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CORPORATE PROFILE

AL-AMANAH ISLAMIC BANK was first established as "Philippine Amanah Bank" by
virtue of Presidential Decree No. 264 by then President Ferdinand E. Marcos. The
decree required the Bank to invest 75%of its total loanable funds for the purpose of
providing, among others, reasonable medium and long-term credit facilities to the
people of the Muslim-dominated provinces of Cotabato, South Cotabato, Lanao del
Sur, Lanao del Norte, Sulu, Basilan, Zamboanga del Norte, Zamboanga del Sur and
Palawan. Thus, the Bank has been transformed into a development bank with an
initial capitalization of P50 million.

In 1974, Presidential Decree No. 542 was issued directing the Bank to implement the
Islamic concept of banking, following the "no interest principle" and the partnership
principles. This directive was not fully carried out because conventional banking still
dominated the Bank's operations.

It was in 1990 that the Bank became a primarily Islamic bank with the signing of
Republic Act No. 6848, otherwise known as the Charter of Al-Amanah Islamic
Investment Bank of the Philippines (AAIIBP). The new charter provided the Bank an
authorized capital stock of P1 billion consisting of 10 million common shares. With
the mandate to promote and accelerate the socio-economic development of the
Autonomous Region of Muslim Mindanao (ARMM) through banking, financing and
participating in agricultural, commercial and industrial ventures based on the concept
of Islamic banking.

By mid-1990, three (3) of its branches, Cotabato, Marawi and Jolo, have been
transformed into accepting Islamic deposits. The other branches have been
transacting both conventional and Islamic banking products, services and facilities.

From 1990 to 2007, AAIIBP managed its operation with the support of the Bureau of
Treasury.

On November 14, 2007, the DBP Board of Directors approved the acquisition of
AAIIBP. DBP took full control of the Bank's operations on July 16, 2008. On October
30, 2008, DBP completed the acquisition of the shareholdings of the National
Government, the SSS and the GSIS in AAIIBP, thereby controlling 99.9% of the
Bank.

On October 22, 2009, the Monetary Board approved the Bank's 5-year Rehabilitation
Plan, which focused on four corporate strategies (4Rs), namely, Recapitalization,
Restoration of Financial Viability, Reorganization and Reforms Institutionalization.
Under the Rehabilitation Plan, AAIIBP is allowed to continuously do both
conventional and Islamic banking.

In November 2009, DBP infused Php1.0 billion capital to Amanah Bank that marked
the partial completion of the recapitalization strategy.
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MISSION STATEMENT:

To provide Islamic Banking products and services that adhere to the principles of
Shari‘ah.

VISION STATEMENT:

To be the leading and choice Islamic financial institution providing alternative
banking services in response to the emerging global Islamic markets and to promote
and accelerate the socio-economic developments of the Islamic communities in the

Philippines.

CORE VALUES

Integrityi Honesty, Truthfulness, Transparency a
principles

Love i Love of country and its people
Excellence i Competence, Dedication to Work, Professionalism
Teamwork i Harmony, Cooperation, Synergy

Service to Others i Customer-oriented
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THE NEW AMANAH ISLAMIC BANK

Powered by the capital infusion of DBP and the BSP approved 5-year rehabilitation
plan of the Bank, Al-Amanah Islamic Investment Bank of the Philippines had
completed the re-branding strategy that popularizes the new Bank logo with the tag
"Amanah Islamic Bank". From then, the Bank uses the new logo in its official
correspondences and documents.

The Bank offers the following products and services:

DEPOSIT PRODUCTS
Islamic
Savings Account (Wadiah or Safekeeping)
Current Account (Wadiah or Safekeeping)
General Investment Account (Profit Sharing Scheme)
Pilgrimage Savings Plan

Conventional

Savings Account

Current Account

Time Deposits / Special Savings

LOANS AND FINANCING PRODUCTS
Islamic financing
Al-ljarah Muntahia Bittamleek (Leasing ending in transfer of ownership)
Bai Bithaman Ajil (Deferred Payment Sale)
Murabahah (Cost-plus profit)

