimum requirements

X320.4 Information to be disclosed

X320.5 Interest accrual on past due loans

X320.6  Method of computing interest

X320.7 Finance charges

X320.8 Deferral charges

X320.9 Late payment/penalty fees

X320.10 Confidentiality of information

X320.11 Suspension, termination of effectivity and reactivation

X320.12 Inspection of records covering credit card
transactions

X320.13 Offsets

X320.14 Handling of complaints

X320.15 Unfair collection practices

X320.16 Sanctions and penal provisions

X320.17 Submission of credit card business activity report

Policies on Salary-Based General-Purpose Consumption loans
X321.1  Definition; Transactions covered; Exclusions; Report
X321.2  Credit granting

X321.3  Consumer protection

X321.4  Sanctions

D. RESTRUCTURED LOANS

Restructured Loans; General Policy (Deleted by Circular No.

855 dated 29 October 2014)

X322.1  Definition; when to consider performing/
non-performing (Deleted by Circular No. 855
dated 29 October 2014)

X322.2  Procedural requirements (Deleted by Circular No.
855 dated 29 October 2014)
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X322.3  Restructured loans considered past due ( Deleted by
Circular No. 855 dated 29 October 2014 )

X322.4  Classification ( Deleted by Circular No. 855 dated

29 October 2014 )

SECTIONS X323 - X325 (Reserved)

E. LOANS AND OTHER CREDIT ACCOMMODATIONS TO DIRECTORS,
OFFICERS, STOCKHOLDERS AND THEIR RELATED INTERESTS

SECTION X326 General Policy
X326.1  Definitions

SECTION X327 Transactions Covered

SECTION X328  Transactions Not Covered
X328.1  Applicability to credit card operations
X328.2 - X328.4 (Reserved)
X328.5 Loans, other credit accommodations and guarantees
granted to subsidiaries and/or affiliates

SECTION X329 Director Indirect Borrowings

SECTION X330 Individual Ceilings
X330.1  Exclusions from individual ceiling

SECTION X331 Aggregate Ceiling; Ceiling on Unsecured Loans, Other Credit
Accommodations and Guarantees

SECTION X332  Exclusions from Aggregate Ceiling
SECTION X333  Applicability to Branches and Subsidiaries of Foreign Banks
SECTION X334  Procedural Requirements
SECTION X335 Reportorial Requirements
SECTION X336  Sanctions
SECTION X337  Waiver of Secrecy of Deposit
SECTION X338 Financial Assistance to Officers and Employees
X338.1  Mechanics
X338.2  (Reserved)

1338.2  Funding by foreign banks
2338.2  (Reserved)
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SECTION X339

SECTION X340

SECTION X341

SECTION X342

3338.2 (Reserved)
X338.3  Other conditions/limitations

Transitory Provisions
X339.1 - X339.3 (Reserved)
X339.4 Reportorial requirements

Applicability of DOSRI Rules and Regulations to Government
Borrowings in Govenment-Owned or -Controlled Banks

F. MANDATORY CREDITS

Agriculture and Agrarian Reform Credit
X341.1  Definition of terms
X341.2  Qualified borrowers

X341.3  Required allocation for agriculture and agrarian reform
credit

X341.4  Direct compliance

X341.5 Allowable alternative compliance

X341.6  Computation of loanable funds

X341.7 Computation of total equity

X341.8 Accreditation of banks as rural financial institutions

X341.9 Syndicated type of agrarian reform credit/agricultural

credit
X341.10 Interest and other charges
X341.11 Submission of reports
X341.12 Consolidated compliance
X341.13 - X341.14 (Reserved)
X341.15 Sanctions

Mandatory Allocation of Credit Resources to Micro, Small and

Medium Enterprises

X342.1  Definition of terms

X342.2  Period covered; prescribed portions of loan portfolio
to be allocated

X342.3  Eligible credit exposures

X342.4 Ineligible credit instruments

X342.5 Rights/remedies available to lending institutions not
qualified to acquire or hold lands of public domain

X342.6  Submission of reports

X342.7  Sanctions

X342.8 Disposition of penalties collected

X342.9 - X342.14 (Reserved)
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SECTION

SECTION

SECTIONS

SECTION

SECTION

SECTION

SECTIONS

SECTION

X343

X344

X345 -

X347

X348

X349

X350 -

X361

X342.15 Accreditation guidelines for Rural and Thrift Banks
under the SME Unified Lending Opportunities for
National Growth

G. SPECIAL TYPE OF LOANS

Interbank Loans

X343.1 Systems and procedures for interbank call loan
transactions

X343.2  Accounting procedures

X343.3  Settlement procedures for interbank loan transactions

Loans to Thrift/Rural/Cooperative Banks

X344.1  Loans under Section 12 of R.A. No. 7353, Section 10
of R.A. No. 7906 and Article 102, R.A. No. 6038, as
amended by R.A. No. 9520

X344.2 Loans under Section 14 of R.A. No. 7353

X346 (Reserved)

Standby Letters of Credit

X347.1  Domestic standby letters of credit
X347.2  Ceiling

X347.3  Reports

Committed Credit Line for Commercial Paper Issues
X348.1  Who may grant line facility

X348.2 Ceilings

X348.3  Terms; conditions; restrictions

X348.4 Reports to the Bangko Sentral

X348.5 Loan limit

Agriculture and Fisheries Projects with Long Gestation Periods
X349.1  Definition of terms

X349.2  Grace period

X349.3 Responsibility of lending banks

X349.4  Pastdue loans

X349.5 Non-performing loans

X360 (Reserved)
Microfinance Loans
X361.1  Definition

X361.2  Loan limit; amortization; interest
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SECTIONS X362 -

SECTION

SECTIONS

SECTION

SECTION

SECTION

X365

X366 -

X376

X377

X378

X361.3  Credit information exemption

X361.4  Exemptions from rules on unsecured loans

X361.5 Housing microfinance loan

X361.6  (Reserved)

X361.7  Micro-agri loans

X361.8  (Reserved)

1361.8  (Reserved)

2361.8  Marketing, sale and servicing of microinsurance
products by thrift banks

3361.8  Marketing, sale and servicing of microinsurance
products by rural and cooperative banks

X361.9 Required reports

X361.10 Sanctions

X364 (Reserved)

Loans to Barangay Micro Business Enterprises

X365.1 Creditdelivery

X365.2 Interest on loans to barangay micro business
enterprises

X365.3  Amortization of loans to barangay micro business
enterprises

X365.4  Waiver of documentary requirements

X365.5 Incentives to participating financial institutions

X365.6  Credit guarantee

X365.7 Record

X365.8 Reports to Congress

X365.9  Administrative sanctions

X375 (Reserved)
H. EQUITY INVESTMENTS
Scope of Authority
X376.1  Conditions for investment in equities
X376.2 - X376.4  (Reserved)
X376.5 Guidelines for major investments

Financial Allied Undertakings

Limits on Investment in the Equities of Financial Allied
Undertakings
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SECTION

SECTION

SECTION

SECTION

SECTION

SECTION

SECTION

SECTION

SECTIONS

SECTION

X379

X380

X381

1381

X382

X383

X384

X385

X386 -

X388

Investments in Venture Capital Corporations

X379.1
X379.2
X379.3
X379.4

X379.5

Requirements for investors

Equity investments of venture capital corporations
Business name of venture capital corporations
Reportorial requirements; examination by Bangko
Sentral

Interlocking directorships and/or officerships

Non-Financial Allied Undertakings

(Reserved)

Investments in Non-Allied or Non-Related Undertakings

1381.1

1381.2
1381.3

Non-allied undertakings eligible for investment by
universal banks

Limits on investments in non-allied enterprises
Report on outstanding equity investments in and
outstanding loans to non-allied enterprises

Investments in Subsidiaries and Affiliates Abroad

X382.1
X382.2
X382.3

X382.4 -
X382.8

Application for authority to establish or acquire
subsidiaries and affiliates abroad

Requirements for establishing subsidiaries or affiliates
abroad

Conditions for approval of application

X382.7  (Reserved)

Investment of a bank subsidiary in a foreign subsidiary

Other Limitations and Restrictions

(Reserved)

Sanctions

X387

I. (RESERVED)

(Reserved)

J . OTHER OPERATIONS

Purchase of Receivables and Other Obligations

X388.1
X388.2
X388.3

Yield on purchase of receivables
Purchase of receivables on a “without recourse” basis
Purchase of commercial paper

XXXIX



SECTION X389

SECTION 1389

X388.4 Reverse repurchase agreements with Bangko Sentral
X388.5 Investment in debt and readily marketable equity
securities

(Reserved)
Guidelines on the Investment of Universal Banks and

Commercial Banks in Credit-Linked Notes, Structured Products
and Securities Overlying Securitization Structures

SECTIONS 2389 - 3389 (Reserved)

SECTION X390

SECTION 1390

SECTION 2390

SECTION 3390

SECTIONS X391 -

SECTION X393

SECTION X394

SECTION X395

(Reserved)

Prohibition Against Non-Residents form Investing in the Special
Deposit Account (SDA) Facility

Prohibition Against Non-Residents from Investing in the SDA
Facility

(Reserved)
X392 (Reserved)
K. MISCELLANEOUS PROVISIONS

Loans-to-Deposits Ratio

X393.1  Statement of policy

X393.2 Regional loans-to-deposits ratio

X393.3  Computation of the regional loans-to-deposits ratio

Acquired Assets in Settlement of Loans

X394.1  Posting

X394.2 Booking

X394.3  Sales contract receivable

X394.4 - X394.9 (Reserved)

X394.10 Transfer/sale of non-performing assets to a special
purpose vehicle or to an individual

X394.11 - X394.14 (Reserved)

X394.15 Joint venture of banks with real estate development
companies

Credit Policies of Government-Owned Corporations
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SECTION X396 Parcellary Plans on Crop Loans
SECTION X397  (Reserved)

SECTION 1397  Limits on Real Estate Exposures and Other Real Estate Property
of UBs/KBs

SECTION 2397  Limits on Real Estate Exposures and Other Real Estate Property
of TBs

SECTION 3397 (Reserved)

SECTION X398 Monetary Board Opinion on Domestic Borrowings of
Government
X398.1  Domestic borrowings by local government units
pursuant to Section 123 of R.A. No. 7653
X398.2  Debt service limit on local government borrowings
X398.3 - X398.4 (Reserved)
X398.5 Enforcement actions

L. GENERAL PROVISION ON SANCTIONS

SECTION X399 General Provision on Sanctions

PART FOUR - TRUST, OTHER FIDUCIARY BUSINESS AND
INVESTMENT MANAGEMENT ACTIVITIES

SECTION X401 Statement of Principles
SECTION X402 Scope of Regulations
SECTION X403 Definitions
A. TRUST AND OTHER FIDUCIARY BUSINESS
SECTION X404  Authority to Perform Trust and Other Fiduciary Business
X404.1  Application for authority to perform trust and other
fiduciary business
X404.2 Required capital
X404.3  Prerequisites for engaging in trust and other fiduciary

business
X404.4  Pre-operating requirements

xli



SECTION

SECTION

SECTION

SECTION

SECTION X406

SECTION X407

SECTION

SECTION

1404

2404

3404

X405

X408

X409

(Reserved)

Grant of Authority to Engage in Limited Trust Business to Thrift
Banks

Grant of Authority to Engage in Limited Trust Business to Rural
Banks

Security for the Faithful Performance of Trust and Other Fiduciary

Business

X405.1  Basic security deposit

X405.2  Eligible securities

X405.3  Valuation of securities and basis of computation of
the basic security deposit requirement

X405.4  Compliance period; sanctions

X405.5 Reserves against peso-denominated common trust
funds and trust and other fiduciary accounts - others

X405.6  Composition of reserves

X405.7  Computation of reserve position

X405.8 Reserve deficiencies; sanctions

X405.9 Report of compliance

Organization and Management

X406.1  Organization

X406.2  Composition of trust committee

X406.3  Qualifications of committee members, officers and
staff

X406.4 Responsibilities of administration

X406.5 - X406.8 (Reserved)

X406.9 Outsourcing services in trust departments

X406.10 Confirmation of the appointment/designation
of trust officers and independent professional

Non-Trust, Non-Fiduciary and/or Non-Investment Management
Activities

Unsafe and Unsound Practices
X408.1 - X408.8 (Reserved)
X408.9 Sanctions

Trust and Other Fiduciary Business

X409.1  Minimum documentary requirements
X409.2 Lendingand investment disposition

xlii



SECTION X410

SECTION X411

X409.3
X409.4
X409.5
X409.6

X409.7
X409.8
X409.9

X409.10 -

X409.16

Transactions requiring prior authority

Ceilings on loans

Funds awaiting investment or distribution

Other applicable regulations on loans and
investments

Operating and accounting methodology
Tax-exempt individual trust accounts

Living trust accounts

X409.15 (Reserved)

Qualification and accreditation of private banks acting
as trustee on any mortgage or bond issuance by any
municipality, government-owned or controlled
corporation, or any body politic

X409.17 Trust fund of pre-need companies

Unit Investment Trust Funds/Common Trust Funds

X410.1
X410.2
X410.3
X410.4

X410.5
X410.6
X410.7
X410.8
X410.9
X410.10

X410.11
X410.12
X410.13

X410.14

Definitions

Establishment of a Unit Investment Trust Fund
Administration of a Unit Investment Trust Fund
Relationship of trustee with Unit Investment

Trust Fund

Operating and accounting methodology

Plan rules

Minimum disclosure requirements

Exposure limit

Allowable investments and valuation

Other related guidelines on valuation of allowable
investments

Unit investment trust fund administration support
Counterparties

Foreign currency-denominated unit investment trust
funds

Exemptions from statutory and liquidity reserves,
single borrower's limit, directors, officers,
stockholders and their related interests

Investment Management Activities

X411.1
X411.2

X411.3
X411.4

Minimum documentary requirements

Minimum size of each investment management
account

Commingling of funds

Lending and investment disposition
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SECTION

SECTION

SECTION

SECTION

SECTION

SECTION

SECTION

X412

X413

X414

X415

X416

X417

X418

X411.5
X411.6
X411.7
X411.8

X411.9
X411.10

Transactions requiring prior authority

Title to securities and other properties

Ceilings on loans

Other applicable regulations on loans and
investments

Operating and accounting methodology
Tax-exempt individual investment management
accounts

Foreign Currency Deposit Unit/Expanded Foreign Currency
Deposit Unit Trust Accounts; Other Fiduciary or Investment
Management Accounts

X412.1

X412.2

X412.3
X412.4

Banks with trust authority or investment management
authority

Additional deposit for the faithful performance of trust
duties or investment management activities
Applicability of rules and regulations

Liquidity requirement for foreign currency deposit
unit/expanded foreign currency deposit unit common
trust funds (Deleted by Circular No. 666 dated 24
September 2009)

Required Surplus

B. INVESTMENT MANAGEMENT ACTIVITIES

Authority to Perform Investment Management

X414.1
X414.2

X414.3

Required capital

Prerequisites for engaging in investment management
activities

Pre-operating requirements

Security for the Faithful Performance of Investment Management

Activities

X415.1
X415.2
X415.3

X415.4

Basic security deposit

Eligible securities

Valuation of securities and basis of computation of
the basic security deposit requirement

Compliance period; sanctions

Organization and Management

Non-Investment Management Activities

Unsound Practices
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SECTION

SECTION

SECTION

SECTION

SECTION

SECTION

SECTION

SECTION

SECTION

SECTION

SECTION

SECTIONS

SECTION

X419

X420

X421

X422

X423

X424

X425

X426

X427

X428

X429

X430

X441

Conduct of Investment Management Activities
Required Surplus
C. GENERAL PROVISIONS
Books and Records
Custody of Assets
Fees and Commissions
Taxes
Reports Required
X425.1  To trustor, beneficiary, principal
X425.2  To the Bangko Sentral
X425.3  Audited financial statements
X425.4  Post-bond flotation report (Superseded by Circular No.
769 dated 26 September 2012)
Audits
X426.1 Internal audit
X426.2  External audit
X426.3 Board action
Authority Resulting from Merger or Consolidation
Receivership
Surrender of Trust or Investment Management License

X440 (Reserved)

Securities Custodianship and Securities Registry Operations
X441.1  Statement of policy

X441.2  Applicability of this regulation

X441.3  Prior Bangko Sentral approval

X441.4  Application for authority

X441.5 Pre-qualification requirements for a securities
custodian/registry

X441.6  Functions and responsibilities of a securities custodian

X441.7  Functions and responsibilities of a securities registry

X441.8  Protection of securities of the customer

xlv



X441.9
X441.10

X441.11
X441.12

X441.13
X441.14

X441.15 -

X441.29

SECTIONS X442 - X498

Independence of the registry and custodian

Registry of scripless securities of the Bureau of the
Treasury

Confidentiality

Compliance with anti-money laundering laws/
regulations

Basic security deposit

Reportorial requirements

X441.28 (Reserved)

Sanctions

(Reserved)

D. GENERAL PROVISION ON SANCTIONS

SECTION X499 Sanctions

PART FIVE - FOREIGN EXCHANGE TRANSACTIONS

Please refer to separate Manual on Foreign Exchange Transactions

PART SIX -  TREASURY AND MONEY MARKET OPERATIONS

A. OPEN MARKET OPERATIONS

SECTION X601  Open Market Operations

X601.1
X601.2
X601.3

X601.4 -
X601.6

SECTIONS X602 - X610

Repurchase agreements with Bangko Sentral
Reverse repurchase agreements with Bangko Sentral
Settlement procedures on the purchase and sale of
government securities under repurchase agreements
with the Bangko Sentral

X601.5 (Reserved)

Bangko Sentral trading windows and services during
public sector holidays

(Reserved)

B. FINANCIAL INSTRUMENTS

SECTIONS X611 Derivatives

X611.1
X611.2

Generally authorized derivatives activities
Activities requiring additional derivatives authority

xlvi



SECTIONS

SECTION

SECTIONS

SECTION

SECTION

SECTION

SECTIONS

SECTION

X612 -

X625

X626 -

1628

2628

3628

X629 -

1635

X611.3
X611.4
X611.5
X611.6

X624

Intra-group transactions
Accounting guidelines
Reporting requirements
Sanctions

(Reserved)

Forward and Swap Transactions

X625.1
X625.2
X625.3
X625.4
X625.5
1625.5
2625.5
3625.5
X625.6

X625.7

X625.8
X625.9

Statement of policy

Definition of terms

Documentation

Tenor/maturity and settlement

(Reserved)

Forward contracts with non-residents

(Reserved)

(Reserved)

Cancellations, roll-overs or non-delivery of FX forward
contracts

Non-deliverable forward contracts involving the
Philippine peso

Compliance with anti-money laundering rules
Reporting requirements

X625.10- X625.13 (Reserved)
X625.14 Sanctions

X628

(Reserved)

Credit-linked Notes and Similar Credit Derivative Products

1628.1
1628.2
1628.3
1628.4
1628.5
1628.6

(Reserved)

(Reserved)

X635

Definitions

Qualified banks

Capital treatment of investments in CLNs
Risk management

Transitional arrangements

Bangko Sentral approval not required

(Reserved)

Bank's Exposures to Structured Products

1635.1
1635.2

Statement of policy
Definition
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SECTION

SECTION

SECTION

SECTION

SECTION

SECTION

SECTIONS

SECTION

SECTION

SECTION

SECTIONS

SECTION

2635

3635

X636

1636

2636

3636

X637

1648

2648

3648

X649

X651

1635.3  Qualified banks

1635.4  Capital treatment of banks' exposures to structured
products

1635.5  Bangko Sentral approval not required

(Reserved)
(Reserved)
(Reserved)

Expanded Foreign Currency Deposit Units Investments in Foreign
Currency Denominated Structured Products

1636.1  Statement of policy

1636.2  Scope

1636.3  Other conditions

1636.4  Capital treatment of structured products

1636.5 Bangko Sentral approval not required

1636.6  Sanctions

(Reserved)
(Reserved)
X648 (Reserved)

Investments in Securities Overlying Securitization Structures

1648.1  Statement of policy

1648.2  Definition

1648.3  Qualified banks

1648.4 Capital treatment of investments in securities
overlying securitization structures

1648.5 Bangko Sentral approval not required

(Reserved)

(Reserved)

X650 (Reserved)
Asset-Backed Securities

X651.1  Definition of terms
X651.2  Prior Bangko Sentral approval

xlviii



SECTIONS X652 -

SECTION X660
SECTIONS X661

SECTION X699

PART SEVEN -

SECTION X701

X651.3  Board approval requirement

X651.4  Minimum documents required

X651.5  Minimum features of asset-backed securities
X651.6  Disclosure requirements

X651.7  Conveyance of assets

X651.8 Representations and warranties

X651.9  Third party review

X651.10 Originator and seller

X651.11 Trustee and issuer

X651.12 Servicer

X651.13 Underwriter

X651.14 Guarantor

X651.15 Credit enhancement

X651.16 Clean-up call

X651.17 Prohibited activities

X651.18 Amendment of trust indenture
X651.19 Trustee or servicer in securitization
X651.20 Report to Bangko Sentral

X659 (Reserved)
Global Peso Notes
X698 (Reserved)

General Provision on Sanctions

ELECTRONIC BANKING SERVICES AND
OPERATIONS

Electronic Banking Services

X701.1  Application

X701.2  Pre-screening of applicants

X701.3  Approval in principle

X701.4  Documentary requirements

X701.5  Conditions for Monetary Board approval

X701.6  Requirements for banks with pending applications
X701.7  Exemption

X701.8  Transitory provision

X701.9 - X701.11 (Reserved)
X701.12 Sanctions
X701.13 Outsourcing of internet and mobile banking services

xlix



SECTIONS X702 - X704 (Reserved)

SECTION X705 Consumer Protection for Electronic Banking

X705.1  E-Banking oversight function (Transferred to X177.7
pursuant to Circular No. 808 dated 22 August 2013)

X705.2 E-Banking risk management and internal control
(Transferred to X177.7 pursuant to Circular No. 808
dated 22 August 2013)

X705.3 Compliance with consumer awareness program
(Transferred to X177.7 pursuant to Circular No. 808
dated 22 August 2013)

X705.4  Minimum disclosure requirements (Transferred to
X177.7 pursuant to Circular No. 808 dated 22 August
2013)

X705.5 Complaint resolution (Transferred to X177.7 pursuant
to Circular No. 808 dated 22 August 2013)

X705.6  Applicability (Transferred to X177.7 pursuant to
Circular No. 808 dated 22 August 2013)

SECTIONS X706 - X779 (Reserved)

SECTION X780 Issuance and Operations of Electronic Money

X780.1  Declaration of policy

X780.2  Definitions

X780.3  Prior Bangko Sentral approval

X780.4 Common provisions

X780.5  (Reserved)

X780.6  Sanctions

X780.7  Transitory provisions

X780.8 - X780.10 (Reserved)

X780.11 Outsourcing of services by Electronic Money Issuers
(EMs) to Electronic Money Network Services
Providers (EMNSP)

SECTIONS X781 - X798 - (Reserved)

SECTION X799  General Provision on Sanctions

PART EIGHT - ANTI-MONEY LAUNDERING REGULATIONS

X801 Declaration of Policy

X802 Scope of Regulations



SECTION X803

SECTION X804

SECTION X805

SECTION X806

Definitions

of Terms

Basic Principles and Policies to Combat Money Laundering

A. RISK MANAGEMENT

Risk Management

X805.1
X805.1.a.
X805.2

X805.2.a.

X805.3

X805.3.a

X805.3.b
X805.4

Board and senior management oversight
Compliance office

Money laundering and terrorist financing
prevention program

Submission of the revised and updated MLPP;
approval by the board of directors or country
head

Monitoring and reporting tools

Electronic monitoring and reporting systems for
money laundering

Manual monitoring

Internal audit

B. CUSTOMER IDENTIFICATION PROCESS

Customer Identification

X806.1
X806.1.a

X806.1.b
X806.1.c
X806.1.d
X806.1.e
X806.1.e.1

X806.1.e.2
X806.1.e.3
X806.2
X806.2.a
X806.2.b
X806.2.c
X806.2.d

X806.2.e

Customer acceptance policy

Criteria for type of customers: low, normal and
high risk; standards for applying reduced, average
and enhanced due diligence

Enhanced due diligence

Minimum validation procedures

Reduced due diligence

Face-to-face contact

Account opened through a trustee, agent,
nominee, or intermediary

Outsourcing arrangement

Third party reliance

Customer identification

New individual customers

New corporate and juridical entities

Valid identification documents

Outsourcing of the gathering of minimum
information and/or documents

Trustee, nominee, agent or intermediary account



X806.2.e.1

X806.2.e.1

Where the customer transacts through a trustee,
nominee, agent or intermediary which is a third
party as herein defined (Third Party Reliance)

.a Third Party is a covered institution specifically
defined by this Part and as generally defined by
AMLA, as amended and its RIRR

X806.2.e.1.b Third Party is an Fl operating outside the

X806.2.f
X806.2.g
X806.2.h
X806.2.i
X806.2.j
X806.2.j.1

X806.2.j.2

X806.2.k
X806.2.1

X806.2.m
X806.2.n

X806.2.0

X806.2.p

X806.3

X806.3.a

X807.1
X807.2

X807.3
X807.4
X807.5
X807.6
X807.7

Philippines that is other than covered institutions
referred to in Subsec. X806.2.e.1.a but conducts
business operations and activities similar to them
Private banking/wealth management operations
Politically exposed person

Correspondent banking

Fund/Wire transfer

Buyers of cashier's manager's or certified checks
Buyers of cashier's, manager's or certified checks
other than an existing customer

Buyers of cashier's manager's or certified checks
in blank or payable to cash, bearer or numbered
account

Second-endorsed checks

Foreign exchange dealers/money changers/
remittance agents

High risk customer

Shell company/Shell bank

Numbered accounts

Prohibited accounts

On-going monitoring of customers, accounts and
transactions

Enhanced due diligence

C. COVERED AND SUSPICIOUS TRANSACTION REPORTING

X807 Covered and Suspicious Transaction Reporting

Deferred reporting of certain covered transactions
Electronic monitoring system for money
laundering

Manual monitoring

Electronic submission of reports

Exemption from Bank Secrecy Laws
Confidentiality provision

Safe harbor provision



SECTION X808

SECTION X809

D. RECORD KEEPING AND RETENTION

Record Keeping

X808.1  Closed accounts

X808.2  Retention of records in case a money laundering
case has been filed in court

X808.3  Safekeeping of records and documents

X808.4  Form of records

E. TRAINING PROGRAM

AML Training Program

F. BANGKO SENTRAL AUTHORITY AND ENFORCEMENT ACTIONS

SECTION X810

SECTION X811

SECTION X812

SECTION X813

Bangko Sentral Authority to Examine Deposits and Investments;
Additional Exeption to the Bank Secrecy Act; Annual Testing of
Numbered Accounts

Enforcement Action

(Reserved)

Separability Clause

SECTIONS X814 - X899 (Reserved)

PART NINE -

SECTION X901

SECTION X902

OTHER BANKING REGULATIONS
A. BANKING FEES/CHARGES

Assessment Fees on Banks
X901.1  Annual fees on banks

Collection of Fines and Other Charges from Banks

X902.1  Guidelines on the imposition of monetary penalties

X902.2  Payment of fines by banks

X902.3  Cost of checks and documentary stamps

X902.4  Check/demand draft payments to the Bangko Sentral
of thrift, cooperative and rural banks



SECTION

SECTION

SECTION

SECTION

B. BANK AS COLLECTION/REMITTANCE AGENTS

X903

X904

X905

X906

Collection of Customs Duties/Taxes/Levies and Other Revenues

X903.1  Coverage

X903.2  Collection and reporting of internal revenue taxes

X903.3  Collection and reporting of customs duties and import
processing fees

X903.4  Collection and reporting of export/premium duties

X903.5 Remittances thru debit/credit advices

X903.6  Reconciliation of revenue collections

X903.7  Penalty for willful delay on the reporting of
collections/remittances

X903.8 Fines for delayed reports/remittances of collections

X903.9 Liquidity floor requirement on revenue collections

X903.10 Collection of import duties at the time of opening of
letters of credit

Collection Agents of the Social Security System
Collection Agents of PhilHealth

Disclosure of Remittance Charges and Other Relevant
Information

C. SECURITIES BROKERING ACTIVITIES OF BANKS

SECTIONS X907

SECTION

SECTION

Segregation of Customer Funds and Securities Received by Banks
in the Performance of their Securities Brokering Functions
X907.1  Statement of policy