Conventional loans
Credit line

Term loans

LGU Financing

OTHER SERVICES
Collection Agreements
Fund Transfers/OFW Remittance

BRANCHES

Makati City

Cagayan de Oro City
Cotabato City

Davao City

General Santos City
lligan City

Jolo City

Marawi City
Zamboanga City
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MESSAGE FROM CHAIRMAN AND CEO

After President Rodrigo R. Duterte appointed us as the Chairman
and CEO of Al-Amanah Islamic Investment Bank of the

Philippines (AIB) in March 2017, the direction of AIB is gearing
towards full |l sl amic banking. Al BOGOs
s provide halal (that which is not proscribed in Islam) banking

products and services to Filipino-Muslims so their productive
I 2 resources and goals shall become a great contribution to the
| e f__) national economy. Under this administration, AIB is predicting
ALEX P. BANGCOL, profitability to stir up in 2018.
Embarking on full Islamic banking, it is necessary to simplify the bureaucratic
processes of the Bank in approving loans and improve and amplify their competitive
and capacity building measures which the bank has been lacking over the years of
existence. So that, the branch heads and accounts officers were given trainings and
workshop to prepare and empower them in pursuing such direction and the branch
heads were granted loaning authority of not more than 2 Million pesos on all Islamic
products.

Development and improving Islamic banking products and services that are relevant,
suitable and necessary to the demands of
mandate are likewise necessary. To boost its profitability, AIB joined the car
financing business through its ljarah product in May of 2017. The next projected
product is Islamic micro-financing which can also be helpful and effective to the
Muslim traders and merchandisers who were affected by the Marawi crises. In micro-
financing, AIB sees that as an opportunity to bring small Filipino-Muslims businesses

and merchandize in the folds of banking and investment market.

AIB is pushing profitability to invigorate in 2018. By floating sukok or Islamic bonds in
the Country, we are seeing the influx of investment from Muslim countries coming to
the Country. In supporting the establishment of halal hub in the various parts of
Mindanao, the flow of investments are likewise anticipated in that market. AIB is
likewise considering on Islamic green banking as a potential market.

Under this administration, AIB is redirecting its direction to where it should have been
forty-four (44) years ago from its birth. In doing so, we are confronted with waves of
challenges considering especially the inadequate capital of AIB as of press time.
Apparently, the capital requirement of the task at hand shall necessarily need the
support of the government. Hopeful, AIB has been inviting the support of the different
government agencies by opening depository accounts with its branches and
considering it as a generator of income and investment in the Autonomous Region in
Muslim Mindanao and other areas where Muslim communities are large. Today, AlIB
is clinging on the spirit of cooperation, collaboration and partnership with the
government agencies and the private sectors on programs and projects that shall
cultivate investments and advance public welfare.
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FINANCIAL AND OPERATIONAL HIGHLIGHTS

Resources

For the year, total resources stood at PhP 629.80 million (2015 i PhP 779.07
million). The net decrease in total resources of 19% was largely attributable to
deposit liabilities dropping by PhP 97.76 million. Decrease in deposits was due to a
withdrawal of government funds in compliance with the DOF Circular on the revised
guidelines on authorized government depository banks.

Loans and Financing

For CY 2016, a total of eighteen (18) accounts were released amounting to PhP
47.93 million. The actual releases represent 31.9% realization of the PhP 150
million target releases. At the end of the year, Loans and Financing Portfolio stood
at PhP 182.62 million (201517 PhP 189.16 million).

Deposits

On 8 July 2016, the Department of Finance issued Circular No. 002-2016 extending
until 30 June 2017 the period for compliance with Section 5.2 of Department Circular
(DC) No. 01-2015, as amended by DC No. 03-2 0 1 5, Redviked Guidelines on
Aut hori zed Gover nmen The D@pGrailartimitedythe Bepasik of
government funds to universal banks wi
Bank has not completely met the requirements, deposits were expected to fall during
the year considering almost half of its deposit liabilities were from government
sources. Consequently, the Bank closed the CY 2016 with total deposit liabilities of
PhP 304.62 million (2015 i PhP 402.29 million). The severe decrease in deposit
liabilities was attributable to the huge withdrawal of government funds by a local
government unit.