X907.2  Definition of terms

X907.3  Segregation of customer funds and securities
X907.4  Accounting and record keeping

X907.5 Receivership

X907.6  Reportorial requirements

X908 - X930 (Reserved)

X931

D. CREDIT RATING AGENCIES

Recognition and Derecognition of Domestic Credit Rating
Agencies for Bank Supervisory Purposes

X931.1  Statement of policy

X931.2  Minimum eligibility criteria
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SECTION

SECTION

SECTION

SECTIONS

SECTION

SECTION

SECTION

SECTION

SECTION

SECTION

X932

X933

X934

X935 -

X947

1948

2948

3948

X949

X931.3  Pre-qualification requirements

X931.4  Inclusion in Bangko Sentral list

X931.5 Derecognition of credit rating agencies

X931.6  Recognition of PhilRatings as domestic credit
rating agency for bank supervisory purposes

Internationally Accepted Credit Rating Agencies

X932.1 Recognition of Fitch Singapore Pte., Ltd. as
international credit rating agency for bank
supervisory purposes

(Reserved)

Recognition and Derecognition of Microfinance Institution
Rating Agencies

X934.1  Statement of policy

X934.2  Pre-qualification requirements

X934.3  Minimum eligibility criteria

X934.4  Derecognition of MIRA

X946 (Reserved)

Prohibition on the Sale of Foreign-Based Mutual Funds by
Banks

Offering in the Philippines of Products by Parent Bank and
Branches Abroad of the Parent Bank

(Reserved)
(Reserved)

(Reserved)

E. PHILIPPINE & FOREIGN CURRENCY NOTES & COINS

X950

Philippine and Foreign Currency Notes and Coins

X950.1  Definition of terms

X950.2  Treatment and disposition of counterfeit Philippine
and foreign currency notes and coins

X950.3  Reproduction and/or use of facsimiles of legal tender
Philippine currency notes

X950.4  Reproduction and/or use of facsimiles of legal tender
Philippine currency coins

lv



X950.5 Clean note and coin policy

X950.6  Replacement and redemption of legal tender
Philippine currency notes and coins considered
mutilated or unfit for circulation

X950.7 Treatment and disposition of Philippine currency
notes and coins called in for replacement
called in for replacement

X950.8  Penalties

SECTIONS X951 - X953 (Reserved)
SECTION X954 Service Fee for New/Fit Note Deposits with the Bangko Sentral
SECTIONS X955 - X959 (Reserved)

SECTION X960 Personal Equity and Retirement Account (PERA) Market

Participants and PERA Investment Products

X960.1  Applicability

X960.2  Eligibility criteria

X960.3  Qualification/Accreditation requirements

X960.4  Application for qualification/accreditation

X960.5  Security for the faithful performance of
administrators

X960.6  Grounds for suspension or revocation of qualification/
accreditation of administrator, investment manager
or custodian

X960.7 Penalty

X960.8  Reportorial Requirements

SECTIONS X961 - X998 (Reserved)

SECTION X999 General Provision on Sanctions

PART TEN - BSP REGULATIONS ON FINANCIAL CONSUMER
PROTECTION

A. CONSUMER PROTECTION OVERSIGHT FUNCTION

SECTION X1001 Consumer Protection Oversight Function
X1001.1 Role and responsibility of the board and senior
management

X1001.2 Consumer protection risk management system
(CPRMS)
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B. CONSUMER PROTECTION STANDARDS OF CONDUCT FOR BANKS

SECTION X1002 Consumer Protection Standards
X1002.1 Disclosure and transparency
X1002.2 Protection of client information
X1002.3 Fair treatment
X1002.4 Effective recourse
X1002.5 Financial education and awareness

C. ENFORCEMENT ACTIONS
SECTION X1003 Enforcement Actions

SECTIONS X1004-1099 (Reserved)
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POWER OF THE BANGKO SENTRAL TO EXAMINE BANKS

(2008 - X658) Examination by the Bangko
Sentral. The term “examination” shall refer
to an investigation of an institution under
the supervisory authority of the Bangko
Sentral ng Pilipinas 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. Consistent with a risk-
based approach to supervision, the scope
of examination may include, but need not
be limited to, the following:

a. Appraisal of the overall quality of
corporate governance;

b. Assessment of 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 control;

c. Review of the institution’s operations
and overall risk profile;

d. Evaluation of financial performance,
capital adequacy, asset quality and liquidity;
and

e. Any other activity relevant to the
above.

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 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/s 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, Supervision and
Examination Sector, and (ii) periodic
summary reports on overseeings made be

submitted to the Monetary Board.
(Circular No. 442 dated 20 July 2004, as amended by Circular
No. 862 dated 17 December 2014)



Secs. X001 - X008 (Reserved)

Sec. X009 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 (FI) 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

§§ X001 - X009
15.10.31

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 Fls 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 Fls. 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 - (a) as a collation of various
enforcement actions already present in
various laws, rules and regulations; (b) for
better guidance of the Fls and the bank
supervisors; and (c) 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 Fls consistent with the
expectations set under relevant laws and
regulations; and

(2) Mitigating risk. Mitigate risks to the

! 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)

Manual of Regulations for Non-Bank Financial Institutions

X001 - X009
Page 1
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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 to the severity of
the supervisory issues and concerns. The
severity of the supervisory issues and
concerns is assessed in terms of prevalence’
and persistence.

(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 Fl's
Management to address the supervisory
issues and concerns.

(4) Monitorability and follow-through.
The Bangko Sentral monitors the Fl’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.

(a) 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:

(i) Bangko Sentral directives

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

(ii) 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 Monetary Board (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.

(b) Sanctions

Sanctions that may be imposed on an
FI 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:

(i) Fls
e Restrictions on activities and
privileges

* Suspension of authorities, privileges
and other activities

' Prevalence pertains to the pervasiveness of the supervisory issues, concerns and problems in relation to their
impact on the FI's solvency, asset quality, operating performance and liquidity, among others.
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¢ Divestment and/or unwinding
*  Monetary sanction - penalties/fines
against the Fl

(ii) Directors and officers

e Reprimand

e Restriction on compensation and

benefits

* Divestment

e Suspension

e Disqualification

*  Removal

* Monetary penalties/fines

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

(c) Other supervisory actions

Subject to prior MB approval, the
Bangko Sentral, when warranted, may
deploy other supervisory actions such as

§ X009
15.10.31

(i) Initiation into the PCA Framework;

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

(iii) Conservatorship; and

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

(Circular No. 875 dated 15 April 2015)
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§ X101
14.12.31

PART ONE

ORGANIZATION, MANAGEMENT AND ADMINISTRATION

A. CLASSIFICATIONS AND POWERS
OF BANKS

Section X101 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 banking
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);
and

(6) Islamic banks (IBs), as defined in
R.A. No. 6848.

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

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

(@) 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, afinancial allied enterprise, or a

non-financial allied enterprise; and

(d) in case of publicly-listed UBs, the
power to own up to one hundred percent
(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) 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
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§ X101
14.12.31

all of the following:

(@) invest in 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) actas financial agentand 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;

() 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; and

(h) engage in quasi-banking functions.

(3) TBs. In addition to the powers
provided in other laws, a TB may perform
any or all of the following services:

(@) 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;

(i) act as correspondent for other
financial institutions (Fls);

() 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

(I) 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;

(0) 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;

(q) 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;

(N invest in 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:

(@ 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) act as correspondent of other Fls;

(d) rediscount paper with the LBP, DBP

Part I - Page 2
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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) actas collection agent;

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

(g) buy and sell foreign exchange.

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

(h) accept current or checking
accounts: Provided, That such RB has net
assets of at least £5.0 million;

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

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

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

(I) sell domestic drafts; and

(m) invest in 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.g” above. A Coop Bank may
likewise perform any or all of the banking
services offered by rural banks under Items
“4.h” to “4.m” 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) IBs. In addition to the general
powers incident to corporations and those
provided in other laws, as well as in
Circular No. 105 (Appendix 44), insofar as

§ X101
14.12.31

they are not inconsistent or incompatible
with the provisions of R.A. No. 6848, an IB
may perform any or all of the following
services:

(@ open savings accounts for
safekeeping or custody with no participation
in profit and losses except unless otherwise
authorized by the account holders to be
invested;

(b) accept investment account
placements and invest the same for a term
with the IB’s funds in Islamically permissible
transactions on participation basis;

(c) accept foreign currency deposits
from banks, companies, organizations and
individuals, including foreign governments;

(d) buy and sell foreign exchange;

(e) act as 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 under the
universally accepted Islamic financial
instruments;

(g) actas collection agent insofar as the
payment orders, bills of exchange or other
commercial documents are exclusive of riba
or interest prohibitions;

(h) provide financing with or without
collateral by way of leasing, sale and
leaseback, or cost plus profit sales
arrangement;

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

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

(k) undertake various investments in all
transactions allowed by the Islamic Shari’a in
such a way that shall not permit the haram
(forbidden), nor forbid the halal (permissible);
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§§ X101-2101.1
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() act as an official government
depository, or its branches, subdivisions
and instrumentalities and of government-
owned or-controlled corporations,
particularly those doing business in the
Autonomous Region;

(m) issue investment participation
certificates, muquaradah (non-interest-
bearing bonds), debentures, collaterals and/
or the renewal and refinancing of the
same, with the approval of the Monetary
Board to be used by the IB in its financing
operations for projects that will promote the
economic development primarily of the
Autonomous Region;

(n) carry out financing and joint
investment operations by way of mudarabah
purchasing for others on a cost-plus
financing arrangement, and 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; and

(0) invest in equities of the following
allied undertakings:

(1) Warehousing companies;

(2) Leasing companies;

(3) Storage companies;

(4) Companies engaged in the
management of mutual funds but not in the
mutual funds themselves; and

(5) Such other similar activities as the
Monetary Board has declared or may
declare as appropriate from time to time,
subject to existing limitations imposed by

law.
(As amended by Circular Nos. 865 dated 22 December 2014,
682 dated 15 February 2010 and 650 dated 09 March 2009)

§ 1101.1 (Reserved)

§ 2101.1 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);

Part | - Page 4
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i. No net weekly 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 BSP” accounts exceeding
one percent (1%) of the total resources as
of end of month preceding the date of
application;

m. No unbooked valuation reserves;

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
borrower’s loan limit (SBL);

p. Compliant with the limit on real
estate and improvements, including bank
equipment;

g. No uncorrected findings of unsafe
and unsound banking practices;

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
BSP or with any FI.

(Circular No. 650 dated 09 March 2009 as amended by Circular
No. 686 dated 20 April 2010)

single

§ 2101.2 Application for authority to
issue foreign letters of credit and pay/
accept/negotiate import/export drafts/bills
of exchange. An application for authority

§§ 2101.1-X102.1
12.12.31

to issue foreign LCs and pay/accept/
negotiate import/export drafts/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.

(Circular No. 650 dated 09 March 2009)

B. ESTABLISHMENT AND
ORGANIZATION

Sec. X102 Basic Guidelines in Establishing
Banks. In establishing a new banking
organization and a Coop Bank, the basic
guidelines shown in Appendices 37 and 38,

respectively, shall be observed.
(As amended by Circular Nos. 774 dated 16 November 2012
and 682 dated 15 February 2010)

§ X102.1(2008-X101.2) 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 department of the SES. 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, make a public offering of at
least ten percent (10%) of the required
minimum capital and this condition must
be complied with before it can be granted
the license for authority to operate as a
UB.

The term public offering shall mean the
offer to sell equity shares to the public.

Public shall refer to all prospective
stockholders, excluding the bank’s directors,
shareholders owning twenty percent (20%)
or more of the bank’s subscribed capital
stock, together with those of their relatives
within the fourth degree of consanguinity
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08.12.31

or affinity, and corporations controlled or
affiliated with them.

A bank whose shares of stock are
already listed in the Philippine Stock
Exchange (PSE) at the time of filing of its
application for UB authority shall be
deemed to have complied with the public
offering requirement. Likewise, an
applicant bank may opt to have its shares
listed in the PSE directly instead of passing
through the process of public offering. In
either case, at least ten percent (10%) of
the applicant bank’s capital stock should
be held by public stockholders before it
can be granted the license for authority to
operate as a UB.

c. Listing of bank shares in the stock
exchange. Domestic banks granted a UB
license, existing or new, must list their
shares in the PSE within three (3) years:
Provided, That in the case of new UBs,
the three (3) year period shall be reckoned
from the date the license to operate as a
UB was granted.

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

§ X102.2 (2008 - X102.1) Suspension
of the grant of new banking licenses or
the establishment of new banks. There
shall be an indefinite moratorium' on the
establishment of new banks, except in cities
and municipalities where there are no
existing banking offices.

§ X102.3 (2008 - X102.2) Partial lifting
of general moratorium on the licensing of
new thrift banks and rural banks. The
general moratorium on the licensing of new
TBs and RBs is partially lifted to allow the
entry of microfinance-oriented banks.

For this purpose, a microfinance-
oriented bank is a bank that provides
financial services and caters primarily to the
credit needs 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 in the case of an RB to be
established as a microfinance bank, the
minimum paid-in capital shall be P5.0
million or the applicable existing
capitalization requirement for a new RB,
whichever is higher. The capitalization
requirement under existing regulations shall
apply to TBs;

(4) That the 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.

' The moratorium applied to all applications for establishment of new banks as of 16 August 1999. The
moratorium for establishing new KBs lapsed on 12 June 2003, pursuant to Section 8 of R.A. No. 8791.
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(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 37,
the application for authority to establish a
microfinance-oriented bank must be
accompanied by the following documents:

(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. X361.

(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. X361.

b. The requirement that the president,
chief operating officer or general manager
of a TB or RB must have at least two (2)
years experience in banking and/or finance
may be substituted with microfinance
experience in cases of officers of a
microfinance organization applying for

§ X102.3 - X102.4
08.12.31

authority to establish, or convert into a TB
or RB: Provided, That the concerned officer
is a college graduate.

c. Subject to the standard branching
requirements, microfinance-oriented banks
are also exempted from the general
moratorium on the establishment of bank
branches, under Sec. X151. After one (1)
year of profitable operations, a
microfinance-oriented bank may apply for
establishment of a branch but the Monetary
Board may require additional capital to be
infused for every branch in addition to the
minimum capital of the TB/RB.

d. Existing microfinance organizations
applying for authority to establish, or
convert into a 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, particularly
the capitalization requirement, have to be
complied with. Moreover, there must be
a proof that the area is not fully served by
any existing RB.

(As amended by Circular No. 624 dated 13 October 2008)

§ X102.4 (2008 - X101.6) Conditions
for the grant of authority to convert into a
lower category

a. That the bank must have complied
with the end-2000 minimum capital

(Next page is Part | - Page 7)
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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. X111;

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 phaseout 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 £30,000/day

From KB to TB 15,000/day
From TB to RB
Within Metro Manila £ 5,000/day
Outside Metro Manila 500/day
(2) Non-monetary penalties
(@) 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;

§ X102.4
08.12.31

(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. Thatabank 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;

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. Thatthe 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.

The same conditions and sanctions
mentioned in Items “a” to “f” above shall
apply to all banks which have
downgraded or with approved
downgrading prior to 13 March 2000:
Provided, That the penalties mentioned in
[tems “b” and “c” above shall be
reckoned from their respective prescribed
deadlines or within six (6) months from
13 March 2000, if no such deadline is
prescribed.
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§ X102.5 (2008 - X102.3) Conversion
of microfinance-oriented thrift banks/ rural
banks.

a. Microfinance-oriented TBs and RBs
are disallowed from converting to regular
TBs and RBs.

b. Microfinance-oriented branches of
regular TBs and RBs may convert into
regular branches, five (5) years after the start
of the branch’s operations, subject to the
submission of the following:

(1) Certification signed by the president
or officer of equivalent rank that:

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

(b) The microfinance loans of said
branch shall at all times be fifty percent
(50%) of its 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.

(CL-2008-075 dated 28 November 2008)

Sec. X103 Certificate of Authority to
Register'. The SEC shall not register the articles
of incorporation of any bank, or any
amendment thereto, unless accompanied by
a certificate of authority issued by the Monetary
Board, under its seal. The certificate shall
not be issued unless the Monetary Board is
satisfied from the evidence submitted that:

a. 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;

b. The public interest and economic

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

conditions, both general and local, justify
the authorization; and

c. 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.

Likewise, the SEC shall not register the
by-laws of any bank, or any amendment
thereto, unless accompanied by a
certificate of authority from the Bangko
Sentral.
(As amended by CL-2008-078 dated 15 December 2008)

Sec. X104 (2008 - X167) Business Name?.
a. 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.

b. 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.

c. 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 (12) 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 ltems “b” and “c” above:
Provided, That the applicant TB, RB or Coop

? See SEC Circular Nos. 5 dated 17 July 2008 and 14 October 2000, and DTl Administrative Order No. 1008 effective

10 October 2010.
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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
department/s of the SES.

(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
Iltems “(b)” and “(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

§ X104 - X104.1
15.10.31

has complied with all the conditions for the
said application; and
(4) Such other documents as may be

required by the Bangko Sentral.

(As amended by Circular No. 872 dated 13 March 2015,
CL-2011-062 dated 19 August 2011, CL-2008-053 dated 21 August
2008 and 2008-007 dated 21 January 2008)

§ X104.1 (2008-X607) Bank
Advertisements. The following rules and
regulations  shall govern  bank
advertisements.

a. No bank shall publish, issue or
distribute in any form, any advertisement
that shall degrade, deprecate or otherwise
prejudice other banking and financial
institutions.

b. No bank 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

Manual of Regulations for Banks
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§§ X104.1-X105.3
14.12.31

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 the particular
advertisement in question.

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

Sec. X105 (2008 - X121) Liberalized Entry
and Scope of Operations of Foreign Banks.
The following rules shall govern the
liberalized entry and scope of operation of
foreign banks.

(As amended by Circular No. 858 dated 21 November 2014)

§ X105.1 (2008 - X121.1) 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 Office of the Governor, 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.

(As amended by Circular Nos. 858 dated 21 November 2014
and 774 dated 16 November 2012)

§ X105.2 (2008 - X121.2) Qualification
requirements. A foreign bank seeking to

operate in the Philippines through any of
the modes of entry provided under Items
“a” to “c” of Subsec. X105.1 must, in
addition to satisfying the criteria prescribed
under Subsec. X105.3, be -

(1) 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.

(2) 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.

(As amended by Circular No. 858 dated 21 November 2014)

§ X105.3 (2008 - X121.3) 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 —

(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.

Part | - Page 10
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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.
(As amended by Circular Nos. 858 dated 21 November 2014 and
809 dated 23 August 2013)

§ X105.3 - X105.4
14.12.31

§ X105.4 (2008 - X121.4) Capital
requirements of foreign banks.

a. For locally 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: (i) permanently assigned
capital, (ii) undivided profits, and
(iii) accumulated net earnings, which is
composed of unremitted profits not yet
cleared by the Bangko Sentral for outward

(Next page is Part | - Page 11)
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remittance and losses in operations, less
capital adjustments as may be required by
the Bangko Sentral in accordance with
prevailing rules and regulations of general
application.

(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, subsidiaries and other offices
outside the Philippines, excluding
accumulated net earnings, shall be a
deductible adjustment to capital.

(5) For purposes of compliance with the
Single Borrower’s Limit (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 Subsec. X111.1. Existing
foreign banks that do not meet the minimum
capital requirements shall submit an
acceptable capital build-up program as
required under Subsec. X111.1.

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
suceeding paragraph.

2. Existing foreign bank branches shall
be given until 31 December 2019 to use
twice the level of capital as defined in this
Subsection as net worth, as reference point
for purposes of determining the appropriate
SBL.

(As amended by Circular Nos. 858 dated 21 November 2014,
822 dated 13 December 2013 and 696 dated 29 October 2010)

§§ X105.4 - X105.8
14.12.31

§ X105.5 Prescribed ratio of “Net Due
to” account.
(Deleted by Circular No. 858 dated 21 November 2014)

§ X105.6 (2008 - X121.6) 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, subsidiaries and other offices
outside the Philippines, excluding
accumulated net earnings shall be deducted
from CET1 capital.

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

in Appendix 63b.
(As amended by Circular Nos. 858 dated 21 November 2014
and 822 dated 13 December 2013)

§ X105.7 (2008 - X121.7) 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.

§ X105.8 (2008 - X121.8) 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 Subsec. X105.1 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.
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§§ X105.8 - X108
14.12.31

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.
(As amended by Circular No. 858 dated 21 November 2014)

§ X105.9 (2008 - X121.9) 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.
(As amended by Circular No. 858 dated 21 November 2014)

§ X105.10 (2008 - X121.10) 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.
(As amended by Circular No. 858 dated 21 November 2014)

§ X105.11 (2008 - X121.11) Listing of

shares with the Philippine Stock Exchange
(Deleted by Circular No. 858 dated 21 November 2014)

§ X105.12 (2008-X121.12) 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.
(As amended by Circular No. 858 dated 21 November 2014)

Secs. X106 - X107 (Reserved)
C. MERGER AND CONSOLIDATION

Sec. X108 (2008 - X111) Merger or
Consolidation to Meet Minimum Capital
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, and assume all the liabilities
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and obligations of each of the constituent
corporations in the same manner as if it had
itself incurred such liabilities or obligations.

§ X108.1 (2008 - X111.1) 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 87 shall be observed

by banks.
(As amended by M-2009-028 dated 12 August 2009)

§ X108.2 (2008 - X111.2) 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.
However, any appraisal increment reserve
(revaluation reserve) arising from the
revaluation of the fixed assets, as may be
agreed upon by the parties, shall be
limited to premises, improvement, and
equipment which are necessary for its
immediate accommodation in the
transaction of the bank’s business. Such
revaluation should be based on fair
valuation of the property which shall be
subject to review and approval by the
Bangko Sentral.

§§ X108 - 3108.3
12.12.31

§ X108.3 (2008 - X112) 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/
QB, 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.

(As amended by Circular Nos. 771 dated 11 October 2012 and
494 dated 20 September 2005)

1108.3 (Reserved)
2108.3 (Reserved)

3108.3 Regulatory relief under the
strengthening program for RBs (SPRB)'.In
pursuance of the policy to promote mergers
and consolidations as a means to develop
bigger and stronger RBs and to further
strengthen the rural banking system,
constituent RBs may, subject to prior Bangko
Sentral approval, avail themselves of any or
all of the merger or consolidation incentives
under the SPRB.

The guidelines on the grant of regulatory
relief under the SPRB including the
documentary requirements in applying for
the regulatory relief are provided in

Appendix 94.
(Circular No. 693 dated 09 August 2010)

(No pages 14 to 16)
(Next page is Part | page 17)

" The SPRB is a joint undertaking of the Bangko Sentral and the Philippine Deposit Insurance Corporation (PDIC) aimed at
promoting mergers and consolidations as a means to further strengthen the rural banking system through the grant of
financial assistance (FA) by the PDIC and regulatory relief by the Bangko Sentral to eligible strategic third party investors
(STPIs) which shall be RBs, desiring to enter into mergers and consolidations with eligible distressed RBs that may be

considered under the SPRB.
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§ X108.4 SPRB Plus’ and Strengthening
Program for Cooperative Banks (SPCB)
Plus. As a supplement to the SPRB, the
SPRB Plus, which became effective on
02 August 2012 and shall be available up
to 31 December 20142, contains the
following enhanced features:

a. inclusion of TBs, which serve the
same niche market as the RBs, as among
the eligible banks in addition to RBs;

b. inclusion of TBs, UBs and KBs, non-
bank corporations and banking groups as
among the eligible STPIs;

c. additional branching and other
incentives to be provided on top of the
regulatory relief already available under the
SPRB Module 1; and

d. acquisition via purchase of assets and
assumption of liabilities, and acquisition of
control in an eligible bank as additional
modes of entry of an eligible STPI.

The SPRB Plus Framework and
guidelines are shown in Appendix 94a.

The SPCB Plus, which replaced the
SPCB (Strengthening Program for Rural
Banks [SPRB] Module 1l) became effective
on 16 September 2013 and shall be
available up to 17 September 2014. It has
generally the same framework as the SPRB
Module 1I, with the following
enhancements/amendments:

a. inclusion of KBs, among the eligible
Strategic Third Party Investors (STPIs) in
addition to Coop Banks, RBs and TBs;

b. Financial assistance (FA) to be
extended by the PDIC and LBP can be in
the form of direct loan (DL) only (without
the preferred shares) intended to provide
income support to the surviving bank;

c. Dividend rate on the preferred shares
shall be equal to the rate per annum of the
prevailing ten (10)-year FXTN available at the
time of the release of FA instead of the

§X108.4
15.10.31

eight percent (8%) per annum fixed in the
SPCB;

d. Principal of the DL under the
combination of preferred shares (PS) and
DL will be equivalent to such amount that
will provide a net interest spread (NIS)
over the tenor of the DL to such amount
equal to the PS;

e. Interest rate per annum on DL under
the combination of PS and DL will be
equivalent to such rate that will provide the
bank with an annual NIS that will
accumulate over the tenor of the DL to such
amount equal to the PS instead of the three
percent (3%) less premium rate of
government securities fixed in the SPCB;

f. Principal of the DL intended to provide
income support to the surviving bank will be
equivalent to such amount that will provide a
NIS equal to the capital deficiency to bring
Risk-Based Capital Adequacy Ratio (RBCAR)
to zero percent (0%);

g. Interest rate per annum on DL
intended to provide income support to the
surviving bank will be equivalent to such
rate that will provide the bank with an
annual NIS that will accumulate over the
tenor of the DL to such amount equal to the
capital deficiency to bring RBCAR to zero
percent (0%); and

h. Conduct of due diligence review by
PDIC or an external auditor.

Branching and other incentives under
the SPCB Plus are provided for under
Appendix 94b - Annex A.

Based on the arrangement agreed upon
by the Bangko Sentral, PDIC and LBP, the
eligible STPIs and eligible Coop Banks shall
submit to the SPCB lane a joint letter,
separately addressed to PDIC, Bangko
Sentral and LBP, indicating their intention
to merge or consolidate, or enter into a
purchase of assets and assumption of

'The Bangko Sentral and the PDIC signed the Supplemental Agreement to implement the SPRB Plus aimed at
strengthening the thrift and rural banking industry to effectively serve the countryside and improve the delivery

of financial services to rural communities.

2The availability period for SPCB Plus was extended until 17 September 2015.
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§§ X108.4 - X111
15.10.31

liabilities or acquisition of control under the SPCB
Plus, and all the other required documents

shown in Appendix 94b - Annex B.

(M-2012-040 dated 08 August 2012,as amended by CL-2015-
029 dated 06 May 2015, M-2015-008 dated 28 January 2015, M-
2014-003 dated 27 January 2014 and M-2013-061 dated 23

December 2013)

Secs. X109 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 in Appendix 113

and the Implementing Guidelines.
(CL-2015-050 dated 18 August 2015)

Secs. X110 (Reserved)
D. CAPITALIZATION

Sec. X111 (2008 - X106) Minimum
Required 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, less:

a. Unbooked valuation reserves and
other capital adjustments as may be required
by the Bangko Sentral;

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

c. Unsecured loans, other credit
accommodations and guarantees granted to
subsidiaries and affiliates;

d. Deferred income tax;

e. Appraisal increment reserve
(revaluation reserve) as a result of
appreciation or an increase in the book
value of bank assets;

f. Equity investment of a bank in another
bank or enterprise, whether foreign or
domestic, if the other bank or enterprise has
a reciprocal equity investment in the
investing bank, in which case, the
investment of the bank or the reciprocal
investment of the other bank or enterprises,
whichever is lower; and

g. 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 Subsec. X326.1 shall apply
except that in the definition of stockholders
in said Subsection, 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 ltem.

(As amended by Circular No. 560 dated 31 January 2007)
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§ X111.1 Minimum capitalization. The
minimum capitalization of banks shall be
as follows:

Required
Minimum
Bank Category 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
Bs
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

IBs

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 V 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 " P800 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 3 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 6™ 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

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

Y Branches- inclusive of Head Office

§ X111.1
14.12.31

and (d) when majority of an RB’s total assets
and/or majority of its total liabilities are
accounted for by branches located in areas
of higher classification as provided in
Subsec. X151.4 on the branching
guidelines.

For the grant of the following special
banking authorities:

a. Quasi-banking functions for TBs;

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

c. Limited trust for TBs and RBs/Coop
Banks;

d. Foreign currency deposit unit/
expanded foreign currency deposit unit
(FCDU/EFCDU);

e. Issuance of foreign letters of credit
(LCs) for TBs;

f.  Acceptance of demand deposit and
NOW accounts for TBs and RBs/Coop
Banks; and

g. Acting as third party custodian/
registry;
the higher of (a) the required minimum
capital under this Subsection at the time of
the application for the grant of special
banking authority or (b) the amount
specified in the applicable Sections/
Subsections 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.
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§§ X111.1-X111.4
14.12.31

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 department of the SES
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.

(As amended by Circular Nos. 854 dated 29 October 2014, 715
dated 04 March 2011, 696 dated 29 October 2010 and 682 dated
15 February 2010)

§ X111.2 (2008 - X106.2) Capital build-

up program.
(Deleted by Circular No. 696 dated 29 October 2010)

§ X111.3 (2008 - X106.3) Memorandum
of Understanding; Prompt Corrective

Action Program; Sanctions.
(Deleted by Circular No. 696 dated 29 October 2010)

§ X111.4 Guidelines on proposed
investment from third party investors
(TPIs) for purposes of complying with the
minimum capital requirements. The
following are the guidelines for capital
deficient banks with proposed investments
from third party investor/s (TPls) for
purposes of addressing the capital
deficiency:

a. Abank that has already entered into a
final agreement with a TPI 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. In case the transaction requires prior
Bangko Sentral approval under Subsec.
X126.2b, 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
Subsec. X126.2b", whichever is earlier:

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

(2) A certified copy of the Escrow
Agreement between the bank, TPl and
escrow agent, and a certificate of escrow
deposit issued by the escrow agent
equivalent to at least the amount of the
proposed investment;

(3) Documentary requirements under
Subsec. X126.2b; and

(4) Other documentary requirements
as may be required by the Bangko Sentral.

c. The bank shall also comply with the
requirements under Sec. X128 on the
treatment of deposit for stock subscription
as part of the equity, if applicable.

d. In case a bank has a pending
application with the PDIC under the
SPRB Plus/SPCB Plus, the bank and the
TPl shall submit a joint certification

Tsixty (60) calendar days from date of transaction or thirty (30) calendar days from receipt of corporate

secretary of the transaction, whichever comes first.
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signed by the president or officer of
equivalent rank of the bank and the TPI
concerned that there is a pending
application with the PDIC, together
with the acknowledgement receipt by
PDIC of said application.

The investment of the TPl would not
be considered for purposes of addressing
the capital deficiency if the aforementioned
documentary requirements are not
complied with. 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.

If the above requirements are not
submitted within the given period, the
appropriate department of the Bangko
Sentral may proceeed in recommending
appropriate supervisory action/s on the
bank, if applicable.

(M-2014-002 dated 27 January 2014)

Secs. X112 - X114 (Reserved)
E. RISK-BASED CAPITAL

Sec. X115 Basel 1l Risk-Based Capital. The
guidelines implementing the revised risk-
based capital adequacy framework for the
Philippine banking system to conform to
Basel Ill recommendations is provided in
Appendix 63b.

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. A capital conservation buffer

§§ X111.4-1115.2
14.12.31

of two and a half percent (2.5%), comprised
of CET1 capital, shall likewise be imposed.

Existing capital instruments as of
31 December 2010 which do not meet the
eligibility criteria for capital instruments
under the revised capital framework shall
no longer be recognized as capital starting
01 January 2014. Capital instruments
issued from 01 February 2011 to 12 October
2012 shall be recognized as qualifying
capital until 31 December 2015.

(The BSP’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)
(Circular No. 538 dated 04 August 2006, as amended by
M-2014-019 dated 10 April 2014, Circular Nos. 822 dated
13 December 2013, and 781 dated 15 January 2013,
M-2013-056 dated 10 December 2013, Circular Nos. 762 dated
25 July 2012, 750 dated 01 March 2012, 717 and 716 both dated
25 March 2011, 713 dated 14 February 2011, 709 dated
10 January 2011, M-2008-015 dated 19 March 2008, Circular
Nos.605 dated 05 March 2008 and 588 dated 11 December
2007,M-2007-019 dated 21 June 2007, Circular No. 560 dated
31 January 2007 and M-2006 022 dated 24 November 2006)

§ X115.1 Scope. The Basel Il guidelines
apply to all UBs and KBs, as well as their
subsidiary banks and QBs.

(As amended by Circular No. 781 dated 15 January 2013)

§ X115.2 (Reserved)

§ 1115.2 (2008 - 1116.5) 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-Based
Capital Adequacy Framework in Appendix 46.

The capital treatment of market risk
exposures arising from the holdings of
Dollar-Linked Peso Notes (DLPNs) is
indicated in Appendix 46a.
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§§ 1115.2-X115.5
14.12.31

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 46b (for UBs and KBs
with expanded derivatives authority),
46c (for UBs and KBs with expanded
derivatives authority but without options
transactions) and 46d (for UBs and KBs
without expanded derivatives authority).
(As amended by M-2011-062 dated 13 December 2011 and
Circular No. 740 dated 16 November 2011)

§ 2115.2 (Reserved)
§ 3115.2 (Reserved)

§ X115.3 (2008 - X116.8) 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. Credit-linked notes in Sec. 1628 and
its Subsections.

b. Structured products in Subsec. 1635.4.

c. EFCDU investments in Subsec. 1636.4.

d. Investment in securities overlying
securitization structures in Subsec. 1648.4.

§ X115.4 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
department of the SES 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 lll Capital
Adequacy Summary Report) under the
Basel Il risk-based capital as may be
prescribed by the Bangko Sentral.

Late and/or erroneous reporting of all
reports in compliance with the Basel I
requirements shall be subject to penalties
provided under Subsec. X192.2. Banks
failing to submit the required reports within
the prescribed deadline shall be subject to
monetary penalties applicable for delayed
reporting under existing regulations.
(Circular No. 842 dated 25 July 2014)

§ X115.5 Domestic systemically
important banks (DSIBs).

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 DSIBs, which are
essentially aligned with the documents
issued by BCBS on global systemically
important banks (GSIBs) and DSIBs. The
broad aim of the policies is to reduce the
probability of failure of DSIBs by increasing
their going-concern loss absorbency and to
reduce the extent or impact of failure of
DSIBs 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 domestic
systemically important banks consists of 3
parts, as follows:

a. Assessment Methodology

The impact of a DSIB’s failure to the
domestic economy shall be assessed based
on bank-specific factors, to wit: (a) size;
(b) interconnectedness; (c) substitutability/
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financial institution infrastructure; and
(d) complexity. Ten (10) indicators related
to these categories shall be used to identify
DSIBs. These indicators reflect the factors
or criteria which makes 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 DSIBs
shall be required to have HLA. The HLA
requirement is aimed at ensuring that DSIBs
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 DSIB is expected to have
a greater impact on the domestic financial
system and economy.

To determine banks' compliance with the
additional CET1 requirement for DSIBs, 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 DSIBs shall include
in their Internal Capital Adequacy
Assessment Process (ICAAP) document
concrete and reasonable recovery plans
which shall be implemented in case the
bank breaches the HLA capital requirement.
The recovery plans shall include guidelines
and action plans to be taken to restore the
DSIB’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 rising activities,
streamlining of businesses, restructuring
and disposal of assets, to improve capital
position.

The guidelines on the framework for

dealing with DSIBs is shown in Appendix 107.
(Circular No. 856 dated 29 October 2014)

§§ X115.5-X115.6
15.10.31

§ X115.6 Basel Ill Leverage Ratio
Framework.

a. The Basel lll Leverage Ratio is de-
signed 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 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 lll leverage ratio is defined as
the capital measure (the numerator) divided
by the exposure measure (the denominator),
with this ratio expressed as percentage:

Capital Measure
(Tier 1 Capital)

Basel 11l Leverage Ratio =
Exposure Measure

The leverage ratio shall not be less than
5.0 percent 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
[ll Leverage Ratio framework are provided
in Appendix 111. The guidelines shall
apply to UBs and KBs and their subsidiary
banks/QBs.

Starting 31 December 2014 and every
quarter thereafter until 31 December 2016,
concerned banks shall submit the Basel llI
Leverage Ratio reporting template, including
required disclosure templates, on both solo
and consolidated bases for monitoring
purposes. For the periods ended 31 December
2014, 31 March 2015 and 30 June 2015, the
reports shall be submitted within 30 banking
days from 30 June 2015 on both solo and
consolidated bases. For the succeeding
quarters, the report shall be submitted semi-
annually, each submission covering
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§§ X115.6-X115.9
15.10.31

two quarters on both solo and consolidated
bases. Report submission shall be 15 banking
days and 30 banking days on solo and
consolidated bases, respectively, from the end
of the most recent reference quarter. The report
submission is summarized below:

Deadline of
Submission
31 December 2014 | 30 June 2015 |30 banking days o
31 March 2015 both solo and

30 June 2015 consolidated baseg
from end of
reference date

Report Date Reference Date

30 September 2015 | 31 December |15 banking days o
31 December 2015 | 2015 solo basis from end
f reference date
30 June 2016 fand 30 banking
days on consolida-
ted basis from end
B0 September 2016 | 31 December [of reference date
31 December 2016 | 2016

31 March 2016
30 June 2016

During the monitoring period, the
Bangko Sentral shall continue to assess the
calibration as well as the treatment of the
components of the leverage ratio. Final
guidelines shall be issued in view of the
changes to the framework as well as
migration from monitoring of the leverage
ratio to a Pillar 1 requirement starting
01 January 2017. Public disclosure of
information relative to leverage ratio shall
not be required during the monitoring
period, i.e., 31 December 2014 to
31 December 2016.

b. Sanctions. Banks shall not be
penalized on any breach on the 5.0 percent
minimum leverage ratio during the
monitoring period, i.e., 31 December 2014
to 31 December 2016. However, late and/or
erroneous reports shall be subject to
penalties provided under Subsection X192.2.
Banks failing to submit the required reports
within the prescribed deadlines shall be
subject to monetary penalties applicable for
delayed reporting under existing regulations.
For purposes of imposing monetary
penalties, the reports shall be classified as a

Category A-1 report.
(Circular No. 881 dated 09 June 2015 and M-2015-026 dated
16 July 2015)

§ X115.7 — X115.8 (Reserved)

§ X115.9 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. Itis likewise the CEQO’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 — 1T 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 either
the Annual Report or the Published Statement
of Condition shall be considered as a serious
offense for purposes of determining the
appropriate monetary 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;

3) Third offense — 1T month suspension
of CEO without pay; and

4) Further offense - possible
disqualification of the CEO and/or the
Board.

(Circular No. 538 dated 04 August 2006, as amended by Circular
Nos. 762 dated 25 July 2012, 750 dated 01 March 2012, 717
and 716 both dated 25 March 2011, 713 dated 14 February 2011,
709 dated 10 January 2011, M-2008-015 dated 25 March 2008,
Circular Nos. 605 dated 05 March 2008, 588 dated 11 December

2007, M-2007-019 dated 21 June 2007, Circular No. 560 dated
31 January 2007 and M-2006-022 dated 24 November 2006)
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Sec. X116 Basel I Risk-Based Capital.
(Deleted by Circular No. 827 dated 28 February
2014)

§ X116.1 Scope.
(Deleted by Circular No. 827 dated 28 February
2014)

§ X116.2 (2008 - X116.1) Qualifying
capital.
(Deleted by Circular No. 827 dated 28 February
2014)

§ X116.3 (2008 - X116.2) Risk-weighted
assets.
(Deleted by Circular No. 827 dated 28 February
2014)

§ X116.4 (2008 - X116.3) Definitions.
(Deleted by Circular No. 827 dated 28 February
2014)

§ X116.5 (2008 - X116.4) Required
reports.
(Deleted by Circular No. 827 dated 28 February
2014)

§ X116.6 Sanctions.
(Deleted by Circular No. 827 dated 28 February
2014)

§ X116.7 Temporary relief.
(Deleted by Circular No. 827 dated 28 February
2014)

Sec. X117 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 90, 90a and 90b,
respectively.

The ICAAP guidelines shall apply to all
UBs and KBs on a group-wide basis.

The guidelines took effect on 01 January
2011.
(Circular No. 639 dated 15 January 2009, as amended by
Circular Nos. 869 dated 30 January 2015, 731 dated 28 July
2011, 677 dated 29 December 2009)

§§ X116 -X118
15.10.31

Sec. X118 Revised Risk-Based Capital
Adequacy Framework for Stand-Alone
Thrift Banks, Rural Banks and
Cooperative Banks. The guidelines
implementing the revised risk-based
capital adequacy framework for Stand-
alone TBs, RBs, and Coop Banks? are in
Appendix 63c.

Capital instruments issued by banks
starting 01 January 2014 shall be subject
to the criteria for inclusion as qualifying
capital provided in Appendix 63b
Annexes A to C and Annexes E to F.

a. The risk-based capital adequacy
ratio (CAR) of stand-alone TBs, RBs and
Coop Banks, 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 and
branches) and consolidated basis (parent
bank and subsidiary financial allied
undertakings).

Stand-alone TBs, RBs and Coop Banks
shall comply with the provisions of this
Section starting 01 January 2012.

b. Required reports. Banks shall submit
a report of their risk-based capital ratio on a
solo basis (head office plus branches) and
on a consolidated basis (parent bank plus
subsidiary financial allied undertakings [i.e.,
RBs and Venture Capital Corporations
(VCCQ) for TBs, and RBs for Coop Banks]
quarterly in the prescribed forms within the
deadlines, i.e., fifteen (15) banking days and
thirty (30) banking days after the end of the
reference quarter, respectively. Only banks
with subsidiary financial allied undertakings
(i.e., RBs and 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 consolidated basis. The
abovementioned reports shall be classified
as Category A-2 reports.

'All covered UBs and KBs were required to submit the interim ICAAP document until 30 April 2010 and the

final ICAAP document until 31 January 2011.

2These refer to TBs, RBs and Coop Banks that are not subsidiaries of UBs and KBs.
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§ X118
14.12.31

c. Sanctions

1. For non-reporting of CAR breaches

(a) It is the responsibility of the President
or any officer of the bank holding equivalent
position to cause the immediate reporting of
CAR breaches both to its Board of Directors
(BOD) and to the Bangko Sentral. It is likewise
the responsibility of the President/or any officer
holding equivalent position 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 President/
or any officer holding equivalent position. In
addition, the President/or any officer holding
equivalent position shall be subject to the non-
monetary sanctions:

(1) First offense — warning

(2) Second offense — reprimand

(3) Third offense — 1 month suspension
without pay

(4) Further offense — disqualification

2. For non-compliance with required
disclosures

(@) Willful non-disclosure or erroneous
disclosure of any item required to be
disclosed under this Framework in either the
Annual Report or the Published Balance
Sheet shall be considered as a serious offense
for purposes of determining the appropriate
monetary penalty that will be imposed on
the bank. In addition, the President/or any
officer holding equivalent position and the
BOD shall be subject to the following non-
monetary sanctions:

(1) First offense — warning on President/
or any officer holding equivalent position
and the BOD

(2) Second offense — reprimand on
President/or any officer holding equivalent
position and the BOD

(3) Third offense — T month suspension
of President/or any officer holding
equivalent position without pay

(4) Further offense — possible
disqualification of the President/or any
officer holding equivalent position and/or
the BOD

3. For non-compliance with the
minimum CAR

(a) In case a bank does not comply with
the prescribed minimum CAR, the Monetary
Board may limit or prohibit the distribution of
net profits by such bank and may require that
part or all of net profits be used to increase
the capital accounts of the bank until the
minimum requirements has been met. The
Monetary Board may, furthermore, restrict
or prohibit the acquisition of major assets
and the making of new investments by the
bank, with the exception of purchases of
readily marketable evidences of
indebtedness of the Republic of the
Philippines and of the Bangko Sentral
included in paragraph 2, Item “a.ii” of Part
[ll, Appendix 63c and any other evidences
of indebtedness or obligations the servicing
and repayment of which are fully guaranteed
by the Republic of the Philippines, until the
minimum requirement capital ratio has
been restored.

(b) In case 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 ratio
under such conditions as it may prescribe.

(c) A bank may also be subject to Prompt
Corrective Action (PCA) framework when
either the total CAR, Tier 1 ratio or leverage
ratio falls below ten percent (10%),
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six percent (6%), 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 accounts fall below the minimum
capital requirement prescribed under Subsec.
X111.1, pursuant to the provisions of Sec.
X193.

(Circular No. 688 dated 26 May 2010, as amended by Circular
Nos. 827 dated 28 February 2014, 781 dated 15 January 2013,
770 dated 28 September 2012, 762 dated 25 July 2012,
750 dated 01 March 2012, 717 and 716 both dated 25 March
2011, 713 dated 14 February 2011 and 709 dated 10 January
201)

F. CAPITAL INSTRUMENTS

Sec. X119 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:

(As amended by Memorandum to All Banks dated 23 March
2006)

§ X119.1 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.

§§ X118 - X119.1
14.12.31

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.

(As amended by Memorandum to All Banks dated 23 March
2006)
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§§ X119.2-X119.4
14.12.31

§ X119.2 Prior Bangko Sentral
approval. No UnSD shall be issued without
the prior approval of the Bangko Sentral.

§ X119.3 Pre-qualification
requirements of issuing bank. A bank
applying for authority to issue a UnSD
shall comply with the following
requirements:

a. It has complied with the minimum
amount of capital required under Subsec.
X111.1 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. Itis a locally incorporated bank.

§ X119.4 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.

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 department of the SES:
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;
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(g) Specimen of the UnSD; and

(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 Item “c” of Subsec.
X119.4

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 department
of the SES:

(1) At least fifteen (15) banking days
before the date of offering:

(@) 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.

§X119.4
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(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 Fls 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) It is 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
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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;

(ii) 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 FI 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 FI 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
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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.

(5) Public Trustee

(a) It must be an Fl authorized by the
Bangko Sentral to engage in trust and other
fiduciary business.

(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 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 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) It 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

(@) Conducts due diligence on the
Issuing Bank and determines the valuation/
pricing of the primary issue;

§X119.4
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(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 Subsec. X119.8 hereof; and

(g) Submits within ten (10) banking days
from end of reference month, an exception
report on Subsec. X119.8 to the appropriate
department of the SES. This report shall be
classified as a “Category B” report.

(3) Selling Agent

(a) Verifies identity of each investor to
ascertain that Subsec. X119.8 is not violated

Manual of Regulations for Banks

Part | - Page 29



§ X119.4
14.12.31

and applies appropriate standards to combat
money laundering as required under existing
Bangko Sentral regulations;

(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) The in-house distribution shall not
exceed fifty percent (50%) of the total issue;

(ii) 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 Subsec. X119.8 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

(@) 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
Memorandum;

(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 Subsec. X162.1 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
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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);

(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.

However, negotiations/transfers from
one (1) holder to another do not constitute
pre-termination.

(Item “g(5)” above shall apply if the
Issuing Bank commits no pre-termination
of the UnSD. Otherwise, it shall read as
follows):

§X119.4
14.12.31

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
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(i) 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;

(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;
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(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 department
of the SES 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

(b) register the transfer of ownership in
the UnSD Registry Book and issue a Registry

§§ X119.4-X119.5
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Confirmation to the buyer, in the case of

secondary trading.

(As amended by Circular Nos. 834 dated 26 May 2014, 827
dated 28 February 2014, 778 dated 14 December 2012, 716
dated 25 March 2011, 709 dated 10 January 2011, Memorandum
to All Banks dated 23 March 2006)

§ X119.5 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 Subsec.
X119.7. 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 ran of
the Issuing Bank.

(2) The application for authority on each
negotiated UnSD issue shall be filed with
the appropriate department of the SES.

(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
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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
Subsec. X119.8 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; and

(g) Specimen of the proposed Debt
Agreement/Contract containing the terms
and conditions of the UnSD issuance

(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
department of the SES:

(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
Subsec. X119.3 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:

(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
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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 HTT,
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 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

(i) 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

§ X119.5
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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);

(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(711)” 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.
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§§ X119.5-X119.6
14.12.31

(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 tha 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 department
of the SES 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;

(7) Ensures compliance with Subsec.
X119.8 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.

(As amended by Circular No. 827 dated 28 February 2014 and
Memorandum to All Banks dated 23 March 2006)

§ X119.6 Issuance abroad of unsecured
subordinated debt. The overseas issuance
of UnSD shall also be subject to the
provisions of Sec. X119 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/
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buyers and subsequent sale or negotiation;

b. The requirements under Subsecs.
X119.1c(1), X119.4 g(1), and X119.5d(1) and
d(6) 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.

(As amended by Memorandum to All Banks dated 23 March
2006)

§ X119.7 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.

§§ X119.6-X119.9
14.12.31

§ X119.8 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.

§ X119.9 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.
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§§ X119.9-X119.13
14.12.31

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 PAS 39.

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 PAS 39.
(As amended by Circular No. 827 dated 28 February 2014 and
Memorandum to All Banks dated 23 March 2006)

§§ X119.10 - X119.12 (Reserved)

§ X119.13 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 BSP-supervised Fls for failure to comply

with the provisions of this Section and for
non-disclosure or misrepresentation of
information, as follows:

a. On the 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. On the 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. On the 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. On the responsible officer - A fine of
P30,000 for participating in or tolerating the
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non-disclosure or misrepresentation of
information, and a possible disqualification
if warranted by the gravity of the offense
committed.

Fls 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.
(As amended by Circular Nos. 778 dated 14 December 2012
and 585 dated 15 October 2007)

Sec. X120 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 transter from PDIC of said capital
notes shall require prior Bangko Sentral
approval.

b. The interim 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

§X120
12.12.31

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
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§ X120
08.12.31

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

(Next Page is Part | - Page 49)
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shall be accounted for as equity instruments

in accordance with PAS 32.
(Circular No. 595 dated 11 January 2008)

Secs. X121- X125 (Reserved)

G. STOCK, STOCKHOLDERS
AND DIVIDENDS

Sec. X126 Shares of Stock 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.
(As amended by Circular No. 718 dated 26 April 2011)

§ X126.1 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:

§§ X120 - X126.1

14.12.31
Particulars Ceiling
(e) Voting shares of stock of a
Filipino individual or a
Philippine non-bank
corporation in:
i.UB/KB and TB 40%
ii.RB 60%

Voting shares of stock of a
qualified Philippine
corporation in UB, KB, TB
and RB prior to the 60%
effectivity of R.A. No.
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 40%
ii.RB 60%

Particulars Ceiling
(a) Voting shares of stock of a
foreign individual or a foreign
non-bank corporation in:
i.UB/KB and TB 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 40%
ii.TB/RB 60%
(c) Voting shares of stock of a
qualified foreign bank in UB, 100%
KB, TB and RB
(d) Combined ownership of the
voting shares of stock of 100%
qualified foreign banks in UB,
KB,TB and RB

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 or TB: 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
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.

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 or TB, and up to
sixty percent (60%) only of the voting stock
of a rural bank.
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§§ X126.1-X126.2
14.12.31

d. An individual 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 or TB, and up to a
combined sixty percent (60%) of the voting
stock of a 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 or TB 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 or TB 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.

(As amended by Circular Nos. 858 dated 21 November 2014,
809 dated 23 August 2013, 718 dated 26 April 2011 and Circular
No. 682 dated 15 February 2010)

§ X126.2 Transactions involving voting
shares of stocks. The following regulations
shall govern all transactions involving voting
shares of stocks in banks.

For purposes of this Subsection,
“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
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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

(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, Thatin
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 the appropriate department
of the SES. The request shall be

§ X126.2
14.12.31

accompanied by, in the case of transferee-
stockholder, the same papers/documents
required of incorporators/stockholders of
newly established banks as provided in
Appendix 37. The corporate secretary shall
hold in abeyance the registration of the
transaction until the required prior Bangko
Sentral approval is submitted as provided
in Subsec. X126.2.c.

(3) In the 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 escrow in another bank.

(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 of Subsec. X126.2.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
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§X126.2
14.12.31

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 in Subsec. X126.2.3;
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 in Subsec. X126.2.b.

If the request for registration of
transaction will patently 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 in Subsec. X126.2.b, 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
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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 willful delay in the
submission of said report, a Category A-2
report, shall subject the bank to the
corresponding fines for delayed reports in
accordance with the provisions of Subsec.
X192.2 to be reckoned on the day following
the due date of submission until the correct
report is submitted to the Bangko Sentral.

Sanctions. The corporate secretary found
to have willfully falsely certified/submitted
misleading statements and/or violated any
of the provisions of Subsec. X126.2.c 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) An alphabetical list of stockholders
with the number and percentage of voting
shares of stock owned by them;

§§ X126.2 - X126.3
14.12.31

(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.

(As amended by Circular Nos. 858 dated 21 November 2014,
809 dated 23 August 2013 and 718 dated 26 April 2011)

§ X126.3 Other foreign equity
investment in domestic banks. Except as
otherwise covered under Sec. X105 and
Subsec. X126.1, 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 adomestic 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. (Deleted by Cir. No. 256 dated 15
August 2000)

c. 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
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§§ X126.3 - X126.5
15.10.31

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.

d. The maximum stockholdings
foreigners may own in domestic banks
shall continue to be governed by existing
provisions of law.

e. 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.

§ X126.4 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) vyears
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 in Subsec. X126.2.b.

The foregoing provision must be
specifically stated in the certificates of
preferred shares of stock.

(As amended by Circular No. 718 dated 26 April 2011)

§ X126.5 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 “B71” 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 Subsection.

(2) The applicant bank prior to the
issuance of redeemable shares shall comply
with, in addition to the conditions in ltem “(7)”
above, the requirements under Iltems “B7”,
“B8”, and “B12”to “B16”, Appendix 5.
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(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
47.

(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 42),
to be signed by its directors and principal
officers, binding them to comply with the

§ X126.5
15.10.31

requisites and conditions set forth in Items
“(a)” to “(d)” above;

(f) The conditions in ltems “(3)(a)”,
“(3)(b)”, “(3)(c)” and “(3)(d)” above shall
be incorporated in the certificates of
stock; and

(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 ltems “a(7)” 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 department of the SES
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) On the 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;
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§§ X126.5 -X126.10
15.10.31

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
ltem “a(3)(a)”:

i. Sanctions in Item “(a)” above;

ii. 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.

(As amended by Circular Nos. 888 dated 9 October 2015,

827 dated 28 February 2014 and 585 dated 15 October
2007)

§ X126.6 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.

§§ X126.7 - X126.9 (Reserved)

§ X126.10 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

(Next Page is Part | - Page 55)
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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.

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
Secs. X334 and X335, respectively.

Sec. X127 (Reserved)

Sec. 1127 Shares of Stock of Universal/
Commercial Banks. The following
guidelines shall also govern shares of stock
in UBs and KBs.

§ 1127.1 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

§§ X126.10-2127.2
08.12.31

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.

§§ 1127.2-1127.5 (Reserved)

Sec. 2127 Shares of Stock of Thrift Banks
The following regulations shall also govern
shares of stock in TBs.

§ 2127.1 Moratorium on ownership
ceilings’
(Deleted)

§ 2127.2 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 BSP regulations
for preferred stock issued to private
investors.