Despite the challenge imposed by the DOF Circular, the Bank successfully exceeded
the PhP 300 million outstanding deposit balance target for CY 2016. Each of the
Branches demonstrated good performance based on effective strategies provided by
management.

Income and Expenses

The Ban kedhdoperatioms resulted in a Net Loss of PhP 51.51 million (2015 7
PhP 23.54 million). The negative bottom-line for the year is higher by PhP 27.97
million mainly due to the non-recurring income of PhP 25.45 million realized from
sale of acquired real property in Davao City in the previous year.
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Total gross earnings for the year is at PhP 27.48 million (2015 7 PhP 55.90 million).
Of the PhP 27.48 million gross earnings, PhP 13.71 million or 50% is attributable to
income from loans and financing portfolio, the remainder of which is distributed
between treasury operations and other income at PhP 10.80 million (39%) and PhP
2.98 million (11%), respectively. Comparatively with CY 2015, the significant drop in
gross earnings was due to the non-recurring income from sale of acquired property
made in 2015. On another note, the Bank realized income from Islamic finances
amounting to PhP 1.27 million (2015 - PhP 0.34 million). The figure represents a
dramatic growth of 272% on income from Islamic finances.

The Bank incurred total expenditures of PhP 78.99 million (20157 PhP 79.44). The

slight decline in operating expenses i s

a

me

to save on <cost by only spending on activi

operations or in compliance with regulatory requirements.
Capacity Building and Manpower Complement

Manpower turn-over in key positions was experienced in CY 2016 which recorded
nine (9) resignations. The number of employees decreased to 83 from 86 in CY 2015
and hiring was limited to replacements of resigned staff occupying core positions.

On capacity building, the Bank conducted a week long training and seminar to all
account officers. A total of seven (7) account officers out of ten (10) attendees
participated in the training. This endeavor was inline witht he Bankds ai
Marketing Unit with technical expertise on marketing, packaging and monitoring of
|l oan account s. I n addition, three (3)
Leadership, Coaching and Mentoring, and Knowledge Management. These
trainings are set for echo-sessions to other Bank employees with supervisory
functions.

m

t

(0]

Bank

The Bankos l earning and gr owt h objective,

empl oyeesd6 competencies, was successfully

Competency-Based system. The system will address and fill the identified gaps in
the technical and functional competencies through leadership trainings, on-the-job
trainings, mentoring and coaching of incumbents to successors.

Board of Directors and Management

On 31 July 2016, the Chairman and CEO position was vacated upon the resignation
of Director Isidro A. Sobrecarey. This was followed by the resignation of additional
three (3) Directors, namely: Director Vaughn Montes, Director Gil A. Buenaventura,
and Director Amer D. Haji Noor. On 1 August 2016, Director Lilia G. Baun took over
as Officer-in-Charge of the Bank. The resignation of the four directors left the Bank
with a total of five (5) directors. With only five (5) remaining directors, the attendance
of all is needed to constitute a quorum. The Bank had difficulty in convening the
remaining directors due to conflict on their respective schedules. In addition, two (2)
of the four (4) directors who resigned from their positions were part of the Executive

L
C
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Committee (ExeCom). Hence, ExeCom was rendered inoperative with only one (1)

remaining member and was only recomposed on 17 November 2016.

Service Level Agreement with DBP

For the first time since 2008, the Bank was audited by the Internal Audit Group and
the Security Group of the DBP by virtue of a Service Level Agreement. In addition to
this, the DBP Risk Management Group conducted hand-holding activities to address

the identified risk issues in the Bank.

The maiden audit of DBP resulted to audit findings on several issues on credit and
operations. As agreed between the Bank and the DBP, the issues are being settled

and addressed in accordance with the commitment dates of the Bank.