Preferred shares of stock of private
development banks held by DBP/LBP and
sold thereafter 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

' Stockholdings in a TB were exempted from the ownership ceilings prescribed under Subsec. X126.1 until

16 March 2005.
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§§ 2127.2-3127.3
13.12.31

shares or to ordinary preferred shares of
the class issued to private shareholders.

§§ 2127.3 - 2127.5 (Reserved)

Sec. 3127 Shares of Stock of Rural Banks
and Cooperative Banks. The following
rules shall govern stockholdings in RBs and
Coop Banks:

§ 3127.1 Moratorium on ownership
ceiling. Individual stockholdings in RBs in
excess of the forty percent (40%) ceiling
as of 02 April 2002 and as provided in
Section 11 of R.A. No. 8791 may be
retained: Provided, That such excess
stockholdings were approved by the
Monetary Board: Provided, further, That
such stockholdings shall not be further
increased, but may be reduced and once
reduced, shall not thereafter be increased
beyond the forty percent (40%) ceiling
prescribed under said Section 11.

Any request for exemption from the
prescribed ownership ceilings of individual/
non-bank/corporate stockholdings shall be
submitted to the Monetary Board for
approval through the appropriate
department of the SES and the exemption
shall be reflected in the required report on
stock transactions. In cases where
unsubscribed shares of stock are sold to any
person other than the existing stockholders,
the bank’s corporate secretary shall execute
a certificate under oath that all the pertinent
requirements of the Corporation Code on a
valid stock transfer/subscriptions have been
complied with.

§ 3127.2 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 FI, 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 BOD 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 BOD 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

Part | - Page 56

Manual of Regulations for Banks



be necessary to promote and expand rural

economic development.
(As amended by Circular Nos. 809 dated 23 August 2013 and
663 dated 10 September 2009)

§ 3127.3 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.
(As amended by Circular No. 809 dated 23 August 2013)

§ 3127.4 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 department of the
SES 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

§§ 3127.2-X128
14.12.31

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.

(As amended by Circular No. 809 dated 23 August 2013)

§ 3127.5 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:

a. strategic objectives in investing in
an RB;

b. demonstrated capacity;

c. good reputation and integrity; and

d. business model that is credible,
innovative and consistent with the policy
objectives of R.A. No. 10574.

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
Subsecs. X105.2 and X105.3, respectively.
(Circular No. 809 dated 23 August 2013, as amended by Circular
No. 858 dated 21 November 2014)

Sec. X128 Deposits for Stock Subscription.
Deposits for stock subscription refer to
payments made by existing stockholders or
new subscribers of the bank 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:
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§§ X128 - X136.1
15.10.31

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;

c. The bank’s stockholders and board
of directors have approved the proposed
increase in authorized capital;

d. The bank has filed an application for
the amendment of its articles of
incorporation for the increase in authorized
capital with the appropriate department of
the SES, duly supported by complete
documents as listed in Annex B of Circular
Letter No. 2009-042 dated 14 May 2009.

Applications for the amendment of
articles of incorporation for the increase in
authorized capital, which have been
returned due to insufficiency of supporting
documents, 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 Item “b” of Subsec.
X126.2, if applicable.

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. X115 for UBs/KBs as well as their
subsidiary banks and QBs, and Sec. X118
for standalone TBs, RBs and Coop Banks.
(Circular 762 dated 25 July 2012)

Secs. X129 - X135 (Reserved)

Sec. X136 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 Hybrid Tier 1 capital 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 of
Subsec. X136.2.

(As amended by Circular No. 888 dated 09 October 2015)

§ X136.1 Definitions. For purposes of
this Section, the following definitions shall
apply:

a. 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 Subsection 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.

b. 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
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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.

c. 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.

§ X136.2 Requirements on the
declaration of dividends. At the time of
declaration, banks shall have complied with
the following:

a. Clearing account with the Bangko
Sentral is not overdrawn;

§§ X136.1-3136.2
15.10.31

b. Liquidity floor requirement for
government funds;

c. Minimum capitalization requirement
and risk-based capital ratios as provided
under applicable and existing capital
adequacy framework;

d. Capital conservation buffer
requirement as defined in Appendix 63b,
Part Ill, for universal and commercial banks
(UBs/KBs) and their subsidiary banks and
quasi-banks(QBs);

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 (DSIBs) Framework as
provided under Subsec. X115.5, for UB/KBs
and their subsidiary banks and QBs that are
identified as DSIBs; and

f. Has not committed any unsafe or
unsound banking practice 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, SES, as may be applicable, upon
recommendation of the appropriate
department of SES.

Banks shall ensure compliance with the
minimum capital requirements and risk-
based capital ratios even after the dividend
distribution.

(As amended by Circular Nos. 888 dated 09 October 2015 and
571 dated 21 June 2007)

§ 3136.2 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

" 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 practice.
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§§3136.2-X136.4
15.10.31

prescribed in Subsec. X136.2, an RB/Coop
Bank may declare cash dividends only if the
amount of its reserve for retirement of gov-
ernment preferred stock is at least equal to
the amount which should have been accu-
mulated had the bank transferred annually
to the reserve account from its undivided
profits an amount equal to at least an aver-
age 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 or after 13 September 201 3.
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 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.
(Circular No. 888 dated 09 October 2015)

X136.3 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 divided 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’.

(As amended by Circular No. 888 dated 09 October 2015)

§ X136.4 Reporting and verification.
Declaration of dividends shall be reported
by the bank concerned to the appropriate
department of the SES within ten (10)
business days after date of declaration in
the following manner:

"' 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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a. Submission of a duly notarized
certification (Appendix 114) 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 Subsec. X136.2,
and, in the case of rural banks and
cooperative banks, Subsec. 3136.2, as
well as other existing applicable laws; and

b. Submission of the Report on
Dividends Declared listed under
Appendix 6, which shall be considered a
Category A-1 report.

However, banks with major
supervisory concerns such as those
initiated under prompt corrective action
(PCA) or with specific MB directive to
suspend/refrain/restrict  dividend
declaration, shall be subject to prior Bangko
Sentral verification by the appropriate
department of the SES. 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.
(As amended by Circular No. 888 dated 09 October 2015)

§ X136.5 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

§§ X136.4-X136.10
15.10.31

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.
(As amended by Circular No. 888 dated 09 October 2015)

§ X136.6 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.

§ X136.7 — X136.9 (Reserved)

§ X136.10 Supervisory Enforcement
Actions. Consistent with Sec. X009, 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.
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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 No. 888 dated 09 October 2015)

Sec. X137 (Reserved)
Sec. 1137 (Reserved)
Sec. 2137 (Reserved)
Sec. 3137 Limitations/Amount Available on
Dividends Declared by Rural Banks and
Cooperative Banks.
(Deleted by Circular No. 888 dated 9 October 2015)

§ 3137.1 Dividends on government
shares.
(Deleted by Circular No. 888 dated 9 October 2015)

Secs. X138 - X140 (Reserved)

H. DIRECTORS, OFFICERS AND
EMPLOYEES

Strengthening Corporate Governance. 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 international best practices that
promote good corporate governance such
as the “Principles for Enhancing Corporate
Governance” issued by the Basel Committee
on Banking Supervision.

Applicability to branches of foreign
banks. Branches of foreign banks shall
comply with the governance policies,
practices and systems of the head office
as well as meet the applicable standards,
principles and requirements set forth
under Secs. X141, X142, and X174, except
the reportorial requirements under
Subsec. X141.3¢(9) on group structures.

Reports of assessment of the risk
management, compliance function and
internal audit group of branches of foreign
banks shall be made available to the
Bangko Sentral, during on-site
examination or any time upon request.
(Circular No. 749 dated 27 February 2012)

Sec. X141 Definition; Qualifications;
Powers/Responsibilities and Duties of
Board of Directors; Confirmation of the
Election/Appointments of Directors and
Officers; Place of Board of Directors’
Meeting; Reports Required; Sanctions.
This Section shall also apply to Coop
Banks.
(As amended by Circular No. 682 dated 15 February 2010)

§ X141.1 Definition/limits.

a. Definition of directors. Directors
shall include:

(1) directors who are named as such
in the articles of incorporation;

' 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 department of the SES.
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(2) directors duly elected in
subsequent meetings of the stockholders
or those appointed by virtue of the charter
of government-owned banks; and

(3) those elected to fill vacancies in the
board of directors.

b. Limits on the number of the members
of the board of directors. Pursuant to
Sections 15 and 17 of R.A. No. 8791, there

§§ X141.1
13.12.31

shall be at least five (5), and a maximum of
fifteen (15) members of the board of
directors of a bank: Provided, That in case
of a bank/QB/trust entity merger or
consolidation, the number of directors may
be increased up to the total number of the
members of board of directors of the
merging or consolidating bank/QB/trust
entity as provided for in their respective

(Next Page is Part | - Page 63)
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articles of incorporation, but in no case to
exceed twenty-one (21). The board shall
determine the appropriate number of its
members to ensure that the number thereof
is commensurate to the size and
complexity of the bank’s operations.

To the extent practicable, the members
of the board of directors shall be selected
from a broad pool of qualified candidates.
A sufficient number of qualified non-
executive members shall be elected to
promote the independence of the board
from the views of senior management. For
this purpose, non-executive members of the
board of directors shall refer to those who
are not part of the day to day management
of banking operations and shall include the
independent directors.

c. Minimum number of independent
directors." At least twenty percent (20%) but
not less than two (2) members of the board
of directors shall be independent directors:
Provided, That any fractional result from
applying the required minimum proportion,
i.e., twenty percent (20%), shall be rounded-
up to the nearest whole number: Provided,
further, That in the case of RBs, at least one
(1) independent director shall be elected to
the board: Provided, furthermore, That RBs
whose business model is deemed complex
by the Bangko Sentral, shall have at least
twenty percent (20%) but not less than two
(2) members of the board of directors as
independent directors: Provided, finally,
That any fractional result from applying the
required minimum proportion, i.e. twenty
percent (20%), shall be rounded-up to the
nearest whole number.

d. Limitation on nationality of directors.
Non-Filipino citizens may become
members of the board of directors of a bank
to the extent of the foreign participation in
the equity of said bank: Provided, That
pursuant to Section 23 of the Corporation
Code of the Philippines (BP Blg. 68), a

§§ X141.1-X141.2
15.10.31

majority of the directors must be residents
of the Philippines.

e. Conduct of board meetings. The
meetings of the board of directors may be
conducted through modern technologies
such as, but not limited to,
teleconferencing and video conferencing
as long as the director who is taking part
in said meetings can actively participate
in the deliberations on matters taken up
therein: Provided, That every member of
the board shall participate in at least fifty
percent (50%) and shall physically attend
at least twenty-five percent (25%) of all
board meetings every year: Provided,
further, That in the case of a director who
is unable to physically attend or
participate in board meetings via
teleconferencing or video conferencing,
the corporate secretary shall execute a
notarized certification attesting that said
director was given the agenda
materials prior to the meeting and that his/
her comments/decisions thereon were
submitted for deliberation/discussion and
were taken up in the actual board meeting,
and that the submission of said
certification shall be considered
compliance with the required
fifty percent (50%) minimum attendance
in board meetings.

(As amended by Circular Nos. 809 dated 23 August 2013, 757
dated 08 May 2012 and 749 dated 27 February 2012)

§ X141.2 Qualifications of a director.

a. A director shall have the following
minimum qualifications:

(1) He shall be at least twenty-five (25)
years of age at the time of his election or
appointment;

(2) He shall be at least a college
graduate or have at least five (5) years
experience in business;

(3) He must have attended a special
seminar on corporate governance for board

"The required number of independent directors in the board and the definition of “independent director” shall
apply prospectively effective 17 March 2012 or in the succeeding election of the members of the board of

directors.

Manual of Regulations for Banks

Part | - Page 63



§ X141.2
15.10.31

of directors conducted or accredited by the
Bangko Sentral: Provided, That incumbent
directors as well as those elected after
17 September 2001 must attend said
seminar on or before 30 June 2003 or
within a period of six (6) months from date
of election for those elected after 30 June
2003, as the case may be: Provided, further,
That the following persons are exempted
from attending said seminar:

i. Foreign nationals who have attended
corporate governance training covering core
topics in the Bangko Sentral -recommended
syllabus and certified by the Corporate
Secretary as having been made aware of the
general responsibility and specific duties
and responsibilities of the board of directors
and specific duties and responsibilities of a
director prescribed under Items “b”, “c” and
“d” of Subsec. X141.3;

ii. Filipino citizens with recognized
stature, influence and reputation in the
banking community and whose business
practices stand as testimonies to good
corporate governance;

iii. Distinguished Filipino and foreign
nationals who served as senior officials in
central banks and/or financial regulatory
agencies, including former Monetary Board
members; or

iv. Former Chief Justices of the
Philippine Supreme Court; and

(4) He must be fit and proper for the
position of a director of the bank. In
determining whether a person is fit and
proper for the position of a director, the
following matters must be considered:
integrity/probity, physical/mental fitness,
competence, relevant education/financial
literacy/ training, diligence and knowledge/
experience.

An elected director has the burden to
prove that he/she possesses all the foregoing
minimum qualifications and none of the
disqualifications by submitting the documentary
requirements listed in Appendix 98.

Non-submission of complete documentary
requirements within the prescribed period
shall be construed as his/her failure to
establish his/her qualifications for the
position and results in his/her removal from
the Board.

The members of the board of directors
shall possess the foregoing qualifications for
directors in addition to those required or
prescribed under R.A. No. 8791 and other
existing applicable laws and regulations.

b. Independent directors

In selecting independent directors, the
number and types of entities where the
candidate is likewise elected as such, shall
be considered to ensure that he will be able
to devote sufficient time to effectively
carry out his duties and responsibilities:
Provided, That the rules and regulations of
the SEC governing public and listed
companies on the maximum number of
companies of the conglomerate in which
an individual can serve as an independent
director shall apply to independent
directors of all types of banks.

An independent director shall refer to a
person who -

(1) is not or has not been an officer or
employee of the bank, its subsidiaries or
affiliates or related interests during the past
three (3) years counted from the date of his
election;

(2) is not a director or officer of the
related companies of the institution’s
majority stockholder;

(3) is not 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 not a relative, legitimate or
common-law of any director, officer or
stockholder holding shares of stock
sufficient to elect one seat in the board of
the bank or any of its related companies.
For this purpose, relatives refer to the spouse,
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parent, child, brother, sister, parent-in-law,
son-/daughter-in-law, and brother-/sister-in-
law;

(5) is not acting as a nominee or
representative of any director or substantial
shareholder of the bank, any of its related
companies or any of its substantial
shareholders; and

(6) is not retained as professional
adviser, consultant, agent or counsel of the
institution, any of its related companies or
any of its substantial shareholders, either in
his personal capacity or through his firm; is
independent of management and free from
any business or other relationship, has not
engaged and does not engage in any
transaction with the institution 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.

An independent director of a bank may
only serve as such for a total of five (5)
consecutive years: Provided, That the
maximum term and any “cooling off” period
prescribed by the SEC for public and listed
companies shall apply to all types of banks.

The foregoing terms and phrases used
in Items “(1) to (6)” of this Subsection shall
have the following meaning:

(a) Parent is a corporation which has
control over another corporation directly or
indirectly through one (1) or more
intermediaries;

(b) Subsidiary means a corporation
more than fifty percent (50%) of the voting
stock of which is owned or controlled
directly or indirectly through one (1) or more
intermediaries by a bank;

(c) Affiliate is a juridical person that
directly or indirectly, through one (1) or

§ X141.2
15.10.31

more intermediaries, is controlled by, or is
under common control with the bank or its
affiliates.

(d) Related interests as defined under
Sections 12 and 13 of R.A. No. 8791 shall
mean individuals, related to each other
within the fourth degree of consanguinity
or affinity, legitimate or common law, and
two (2) or more corporations owned or
controlled by a single individual or by the
same family group or the same group of
persons.

(e) Control exists when the parent
owns directly or indirectly through
subsidiaries more than one-half (1/2) of the
voting power of an enterprise unless, in
exceptional circumstance, it can be clearly
demonstrated that such ownership does not
constitute control. Control may also exist
even when ownership is one-half (1/2) or
less of the voting power of an enterprise
when there is:

i. Power over more than one-half
(1/2) of the voting rights by virtue of an
agreement with other stockholders; or

ii. Power to govern the financial and
operating policies of the enterprise under a
statute or an agreement; or

iii. Power to appoint or remove the
majority of the members of the board of
directors or equivalent governing body; or

iv. Power to cast the majority votes at
meetings of the board of directors or
equivalent governing body; or

v. Any other arrangement similar to
any of the above.

(f) Related company means another
company which is:

i. Its parent or holding company;

ii. lts subsidiary or affiliate; or

iii. A corporation where a bank or its
majority stockholder own such number of
shares that will allow/enable him to elect at
least one (1) member of the board of
directors or a partnership where such
majority stockholder is a partner.
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(g Substantial or major shareholder
shall mean a person, whether natural or
juridical, owning such number of shares
that will allow him to elect at least one (1)
member of the board of directors of a bank
or who is directly or indirectly the
registered or beneficial owner of more than
ten percent (10%) of any class of its equity
security.

(h) Majority stockholder or majority
shareholder means a person, whether
natural or juridical, owning more than

fifty percent (50%) of the voting stock of a bank.
(As amended by Circular Nos. 887 dated 07 October 2015, 840
dated 02 July 2014, 793 dated 05 July 2013,757 dated 08 May
2012, 749 dated 27 February 2012 and 682 dated 15 February
2010)

§ X141.3 Powers/responsibilities and
duties of directors.

a. Powers of the board of directors. The
corporate powers of a bank shall be
exercised, its business conducted and all its
property controlled and held, by its board
of directors. The powers of the board of
directors as conferred by law are original
and cannot be revoked by the
stockholders. The directors hold their
office charged with the duty to exercise
sound and objective judgment for the best
interest of the bank.

b. General responsibility of the board
of directors. The position of a bank director
is a position of trust. A director assumes
certain responsibilities to different
constituencies or stakeholders, i.e., the bank
itself, its stockholders, its depositors and
other creditors, its management and
employees, the regulators, deposit insurer
and the public at large. These
constituencies or stakeholders have the right
to expect that the institution is being run in
a prudent and sound manner. The board of
directors is primarily responsible for
approving and overseeing the
implementation of the bank’s strategic
objectives, risk strategy, corporate

governance and corporate values. Further,
the board of directors is also responsible
for monitoring and overseeing the
performance of senior management as the
latter manages the day to day affairs of the
institution.

c. Specific duties and responsibilities of
the board of directors

(1) To approve and monitor the
implementation of strategic objectives.
Consistent with the institution’s strategic
objectives, business plans shall be
established for the bank including its trust
operations, and initiatives thereto shall be
implemented with clearly defined
responsibilities and accountabilities. These
shall take into account the bank’s long-term
financial interests, its level of risk tolerance
and its ability to manage risks effectively.
The board shall establish a system for
measuring performance against plans
through regular monitoring and reviews,
with corrective action taken as needed.

The board shall likewise ensure that the
bank has beneficial influence on the
economy by continuously providing
services and facilities which will be
supportive of the national economy.

(2) To approve and oversee the
implementation of policies governing
major areas of banking operations. The
board shall approve policies on all major
business activities, e.g., investments, loans,
asset and liability management, trust,
business planning and budgeting. The
board shall accordingly define the bank’s
level of risk tolerance in respect of
said activities. A mechanism to ensure
compliance with said policies shall also be
provided.

The board shall set out matters and
authorities reserved to it for decision, which
include, among others major capital
expenditures, equity investments and
divestments. The board shall also establish
the limits of the discretionary powers of each
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officer, committee, sub-committee and such
other groups for purposes of lending,
investing or any other financial undertaking
that exposes the bank to significant risks.

(3) To approve and oversee the
implementation of risk management
policies. The board of directors shall be
responsible for defining the bank’s level of
risk tolerance and for the approval and
oversight of the implementation of policies
and procedures relating to the management
of risks throughout the institution,
including its trust operations. The risk
management policy shall include:

(a) a comprehensive risk management
approach;

(b) a detailed structure of limits,
guidelines and other parameters used to
govern risk-taking;

§X141.3
13.12.31

(c) a clear delineation of lines of
responsibilities for managing risk;

(d) an adequate system for measuring
risk; and

(e) effective internal controls and a
comprehensive risk-reporting process. The
board of directors shall ensure that a robust
internal reporting system is in place that shall
enable each employee to contribute to the
appreciation of the bank’s overall risk
exposures.

The board of directors shall ensure that
the risk management function is
given adequate resources to enable it to
effectively perform its functions. The risk
management function shall be afforded with
adequate personnel, access to information
technology systems and systems

(Next page is Part | - Page 67)
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development resources, and support and
access to internal information.

(4) To oversee selection and
performance of senior management. It is the
primary responsibility of the board of
directors to appoint competent management
team at all times, monitor and assess the
performance of the management team based
on established performance standards that
are consistent with the bank’s
strategic objectives, and conduct
regular review of bank’s policies with the
management team.

(a) The board of directors shall apply fit
and proper standards on key personnel.
Integrity, technical expertise and
experience in the institution’s business,
either current or planned, shall be the key
considerations in the selection process.
And because mutual trust and a close
working relationship are important, the
members of senior management shall
uphold the general operating philosophy,
vision and core values of the institution. The
board of directors shall replace members
of senior management, when
necessary, and have in place an
appropriate plan of succession.

(b) The board of directors shall regularly
monitor the actions of senior management
and ensure that these are consistent with
the policies that it has approved. It shall
put in place formal performance standards
to be able to effectively assess the
performance of senior management. The
performance standards shall be consistent
with the bank’s strategic objectives and
business plans, taking into account the
bank’s long-term financial interests.

(c) The board of directors shall regularly
meet with senior management to engage in
discussions, question and critically review
the reports and information provided by the
latter. The board of directors shall set the
frequency of meeting with senior
management taking into account the size,

§X141.3
13.12.31

complexity of operations and risk profile of
the bank.

(d) The board of directors shall
regularly review policies, internal controls
and self-assessment functions (e.g.,
internal audit, risk management and
compliance) with senior management to
determine areas for improvement as well as
to promptly identify and address
significant risks and issues. The board of
directors shall set the frequency of review
taking into account the size, complexity of
operations and risk profile of the bank.

The board of directors shall ensure that
senior management’s expertise and
knowledge shall remain relevant given the
bank’s strategic objectives, complexity of
operations and risk profile.

(5) To consistently conduct the affairs of
the institution with a high degree of
integrity. Since reputation is a very valuable
asset, it is in the institution’s best interest
that in dealings with the public, it observes
a high standard of integrity. The board of
directors shall lead in establishing the tone
of good governance from the top and in
setting corporate values, codes of conduct
and other standards of appropriate
behavior for itself, the senior management
and other employees. The board of
directors shall:

(a) Articulate clear policies on the
handling of any transaction with DOSRI and
other related parties ensuring that there is
effective compliance with existing laws,
rules and regulations at all times and no
stakeholder is unduly disadvantaged. In this
regard, the board of directors shall define
“related party transaction”, which is
expected to cover a wider definition than
DOSRI under existing regulations and a
broader spectrum of transactions (i.e., not
limited to credit exposures), such that
relevant transactions that could pose
material risk or potential abuse to the bank
and its stakeholders are captured.
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(b) Require the bank’s stockholders to
confirm by majority vote, in the annual
stockholders” meeting, the bank’s significant
transactions with its DOSRI and other
related parties.

(c) Articulate acceptable and
unacceptable activities, transactions and
behaviors that could result or potentially
result in conflict of interest, personal gain
at the expense of the institution, or
unethical conduct.

(d) Articulate policies that will prevent
the use of the facilities of the bank in
furtherance of criminal and other improper
or illegal activities, such as but not limited
to financial misreporting, money
laundering, fraud, bribery or corruption.

(e) Explicitly discourage the taking of
excessive risks as defined by internal
policies and establish an employees’
compensation scheme effectively aligned
with  prudent risk taking. The
compensation scheme shall be adjusted for
all types of risk and sensitive to the time
horizon of risk. Further, the grant of
compensation in forms other than cash shall
be consistent with the overall risk alignment
of the bank. The board of directors shall
regularly monitor and review the
compensation scheme to ensure that it
operates and achieves the objectives as
intended.

(f) Ensure that employee pension funds
are fully funded or the corresponding
liability appropriately recognized in the
books of the bank at all times. Further, the
board of directors shall ensure that all
transactions involving the pension fund are
conducted at arm’s length terms.

(g) Allow employees to communicate,
with protection from reprisal, legitimate
concerns about illegal, unethical or

questionable practices directly to the board
of directors or to any independent unit.
Policies shall likewise be set on how such
concerns shall be investigated and
addressed, for example, by an internal
control function, an objective external party,
senior management and/or the board itself; and

(h) Articulate policies in
communicating corporate values, codes of
conduct and other standards in the bank as
well as the means to confidentially report
concerns or violations to an appropriate
body.

(6) To define appropriate governance
policies and practices for the bank and for
its own work and to establish means to
ensure that such are followed and
periodically reviewed for ongoing
improvement’. The board of directors,
through policies and its own practices, shall
establish and actively promote,
communicate and recognize sound
governance principles and practices to
reflect a culture of strong governance in the
bank as seen by both internal and external
stakeholders.

(a) The board of directors shall ensure
that the bank’s organizational structure
facilitates effective decision making and
good governance. This includes clear
definition and delineation of the lines of
responsibility and accountability, especially
between the roles of the chairman of the
board of directors and chief executive
officer/president.

(b) The board of directors shall main-
tain, and periodically update, organizational
rules, by-laws, or other similar documents
setting out its organization, rights, respon-
sibilities and key activities.

(c) The board of directors shall
structure itself in a way, including in terms

" Banks shall submit the following to the appropriate department of the SES on or before 15 June 2012:
(1) A Secretary’s Certificate attesting the approval of the board of directors to changes in the bank’s
policies aligning the same with the provisions of Subsecs. X141.1 to X141.3, X142.3 and X142.4 and Secs.

X175 to X176; and

(2)  Acknowledgement receipt of copies of specific duties and responsibilities of the board of directors
and of a director and certification that they fully understand the same.
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of size, frequency of meetings and the use
of committees, so as to promote efficiency,
critical discussion of issues and thorough
review of matters. It shall meet regularly to
properly discharge its functions. It shall also
ensure that independent views in board
meetings shall be given full consideration
and all such meetings shall be duly
minuted.

(d) The board shall conduct and
maintain the affairs of the institution within
the scope of its authority as prescribed in
its charter and in existing laws, rules and
regulations. It shall ensure effective
compliance with the latter, which include
prudential reporting obligations. Serious
weaknesses in adhering to these duties and
responsibilities may be considered as
unsafe and unsound banking practice. The
board shall appoint a compliance officer
who shall be responsible for coordinating,
monitoring and facilitating compliance with
existing laws, rules and regulations. The
compliance officer shall be vested with
appropriate authority and provided with
appropriate support and resources.

(e) The board of directors shall
establish a system of checks and balances
which applies in the first instance to the
board itself. Among the members of the
board, an effective system of checks and
balances must exist. The system shall also
provide a mechanism for effective check and
control by the board over the chief
executive officer and key managers and by
the latter over the line officers of the bank.
Checks and balances in the board shall be
enhanced by appointing a chairperson who
is a non-executive, whenever possible.

(f) The board of directors shall assess
at least annually its performance and
effectiveness as a body, as well as its
various committees, the chief executive
officer, the individual directors, and the
bank itself, which may be facilitated by
the corporate governance committee or

§ X141.3
13.12.31

external facilitators. The composition of
the board shall also be reviewed regularly
with the end in view of having a balanced
membership. Towards this end, a system
and procedure for evaluation shall be
adopted which shall include, but not
limited to, the setting of benchmark and
peer group analysis.

(g) The board shall ensure that individual
members of the board and the
shareholders are accurately and timely
informed. It shall provide all its members
and to the shareholders a comprehensive
and understandable assessment of the
banks’s performance, financial condition
and risk exposures. All members of the
board shall have reasonable access to any
information about the institution at all times.
It shall also provide appropriate
information that flows internally and to the
public.