Comparative Financial Highlights:

T ey Audited | aygited Increase
2016 2015 (Decrease)
Interest Income 23.23 24.49 (1.26)
Interest Expense 0.44 0.49 (0.05)
Other Income 2.98 31.07 (28.09)
Operating Expenses 78.99 79.44 (449)
Net Loss 51.51 23.54 (27.97)
Loans and Financing Portfolio (net) 182.62 189.16 (6.54)
Deposits 304.62 402.29 (97.67)
Total Liabilities 331.07 428.83 (97.76)
Total Equity 298.73 350.23 (51.50)
Total Assets 629.80 779.07 (149.27)
. A\, Annual
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RISK MANAGEMENT

Risk Management is an integral part of Bank operation, business planning and
review cycle. Prior to the approval of Service Level Agreement (SLA), the
Development Bank of the Philippines (DBP) is covering the risk management
functions for Al-Amanah Islamic Investment Bank of the Philippines (AAIIBP). With
the approval of t Director® séha Bahls desByoated Kir. Qliver E.
Saniano as the new Center Person for Risk Management function who gathers all
the data for submission to the DBP Enterprise Risk Management Department thru
Ms. Carla Cristina M. CapurmentdéparinBiedés Mar ket

Taking and managing risk is vital to the Bank. The risk management framework sets
out how the bank organizes and applies its risk management practices to ensure that
all activities are conducted in line with the principles and limits mandated by the
management.

The continuous process is integrated into business and decision-making processes
which involve the following:

Risk Identification: identifying risks

Risk Assessment: assessing their potential consequences and likelihood
Risk Measurement: evaluating the risk level, control gaps and priorities
Risk Control: developing control, and

Risk Monitoring: mitigation plans

®oo o

Facing a wide range of risks which demand continuous and close attention by
management, the Bank is currently formulating a Contingency Funding Plan (CFP) to

establish procedures that will ensure the liquidity of the bank is properly managed in

a stress or crisis situation. The continge
strategy for handling liquidity crisis.

In line with the continuing implementation of an enterprise-wide risk management for
the Bank, the Trust & Subsidiaries Risk Unit of the Market Risk Management
Department MRMD and the designated represent
conductcmont hl'y ri sk monitoring on the subsidiar

Results of the risk monitoring for Al-Amanah Islamic Investment Bank of the
Philippines (AAIIBP) as of month-end December 2016, as reported to the Risk
Oversight Committee, as presented herewith.

CREDIT RISK
As of month-e nd December 2016, 96 . 03 %, down fro
outstanding loans were classified current. The remaining portion was either past due
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and non-performing or items in litigation and was comprised of accounts from Makati
and Marawi branches.

Based on industry <c¢classification, mo st of A
Sewerage Waste Management and Remediation Activities (44.29%) and in Public
Administration and Defense; Compulsory Social Security (23.31%). These
exposures were all in current status.
Portfolio By Industry: Percentage
of Exposure
Administration and Defense, Compulsory Social Security 23.31%
Real estate activities 7.48%
Construction 6.71%
Wholesale and Retail Trade, Repair of Motor Vehicles, Motorcycles 6.36%
Manufacturing 5.17%
Agriculture, Forestry and Fishing 4.28%
Human Health and Social Work Activities 2.39%
Activities of Household as Employers and Undifferentiated Goods and Services- 0.01%
Producing Activities of Households for Own Use
Loans classified as either past due and non-performing or items in litigation stood at
PhP6.51M as of month-end December 2016 <compared to N
PhP1.09M. These accounts belonged to the following industries: (1) Agriculture,
Forestry and Fishing; (2) Manufacturing; (3) Wholesale and Retail Trade, Repair of
Motor Vehicles, Motorcycles; and (4) Activities of Households as Employers, and
Undifferentiated Goods and Services-Producing Activities of Households for Own
Use.
MARKET RISK
AAlI Il BP6s investments were composed of rever s
and placements in the BSP overnight facility (ODF) totaling to PhP322.73M as of
month-end December 2016.
OPERATIONAL RISK
AAl | BP&s Cagayan de Oro Branch reported th
malfunctioned due to its old age and several outages in the city. Amount involved
was estimated at PhP1.800. The CCTV was repaired in early December by the
winning supplier Sysware Computer Services.
LIQUIDITY RISK
AAIIBP showed positive liquidity profile as the Islamic bank posted a net cumulative
inflow of PhP308.39M as of month-end December 2016. Significant inflows were
expected from (1) cash and due from banks and (2) loans and discounts in the
ADemando, ADay 30, AUp to 1 Montho and fA2 toc
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yearso to over 5 yearso time bands. Me a n wh
deposits during the earlier time bands.