(7) To constitute committees to increase
efficiency and allow deeper focus in
specific areas. The board of directors shall
create committees, the number and nature
of which would depend on the size of the
bank and the board, the complexity of
operations, long-term strategies and risk
tolerance level of the bank.

(a) The board of directors shall approve,
review and update at least annually or
whenever there are significant changes
therein, the respective charters of each
committee or other documents that set out
its mandate, scope and working procedures.

(b) The board of directors shall appoint
members of the committees taking into
account the optimal mix of skills and
experience to allow the members to fully
understand, be critical and objectively
evaluate the issues. In order to promote
objectivity, the board of directors, shall
appoint independent directors and non-
executive members of the board to the
greatest extent possible while ensuring that
such mix will notimpair the collective skills,
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experience, and effectiveness of the
committees. Towards this end, an
independent director who is a member of
any committee that exercises executive or
management functions that can potentially
impair such director’s independence
cannot accept membership in committees
that perform independent oversight/control
functions such as the Audit, Risk
Oversight and Corporate Governance
committees, without prior approval of the
Monetary Board.

(c) The board of directors shall ensure
that each committee shall maintain
appropriate records (e.g., minutes of
meetings or summary of matters reviewed
and decisions taken) of their deliberations
and decisions. Such records shall document
the committee’s fulfillment of its
responsibilities and facilitate the assessment
of the effective performance of its functions.

(d) The board of directors shall
constitute, at a minimum, the following
committees:

(i) Audit committee. The audit
committee shall be composed of at least
three (3) members of the board of directors,
wherein two (2) of whom shall be
independent directors, including the
chairperson, preferably with accounting,
auditing, or related financial management
expertise or experience commensurate with
the size, complexity of operations and risk
profile of the bank. To the greatest extent
possible, the audit committee shall be
composed of a sufficient number of
independent and non-executive board
members. Further, the chief executive
officer, chief financial officer and/or
treasurer, or officers holding equivalent
positions, shall not be appointed as
members of the audit committee.

The audit committee provides oversight
over the institution’s financial reporting
policies, practices and control and internal
and external audit functions. It shall be
responsible for the setting up of the internal

audit department and for the appointment
of the internal auditor as well as the
independent external auditor who shall both
report directly to the audit committee. In
cases of appointment or dismissal of
external auditors, it is encouraged that the
decision be made only by independent and
non-executive audit committee members. It
shall monitor and evaluate the adequacy and
effectiveness of the internal control system.

The audit committee shall review and
approve the audit scope and frequency. It
shall receive key audit reports, and ensure
that senior management is taking necessary
corrective actions in a timely manner to
address the weaknesses, non-compliance
with policies, laws and regulations and
other issues identified by auditors.

The audit committee shall have explicit
authority to investigate any matter within
its terms of reference, full access to and
cooperation by management and full
discretion to invite any director or
executive officer to attend its meetings, and
adequate resources to enable it to effectively
discharge its functions. The audit
committee shall ensure that a review of the
effectiveness of the institution’s internal
controls, including financial, operational
and compliance controls, and risk
management, is conducted at least
annually.

The audit committee shall establish and
maintain mechanisms by which officers and
staff shall, in confidence, raise concerns
about possible improprieties or malpractices
in matters of financial reporting, internal
control, auditing or other issues to persons
or entities that have the power to take
corrective action. It shall ensure that
arrangements are in place for the
independent investigation, appropriate
follow-up action, and subsequent resolution
of complaints.

(ii) Risk oversight committee. The risk
oversight committee shall be responsible for
the development and oversight of the risk
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management program for the bank and its
trust unit. The committee shall be composed
of at least three (3) members of the board of
directors including at least one (1)
independent director, and a chairperson
who is a non-executive member. The
members of the risk oversight committee
shall possess a range of expertise as well as
adequate knowledge of the institution’s risk
exposures to be able to develop
appropriate strategies for preventing losses
and minimizing the impact of losses when
they occur. It shall oversee the system of
limits to discretionary authority that the
board delegates to management, ensure that
the system remains effective, that the limits
are observed and that immediate corrective
actions are taken whenever limits are
breached. The bank’s risk management unit
and the chief risk officer shall communicate
formally and informally to the risk oversight
committee any material information relative
to the discharge of its function. The risk
oversight committee, shall, where
appropriate, have access to external expert
advice, particularly in relation to proposed
strategic transactions, such as mergers and
acquisitions.

The core responsibilities of the risk
oversight committee are to:

a. Identify and evaluate exposures. The
committee shall assess the probability of
each risk becoming reality and shall
estimate its possible effect and cost.
Priority areas of concern are those risks that
are most likely to occur and are costly when
they happen.

b. Develop risk management
strategies. The risk oversight committee
shall develop a written plan defining the
strategies for managing and controlling the
major risks. It shall identify practical
strategies to reduce the chance of harm and
failure or minimize losses if the risk becomes
real.

c. Oversee the implementation of the
risk management plan. The risk oversight
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committee shall conduct regular discussion
on the institution’s current risk exposure
based on regular management reports and
assess how the concerned units or offices
reduced these risks.

d. Review and revise the plan as
needed. The committee shall evaluate the
risk management plan to ensure its
continued relevance, comprehensiveness,
and effectiveness. It shall revisit strategies,
look for emerging or changing exposures,
and stay abreast of developments that
affect the likelihood of harm or loss. The
committee shall report regularly to the board
of directors the entity’s overall risk exposure,
actions taken to reduce the risks, and
recommend further action or plans as
necessary.

(iii) Corporate governance committee.
The corporate governance committee shall
assist the board of directors in fulfilling its
corporate governance responsibilities. It
shall review and evaluate the qualifications
of all persons nominated to the board as
well as those nominated to other positions
requiring appointment by the board of
directors. The committee shall be composed
of at least three (3) members of the board of
directors, two (2) of whom shall be
independent directors, including the
chairperson.

The committee shall be responsible for
ensuring the board’s effectiveness and due
observance of corporate governance
principles and guidelines. It shall oversee
the periodic performance evaluation of the
board and its committees and executive
management; and shall also conduct an
annual self-evaluation of its performance.
The corporate governance committee may
coordinate with external facilitators in
carrying out board assessment, within the
frequency approved by the entire board. The
corporate governance committee shall also
decide whether or not a director is able to
and has been adequately carrying out his/
her duties as director based on its own
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assessment or the assessment of external
facilitators, bearing in mind the director’s
contribution and performance (e.g.,
competence, candor, attendance,
preparedness and participation). Internal
guidelines shall be adopted that address the
competing time commitments that are faced
when directors serve on multiple boards.

The committee shall make
recommendations to the board regarding the
continuing education of directors,
assignment to board committees, succession
plan for the board members and senior
officers, and their remuneration
commensurate with corporate and individual
performance.

The corporate governance committee
shall decide the manner by which the
board’s performance shall be evaluated and
propose an objective performance criteria
approved by the board. Such performance
indicators shall address how the board has
enhanced long term shareholders’ value.
Provided, That in case of simple or
non-complex banks, the board of directors
may, at a minimum, constitute only the
audit committee: Provided, further, That the
board shall discuss risk management and
corporate governance matters in their board
meetings, with the views of the independent
directors duly noted and minuted.

For this purpose, a bank’s business
model is deemed simple if a bank is
primarily engaged in the business of
deposit-taking and lending: Provided, That
a UB or KB shall be deemed a complex
bank while a TB, RB or Coop Bank shall
be deemed a simple bank. Nonetheless, a
UB or KB may apply with the Bangko
Sentral for a reclassification as simple bank
in order to avail of the reduced minimum
requirement on the constitution of board
committees. The Bangko Sentral may
likewise declare a TB, RB or Coop Bank
as complex, and therefore necessitating
complete compliance with the
aforementioned requirements.

Any TB, RB and Coop Bank having at
least (3) of the following characteristics shall
be deemed a complex bank:

a. Total assets of at least P6 billion;

b. Extensive branch network;

c. 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;

d. Use of non-conventional business
model, such as those using non-traditional
delivery platform such as electronic
platforms; and

e. 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.

TBs, RBs and Coop Banks classified as
“complex” banks shall designate a full-time
chief compliance officer, and establish
audit, risk oversight and corporate
governance committee.

Non-complex bank that shall adopt
the reduced minimum requirement under
this Subsection on the creation of only an
audit committee shall submit the
following to the appropriate department
of the SES:

(1) A secretary’s certificate attesting the
approval of the board of directors to create
only the audit committee/dissolve the other
board-level committees if and when
approved by the Bangko Sentral; and

(2) A letter signed by the president/chief
executive officer requesting for approval for
creating/maintaining only the audit
committee.

(8) To effectively utilize the work
conducted by the internal audit, risk
management and compliance functions and
the external auditors. The board of
directors shall recognize and acknowledge
the importance of the assessment of the
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independent, competent and qualified
internal and external auditors as well as the
risk and compliance officers in ensuring the
safety and soundness of the operations of a
bank on a going-concern basis and
communicate the same through out the
bank. This shall be displayed by
undertaking timely and effective actions on
issues identified.

Further, non-executive board members
shall meet regularly, other than in
meetings of the audit and risk oversight
committees, in the absence of senior
management, with the external auditor and
heads of the internal audit, compliance and
risk management functions.

(9) In group structures, the board of
directors of the parent company banks shall
have the overall responsibility for defining
an appropriate corporate governance
framework that shall contribute to the
effective oversight over entities in the group.
Towards this end, the board of directors of
the parent company bank shall ensure
consistent adoption of corporate
governance policies and systems across the
group and shall carry-out the following
duties and responsibilities:

(a) To define and approve appropriate
governance policies, practices and structure
that will enable effective oversight of the
entire group, taking into account nature and
complexity of operations, size and the types
of risks to which the bank and its
subsidiaries are exposed. The board shall
also establish means to ensure that such
policies, practices and systems remain
appropriate in light of the growth, increased
complexity and geographical expansion of
the group. Further, it shall ensure that the
policies include the commitment from the
entities in the group to meet all governance
requirements.

(b) To define the level of risk tolerance
for the group, which shall be linked to the
process of determining the adequacy of
capital of the group.
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(c) To ensure that adequate resources
are available for all the entities in the group
to effectively implement and meet the
governance policies, practices and systems.

(d) To establish a system for monitoring
compliance of each entity in the group with
all applicable policies, practices and
systems.

(e) To define and approve policies and
clear strategies for the establishment of new
structures.

(f) To understand the roles, the
relationships or interactions of each entity
in the group with one another and with the
parent company bank. The board of
directors shall understand the legal and
operational implications of the group
structure and how the various types of risk
exposures affect the group’s capital, risk
profile and funding under normal and
contingent circumstances.

(g) To develop sound and effective
systems for generation and sharing of
information within the group, management
of risks and effective supervision of the
group.

(h) To require the risk management,
compliance function and internal audit
group to conduct a periodic formal review
of the group structure, their controls and
activities to assess consistency with the
board approved policies, practices and
strategies and to require said groups to
report the results of their assessment directly
to the board.

(i) To disclose to the Bangko Sentral all
entities in the group (e.g., owned directly
or indirectly by the parent company bank
and/or its subsidiaries/affiliates including
special purpose entities (SPEs), and other
entities that the bank exerts control over or
those that exert control over the bank, or
those that are related to the bank and/or its
subsidiaries/affiliates either through common
ownership/directorship/officership) as well
as all significant transactions between
entities in the group involving any Bangko
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Sentral regulated entity in accordance with
Appendix 6. For this purpose, significant
shall refer to transactions that would require
board approval based on the bank’s internal
policies or as provided under existing
regulations: Provided, That the bank shall
continue to submit any report required
under existing regulations covering
transactions between companies within the
group.

In cases where the bank is a subsidiary/
affiliate of a non-BSP regulated parent
company, its board of directors shall
carry out the following duties and
responsibilities:

(@) To ensure that the bank complies
with the governance policies, practices and
systems of the parent company as well as
meets the standards and requirements set
forth under existing laws, rules and
regulations.

(b) To define and approve policies and
clear strategies for the establishment of new
structures (e.g., subsidiaries/affiliate of the
bank). The board of directors shall also
report to the Bangko Sentral any plan to
create additional group structures.

(¢ To understand the roles,
relationships or interactions of each entity in
the group with one another and with the
parent company. The board of directors shall
understand the legal and operational
implications of the group structure and how
the various types of risk exposures affect the
bank’s capital, risk profile and funding under
normal and contingent circumstances.

(d) To require the risk management,
compliance function and internal audit
group of the bank to conduct a periodic
formal review of the group structure, their
controls and activities to assess consistency
with the board approved policies, practices
and strategies and to require said groups to
report the results of their assessment directly
to the board.

(e) Todisclose to the Bangko Sentral all
entities in the group (e.g., parent company,

entities owned directly or indirectly by the
parent company and/or its subsidiaries/
affiliates including special purpose entities
(SPEs), and other entities that the bank
exerts control over or those that are related
to the bank and/or its subsidiaries/affiliates
either through common ownership/
directorship/officership) as well as all
significant transactions between entities in
the group involving any BSP-regulated
entity in accordance with Appendix 6. For
this purpose, significant shall refer to
transactions that would require board
approval based on the bank’s internal
policies or as provided under existing
regulations. Provided, That the bank shall
continue to submit any report required
under existing regulations covering
transactions between companies within the
group.

d. Specific duties and responsibilities of
a director

(1) To remain fit and proper for the
position for the duration of his term. A
director is expected to remain fit and proper
for the position for the duration of his term.
He should possess unquestionable
credibility to make decisions objectively and
resist undue influence. He shall treat board
directorship as a profession and shall have
a clear understanding of his duties and
responsibilities as well as his role in
promoting good governance. Hence, he
shall maintain his professional integrity and
continuously seek to enhance his skills,
knowledge and understanding of the
activities that the bank is engaged in or
intends to pursue as well as the
developments in the banking industry
including regulatory changes through
continuing education or training.

(2) To conduct fair business transactions
with the bank and to ensure that personal
interest does not bias board decisions.
Directors should, whenever possible, avoid
situations that would give rise to a conflict
of interest. If transactions with the
institution cannot be avoided, it should be
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done in the regular course of business and
upon terms not less favorable to the
institution than those offered to others. The
basic principle to be observed is that a
director should not use his position to make
profit or to acquire benefit or advantage for
himself and/or his related interests. He
should avoid situations that would
compromise his impartiality.

(3) To act honestly and in good faith, with
loyalty and in the best interest of the
institution, its stockholders, regardless of the
amount of their stockholdings, and other
stakeholders such as its depositors, investors,
borrowers, other clients and general public.
A director must always act in good faith,
with the care which an ordinarily prudent
man would exercise under similar
circumstances. While a director should
always strive to promote the interest of all
stockholders, he should also give due regard
to the rights and interests of other
stakeholders.

(4) To devote time and attention necessary
to properly discharge their duties and
responsibilities. Directors should devote
sufficient time to familiarize themselves with
the institution’s business. They must be
constantly aware of the institution’s condition
and be knowledgeable enough to contribute
meaningfully to the board’s work. They must
attend and actively participate in board and
committee meetings, request and review
meeting materials, ask questions, and request
explanations. If a person cannot give
sufficient time and attention to the affairs of
the institution, he should neither accept his
nomination nor run for election as member
of the board.

(5) To act judiciously. Before deciding
on any matter brought before the BOD, every
director should thoroughly evaluate the
issues, ask questions and seek clarifications
when necessary.

(6) To contribute significantly to the
decision-making process of the board.
Directors should actively participate and
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exercise objective independent judgment
on corporate affairs requiring the decision
or approval of such board.

(7) To exercise independent judgment.
A director should view each problem/
situation objectively. When a disagreement
with others occurs, he should carefully
evaluate the situation and state his position.
He should not be afraid to take a position
even though it might be unpopular.
Corollarily, he should support plans and
ideas that he thinks will be beneficial to
the institution.

(8) To have a working knowledge of
the statutory and regulatory requirements
affecting the institution, including the
content of its articles of incorporation and
by-laws, the requirements of the Bangko
Sentral and where applicable, the
requirements of other regulatory agencies.
A director should also keep himself
informed of the industry developments and
business trends in order to safeguard the
institution’s competitiveness.

(9) To observe confidentiality. Directors
must observe the confidentiality of non-
public information acquired by reason of
their position as directors. They may not
disclose said information to any other
person without the authority of the board.

e. Duties and responsibilities of the
chairperson of the board of directors:

(1) To provide leadership in the board
of directors. The chairperson of the board
shall ensure effective functioning of the
board, including maintaining a relationship
of trust with board members.

(2) To ensure that the board takes an
informed decision. The chairperson of the
board shall ensure a sound decision
making process and he should encourage
and promote critical discussion and ensure
that dissenting views can be expressed and
discussed within the decision-making

process.
(As amended by M-2013-035 dated 30 July 2013, Circular
Nos.757 dated 08 May 2012 and 749 dated 27 February 2012)
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§ X141.4 Confirmation of the election/
appointment of directors/officers. The
election/appointment of directors/officers of
banks shall be subject to confirmation by

the following:
Confirming Authority

Position Level

Directors and senior
vice president and above
(or equivalent ranks) of
UBs and KBs, and of
Islamic Banks, TBs, RBs
and Coop Banks with
total assets of at least
P1.0 billion

a. Monetary Board

b. An SES Committee to be |Directors and senior vice
composed of: president and above (or
- Deputy Governor, SES equivalent ranks) of]
- Heads os SES Sub-sectors |, |Islamic Banks, TBs,
11, 1 RBs and Coop Banks
with total assets of less

than P1.0 billion

The election/appointment  of
abovementioned directors/officers shall be
deemed to have been confirmed by the
Bangko Sentral, if after sixty (60) banking days
from receipt of the complete required reports,
the appropriate supervising department of
the SES does not advise the bank concerned
against said election/appointment.

However, the confirmation by the
Monetary Board/SES Committee of the
election/appointment to above-mentioned
position levels shall not be required in the
following cases:

a. Re-election of a director (as a
director) in the same bank or election of the
same director in another bank, QB, trust
entities other than stand-alone or trust
corporation within a banking group;

b. Re-election of an independent
director (as an independent director or not)
in the same bank or election of the same
director (as an independent director or not)
in another bank, QB, trust entities other than
stand-alone or trust corporation within a
banking group; and

c. Promotion of an officer, other than
to that which requires (i) prior Monetary
Board approval, or (ii) a different set of

minimum qualifications, or (iii) a different
level of confirming authority as provided in
the first paragraph hereof, in the same bank
or appointment/transfer to another bank,
QB, trust entities other than stand-alone or
trust corporation within a banking group:
Provided, That the director/officer
concerned has been previously confirmed
or in the case of compliance officer or trust
officer who will be promoted to the rank of
senior vice president or above (or
equivalent rank), previously approved/
confirmed by the Monetary Board, or if
previously confirmed by the SES Committee,
his/her re-election/ promotion/transfer
requires the same level of confirming
authority as provided in the first paragraph
hereof: Provided, further, That said director/
officer has had continuous service within
the same bank or banking group. This
exemption shall apply to directors/officers
confirmed by the Monetary Board/SES
Committee starting 01 January 2011.

The appointment of officers below the
rank of SVP shall be subject neither to
Monetary Board approval nor Bangko
Sentral confirmation.

The appointment of compliance
officers and trust officers regardless of rank
shall be subject to prior Monetary Board
approval/confirmation as provided in
Subsecs. X180.4 and X406.10, respectively.

For purposes of this Subsection, the
term banking group shall refer to the parent
bank and its subsidiary banks, QBs, trust
entities other than stand-alone and trust
corporations as well as other banks, QBs,
trust entities other than stand-alone and trust
corporations over which the parent bank
has the power to exercise “control” as
defined in Subsec. X141.2.

The documentary requirements for the
confirmation of the election/appointment of
directors/officers/trust officer, and approval
of the appointment of compliance officers

Partl-Page 76

Manual of Regulations for Banks



of banks/QBs/NBFI with trust authority/trust
corporations are shown in Appendix 98.
Non-submission of complete documentary
requirements within the prescribed period
shall be construed as his/her failure to
establish his/her qualifications for the
position.

A director/officer whose election/
appointment was not confirmed for failure
to submit the complete documentary
requirements shall be deemed removed
from office after due notice to the board of
directors of the bank, even if he/she has
assumed the position to which he/she was
elected/appointed, pursuant to Section 16
of R.A. No. 8791.

(CL-2011-045 dated 01 July 2011, as amended by Cir. Nos. 887
dated 07 October 2015, 758 dated 11 May 2012 and Cir. No.
766 dated 17 August 2012)

§ X141.5 Place of board of directors’
meeting. Banks shall include in their by-laws
a provision that meetings of their board of
directors shall be held only within the
Philippines.

§§ X141.6 - X141.8 (Reserved)

§ X141.9 Certifications required.
Banks shall furnish all of their first time
directors within a bank or banking group
with a copy of the general responsibility
and specific duties and responsibilities of
the board of directors and of a director pre-
scribed under Items “b”, “c” and “d” of
Subsec. X141.3 upon election.

The bank must submit to the appropriate
department of the SES, within twenty (20)
banking days from date of election, a
certification under oath of the directors
concerned that they have received copies
of such general responsibility and specific
duties and responsibilities and that they fully
understand and accept the same, in
accordance with Appendix 6.

The bank must submit to the appropriate
department of the SES a certification under
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oath of the director/officer with rank of senior
vice president and above, and officer whose
appointment requires prior Monetary Board
approval that he/she has all the prescribed
qualifications and none of the
disqualifications within twenty (20) banking
days from the date of election/re-election of
the directors/meeting of the board of
directors in which the officers are
appointed/promoted, in accordance with

Appendix 6.
(As amended by Circular Nos. 887 dated 07 October 2015 and
758 dated 11 May 2012)

§ X141.10 Sanctions. Without prejudice
to the other sanctions prescribed under
Section 37 of R.A. No. 7653 and to the
provisions of Section 16 of R.A. No. 8791,
any director of a bank who violates or fails to
observe and/or perform any of the above
responsibilities and duties shall, for each
violation or offense, be penalized as follows:

For directors of Amount
UBs/KBs P 30,000
TBs/IBs 15,000
RBs/Coop Banks (national) 5,000
Coop Banks (local) 1,000

Sec. X142 Definition; Qualifications; and
Duties and Responsibilities of Officers.
This Section shall also apply to Coop

Banks.
(As amended by Circular No. 682 dated 15 February 2010)

§ X142.1 Definition of officers. Officers
shall include the president, executive vice
president, senior vice-president, vice president,
general manager, treasurer, secretary, trust
officer and others mentioned as officers of the
bank, or those whose duties as such are
defined in the by-laws, or are generally known
to be the officers of the bank (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 bank: Provided, That a person
holding the position of chairman or vice-
chairman of the board or another position in
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§§ X142.1-X142.3
15.10.31

the board shall not be considered as an officer
unless the duties of his position in the board
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.

(As amended by Circular No. 562 dated 13 March 2007)

§ X142.2 Qualifications of an officer.
An officer shall have the following minimum
qualifications:

a. He shall be at least twenty-one (21)
years of age;

b. He shall be at least a college graduate,
or have at least five (5) years experience in
banking or trust operations or related
activities or in a field related to his position
and responsibilities, or have undergone
training in banking or trust operations
acceptable to the appropriate department of
the SES: Provided, however, That the trust
officer who shall be appointed shall possess
any of the following:

(1) at least five (5) years of actual
experience’ in trust operations;

(2) at least three (3) years of actual
experience in trust operations and must have:

(@) completed at least ninety (90) training
hours in trust, other fiduciary business, or
investment management activities
acceptable to the Bangko Sentral; or

(b) completed a relevant global or local
professional certification program; or

(3) at least five (5) years of actual
experience as an officer of a bank and must
have:

(@) completed at least ninety (90) training
hours in trust, other fiduciary business, or
investment management activities
acceptable to the Bangko Sentral; or

(b) completed a relevant global or local
professional certification program; and

c. He must be fit and proper for the
position he is being proposed/appointed to.
In determining whether a person is fit and
proper for a particular position, the
following matters must be considered:
integrity/probity, competence, education,
diligence and experience/training.

In the case of Coop Bank, the manager
must have actual banking experience (at least
manager or assistant manager).

An appointed officer has the burden to
prove that he/she possesses all the foregoing
minimum qualifications and none of the
disqualifications by submitting the
documentary requirements listed in
Appendix 6. Non-submission of complete
documentary requirements within the
prescribed period shall be construed as his/
her failure to establish his/her qualifications
for the position and results to his/her
removal therefrom.

The foregoing qualifications for officers
shall be in addition to those required or
prescribed under R.A. No. 8791 and other

existing applicable laws and regulations.

(As amended by Circular Nos. 887 dated 07 October 2015, 766
dated 17 August 2012, 682 dated 15 February 2010 and 665
dated 04 September 2009)

§ X142.3 Duties and responsibilities of
officers.

(1) To set the tone of good governance
from the top. Bank officers shall promote
the good governance practices within the
bank by ensuring that policies on
governance as approved by the board of
directors are consistently adopted across the
bank.

(2) To oversee the day-to-day
management of the bank. Bank officers shall
ensure that bank’s activities and operations
are consistent with the bank’s strategic
objectives, risk strategy, corporate values

' Actual experience refers to exposures in trust operations either as officer of a trust entity or members

of trust committee

Part |- Page 77a

Manual of Regulations for Banks



and policies as approved by the board of
directors. They shall establish a bank-wide
management system characterized by
strategically aligned and mutually
reinforcing performance standards across
the organization.

(3) Toensurethat duties are effectively
delegated to the staff and to establish a
management structure that promotes
accountability and transparency. Bank
officers shall establish measurable
standards, initiatives and specific
responsibilities and accountabilities for
each bank personnel. Bank officers shall
oversee the performance of these
delegated duties and responsibilities and
shall ultimately be responsible to the
board of directors for the performance of
the bank.

(4) To promote and strengthen checks
and balances systems in the bank. Bank
officers shall promote sound internal
controls and avoid activities that shall
compromise the effective dispense of their
functions. Further, they shall ensure that
they give due recognition to the
importance of the internal audit,
compliance and external audit functions.
(As amended by Circular No. 749 dated 27 February 2012)

§§ X142.3 -X143.1
12.12.31

§ X142.4 (2011 - X142.3) Appointment
of officers.
(Deleted by Circular No. 758 dated 11 May 2012)

Sec. X143 Disqualification and

Watchlisting of Directors and Officers.
This Section shall also apply to Coop

Banks.

(As amended by Circular No. 682 dated 15 February 2010)

§ X143.1 Persons disqualified to become
directors. Without prejudice to specific
provisions of law prescribing disqualifications
for directors, the following are disqualified
from becoming directors:

a. Permanently disqualified

Directors/officerslemployees permanently
disqualified by the Monetary Board from
holding a director position:

(1) Persons who have been convicted by
final judgment of a court for offenses involving
dishonesty or breach of trust such as, but not
limited to, estafa, embezzlement, extortion,
forgery, malversation, swindling, theft,
robbery, falsification, bribery, violation of B.P.
Blg. 22, violation of Anti-Graft and Corrupt
Practices Act and prohibited acts and
transactions under Section 7 of R.A. No. 6713
(Code of Conduct and Ethical Standards for

(Next page is Part | - Page 78a)
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Public Officials and Employees);

(2) Persons who have been convicted
by final judgment of a court sentencing them
to serve a maximum term of imprisonment
of more than six (6) years;

(3) Persons who have been convicted
by final judgment of the court for violation
of banking laws, rules and regulations;

(4) Persons who have been judicially
declared insolvent, spendthrift or
incapacitated to contract;

(5) Directors, officers or employees of
closed banks who were found to be
culpable for such institution’s closure as
determined by the Monetary Board;

(6) Directors and officers of banks found
by the Monetary Board as administratively
liable for violation of banking laws, rules
and regulations where a penalty of removal
from office is imposed, and which finding
of the Monetary Board has become final and
executory; or

(7) Directors and officers of banks or
any person found by the Monetary Board
to be unfit for the position of directors or
officers because they were found
administratively liable by another
government agency for violation of banking
laws, rules and regulations or any offense/
violation involving dishonesty or breach of
trust, and which finding of said government
agency has become final and executory.

b. Temporarily disqualified

Directors/officers/employees
disqualified by the Monetary Board from
holding a director position for a specific/
indefinite period of time. Included are:

(1) Persons who refuse to fully disclose
the extent of their business interest or any
material information to the appropriate
department of the SES when required
pursuant to a provision of law or of a circular,
memorandum, rule or regulation of the
Bangko Sentral. This disqualification shall
be in effect as long as the refusal persists;

(2) Directors who have been absent or

§ X143.1
08.12.31

who have not participated for whatever
reasons in more than fifty percent (50%) of
all meetings, both regular and special, of the
board of directors during their incumbency,
and directors who failed to physically attend
for whatever reasons in at least twenty-five
percent (25%) of all board meetings in any
year, except that when a notarized
certification executed by the corporate
secretary has been submitted attesting that
said directors were given the agenda
materials prior to the meeting and that their
comments/decisions thereon were
submitted for deliberation/discussion and
were taken up in the actual board meeting,
said directors shall be considered present
in the board meeting. This disqualification
applies only for purposes of the immediately
succeeding election;

(3) Persons who are delinquent in the
payment of their obligations as defined
hereunder:

(@) Delinquency in the payment of
obligations means that an obligation of a
person with a bank where he/she is a
director or officer, or at least two (2)
obligations with other banks/Fls, under
different credit lines or loan contracts, are
past due pursuant to Sec. X306;

(b) Obligations shall include all
borrowings from a bank obtained by:

(i) A director or officer for his own
account or as the representative or agent of
others or where he/she acts as a guarantor,
endorser or surety for loans from such Fls;

(ii) The spouse or child under the
parental authority of the director or officer;

(iii) Any person whose borrowings or
loan proceeds were credited to the account
of, or used for the benefit of a director or
officer;

(iv) A partnership of which a director or
officer, or his/her spouse is the managing
partner or a general partner owning a
controlling interest in the partnership; and

(v) A corporation, association or firm
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§ X143.1
08.12.31

wholly-owned or majority of the capital of
which is owned by any or a group of
persons mentioned in the foregoing Items
“(0)”, “(ii)” and “(iv)”;

This disqualification shall be in effect
as long as the delinquency persists.

(4) Persons who have been convicted
by a court for offenses involving dishonesty
or breach of trust such as, but not limited
to, estafa, embezzlement, extortion, forgery,
malversation, swindling, theft, robbery,
falsification, bribery, violation of B.P. Blg.
22, violation of Anti-Graft and Corrupt
Practices Act and prohibited acts and
transactions under Section 7 of R.A. No.
6713, violation of banking laws, rules and
regulations or those sentenced to serve a
maximum term of imprisonment of more
than six (6) years but whose conviction has
not yet become final and executory;

(5) Directors and officers of closed banks
pending their clearance by the Monetary
Board;

(6) Directors disqualified for failure to
observe/discharge their duties and
responsibilities prescribed under existing
regulations. This disqualification applies
until the lapse of the specific period of
disqualification or upon approval by the
Monetary Board on recommendation by the
appropriate department of the SES of such
directors’ election/reelection;

(7) Directors who failed to attend the
special seminar for board of directors required
under Item “c” of Subsec. X141.2. This
disqualification applies until the director
concerned had attended such seminar;

(8) Persons dismissed/terminated from
employment for cause. This disqualification
shall be in effect until they have cleared
themselves of involvement in the alleged
irregularity or upon clearance, on their
request, from the Monetary Board after
showing good and justifiable reasons, or
after the lapse of five (5) years from the time
they were officially advised by the

appropriate department of the SES of their
disqualification;

(9) Those under preventive suspension;

(10) Persons with derogatory records as
certified by, or on the official files of, the
judiciary, NBI, Philippine National Police
(PNP), quasi-judicial bodies, other
government agencies, international police,
monetary authorities and similar agencies
or authorities of foreign countries for
irregularities or violations of any law, rules
and regulations that would adversely affect
the integrity of the director/officer or the
ability to effectively discharge his duties.
This disqualification applies until they have
cleared themselves of the alleged
irregularities/violations or after a lapse of
five (5) years from the time the complaint,
which was the basis of the derogatory
record, was initiated;

(11) Directors and officers of banks
found by the Monetary Board as
administratively liable for violation of
banking laws, rules and regulations where
a penalty of removal from office is imposed,
and which finding of the Monetary Board
is pending appeal before the appellate court,
unless execution or enforcement thereof is
restrained by the court;

(12) Directors and officers of banks or
any person found by the Monetary Board
to be unfit for the position of director or
officer because they were found
administratively liable by another
government agency for violation of banking
laws, rules and regulations or an offense/
violation involving dishonesty or breach of
trust, and which finding of said government
agency is pending appeal before the
appellate court, unless execution or
enforcement thereof is restrained by the
court; and

(13) Directors and officers of banks
found by the Monetary Board as
administratively liable for violation of
banking laws, rules and regulations where
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a penalty of suspension from office or fine
is imposed, regardless whether the finding
of the Monetary Board is final and executory
or pending appeal before the appellate
court, unless execution or enforcement
thereof is restrained by the court. The
disqualification shall be in effect during the
period of suspension or so long as the fine

is not fully paid.
(As amended by Circular Nos.584 dated 28 September 2007
and 513 dated 10 February 2006)

§ X143.2 Persons disqualified to
become officers

a. The disqualifications for directors
mentioned in Subsec. X143.1 shall likewise
apply to officers, except those stated in Items
“b(2)” and “b(7)”.

b. The spouses or relatives within the
second degree of consanguinity or affinity
are prohibited from holding officership
positions across the following functional
categories within a bank:

1. Decision making and senior
management function, e.g., chairman,
president, chief executive officer (CEO),
chief operating officer (COO), general
manager, and chief financial officer (CFO)
other than the treasurer or controller;

2. Treasury function, e.g., Treasurer and
Vice President — Treasury;

3. Recordkeeping and financial
reporting functions, e.g., controller and
chief accountant;

4. Safekeeping of assets, e.g., chief
cashier;

5. Risk management function, e.g., chief
risk officer;

6. Compliance function, e.g.,
compliance officer; and

7. Internal audit function, e.g., internal
auditor.

The spouse or a relative within the
second degree of consanguinity or affinity
of any person holding the position of

§§ X143.1-X143.3
13.12.31

manager, cashier, or accountant of a branch
or extension office of a bank or their
respective equivalent positions is
disqualified from holding or being
appointed to any of said positions in the
same branch or extension office.

c. Any appointive or elective official’,
whether full time or part time, except in
cases where such service is incident to
financial assistance provided by the
government or government owned or
-controlled corporations (GOCCs) or in
cases allowed under existing law.

d. In the case of Coop Banks, any officer
or employee of CDA or any elective public
official, except a barangay official.

e. Except as may otherwise be allowed
under Commonwealth Act No. 108,
otherwise known as “The Anti-Dummy
Law”, as amended, foreigners cannot be

officers or employees of banks.
(As amended by Circular Nos. 809 dated 23 August 2013 and
699 dated 17 November 2010)

§ X143.3 Effect of non-possession of
qualifications or possession of
disqualifications. A director/officer elected/
appointed who does not possess all the
qualifications mentioned under Subsecs.
X141.2 and X142.2 and/or has any of the
disqualifications mentioned under Subsecs.
X143.1 and X143.2 shall not be confirmed
by the confirming authority under Subsec.
X141.4 and shall be removed from office
even if he/she has assumed the position to
which he/she was elected or appointed
pursuant to Section 16 of R.A. No. 8791. A
confirmed director/officer or officer not
requiring confirmation found to possess any
of the disqualifications, enumerated in the
abovementioned Subsections shall be
subject to the disqualification procedures

provided under Subsec. X143.4.
(As amended by Circular Nos. 758 dated 11 May 2012 and 513
dated 10 February 2006)

"In the case of RB, appointive and elective public officials currently holding officership positions shall continue
holding such position until the end of their current terms effective 13 September 2013.
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§ X143.4 Disqualification procedures

a. The board of directors and
management of every institution shall be
responsible for determining the existence of
the ground for disqualification of the
institution’s director/officer or employee and
for reporting the same to the Bangko Sentral.
While the concerned institution may
conduct it own investigation and impose
appropriate sanction/s as are allowable, this
shall be without prejudice to the authority
of the Monetary Board to disqualify a
director/officer/employee from being
elected/ appointed as director/officer in any
FI under the supervision of the Bangko
Sentral. Grounds for disqualification made
known to the institution, shall be reported
to the appropriate department of the SES
within seventy-two (72) hours from
knowledge thereof.

b. On the basis of knowledge and
evidence on the existence of any of the
grounds for disqualification mentioned in
Subsecs. X143.1 and X143.2, the director
or officer concerned shall be notified in
writing either by personal service or through
registered mail with registry return receipt
card at his/her last known address by the
appropriate department of the SES of the
existence of the ground for his/her
disqualification and shall be allowed to
submit within fifteen (15) calendar days from
receipt of such notice an explanation on
why he/she should not be disqualified and
included in the watchlisted file, together
with the evidence in support of his/her
position. The head of said department may
allow an extension on meritorious ground.

c. Upon receipt of the reply explanation
of the director/officer concerned, the
appropriate department of the SES shall
proceed to evaluate the case.

The director/officer concerned shall be
afforded the opportunity to defend/clear
himself/herself.

d. If no reply has been received from the
director/officer concerned upon the expiration
of the period prescribed under Item “b” above,

said failure to reply shall be deemed a waiver
and the appropriate department of the SES shall
proceed to evaluate the case based on
available records/evidence.

e. If the ground for disqualification is
delinquency in the payment of obligation, the
concerned director or officer shall be given a
period of thirty (30) calendar days within
which to settle said obligation or, restore it to
its current status or, to explain why he/she
should not be disqualified and included in
the watchlisted file, before the evaluation
on his disqualification and watchlisting is
elevated to the Monetary Board.

f. For directors/officers of closed banks,
the concerned department of the SES shall
make appropriate recommendation to the
Monetary Board clearing said directors/
officers when there is no pending case/
complaint or evidence against them. When
there is evidence that a director/officer has
committed irregularity, the appropriate
department of the SES shall make
recommendation to the Monetary Board
that his/her case be referred to the Office of
Special Investigation (OSI) for further
investigation and that he/she be included
in the masterlist of temporarily disqualified
persons until the final resolution of his/her
case. Directors/officers with pending cases/
complaints shall also be included in said
masterlist of temporarily disqualified
persons upon approval by the Monetary
Board until the final resolution of their cases.
If the director/officer is cleared from
involvement in any irregularity, the
appropriate department of the SES shall
recommend to the Monetary Board his/her
delisting. On the other hand, if the director/
officer concerned is found to be responsible
for the closure of the institution, the
concerned department of the SES shall
recommend to the Monetary Board his/her
delisting from the masterlist of temporarily
disqualified persons and his/her inclusion
in the masterlist of permanently disqualified
persons.

g. If the disqualification is based on
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dismissal from employment for cause, the
appropriate department of the SES shall, as
much as practicable, endeavor to establish
the specific acts or omissions constituting
the offense or the ultimate facts which
resulted in the dismissal to be able to
determine if the disqualification of the
director/officer concerned is warranted or
not. The evaluation of the case shall be
made for the purpose of determining if
disqualification would be appropriate and
not for the purpose of passing judgment on
the findings and decision of the entity
concerned. The appropriate department of the
SES may decide to recommend to the
Monetary Board a penalty lower than
disqualification (e.g., reprimand, suspension,
etc.) if, in its judgment the act committed or
omitted by the director/officer concerned does
not warrant disqualification.

h. All other cases of disqualification,
whether permanent or temporary shall be
elevated to the Monetary Board for approval
and shall be subject to the procedures
provided in Items “a”,”b”,”c” and “d” above.

i. Upon approval by the Monetary
Board, the concerned director/officer shall
be informed by the appropriate department
of the SES in writing either by personal
service or through registered mail with
registry return receipt card, at his/her last
known address of his/her disqualification
from being elected/appointed as director/
officer in any Fl under the supervision of
Bangko Sentral and/or of his/her inclusion
in the masterlist of watchlisted persons so
disqualified.

j. The board of directors of the
concerned institution shall be immediately
informed of cases of disqualification
approved by the Monetary Board and shall
be directed to act thereon not later than the
following board meeting. Within seventy-
two (72) hours thereafter, the corporate
secretary shall report to the Governor of the
Bangko Sentral through the appropriate
department of the SES the action taken by

§§ X143.4-X143.5
12.12.31

the board on the director/officer involved.

k. Persons who are elected or
appointed as director or officer in any of
the BSP-supervised institutions for the first
time but are subject to any of the grounds
for disqualification provided for under
Subsecs. X143.1 and X143.2, shall be
afforded the procedural due process
prescribed above.

. Whenever a director/officer is
cleared in the process mentioned under
Item “c” above or, when the ground for
disqualification ceases to exist, he/she
would be eligible to become director or
officer of any bank, QB, trust entity or any
institution under the supervision of the
Bangko Sentral only upon prior approval
by the Monetary Board. It shall be the
responsibility of the appropriate
department of the SES to elevate to the
Monetary Board the lifting of the
disqualification of the concerned director/
officer and his/her delisting from the
masterlist of watchlisted persons.

(As amended by Circular No. 584 dated 28 September 2007)

§ X143.5 Watchlisting. To provide the
Bangko Sentral with a central information
file to be used as reference in passing upon
and reviewing the qualifications of persons
elected or appointed as director or officer
of a bank, QB or trust entity, the SES shall
maintain a watchlist of persons disqualified
to be a director or officer of such entities
under its supervision under the following
procedures:

a. Watchlist categories. Watchlisting
shall be categorized as follows:

(1) Disqualification File “A”
(Permanent) - Directors/officers/employees
permanently disqualified by the Monetary
Board from holding a director/officer
position.

(2) Disqualification File “B”
(Temporary) - Directors/officers/employees
temporarily disqualified by the Monetary
Board from holding a director/officer
position.
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§§ X143.5 - X144
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b. Inclusion of directors/officers/
employees in the watchlist. Directors/
officers/employees disqualified under
Subsec. X143.4 shall be included in the
watchlist disqualification files “A” or “B”.

c. Confidentiality. Watchlist files shall
be for internal use only of the Bangko Sentral
and may not be accessed or queried upon
by outside parties including banks, QBs
NBFls with trust authority and trust
corporations except with the authority of the
person concerned (without prejudice to the
authority of the Governor and the Monetary
Board to authorize release of the information)
and with the approval of the concerned SES
Department Head or SES Subsector Head
or the Deputy Governor, SES or the
Governor or the Monetary Board.

The Bangko Sentral will disclose
information on the persons included in its
watchlist files only upon submission of a
duly notarized authorization from the
concerned person and approval of such
request by the concerned SES Department
Head or SES Subsector Head or the Deputy
Governor, SES or the Governor or the
Monetary Board. The prescribed
authorization form to be submitted to the
appropriate department of the SES is in
Appendix 76.

Banks can gain access to said
information in the said watchlist for the sole
purpose of screening their nominees/
applicants for directors/officers and/or
confirming their elected directors and
appointed officers. Banks must obtain the
said authorization on an individual basis.

d. Delisting. All delistings shall be
approved by the Monetary Board upon
recommendation of the operating
departments of SES except in cases of
persons known to be dead where delisting
shall be automatic upon proof of death and
need not be elevated to the Monetary Board.
Delisting may be approved by the Monetary
Board in the following cases:

(1) Watchlist - Disqualification File “B”

(Temporary) -

(a) After the lapse of the specific period
of disqualification;

(b) When the conviction by the court
for crimes involving dishonesty, breach of
trust and/or violation of banking law
becomes final and executory, in which case
the director/officer/employee is relisted to
Watchlist - Disqualification File “A”
(Permanent); and

(c) Upon favorable decision or clearance
by the appropriate body, i.e., court, NBI,
Bangko Sentral, bank, QB, trust entity or
such other agency/body where the
concerned individual had derogatory
record.

Directors/officers/employees delisted
from the Watchlist - Disqualification File
“B” other than those upgraded to Watchlist
- Disqualification File “A” shall be eligible
for re-employment with any bank, QB or

trust entity.

(As amended by Circular No. 758 dated 11 May 2012, CL-2007-
001 dated 04 January 2007 and CL-2006-046 dated 21 December
2006)

Sec. X144 Bio-data of Directors and
Officers.

a. Banks shall submit to the appropriate
department of the SES a bio-data with ID
picture of their (i) directors/officers with rank
of senior vice president (SVP) and above (or
equivalent ranks), (ii) officers below the rank
of SVP requiring a different set of minimum
qualifications, or (iii) officers whose
appointment requires prior Monetary Board
approval upon every election/re-election/
appointment/promotion in a prescribed
form and for first time directors/officers with
rank of SVP and above (or equivalent ranks)
within a particular bank/banking group
whose election/appointment requires
Monetary  Board/SES Committee
confirmation or whose appointment
requires prior Monetary Board approval, the
duly notarized authorization form per
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Appendix 76, within twenty (20) banking
days from the date of election/re-election of
the directors/meeting of the board of
directors in which the officers are
appointed/promoted, in accordance with
Appendix 6.

The bio-data shall be updated and
submitted (i) in cases of change of name due
to change in civil status and change of
residential address, within twenty (20)
banking days from the date the change
occurred, and (ii) in cases of requests for prior
Monetary Board approval of interlocks.

For other officers below the rank of SVP,
the bank shall not be required to submit their
bio-data to the Bangko Sentral.

b. The bank shall, however, keep a
complete record of the bio-data of all its
directors and officers and shall maintain a
system of updating said records which shall
be made available during on-site examination
or when required by the Bangko Sentral for
submission for off-site verification.

c. Banks shall also submit to the
appropriate department of the SES, a duly
notarized list of the incumbent members of
the board of directors and officers (President
or equivalent rank, down the line, format
attached as Appendix 98b), within twenty (20)
banking days from the annual election of the
board of directors as provided in the bank’s
by-laws, in accordance with Appendix 6.

d. If after evaluation, the appropriate
department of the SES shall find grounds for
disqualification, the director/officer so
elected/re-elected/appointed/promoted may
be recommended for removal from office
even if he/she has assumed the position to
which he/she was elected/re-elected/
appointed/promoted pursuantto Section 16
of R.A. No. 8791.

In the case of the independent directors,
the bio-data shall be accompanied by a
certification under oath from the director
concerned that he/she is an independent
director as defined under Subsec. X141.1
that all the information thereby supplied are

§ X144
15.10.31

true and correct, and that he/she:

(1) Is not or has not been an officer or
employee of the bank, its subsidiaries or
affiliates or related interests during the past
three (3) years counted from the date of his
election;

(2) Is not a director or officer of the
related companies of the institution’s
majority stockholder;

(3) Is not a majority stockholder of the
institution, any of its related companies, or
of its majority shareholders;

(4) is not a relative, legitimate or
common law of any director, officer or
stockholder holding shares of stock
sufficient to elect one seat in the board of
the bank or any of its related companies.
For this purpose, relatives refer to the spouse,
parent, child, brother, sister, parent-in-law,
son-/daughter-in-law, and brother-/sister-in-
law;

(5) Is not acting as a nominee or
representative of any director or substantial
shareholder of the bank, any of its related
companies or any of its substantial
shareholders;

(6) Is not retained as professional
adviser, consultant, agent or counsel of the
institution, any of its related companies or
any of its substantial shareholders, either in
his personal capacity or through his firm; is
independent of management and free from
any business or other relationship, has not
engaged and does not engage in any
transaction with the institution 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 arms length and could not materially
interfere with or influence the exercise of
his judgment; and

(7) Complies with all the qualifications
required of an independent director and
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does not possess any of the disqualifications
therefor; and has not withheld nor
suppressed any information material to his
or her qualification or disqualification as an

independent director.
(As amended by Circular Nos. 887 dated 07 October 2015, 793
dated 05 July 2013 and 758 dated 11 May 2012)

Sec. X145 Interlocking Directorships and/
or Officerships. In order to safeguard
against the excessive concentration of
economic power, unfair competitive
advantage or conflict of interest situations
to the detriment of others through the
exercise by the same person or group of
persons of undue influence over the policy-
making and/or management functions of
similar Fls while at the same time allowing
banks, QBs and non-bank financial
institutions (NBFls) without quasi-banking
functions to benefit from organizational
synergy or economies of scale and effective
sharing of managerial and technical
expertise, the following regulations shall
govern interlocking directorships and/or
officerships within the financial system
consisting of banks, QBs and NBFIs.

For purposes of this Section, QBs shall
refer to investment houses, finance
companies, trust entities and all other NBFls
with quasi-banking functions while NBFlIs
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, mutual building and loan
associations, remittance agents and all other
NBFIs without quasi-banking functions.

a. Interlocking directorships

While concurrent directorship may be
the least prejudicial of the various

relationship cited in this Section to the
interests of the Fls involved, certain
measures are still necessary to safeguard
against the disadvantages that could result
from indiscriminate concurrent
directorship.

(1) Except as may be authorized by the
Monetary Board or as otherwise provided
hereunder, there shall be no concurrent
directorships between banks or between a
bank and a QB or an NBFI.

(2) Without the need for prior approval
of the Monetary Board, concurrent
directorships between entities not involving
an investment house shall be allowed in the
following cases:

(a) Banks not belonging to the same
category: Provided, That not more than one
(1) bank shall have quasi-banking functions;

(b) A bank and an NBFI;

(c) A bank without quasi-banking
functions and a QB; and

(d) A bank and one (1) or more of its
subsidiary bank/s, QB/s and NBFI/s.

For purposes of the foregoing, a
husband and his wife shall be considered
as one (1) person.

b. Interlocking directorships and
officerships

In order to prevent any conflict of
interest resulting from the exercise of
directorship coupled with the reinforcing
influence of an officer’s decision-making
and implementing powers, the following
rules shall be observed:

(1) Except as may be authorized by the
Monetary Board or as otherwise provided
hereunder, there shall be no concurrent
directorship and officership between banks
or between a bank and a QB or an NBFI;
and

(2) Without the need for prior approval
of the Monetary Board, concurrent
directorship and officership between a bank
and one (1) or more of its subsidiary bank/
s, QB/s and NBFl/s, other than investment
house/s, shall be allowed.

(Next page is Part 1 - Page 79)
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c. Interlocking officerships

A concurrent officership in different Fls
may present more serious problems of self-
dealing and conflict of interest. Multiple
positions may result in poor governance or
unfair competitive advantage. Considering
the full-time nature of officer positions, the
difficulties of serving two (2) offices at the
same time, and the need for effective and
efficient management, the following rules
shall be observed:

As a general rule, there shall be no
concurrent officerships, including
secondments, between banks or, between
a bank and a QB or an NBFI'. For this
purpose, secondment shall refer to the
transfer/detachment of a person from his
regular organization for temporary
assignment elsewhere where the seconded
employee remains the employee of the
home employer although his salaries and
other remuneration may be borne by the
host organization.

In the case of non-governmental
organizations (NGOs)/foundations that are
engaged in retail microfinance operations,
as defined under Subsec. X326.1.e(9), bank
officers are prohibited from holding
officership position or other positions that
may cause them to be involved in the daily
microfinance operations of related NGOs/
foundations.

However, subject to prior approval of
the Monetary Board, concurrent
officerships, including secondments, may
be allowed in the following cases:

(1) Between a bank and not more than
two (2) of its subsidiary bank/s, QB/s, and
NBFl/s, other than investment house/s; or

(2) Between a bank and not more than
two (2) of its subsidiary QB/s and NBFI/s;
or

(3) Between two (2) banks, or between
a bank and a QB or an NBFI, other than an
investment house: Provided, That at least

§ X145
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twenty percent (20%) of the equity of each
of the banks, QBs or NBFls is owned by a
holding company or a bank/QB and the
interlocking arrangement is necessary for
the holding company or the bank/QB to
provide technical expertise or managerial
assistance to its subsidiaries/affiliates.

Aforementioned concurrent officerships
may be allowed, subject to the following
conditions:

(a) that the positions do not involve any
functional conflict of interests;

(b) that any officer holding the positions
of president, chief executive officer, chief
operating officer or chief financial officer or
their equivalent may not be concurrently
appointed to any of said positions or their
equivalent;

(c) that the officer involved, or his spouse
or any of his relatives within the first degree
of consanguinity or affinity or by legal
adoption, or a corporation, association or
firm wholly- or majority-owned or
controlled by such officer or his relatives
enumerated above, does not own in his/its
own capacity more than twenty percent
(20%) of the subscribed capital stock of the
entities in which the bank has equity
investments; and

(d) that where any of the positions
involved is held on full-time basis, adequate
justification shall be submitted to the
Monetary Board; or

(4) Concurrent officership positions in
the same capacity which do not involve
management functions, i.e., internal auditor,
corporate secretary, assistant corporate
secretary and security officer, between a
bank and one or more of its subsidiary
QB/s and NBFI/s, or between bank/s, QB/s
and NBFI/s, other than investment house/s:
Provided, That at least twenty percent (20%)
of the equity of each of the banks, QBs and
NBFls is owned by a holding company or
by any of the banks/QBs within the group.

'Bank officers, who concurrently held officership position or other positions that caused them to be
involved in the daily microfinance operations of related NGOs/ foundations, were given up to 30

September 2011 to relinquish such officer position.
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(5) Concurrent officership positions as
corporate secretary or assistant corporate
secretary between bank/s, QB/s and NBFI/s,
other than investment house/s, outside of those
covered under Item “c(4)” of this Section:
Provided, That proof of disclosure to and
consent from all of the involved Fls, on the
concurrent officership positions, shall be
submitted to the Bangko Sentral.

For purposes of this Section, 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, shall likewise be considered as
officers.

It shall be the responsibility of the
Corporate Governance Committee to
conduct an annual performance evaluation
of the board of directors and senior
management. When a director or officer has
multiple positions, the Committee should
determine whether or not said director or
officer is able to and has been adequately
carrying out his/her duties and, if necessary,
recommend changes to the board based
upon said performance/review.

The general principles and standards
that will govern the business relationships
between banks and their related NGOs/
foundations engaged in retail microfinance

are found in Appendix 27.

(As amended by Circular Nos. 851 dated 30 September 2014
and 725 dated 26 June 2011, M-2011-033 dated 15 June 2011,
Circular Nos. 646 dated 23 February 2009 and 592 dated 28
December 2007)

§ X145.1 Representatives of
government. The provisions of this Section
shall apply to persons appointed to such
positions as representatives of the government
or government-owned or controlled entities

unless otherwise provided under existing laws.
(As amended by Circular No. 592 dated 28 December 2007)

Sec. X146 Profit Sharing Programs. Profit
sharing programs adopted in favor of
directors, officers and employees shall be

reflected in the by-laws of the bank, subject
to the following guidelines:

a. The base in any profit sharing program
shall be the net income for the year of the
bank as shown in its Consolidated Statement
of Income and Expenses for the year, net of
the following:

(1) All cumulative dividends accruing
to preferred stock to the extent not covered
by earned surplus;

(2) Accrued interest receivable credited
to income but not yet collected, net of
reserves already set up for uncollected
interest on loans;

(3) Unbooked valuation reserves on
loans or the amount required to update
valuation reserves in accordance with the
schedule approved by the Monetary Board,
as well as all amortizations due on deferred
charges;

(4) Provisions for current year’s taxes;

(5) Income tax deferred for the year.
Provided, however, That in case of
reversal of deferred income taxes which
were deducted from net income in
computing for profit sharing of previous
years, the deferred income tax reversed
to expense shall be added back to net
income to arrive at the base for profit
sharing for the year during which the
reversal is made;

(6) Accumulated profits not yet received
but already recorded by a bank representing
its share in profits of its subsidiaries under
the equity method of accounting; and

b. The bank may provide in its by-laws
for other priorities in the computation of
net profits for purposes of profit sharing:
Provided, That in no case shall profit
sharing take precedence over any of the
items in the preceding paragraph; and

c. Prior approval of the Monetary
Board shall be necessary before a bank
which has received financial assistance
from the Bangko Sentral may implement
its profit sharing program.
Financial assistance shall refer to

Part | - Page 80

Manual of Regulations for Banks



emergency loans and advances and such
other forms of credit accommodations
which are intended to provide banks with
liquidity in times of need.