OTHER RISKS

There were no issues and updates for compliance, legal, reputation and strategic
risks reported for December 2016.
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CORPORATE GOVERNANCE

The Board, Management, officers and staff of the Bank believe that corporate
governance is a necessary component of what constitutes sound strategic business
management and will therefore undertake every effort necessary to create
awareness within the organization as soon as possible.

The Bank fully complies with the Bankdés Man

Board Committee Charter. The Bank continually updates its Manual and Charters to
align itself with the best governance practices.

CORE PRINCIPLES

The Directors and Officers of the Bank believe and abide with the following
principles:

Fiduciaries of the State

The directors and officers of the Bank accept the responsibilities as fiduciaries of the
state and that: (a) they have the legal obligation and duty to always act in the best
interest of the Bank, with utmost good faith in all dealings with the properties, interest
and monies of the Bank, and (b) they are constituted as trustees in relation to the
properties, interests and monies of the Bank.

Norms of Conduct as Public Servants
As Public Officials, directors and officers of the Bank are covered by the provisions

of the ACode of Conduct and Ethical Standar

and abide with the following principles:
(a) To promote a high standard of ethics in public service; and
(b) Be accountable to the people and shall discharge their duties with utmost
responsibility, integrity, competence and loyalty, act with patriotism and justice,
lead modest lives and uphold public interest over personal interest.

Respect for and Obedience to the Constitution and the Law

Respect and obey the Constitution, and comply, and cause the Bank to faithfully and
timely comply, with all legal provisions, rules and regulations, and corporate
governance standards, applicable to the directors and officers and to the Bank and
to act within the boun d#848 &nditsBylLawsa n k 6 s

Duty of Diligence

The fiduciary duty of diligence of Directors and Officers to always act in the best
interest of the Bank, with utmost good faith in all its dealings with the property and
monies of the Bank, including the obligation to:

(a) Exercise extraordinary diligence, skill and utmost good faith in the conduct of
the business and in dealing with the properties of the Bank, using the utmost
diligence of a very cautious person with due regard to all the circumstances.

(b)Apply sound business principles to ensure the financial soundness of the
Bank; and

Chart
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(c)Elect and/or employ only Officers who are fit and proper to hold such office
with due regard to the qualifications, competence, experience and integrity
as prescribed by Sec. 19(e) of R.A. No. 10149 and BSP Circular No. 749
series of 2012.
Every director and officers, by the act of accepting such position in the Bank, affirms
and agrees:
(1) To have a working knowledge of the statutory and regulatory requirements
affecting the Bank he is to serve, including the contents of its Charter and By-
Laws, the requirements of the GCG, and where applicable, the requirements
of other Supervising Agencies like BSP; and
(2)To always keep himself informed of industry developments and business
trends in ord er t o safeguard t he Bankos
competitiveness.

Duty of Loyalty
The Directors and Officers of the Bank, acknowledging the fiduciary duty of loyalty,
commits to always act in the best interest of the Bank, with utmost good faith in all its
dealings with the property and monies of the Bank, including the obligation to:
(a) Act with utmost and undivided loyalty to the Bank;
(b) Avoid conflicts of interest and declare any interest they may have in any
particular matter before the Board, and

i nt e

(c)Avoi d (1) taking for themselves opportuni

(2) wusing t
competing wi h the Bankds business
Avoid Conflict of Interest

Directors and Officers shall at all times avoid any actual or potential conflict of
interest with the Bank. Each shall also avoid any conduct, or situation, which could
reasonably be construed as creating an appearance of a conflict of interest.

Any question about a Director6 s or Of fi cerdés actual or
the Bank shall be brought promptly to the attention of the Chairman of the Board,

who will review the question and determine an appropriate course of action.