Sec. X147 Compensation and Other
Benefits of Directors and Officers. To
protect the funds of depositors and
creditors, the Monetary Board may regulate/
restrict the payment by the bank of
compensation, allowances, fees, bonuses,
stock options, profit sharing and fringe
benefits to its directors and officers in
exceptional cases and when the
circumstances warrant, such as, but not
limited to, the following:

a. When the bank is under
controllership, conservatorship or when it
has outstanding emergency loans and
advances and such other forms of credit
accommodation from the BSP which are
intended to provide it with liquidity in times
of need;

b. When the institution is found by the
Monetary Board to be conducting business
in an unsafe or unsound manner;

c. When it is found by the Monetary
Board to be in an unsatisfactory financial
condition such as, but not limited to, the
following cases:

(1) Its capital is impaired;

(2) It has suffered continuous losses
from operations for the past three (3) years;

(3) Its composite CAMEL(S) rating in the
l[atest examination is below “3”; and

(4) Itis under rehabilitation by the BSP/
PDIC which rehabilitation may include
debt-to-equity conversion, etc.

In the presence of any one (1) or more
of the circumstances mentioned above, the
Monetary Board may impose the following
restrictions in the compensation and other
benefits of directors and officers:

a. In the case of profit sharing, the
provision of Sec. X146 shall be observed
except that for purposes of this Section, the

§§ X146 - 3147
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total amount of unbooked valuation reserves
and deferred charges shall be deducted from
the net income.

b. Except for the financial assistance to
meet expenses for the medical, maternity,
education and other emergency needs of the
directors or officers or their immediate
family, the other forms of financial
assistance may be suspended.

c. When the total compensation
package including salaries, allowances, fees
and bonuses of directors and officers are
significantly excessive as compared with
peer group averages, the Monetary Board
may order their reduction to reasonable
levels: Provided, That even if a bank is in
financial trouble, it may nevertheless be
allowed to grant relatively higher salary
packages in order to attract competent
officers and quality staff as part of its
rehabilitation program.

The foregoing provisions founded on
Section 18 of R.A. No. 8791 shall be
deemed part of the benefits and
compensation programs of banks.

Sec. 1147 (Reserved)
Sec. 2147 (Reserved)

Sec. 3147 Bonding/Training of Directors,
Officers and Employees. Officers and
employees handling funds or securities
amounting to £5,000 or more in any one
(1) year shall be bonded in an amount
determined by the Monetary Board.

Directors, officers and other personnel
of RBs/Coop Banks shall undergo such
training in banking as may be required by
the BSP.

Sec. X148 Real Estate and Chattel
Transactions with DOSRI and Employees
The following regulations shall govern all
real estate/chattel transactions (such as, but
not limited to, rentals or leases, purchases
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and sales, of the bank’s owned property,
including foreclosed assets) entered
between the bank and its director(s),
officer(s), stockholder(s) or related
interest(s), as defined under ltems “a”, “b”,
“c”, and “e”, respectively, of Subsec. X326.1
or between the bank and its employee(s).

Real estate/chattel transactions with
DOSRI and employee(s) shall require the
prior written approval of the majority
members of the board of directors, with the
exclusion of the director(s) concerned in
cases where the transaction involves the
director or his related interest(s):
Provided, however, That real estate/chattel
transactions with a bank’s officer(s)/
employee(s) that are availed in strict
conformity with the terms and conditions
of a BSP-approved fringe benefit program
shall require the prior written approval of
the bank’s duly authorized committee/
officer(s).

Real estate/chattel transactions with
DOSRI and/or employee(s) shall, at all times,
be entered into in the best interest of the
bank. Records and supporting documents
on such real estate/ chattel transactions shall
be adequately maintained and made
available for inspection and/or submitted

upon request of the BSP.
(Circular No. 737 dated 19 September 2011)

§ X148.1 Certification on real estate/
chattel transactions with DOSRI and
employee(s). Banks shall, within ten (10)
banking days from approval by a majority
of its board of directors, submit to the
appropriate department of the SES, the
Certification on Real Estate/Chattel
Transactions with DOSRI and Employee(s)
(see prescribed format in Appendix 99),
covering real estate/chattel transactions
between the bank and its director(s),
officer(s), stockholder(s), related interest(s)
and employee(s), except those that are
availed of in strict conformity with the terms
and of conditions of a fringe benefit program

approved by the bank’s board of directors
and by the BSP.

The Certification on Real Estate/Chattel
Transactions with DOSRI and Employee(s)
shall be accompanied by a certified true
copy of the resolution of the board of directors
authorizing said transaction(s) and shall be
signed by at least the majority members of
the bank’s board of directors (excluding the
director(s) concerned in the case of
transactions involving the director(s) or his
related interest(s)) who shall be required to
certify therein, that:

(a) The transactions were approved by
a majority of the bank’s board of directors,
excluding the director(s) concerned (in the
case of transactions involving the director
or his related interest(s)), in a meeting held
for such purpose;

(b) A certified true copy of said approval
as manifested in a resolution passed by the
board of directors is attached as an annex
to the certification;

(c) The reported transactions have been
thoroughly reviewed and verified as having
been entered into in the best interest of the
bank; and

(d)The records and underlying
documents (e.g. contracts/agreements, etc.)
supporting such transactions are adequately
maintained and shall be made available for
inspection by BSP examiners and
submitted upon request of the appropriate
department of the SES.

Said Certification on Real Estate/
Chattel Transactions with DOSRI and
Employee(s) shall, at a minimum, disclose
the following information:

(a) Board resolution No. and date;

(b) Name of DOSRI/employee;

(c) Transaction date;

(d) Type of transaction (i.e., sale, lease,
etc.);

(e) Description of real estate or chattel
property (e.g., TCT No. or CCT No.,
location and area in square meters in case
of real property, and certificate of
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registration number, make, model number,
motor number and/or chassis number, as
may be applicable, for chattels);

(f) Appraised or market value or
prevailing rental rate;

(g) Reference or source of the amount
reported under Item “(f)” above;

(h) Net carrying value of the property;
and

(i) Transaction price (i.e., selling price,
rental, etc.)
(Circular No. 737 dated 19 September 2011)

§§ X148.2 — X148.8 (Reserved)

§ X148.9 Sanctions. The following
sanctions shall be imposed on the bank and/
or its concerned directors/officers for
violations noted:

a. On the bank

1. Monetary fines. A bank which falls
to comply with the provisions of this Section
shall be subject to monetary penalties under
Appendix 67.

(@) For non-submission of the
Certification on Real Estate/Chattel
Transactions with DOSRI and Employee(s)
and/or the certified true copy of the
resolution of the bank’s board of directors.
A bank which fails to submit the
Certification on Real Estate/Chattel
Transactions with DOSRI and Employee(s)
and/or the certified true copy of the
resolution of the board of directors
authorizing such transactions within the
prescribed deadline shall be subject to the
monetary penalties applicable to less serious
offenses under Appendix 67, which shall
be reckoned on a daily basis from the day
following the due date of submission until
the required Certification on Real Estate/
Chattel Transactions with DOSRI and
Employee(s) and/or the certified true copy
of the resolution of the board of directors is
filed with the Bangko Sentral.

(b) For the willful making of a false/
misleading statement in the Certification on

§§ X148.1-X148.9
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Real Estate/Chattel Transactions with
DOSRI and Employee(s) and/or the certified
true copy of the resolution of the bank’s
board of directors. A bank which has been
found to have willfully made a false or
misleading statement in the Certification on
Real Estate/Chattel Transactions with
DOSRI and Employee(s) and/or the certified
true copy of the resolution of the bank’s
board of directors shall be subject to the
monetary penalties applicable to less serious
offenses under Appendix 67, 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 Real
Estate/Chattel Transactions with DOSRI and
Employee(s) and/or certified true copy of the
resolution of the board of directors has been
submitted to the Bangko Sentral.

b. On the concerned director/officer

1. 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 monetary
penalties applicable to less serious offenses
under Appendix 67.

2. For false/misleading statements.
Directors/officers which have been found
to have willfully falsely certified or willfully
submitted misleading statements in the
Certification on Real Estate/Chattel
Transactions with DOSRI and Employee(s)
and/or the certified true copy of the
resolution of the board of directors shall be
subject to the monetary penalties applicable
to less serious offenses under Appendix 67,
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 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
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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.
(Circular No. 737 dated 19 September 2011)

Sec. X149 Conducting Business in an
Unsafe/Unsound Manner. Whether a
particular activity may be considered as
conducting business in an unsafe or
unsound manner, all relevant facts must be
considered. An analysis of the impact
thereof on the bank’s operations and
financial conditions must be undertaken,
including evaluation of capital position,
asset condition, management, earnings
posture and liquidity position.

In determining whether a particular act
or omission, which is not otherwise
prohibited by any law, rule or regulation
affecting banks, may be deemed as
conducting business in an unsafe or
unsound manner, the Monetary Board, upon
report of the head of the supervising or
examining department based on findings in
an examination or a complaint, shall
consider any of the following circumstances:

a. The act or omission has resulted or
may result in material loss or damage, or
abnormal risk or danger to the safety,
stability, liquidity or solvency of the
institution;

b. The act or omission has resulted or
may result in material loss or damage or
abnormal risk to the institution’s depositors,
creditors, investors, stockholders, or to the
Bangko Sentral, or to the public in general;

c. The act or omission has caused any
undue injury, or has given unwarranted
benefits, advantage or preference to the bank
or any party in the discharge by the director
or officer of his duties and responsibilities
through manifest partiality, evident bad faith
or gross inexcusable negligence; or

d. The act or omission involves entering
into any contract or transaction manifestly
and grossly disadvantageous to the bank,

whether or not the director or officer
profited or will profit thereby. The list of
activities which may be considered unsafe

and unsound is shown in Appendix 48.
(As amended by Circular No. 640 dated 16 January 2009)

§§ X149.1 — X149.7 (Reserved)

§ X149.8 Reportorial requirement. For
purposes of determining market median
rates on deposits and monitoring banks that
rely excessively on large, high-cost or
volatile deposits/borrowings specified in
Item “g” of Appendix 48, all banks shall
submit a quarterly report on bank deposit
interest rates which shall be included in the
report of selected branch accounts.

Guidelines on reportorial requirement
for bank interest rates is provided in
Appendix 105.

(Circular No. 848 dated 08 September 2014)

§ X149.9 Sanctions. The Monetary
Board may, at its discretion and based on
the seriousness and materiality of the acts
or omissions, impose any or all of the
following sanctions provided under Section
37 of R.A. No. 7653 and Section 56 of R.A.
No. 8791, whenever a bank conducts
business in an unsafe and unsound manner:

a. Issue an order requiring the bank to
cease and desist from conducting business
in an unsafe and unsound manner and may
further order that immediate action be taken
to correct the conditions resulting from such
unsafe or unsound practice;

b. Fines in amounts as may be
determined by the Monetary Board to be
appropriate, but in no case to exceed
P30,000 a day on a per transaction basis
taking into consideration the attendant
circumstances, such as the gravity of the act
or omission and the size of the bank, to be
imposed on the bank, their directors and/or
responsible officers;

c. Suspension of interbank clearing
privileges/immediate exclusion from
clearing;
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d. Suspension of rediscounting
privileges or access to Bangko Sentral credit
facilities;

e. Suspension of lending or foreign
exchange operations or authority to accept
new deposits or make new investments;

f. Suspension of responsible directors
and/or officers;

g. Revocation of quasi-banking license;
and/or

h. Receivership and liquidation under
Section 30 of R.A. No. 7653. All other
provisions of Sections 30 and 37 of R.A.
No. 7653, whenever appropriate, shall also
be applicable on the conduct of business in
an unsafe or unsound manner.

The imposition of the above sanctions
is without prejudice to the filing of
appropriate criminal charges against
culpable persons as provided in Sections
34, 35 and 36 of R.A. No. 7653.

Sec. X150 Rules of Procedure on
Administrative Cases Involving Directors
and Officers of Banks. The rules of
procedure on administrative cases involving
directors and officers of banks are shown
in Appendix 64.

I. BANKING OFFICES

Sec. X151 Establishment/Relocation/
Voluntary Closure/Sale of Branches. The
Bangko Sentral shall promote and maximize
the delivery of efficient and competitive
banking services especially to underserved
markets and customers through innovative
policies. Toward this end, the following are
the rules and regulations that shall govern
the establishment, relocation, voluntary
closure and sale of local branches of
domestic banks, including locally
incorporated subsidiaries of foreign banks
and the establishment of branches of foreign
banks in the Philippines shall continue to

§§ X149.9 - X151
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be governed by the provisions of Sec. X105
on liberalized entry and scope of operations
of foreign banks and Sec. X153 on
establishment of additional branches of
foreign banks'.

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

Branch shall refer to any permanent
office or place of business in the Philippines
other than the head office where deposits
are accepted and/or withdrawals are
serviced by tellers or other authorized
personnel. It maintains a complete set of
books of accounts.

Extension office shall refer to any
permanent office or place of business in the
Philippines other than the head office or a
branch, where deposits are accepted and/
or withdrawals are serviced by tellers or
other authorized personnel. It does not
maintain a complete set of books of accounts
as its transactions are taken-up directly in
the books of the head office or a branch to
which it is attached. It shall be treated as a
branch for purposes of this Section and its
Subsections.

Other banking office (OBO) shall refer
to any permanent office or place of business
in the Philippines other than the head office,
branch or extension office, which engages
in any or all of the following non-
transactional banking-related activities:

a. Market loans, deposits and other bank
products and services;

b. Accept loan applications and conduct
preliminary credit evaluation as well as
perform credit administration support
services;

c. Host on-site automated teller
machines (ATMs);

d. Perform customer care services;

e. Perform customer identification
process, receive account opening
documents and facilitate account activation:

' With additional special regulatory relief in areas affected by Tropical Depression “Yolanda” as provided
under Appendix 89a (Circular No. 820 dated 06 December 2013).
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Provided, That account opening approval
and actual opening of deposit accounts shall
be done only at the head office/branches/
extension offices; and

f. Such other non-transactional banking
related activities as may be authorized by
the Bangko Sentral.

An OBO may also be recognized as
“microfinance-oriented”. A microfinance-
oriented OBO (MF-OBO)/micro-banking
office (MBO) shall refer to an OBO that
primarily caters to the banking needs and
services of microfinance clients and overseas
Filipinos (OFs) and their beneficiaries. As
contemplated under Appendix 45,
“microfinance clients” are micro-credit
borrowers and/or micro-depositors.

In addition to the non-transactional
banking-related activities and services
allowable for regular OBOs, MF-OBO/
MBOs may also engage in any or all of the
following limited transactional banking
activities and services:

(1) Accept micro-deposits including
initial deposit and service withdrawals
thereof. As contemplated under Appendix 45,
the monthly average daily savings account
balance for a micro-deposit account shall
not exceed Forty Thousand Pesos
(P40,000.00) unless a higher amount has
been approved by the Bangko Sentral;

(2) Accept check deposits of
microfinance clients for collection and credit
to own deposit accounts;

(3) Disburse/release proceeds of micro-
loans and collect loan amortization
payments and related charges. Micro-loans
include all types of microfinance loans as
defined under Appendix 45 as well as other
loans to microfinance clients;

(4) Present, market, sell and service
micro-insurance products in accordance
with existing regulations;

(5) Receive/pay-out funds in connection
with authorized remittance transactions;

(6) Act as a cash/money in and cash/

money out for electronic money (e-money)
transactions;

(7) Collect premiums/pay out benefits
from/to members of social security
institutions such as the Government Service
Insurance System (GSIS), Social Security
System (SSS), Philippine Health Insurance
Corporation (Philhealth), Employees’
Compensation Commission (ECC), and
other government authorized pension and
benefit systems;

(8) Pay out benefits under government
sponsored conditional cash transfer schemes;

(9) Accept utilities payment; and

(10)Purchase foreign currencies up to
the maximum equivalent of USD300 per
client per day for credit to micro-deposit accounts;
subject to the following conditions:

(@) An MF-OBO/MBO shall only perform
the transactional activities it has specifically
applied for and had been authorized by the
Bangko Sentral to perform. Subsequent
enhancements are likewise subject to prior
Bangko Sentral approval;

(b) The bank shall ensure the timely
accounting and proper recording of all
financial transactions of its OBOs and
observe adequate internal control
procedures to ensure the safety of funds and
reliability of financial records and reports
emanating from all transactions; and

(c) The bank president shall submit
within thirty (30) calendar days from the end
of a financial year a comprehensive
statement under oath that all the bank’s
OBOs and their activities are duly

authorized by the Bangko Sentral.

(As amended by Circular No. 868 dated 26 January 2015,
M-2011-032 dated 06 June 2011, Circular Nos.694 dated
14 October 2010, 669 dated 22 October 2009 and 624 dated 13
October 2008)

§ X151.1 Prior Monetary Board
approval. No bank operating in the
Philippines shall establish branches,
extension offices or other banking offices
or transact business outside the premises
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of its duly authorized principal office or
head office without the prior approval of

the Monetary Board.
(As amended by Circular No. 624 dated 13 October 2008)

§ X151.2 Pre-requisites for the grant
of authority to establish a branch. With
prior approval of the Monetary Board, banks
may establish branches subject to the
following pre-qualification requirements:

a. The bank has complied with the
minimum capital requirement under
Subsec. X111.1, but not lower than
P10 million, in the case of RBs.

In the case of branches to be established
in restricted areas pursuant to Subsec.
X151.4 ltem “d”, the bank must have
combined capital accounts of at least
P10 billion for a UB/KB and at least P3
billion for a TB: Provided, That a UB/KB
with combined capital accounts of less than
P10 billion or a TB with combined capital
accounts of less than P3 billion shall be
allowed to execute an undertaking to build
up capital for a maximum period not later
than 30 June 2014.

b. The bank’s risk-based CAR at the time
of filing the application is not lower than
twelve percent (12%);

c. The bank’s CAMELS composite rating
in the latest examination is at least “3”, with
management component score not lower
than “3”;

d. The bank has established a 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. The bank has no major supervisory
concerns outstanding on safety and
soundness as indicated by the following
during the period immediately preceding the
date of application or as of the date of
application:

§§ X151.1-X151.2
14.12.31

as of date of
application
12 weeks

(1) No unbooked
valuation reserves

(2) No deficiency in
regular and liquidity
reserve requirements

on deposits and deposit
substitutes

(3) No deficiency in

asset and liquid asset
cover for EFCDU/

FCDU liabilities

(4) Compliant with
ceilings on loans

to DOSRI

(5) No deficiency in
liquidity floor on
government deposits

(6) Compliant with

the single borrower’s
loan limit and limit on
total investment in real
estate and improvements
including bank equipment
(7) No past due obligation
with the Bangko Sentral
or with any Fl

(8) No float items outstanding 3 months
in the “Due From/To Head
Office/Branches/Offices”
and “Due from BSP”
accounts exceeding

one percent (1%) of the
total resources as of end
of the month

(9) No uncorrected findings
of unsafe and unsound
banking practices

(10) Has adequate accounting as of date of
records, systems, application
procedures and internal
control

(11) Has generally complied
with banking laws, rules
and regulations, orders

or instructions of the
Monetary Board and/or
Bangko Sentral Management
(12) It has neither unpaid
assessment due nor past
due obligation with the
PDIC.

In the case of branches to be established
in restricted areas, neither the bank nor any
of its subsidiary banks is under Prompt
Corrective Action (PCA) or if under PCA, it
shall be compliant with PCA resolution

guidelines.

3 months

12 weeks
3 months
as of date of

application

as of date of
application

as of date of
application

as of date of
application

as of date of
application
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f. For purposes of evaluating branch
applications and determining the number of
additional branches a bank may establish,
theoretical capital shall be assigned to each
branch to be established, including
approved but unopened branches as
follows:

(In millions)

Location of Date of RB

Branch Implementation] UB/KB| TB coorp
Metro Up to 30 P50 P15 P5.
Manila June 2012
From 01 July P65| P18 P6.5
2012 to 30
June 2013
From 01 July P80 | P21 P8.0
2013 to 30
June 2014
From 01 July P100 | P25 P10
2014
Cities of From 18 P25| P5.0| P25
Cebu and January
Davao 2006
1st to 3rd Up to 30 P25 P5.0| P25
class cities | June 2012
From 01 July P25 P6.5| P25
2012 to 30
June 2013
From 01 July P25| P8.0| P25
2013 to 30
June 2014
From 01 July P25 P10| P25
2014
Up to 30 P251 P5.0 P1.5
June 2012
From 01 July P25| P6.5| P1.8
2012 to 30
June 2013
From 01 July P25| P8.0| P2.1
2013 to 30
June 2014
From 01 July P25 P10| P25
2014
1st to 3rd From 18 P20| P5.0] P1.0
class January 2006
municipal- | Up to 30 P15| P2.5| PO.5
ities 4th to | June 2012
6th class From 01 July P16.5| P3.3| P0.65
cities 2012 to 30
June 2013
From 01 July P18 | P4.1 P0.8
2013 to 30
June 2014
From 01 July P20| P5.0] P1.0
2014
5th to 6th From 18 P15] P2.5 P0.5
class January
municipal- | 2006
ities

4th to 6th
class cities

Provided, That:

(1) Applications received and approved
up to 30 June 2012 shall be assessed the
amount of theoretical capital applicable on
14 July 2012, subject to subsequent
reassessments using the increased amount
of theoretical capital effective (i) 01 July
2012, (i) 01 July 2013, and (iii) 01 July 2014,
respectively;

(2) Application received and approved
from 01 July 2012 to 30 June 2013 shall be
assessed the amount of theoretical capital
effective 01 July 2012, subject to subsequent
reassessments using the increased amount
of theoretical capital effective (i) 01 July
2013, and (ii) 01 July 2014, respectively;

(3) Applications received and approved
from 01 July 2013 to 30 June 2014 shall be
assessed the amount of theoretical capital
effective 01 July 2013, subject to subsequent
reassessment using the increased amount
of theoretical capital effective 01 July 2014;
and

(4) Applications received and approved
starting 01 July 2014 shall be assessed using
the increased amount of theoretical capital
effective said date.

The assigned theoretical capital for the
proposed branch/es shall be deducted from
the applicant bank’s existing qualifying
capital as defined under applicable and
existing capital adequacy framework, solely
for the purpose of determining whether its
qualifying capital can support the
establishment of the additional branch/es.
The applicant bank’s notional risk-based CAR,
after deducting the applicable theoretical
capital for the proposed branch/es from the
existing qualifying capital, shall not be less
than the minimum requirement at the time
of approval, provided also that at the time
of opening of such branch/es the notional
CAR remains compliant with the minimum
requirement.
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If the applicant bank’s risk-based CAR
after deducting the assigned capital for the
proposed branch from the existing qualifying
capital would be less than ten percent
(10%), its application shall not be processed
unless it infused such amount as may be
necessary to maintain its risk-based CAR to
at least ten percent (10%);

g. The bank has been operating
profitably for the year immediately preceding
the date of application, or in the case of
newly-established banks, the submitted
projection showed that profitability will be
attained on the third year of operations, at
the latest; and

h. Additional requirements for the
establishment of microfinance/BMBE-
oriented branches of banks which are not
microfinance/BMBE-oriented are as follows:

(1) The branch shall have a manual of
operations on microfinancing duly approved
by the bank’s board of directors;

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

(3) The proposed branch shall be
managed by a person with adequate
experience or training in microfinancing
activities; and

(4) At least seventy percent (70%) of
the deposits generated by the branch to
be established shall be actually lent out
to qualified microfinance/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.

A microfinance-oriented branch is a
branch that provides financial services and
caters primarily to the credit needs of basic
or disadvantaged sectors such as those
specified under the second paragraph of

§§ X151.2-X151.3
14.12.31

Subsec. X102.3, 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.

A BMBE-oriented branch of a bank is a

branch that caters primarily to the credit
needs of BMBEs duly registered under R.A.
No. 9178.
(As amended by Circular Nos. 827 dated 28 February 2014,
728 dated 23 June 2011, 715 dated 04 March 2011, 682 dated
15 February 2010, 674 dated 10 December 2009 and 624 dated
13 October 2008)

§ X151.3 Application for authority to
establish branches. An application for
authority to establish a branch shall be
signed by the president of the bank or
officer of equivalent rank and shall be
accompanied by the following
information/documents:

a. Business plan detailing the primary
banking activities/products and services to be
offered; competition analysis to show that its
application will not lead to over banking in
the target market; and financial projections for
the first three (3) years of operations showing
sustained viability, as may be required by the
appropriate department of the SES: Provided,
That normally operating UBs, KBs, and TBs
with total resources of P1 billion or more shall
be exempt from the foregoing requirements.
A bank is not considered normally operating
if it is under PCA or is non-compliant with
supervisory directives duly confirmed by the
Monetary Board. In the evaluation of the
business plan, due consideration shall be given
to banks that are able or are committed to
invest or deploy branch resources in their area
of operations;

b. Certified true copy of the resolution
of the bank’s board of directors
authorizing the establishment of the
branch and indicating its proposed site;
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c. Organizational set up of the
proposed branch showing the proposed
staffing pattern; and

d. Certification/Undertaking signed by
the president of the bank or officer of
equivalent rank that the bank has complied
or will comply, as the case maybe, with
the prerequisites for the grant of authority
to establish a branch under Subsec. X151.2.
(As amended by Circular No. 624 dated 13 October 2008)

§ X151.4 Branching guidelines
Branches may be established, subject to the
following guidelines:

a. A bank may apply to establish as
many branches as its qualifying capital can
support consistent with the theoretical
capital requirement computed in
accordance with the provisions of Subsec.
X151.2.f, taking into account any
approved but unopened branch/es
outstanding at the time of application.

For branch applications in restricted
areas pursuant to Item “d” hereof,
qualified banks may apply to establish as
many branches as their qualifying capital
can support within Phase 1 period
consistent with the theoretical capital
requirement computed in accordance with
the provisions of Subsec. X151.2 Item “f”;

b. Only applications submitted with
complete documentary requirements
enumerated in Subsec. X151.3 shall be
accepted. Processing shall be on a first-
come, first-served basis;

c. Industry/market notice of application
for authority to establish a branch shall be
posted at the Bangko Sentral website upon
receipt thereof;

For branch applications in restricted
areas, the Bangko Sentral shall post on its
website, within a reasonable time from the
ninety (90) calendar day period in Item “d”
hereof, the list of applicant banks, the

number of branch applications received
from each applicant bank, and the final
number of branch applications granted to
each applicant bank under Phase 1;

d. As a general rule, banks shall be
allowed to establish branches anywhere in
the Philippines, except in the cities of
Makati, Mandaluyong, Manila, Parafiaque,
Pasay, Pasig, Quezon and San Juan
(restricted areas). However, pursuant to the
policy of the Bangko Sentral to promote a
competitive market environment conducive
to a better and improved quality of financial
services delivery, the branching restriction
in these eight (8) areas is lifted under a two
(2)-phased liberalization approach.

Under Phase 1, private domestically
incorporated UBs/KBs and TBs that have
less than 200 branches in the restricted
areas as of 31 December 2010 may apply
for branches in restricted areas starting 14 July
2011 and will remain open up to 11 October
2011 and establish the same until 30 June
2014. The branching restriction shall be fully
lifted starting 01 July 2014 under Phase 2:
Provided, That branching applications in said
areas shall remain subject to the requirements
on capital level of at least P10 billion and
P3 billion for U/KBs and TBs, respectively,
non-PCA status, usual prerequisites and
procedures under Subsecs. X151.2 and
X151.3 including the theoretical capital
requirement and a special licensing fee of
P20 million and P15 million per approved
branch application of a U/KB and TB,
respectively.