Trustee Rel ati on dsdntedBeste &nd Blonkes oper t i
Except for the per diem received for actual attendance in board meetings and the
reimbursement for actual and reasonable expenses and incentives as authorized by
the GCG, any and all realized and unrealized profits and/or benefits including, but
not limited to, the share in the profits, incentives of Directors or Officers in excess of
that authorized by GCG, stock options, dividends and other similar offers or grants
from corporations where the GOCC is a stockholder or investor, and any benefit from
the performance of Directors or Officers acting for and in behalf of the Bank in
dealing with its properties, investments in other corporations, management of
Subsidiaries and other interest, are to be held in trust by such Director or Officer for
the exclusive benefit of the Bank.

Taking of Corporate Opportunities

Where a Director or an Officer, by reason of his being a member of the Board or an
Officer of the Bank, acquires or receives for himself/herself a benefit or profit of
whatever kind or nature, including but not limited to, the acquisition of shares in
corporations where such Bank has an interest, the use of the properties of the Bank

he Bankos property, informati
t s opport

pot et
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for his/her own benefit, the receipt of commission(s) on contract(s) with the Bank or
its assets, or the taking advantage of corporate opportunities of the Bank, all such
profits or benefits shall be subject to restitution pursuant to Sec. 24 of R.A No.
10149, without prejudice to any administrative, civil or criminal action against
members of such Director or Officer. The remedy of restitution shall apply
notwithstanding the fact that such Director or Officer risked his/her own funds in the
venture.

Restitution

The Director or Officer receiving without authority properties or monies belonging to
the Bank or that profits earned in violation of his/her fiduciary duty, or the aggregate
per diems, allowances and incentives received in a particular year in excess of the
limits provided under R.A. No. 10149, shall immediately return the same to the Bank
upon the determination and report of the Commission on Audit (COA) pursuant to a
Notice of Disallowance which has become final and executory.

Failure by a Director or Officer to make the restitution within thirty (30) days after a
written demand has been served shall, after trial and final judgment, subject such
Director or Officer to the punishment of imprisonment for one (1) year and a fine
equivalent to twice the amount to be restituted and, in the discretion of the court of
competent jurisdiction, disqualification to hold public office pursuant to Art. 24 of R.A.
No. 10149.

Limits to Compensation, Per Diems, Allowances and Incentives
The Directors and Officers of the Bank commit to observe the limits of compensation,

per diems, allowances and incentves as prescribed by the Ba
governing law of the country and as determined by the GCG using as reference,
among others, Executive Order No. 24, dated February 10, 2011. Directors of the
Bank shall not be entitled to retirement benefits.
No Gift Policy
Bankdés Directors and Officers shall not sol
gi ft, gratui ty, favor, entertainment, | oan
any person where such /gift:
(&) Would be illegal or in violation of law;
(b) Is part of an attempt or agreement to do anything in return;
(cc Has a value beyond what is normal and cus:s
d1ls being made to influence the member 0"
such; or
(e) Could create the appearance of a conflict of interest
The particular set of rul es governing the Al
separate Memorandum Circular No. 05A-2013 (re-issued) dated April 7, 2014,
signed by the Chairman and CEO and issued as implementing policy of the Board of
Directorsd approval
Duty of Confidentiality
Pursuant to their duties of diligence and loyalty, the Board and Officers of the Bank
affirm not to use or divulge confidential or classified information officially made
known to them by reason of their office and not made available to the public, either:
(1) to further their private interests, or give undue advantage to anyone; or (2) which
may prejudice the public interest.
- N\, Annual
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Transparency
The Board and Officers of the Bank shall ensure transparency in disclosures over