Government-owned banks may
likewise apply for branches in the restricted
areas subject to justification as to
consistency with mandates under their
respective charters: Provided, however, That
RBs/Coop Banks shall not be allowed to
establish branches in Metro Manila:
Provided, further, That -
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(1) Branches of microfinance-oriented
banks, microfinance-oriented branches of
banks which are not microfinance-
oriented may be established anywhere,
subject to compliance with, among other
requirements, the minimum capital
requirement under Item “a” of Subsec.
X151.2 and the following conditions:

(a) A microfinance-oriented TB or RB
may be allowed to establish branches in
Metro Manila, including in the restricted
areas, if it has combined capital accounts
of at least P1.0 billion in case of a TB, or
at least P100.0 million in case of an RB; and

(b) A TB or RB/Coop Bank may be
allowed to establish microfinance-oriented
branches in Metro Manila, including in the
restricted areas, if it has combined capital
accounts of at least P1.0 billion in case of a
TB, or at least P100.0 million in case of an
RB/Coop Bank.

(2) Subject to the submission of the
specific business purpose for establishing
the branch, among other justifications:

(a) A TB with head office located outside
the restricted areas or an RB with head office
located outside the restricted areas but
within Metro Manila with combined capital
accounts of at least P1.5 billion may be
allowed to establish one (1) branch
anywhere within the restricted areas if it has
no existing branch in said areas; and

(b) An RB with head office located
outside Metro Manila with combined
capital accounts of at least P1.5 billion
may be allowed to establish one (1)
branch anywhere in Metro Manila,
including in the restricted areas, if it has
no existing branch/es in Metro Manila.

(3) A TB with head office outside Metro
Manila with combined capital accounts
of at least P1.0 billion may establish
branches in Metro Manila, except in the
restricted areas.

§ X151.4
12.12.31

(4) A TB with head office outside Metro
Manila and Cities of Cebu and Davao with
combined capital accounts of at least P500
million may establish branches in the
Cities of Cebu and Davao.

(5) Subject to the restrictions in Items
“6”, “7”, “8” and “9” hereof, an RB with
combined capital accounts of at least
P10.0 million, may establish branches in
cities/municipalities of higher classification
and with corresponding higher
capitalization requirements, except in
Metro Manila: Provided, That where the
majority of the RB’s total assets and/or
majority of its total deposit liabilities are
regularly accounted for by branches
located in such cities/municipalities of
higher classification, the RB shall comply
with the required minimum capital under
Subsec. X111.1 for that city/municipality
of the highest classification within one (1)
year from the Bangko Sentral finding.

(6) An RB or a Coop Bank shall only be
allowed to establish branches if its combined
capital accounts is at least P10.0 million;

(7) An RB with combined of at least
P10.0 million but less than P50.0 million
may establish branches anywhere within
2- hour normal travel time by land/sea
public transport from the head office, except
in Metro Manila;

(8) An RB with combined capital
accounts of at least P50.0 million but less
than P100.0 million may establish branches
in any island group (Luzon, Visayas or
Mindanao) where the head office is located,
except in Metro Manila;

(9) An RB with combined capital
accounts of at least P100.0 million capital
accounts may establish branches anywhere
in the Philippines, except in Metro Manila
unless qualified under Items “d(7)” and
“d(2)” above; and

(10) In the case of Coop Banks:
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a. The Coop Bank of the province may
set up branches/extension offices/other
banking offices (OBOs) anywhere within
the province subject to compliance with
the applicable branching rules and
regulations as provided in Sec. X151;

b. Coop Banks from other provinces
may set up branches/extension offices/
OBOs in cities or municipalities where
there are no other Coop Bank head office/
branch/extension office;

c. The establishment of branches/
extension offices mentioned in ltems “7” and
“2” above shall be subject to the following
minimum combined capital requirement:

i. At least P10.0 million to establish
branches/extension offices anywhere within
the province where its head office is located,;

ii. At least P50.0 million to establish
branches/extension offices in any island
group (i.e., Luzon, Visayas, Mindanao)
where the head office is located, except
in Metro Manila; and

iii. At least P100.0 million to establish
branches/extension offices anywhere in the
country except in Metro Manila unless the
Coop Bank is qualified to establish a
branch/extension office in Metro Manila
and/or restricted areas as provided in Items
“d.1” and “d.2” of Subsec. X151.4 on the
branching guidelines;

iv. Other relevant branching rules and
regulations which are not inconsistent with
the above provisions shall continue to be
governed by Sec. X151; and

v. For branches to be established in the
restricted areas, the maximum number of
branches that may be established by
qualified banks under Phase 1 shall be
subject to final adjustment by the Monetary
Board based on the total number of
applications received. Should the total
number of branch applications received by
the Bangko Sentral under Item “d” above

exceed the total number determined by the
Monetary Board to be optimal over the
Phase 1 period, each qualifying applicant
bank shall be granted a pro-rata share based
on the total number of branches applied for.

e. The Monetary Board may decide to
disapprove an otherwise qualified branch
application if in its determination such
branch application will lead to an

overbanking situation in the specific market.
(As amended by Circular No. 759 dated 30 May 2012,
CL-2011- 052 dated 27 July 2011, Circular Nos. 727 and 728
both dated 23 June 2011, 696 dated 29 October 2010, 692 dated
23 July 2010, 682 dated 15 February 2010 and 624 dated
13 October 2008)

§ X151.5 Branch processing and special
licensing fee.

a. Branch processing fee

The bank shall be immediately charged
with the total processing fee computed for
all branches approved, in accordance with
the following:

Bank Branch Processing Fees
Category Metro Manila,| 3wto 6
Cities of Cebu| Class Muni -
and Davao, nicipalities
All Other
Cities, 1«to
2nd Class
Municipalities
a. UBs/KBs/ P200,000 P100,000
Affiliated TBs
b.Non-affiliated P100,000 P50,000
TBs
c. RBs/Coop P25,000 P25,000
Banks
d. Microfinance P5,000 5,000
-oriented banks
or microfinance
-oriented branches
of banks

Provided, That branches to be established
in unbanked cities and municipalities
shall be exempted from the processing
fee: Provided, further, That branches of
TBs, RBs and Coop Banks to be
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established within the region where the
head office is located shall be exempted
from the processing fee.

In no case shall staggered payment for
the total branch processing fee be allowed.
Moreover, failure to open an approved
branch within the prescribed period shall
result in the forfeiture of the branch
processing fee paid.

b. Special licensing fee

For branch applications in the restricted
areas, the applicant bank shall upon
acceptance of branch application pay a
special licensing fee per branch depending
on the bank’s category, as follows:

Bank Category | Licensing Fee Per Branch

UB/KB P20 million

TB 15 million

Relocation of approved but unopened
branches/OBOs under Subsec. X151.7,
branches/OBOs under Subsec. X151.9, and
relocation of head offices under Sec. X152,
shall be subject, in the manner therein
provided, to the special licensing fees.

(As amended by Circular Nos. 868 dated 26 January 2015,
847 dated 28 August 2014, 759 dated 30 May 2012, 728 dated
23 June 2011 and 624 dated 13 October 2008)

§ X151.6 Establishment of other
banking offices'. Other banking offices may
be established with prior Monetary Board
approval, and subject to compliance with
the following:

a. Minimum capital requirement under
Subsec. X111.1 but not lower than P10.0
million in the case of RBs and Coop Banks;

b. Ten percent (10%) risk-based CAR;

c. CAMELS composite rating not lower
than “3”, with Management component

§§ X151.5-X151.6
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score not lower than “3” in the latest
examination of the bank;

d. Not under Prompt Corrective Action
(PCA) or under conditions subject to PCA;

e. No major supervisory concerns on
safety and soundness such as those
enumerated under Item “e” of Subsec.
X151.2 as of the date of application; and

f. Additional requirement for the
establishment of MF-OBOs/MBOs:

1) At least fifty percent (50%) of total
transactions generated are with
microfinance clients;

2) It shall have a maximum on-site cash
limit not exceeding P500,000 per day,
commensurate to its level of banking
activities;

3) It shall have adequate physical
facilities and security arrangements as well
as information and transaction support
systems appropriate to the level of banking
activities undertaken and services offered;

4) It shall be managed by a responsible
officer with adequate experience or training
in microfinancing activities; and

5) It shall have a manual of operations
appropriate to its authorized activities that
is periodically reviewed and updated and
duly approved by the bank’s board of
directors.

The application to establish other
banking offices shall be signed by the
president of the bank or officer of equivalent
rank and submitted to the appropriate
department of the SES together with the
following documents:

1. Certified true copy of the resolution
of the bank’s board of directors authorizing
the establishment of the other banking office
and indicating its proposed site;

The bank is given up to 15 April 2011 to declare to the Bangko Sentral the desired classification
(regular or MF-OBO/MBO) of its existing OBOs: Provided, That all existing OBOs shall conform to
the provisions of Sec. X151 and this Subsection or phase out non-conforming activities by 04 May
2011: Provided, further, That the president of a bank with an existing OBO covered by this transitory
provision shall certify under oath to the Bangko Sentral within thirty (30) calendar days from 04 May
2011 that all existing OBOs conform to the provisions of Sec. X151 and this Subsection.
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2. Purpose statement indicating the
bank’s objective or reason for establishing
the other banking office; and

3. Undertaking signed by the president
of the bank or officer of equivalent rank that
said other banking office shall not accept
deposits and/or service withdrawals thru
tellers or other authorized personnel.

OBOs may be established only in areas
where the bank is allowed to establish
branches as provided under Subsec. X151.4
on branching guidelines.

The processing guidelines on the
establishment of MF-OBOs/MBOs are in

Appendix 93.

(As amended by Circular No. 825 dated 07 February 2014,
M-2011-019 dated 29 March 2011, M-2010-040 dated
04 November 2010, Circular Nos. 694 dated 14 October 2010,
682 dated 15 February 2010 and 624 dated 13 October 2008)

§ X151.7 Opening of banking offices.
Approved branches/OBOs shall be opened,
as follows:

a. Approved branches shall be opened,
within three (3) years from the date of
approval thereof and shall not be subject to
any extension.

The opening of approved branches may,
however, be suspended or revoked by the
appropriate department of the SES upon
approval of the Deputy Governor, should
any of the following conditions be found to
exist:

(1) The bank’s qualifying capital is no
longer sufficient to support the remaining
unopened branches;

(2) 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;

(3) The bank has major supervisory
concerns outstanding on safety and
soundness.

For whatever reason, failure to open the
approved branch/es within the three (3) year
period shall result in the forfeiture of the
bank’s right to open such branch/es.

b. Approved OBOs shall be opened
within one (1) year from the date of approval
thereof and shall not be subject to any
extension.

Approved but not yet opened
branches/OBO may be relocated upon
prior approval by the Deputy Governor, SES,
subject to the presentation of justification
and valid reason for the relocation, and
resubmission of the information/
documents enumerated in Subsec. X151.3
on application for authority to establish
branches: Provided, That branches located
outside the restricted areas which will be
relocated to restricted areas shall be
subject to the special licensing fee under
Subsec. X151.5 upon approval of the
relocation: Provided, further, That the
opening of the relocated branch/OBO shall
be made within the prescribed period
mentioned above from date of Monetary
Board approval of its establishment and
shall not be subject to any extension.

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/OBOs 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.

Approved branches in the restricted
areas shall be opened on or before 30 June
2014. Reasonable extensions may be
authorized by the Monetary Board on a
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case-to-case basis provided there are
meritorious grounds: Provided, That
approved branches of banks that have
executed an undertaking to build up the
required capital shall not be allowed to be
opened until the capital requirement is met:
Provided, further, That approved branches
of banks under PCA shall not be allowed to
be opened until the PCA status is lifted:
Provided, finally, That the approved
branching shall be suspended should PCA
be initiated on an applicant bank or any of
its subsidiary banks.

Failure to open a branch within the
period authorized by the Monetary Board
may result in forfeiture of the branch
licensing fee and the right to open such
branch.

Approved branches with unexpired
period to open as of 17 June 2012, shall be
given three (3) years to open, reckoned from
their original dates of Monetary Board
approval and shall not be subject to any

extension.

(As amended by Circular Nos. 847 dated 28 August 2014,
777 dated 13 December 2012, 759 dated 30 May 2012,
728 dated 23 June 2011, 697 dated 29 October 2010 and
624 dated 13 October 2008)

§ X151.8 Requirements for opening a
branch/other banking office. Not |ater than
five (5) banking days from the date of
opening, the bank shall submit to the
appropriate department of the SES of the
following information/documents:

a. A written notice of the actual date of
opening of its branch/OBO; and

b. A certification signed by the chief
compliance officer and the head of the
branches department with the rank of a vice
president, or its equivalent or by a higher
ranking officer on compliance with the
following:

(1) Adequacy of banking facilities
including installation of security devices

§§ X151.7-X151.9
14.12.31

under Subsec. X181.4 and accessibility to
disabled persons under Subsec. X160.10;

(2) Posting in conspicuous places in the
branch premises of the required notices,
schedules and other relevant information
pertaining to the branch’s lending and
deposit operations;

(3) Availability of efficient means of
reporting/communication facilities (to be
specified) between the head office, branches
and extension office; and

(4) The requirements enumerated under
Subsecs. X151.2/X151.6 as of the time of
actual opening of the branch/other banking
office.

A bank that fails to comply with any
one (1) of the requirements in
Subsecs.X151.2/X151.6 on the prerequisites
for the grant of authority to establish a
branch/establishment of OBOs as of the date
of the intended opening of the branch/OBO
shall refrain from opening the branch/OBO
on such date until it has complied with all
of the requirements under Subsecs. X151.2/
X151.6: Provided, That the provisions of
Subsec. X151.7 on the date of opening of
banks shall be observed.

(As amended by Circular Nos. 759 dated 30 May 2012, 697
dated 29 October 2010 and 624 dated 13 October 2008)

§ X151.9 Relocation of branches/other
banking offices’. Relocation of existing
branches/OBOs, 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/OBO, shall be allowed in
accordance with the following procedures:

a. Notice of relocation of branch/OBO
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 said
relocation, and an undertaking that the bank
shall comply with the notification
requirement under ltem “b” below, shall be

TWith additional special regulatory relief in areas affected by Tropical Depression “Yolanda” as provided
under Appendix 89a (Circular No. 820 dated 06 December 2013).
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submitted by the bank to the appropriate
department of the SES. The notice shall
include information as to the new relocation
site, the timetable for said relocation, date
and manner of payment of special licensing
fee under Subsec. X151.5, as may be
applicable, and the branch/OBO that will
handle the transactions of the branch/OBO
to be relocated, as may be applicable.

b. If no reply is received by the bank
from the Bangko Sentral within thirty (30)
calendar days from date of receipt by the
Bangko Sentral of the said notification,
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/OBO to be
relocated at least forty-five (45) calendar days
prior to the closure of the branch/OBO 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/
OBO that will handle the transactions of the
branch/OBO 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;

c. Within five (5) banking days from the
date of closure of the branch/OBO 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/OBOs that
will be opened at the new site beyond the
next banking day, an undertaking that the
branch/OBO shall be opened at the new site
within one (1) year from the date of such

closure shall be submitted to the appropriate
department of the SES;

d. Within five (5) banking days from the
date of opening of the relocated branch/
OBO, 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.1” to “b.4”
of Subsec. X151.8 on the requirements for
opening a branch/OBO shall be submitted
to the appropriate department of the SES.
Information as to the site of the branch/OBO
that was closed and the date of such closure,
as well as the site of the branch/OBO that
was opened and the date of such opening
shall be indicated in the said notice;

e. Branches/OBO may be relocated
anywhere, subject to the branching
guidelines under Subsec. X151.4: Provided,
That branches/OBOs located outside the
restricted areas which will be relocated to
restricted areas shall be subject to the special
licensing fee under Subsec. X151.5; and

f. Relocation of branches/OBOs beyond
one (1) year shall be deemed as permanent
closure and surrender of license of the
branch/OBO at the old site, and the opening
of a branch/OBO at the new site shall be
deemed as an establishment of a new
branch/OBO, subject to the provisions of
Subsecs. X151.2/X151.6 on the
prerequisites for the grant of authority to
establish a branch/establishment of OBOs.
(As amended by Circular Nos. 847 dated 28 August 2014,

783 dated 21 January 2013, 697 dated 29 October 2010 and
624 dated 13 October 2008)

§ X151.10 Temporary closure’,
permanent closure and surrender of
branch/other banking office license, and
sale/acquisition of branches/other banking
offices

a. Temporary closure of existing
branches/OBOs. Temporary closure of
existing branches/OBOs for the purpose of
undertaking renovations/major repairs of

' With additional special regulatory relief in areas affected by Tropical Depression “Yolanda” as provided
under Appendix 89a (Circular No. 820 dated 06 December 2013)

Part | - Page 94b

Manual of Regulations for Banks



office premises/facilities and for other valid
reasons may be allowed: Provided, That the
branch/OBO shall be reopened within a
period of one (1) year from the date of
temporary closure in accordance with the
following procedures:

(1) Notice of temporary closure 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 said
temporary closure and stating the
justifications/reasons therefor; and an
undertaking that the bank shall comply with
the notification requirement under ltem “2”
below, shall be submitted to the appropriate
department of the SES. The notice shall
include information as to the timetable for
the said temporary closure and the branch/
OBO that will handle the transactions of
the branch/OBO to be temporarily closed;

(2) If no reply is received by the bank from
the Bangko Sentral within thirty (30) calendar
days from the date of receipt by the Bangko
Sentral of the said notification, 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/OBO 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/OBO
that will handle the transactions of the branch/
OBO 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/
OBO, 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

§ X151.10
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officer, together with a certification that the
notification requirement in Iltem “(2)” above
has been complied with and an undertaking
that the branch/OBO shall be reopened
within one (1) year from the date of such
closure shall be submitted to the appropriate
department of the SES; and

(4) Within five (5) banking days from the
date of reopening of the branch/OBO, a
notice of such reopening together with a
certification signed by the CCO and the head
of the branches department with the rank
of vice president or its equivalent or by a
higher ranking officer that the bank has
complied with Items “b.1” to “b.4” of
Subsec. X151.8 on the requirements for
opening a branch/OBO shall be submitted
to the appropriate department of the SES.

Temporary closure of branches/OBOs
beyond one (1) year shall be deemed as
permanent closure and surrender of license
of the branch/OBO, and re-opening thereof
shall be deemed as an establishment of a
new branch/OBO, subject to the provisions
of Subsecs. X151.2/ X151.6 on the
prerequisites for the grant of authority to
establish a branch/establishment of OBOs.

b. Permanent closure and surrender of
branch/other banking office license.
Permanent closure and surrender of branch/
OBO license may be effected only with prior
approval of the Monetary Board in
accordance with the following procedures:

(1) Request for Monetary Board approval
to the closure of the branch/OBO 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 said closure
and stating the justifications/reasons therefor,
shall be submitted by the bank to the
appropriate department of the SES;

(2) Upon receipt of the notice of
Monetary Board approval but at least forty-
five (45) calendar days prior to the closure,
notice of closure shall be sent by the bank
to the depositors’” and other creditors’ last
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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/OBO 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/OBO, 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 department of the SES;

c. Sale/acquisition of branches/OBOs.
Sale/acquisition of existing/operating
branches/ OBOs may be allowed with prior
approval of the Monetary Board in
accordance with the following procedures:

(1) Prior written consent of the PDIC in
the transfer of assets and assumption of
liabilities as provided under Section 21 of
the PDIC Charter (R.A. No. 3591), as
amended by R.A. No. 9302 shall be
obtained by both the selling bank and the
acquiring bank;

(2) Request for Monetary Board approval
to close the branch/OBO to be sold 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 sale shall
be submitted by the selling bank to the
appropriate department of the SES;

(3) Upon receipt of the notice of Monetary
Board approval but at least forty-five (45)
calendar days prior to the closure, notice of
closure shall be sent to the depositors” and
other creditors’ last known addresses by
registered mail service of the PhilPost or
delivery service of other mail courier or

electronic mail, and posters shall also be
displayed in conspicuous places in the
premises of the branch/OBO 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;

(4) Within five (5) banking days from
the date of closure of the branch/OBO, 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 department of the SES;

(5) Request for Monetary Board
approval to acquire the branch/other
banking office 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 department of the SES. The
acquiring bank shall likewise comply with
the following:

(@) Minimum capital requirement under
Subsec. X111.1 but not lower than ten P10.0
million in the case of of RBs and Coop
Banks;

(b) Ten percent (10%) risk-based CAR;

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

(d) Ceiling on total investments of a
bank in real estate and improvements
thereon, including bank equipment.

A UB, KB or TB may purchase/acquire
branches/OBOs anywhere, including in
Metro Manila and in the restricted areas:
Provided, That a TB may purchase/acquire
branches/OBOs in Metro Manila, including
in the restricted areas, if it has combined
capital accounts of at least P1.0 billion, and
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purchase/acquire branches/OBOs in the
Cities of Cebu and Davao, if it has combined
capital accounts of at least P500.0 million:

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

Location of Branch/OBO
Type of to be Acquired
Acquiring Within Outside
Bank 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/
OBO, a notice of such opening, together
with a certification signed by the CCO and
the head of 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.71”to “b.4”
of Subsec. X151.8 on the requirements for
opening a branch/OBO shall be submitted
by the acquiring bank to the appropriate
department of the SES.

The forty-five (45) — days’ prior notice
requirement for temporary closure of offices
(required under X151.10) in affected areas
is hereby waived for offices that have been
de facto closed since 08 November 2013.
Banks are directed to post a notice to the
effect that said office has been temporarily
closed, together with information on the
new location to service clients.

(As amended by Circular Nos., 783 dated 21 January 2013, 727

dated 23 June 2011, 697 dated 29 October 2010 and 624 dated
13 October 2008)

§ X151.11 Relocation/Transfer of
branch licenses of closed banks. Buyers of
closed banks shall be allowed to relocate/
transfer acquired branches subject to the
conditions stated under Items “d” and “e”
of the first paragraph of Subsec. X151.9 on
relocation of branches/OBOs.

(As amended by Circular Nos. 847 dated 28 August 2014,

783 dated 21 January 2013, 697 dated 29 October 2010 and
624 dated 13 October 2008)

§§ X151.10-X151.19
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§ X151.12 Sanctions

a. Any violation of the provisions of
Subsecs. X151.1 - X151.11 depending on
the materiality or seriousness of the violation,
may constitute a ground for considering the
same as unsafe and unsound banking
practice and may be a ground for
cancellation of the franchise and closure of
any branch/OBO established herein without
prejudice to the imposition of the applicable
criminal and administrative sanctions
prescribed under Sections 36 and 37,
respectively, of R.A. No. 7653; and

b. If any part of any certification
submitted by the bank as required in this
Section is found to be false, the following
sanctions shall be imposed:

1. On the bank. Suspension for one (1)
year of the privilege to establish and/or open
approved branches/other banking offices,
and/or relocate branches/other banking
offices.

2. On the certifying officer. A fine of
P5,000 per day (P200 per day for RBs/Coop
Banks) from the time the certification was
made up to the time the certification was
found to be false for each branch/other
banking office opened, relocated, closed or
sold without prejudice to the sanctions
under Section 35 of R.A. No. 7653.

(As amended by Circular Nos. 694 dated 14 October 2010 and
624 dated 13 October 2008)

§§ X151.13 - X151.18 (Reserved)

§ X151.19 (2008 - X155) Tellering
booths. The following rules shall govern the
establishment of tellering booths in BIR
offices:

a. As a general policy, the establishment
of tellering booths in BIR offices are not
authorized. However, in cases where
tellering booths in offices are needed as
determined by the BIR, banks shall secure
prior Monetary Board approval;

b. A bank’s application shall be
accompanied by a letter from the BIR
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Commissioner or Deputy Commissioner or
other officer specifically authorized by the
Commissioner to sign such letter, stating that
the BIR has agreed to allow the applicant
bank to establish a tellering booth in the
specified BIR office;

c. The applicant bank has complied with
the standard prequalification requirements
prescribed in Appendix 5; and

d. Tax collections received shall be
subject to rules on government deposits.

Sec. X152 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 department of the SES 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) As an 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 ltem “b” of
Subsec. X181.4 on minimum security measures
have been complied with, shall be submitted
to the appropriate department of the SES.

A bank’s head office may be relocated
anywhere it is allowed to establish branches
as provided in Subsec X151.4 on branching
guidelines: Provided, That head offices
located outside the restricted areas which
will be relocated to restricted areas shall be
subject to the special licensing fee under
Subsec. X151.5 upon approval of the
relocation.

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
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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 department of the SES.

(As amended by Circular Nos. 847 dated 28 August 2014,
697 dated 29 October 2010 and 624 dated 13 October 2008)

§ X152.1 Sanctions. If any part of the
certification submitted by the bank as
required in this Section is found to be false,
the sanctions under Subsec. X151.12 shall
be imposed.

Sec. X153 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.

(As amended by Circular No. 858 dated 21 November 2014)

§ X153.1 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

§§ X152-X153.4
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b. Proposed business plan for the sub-
branch/es.
(As amended by Circular No. 858 dated 21 November 2014)

§ X153.2 Requirements for
establishment of sub-branches. In addition
to the standard pre-qualification requirement
for the grant of banking authorities in
Appendix 5, the applicant foreign bank shall
be subject to the branch processing fee
provided in Subsec. X151.5: Provided, That
sub-branch applications in the cities of
Makati, Mandaluyong, Manila, Paranaque,
Pasay, Pasig, Quezon and San Juan in Metro
Manila shall also be subject to the special
licensing fee under Subsec. X151.5, as

applicable.
(As amended by Circular Nos. 858 dated 21 November 2014
and 822 dated 13 December 2013)

§ X153.3 Date of opening. The opening
of approved sub-branches shall be subject

to the provisions of Subsec. X151.7.
(As amended by Circular Nos. 858 dated 21 November 2014
and 783 dated 21 January 2013)

§ X153.4 Requirements for opening a
sub-branch. After a foreign bank’s
application to establish a sub-branch has
been approved, it may open the same
subject to the following conditions:

a. Submission by the applicant foreign
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 inward
remittance needed to meet the additional
capital requirements under Subsec. X111.1,
as applicable;

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

(3) Personal information sheet (bio-data)
for each of the officers to enable the Bangko
Sentral to evaluate their qualifications as
officers; and
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(4) A certification signed by the bank’s
Philippine Country Manager that the
requirements enumerated under Subsec.
X153.2 has been complied with up to the
date of the aforementioned written notice.

A bank that fails to continuously comply
with the requirements under Subsec. X153.2
shall be given an extension of time to open
such branch after it has shown compliance
for another test period of the same
duration required of each requirement in
Subsec. X153.2: Provided, That the
provisions of Subsec. X153.3 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 Subsec. X153.4a with
the certification to the effect that the bank
has complied with requirements of Subsec.
X153.2 up to the date of the written notice
within the period prescribed therein;

b. The foreign bank branch has adequate
staff, equipment, and other facilities to meet
the needs of its commercial banking
operations: Provided, That the bank’s
premises, vault and office equipment, after
inspection by the representatives of the SES
shall have been found to be substantially in
compliance with specifications on security
standards and ready for use by the bank;
and

c. Issuance by the Governor of the
permit to open and operate the approved
branch/es.

Banks shall submit a written notice to the
appropriate department of the SES of the actual
date of opening of sub-branches not later than

ten (10) banking days from such opening.
(As amended by Circular Nos. 858 dated 21 November 2014
and 822 dated 13 December 2013)

§ X153.5 Limitations on establishment
of sub-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.
(As amended by Circular No. 858 dated 21 November 2014)

§ X153.6 Sanctions. If a bank fails to
submit any certification as required in this
Section, or any part of the certification
submitted by the bank as required in this
Section is found to be false, the sanctions
under Subsec. X151.12 shall be imposed.

Sec. X154 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.

(Next Page is Part | - Page 95)
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§ X154.1 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;

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.

§ X154.2 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) lts international banking operations
for at least three (3) years prior to the date
of application;

§§ X154.1-X154.3
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(2) Substantial income derived from
international banking operations; and

(3) Established correspondent
relationship with reputable banks.

§ X154.3 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) years 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;