the Bankds operations, public disclosure, fi
the Bank at al |l times and promote policies
Protection Policy, that lead to a positive and ethical workplace, and prevent
retaliation against any employee who will raise issues pertaining to business conduct
and ethics.
Professionalism
The Board and Officers of the Bank commit to perform and discharge duties with the
highest degree of excellence, professionalism, intelligence and skill.
Fairness and Sincerity
At all times, the Board and Officers of the Bank shall act with fairness and sincerity
and shall not discriminate against anyone especially the poor and the
underprivileged, and shall respect the rights of others and refrain from doing acts
contrary to law, good morals, good customs, public policy, public order, public safety
and public interest.
Political Neutrality
The Board and Officers of the Bank shall provide service to everyone without unfair
discrimination, regardless of party affiliation or preference.
Responsiveness to the Public
The Board and Officers of the Bank shall extend prompt, courteous, and adequate
service to the public. Unless otherwise provided by law, or when required by public
interest, the Board and Officers and employees of the Bank shall provide information
of the Banko6s policies and procedures in cl e
openness of information, conduct public consultations and hearings, wherever
appropriate, encourage suggestions, simplify and systematize policies, rules and
procedures, avoid red tape and develop an understanding and appreciation of the
socio-economic conditions prevailing in the country, especially in the depressed rural
and urban areas.
Nationalism and Patriotism
The Board and Officers of the Bank commit to be loyal to the Republic and to the
Filipino people, especially the Muslim community, promote the use of locally
produced goods, resources and technology and encourage appreciation and pride of
country and people.
Commitment to Democracy
The Board and Officers of the Bank commit to the democratic way of life and values,
maintain the principle of public accountability and manifest by deeds the supremacy
of civilian authority over the military.
Compliance to Shariah Rules
16 -
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The Board Officers of the Bank shall adhere to the Shariah rules in the conduct of
t he Bankdés business and in its dealings wit
| sl amic culture in the Bankds environment.
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THE BOARD OF DIRECTORS

L-R (standing): Dir. | neccsem Wawis, Dir. Hadji Noor, Dir. Montes, Dir. Buenaventura,
L-R (sitt Baun, Dir. adj /i salam, Cha
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Compliance with the principles of good corporate governance shall start with the Board
of Directors, duly elected at the General Shareholders Meeting as provided for in Section
25 of the Charter of the bank under RA 6848, s. 1990 amending PD No. 264 and PD No.
542.

As of December 31, 2016, the Board is composed of five (5) highly qualified
professionals, two (2) of them are Independent Directors. New Board of Directors are

given an Orientation on the Bank o6 sheGorperata | |

Governance Orientation Program for GOCCs conducted by the Institute of Corporate
Directors.

't i s the Boardoés r es jeomssccess of thetBank and sefue &t e r

sustained competitiveness in a manner consistent with its fiduciary responsibility, which it
shall exercise in the best interest of the Bank, the Filipino people, and other
stakeholders. The Board conduct itself with utmost honesty and integrity in the discharge
of its duties, functions and responsibilities. In the observance of the fundamental
principles of fairness, transparency and accountability, the Board of Directors is setting
the tone to ensure that a culture of ethics, compliance and social responsibility pervade
in all levels of banking operationsandinaccor dance with accept

The Chairman and CEO provides the leadership in the Board. He also ensures effective
functioning of the board, including maintaining a relationship of trust with board members
and ensures sound decision making process. He also encourages and promotes critical
discussions and ensures that dissenting views can be expressed and discussed within
the decision-making process.
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BOARD OF DIRECTORS PROFILE

LILIA G. BAUN i Officer-In-Charge *

Ms. Lilia G. Baun is a member of the Board of Directors of AAIIBP. She
likewise serves as a Senior Vice President of the Development Bank of
- the Philippines and as Director of the LGU Guarantee Corporation. She
also served as Vice President of the Phil. Export-Import Credit Agency
and Assistant Vice President of the Philippine National Bank - Investment
Banking Group. She has also held senior level positions in numerous private institutions.

Ms. Lilia Baun graduated from St. Louis University in 1979 with a degree in Commerce
major in Accountancy and finished her post-graduate studies in University of Asia and
the Pacific in 2001.

JOSE A. NUNEZ, JR i Vice Chairman ?

- Vice Chairman Nufiez has extensive experience in banking, finance, and
~ business management serving as chairman, member of the Board, chief
, executive officer and chief operating officer of several financial and
private institutions including Philippine Veterans Bank, Citystate Savings
Bank, Federal Savings and Mortgage Bank.

Vice Chairman Nufez is also the Chairman of the Board of Development Bank of the
Philippines. He completed his Bachelor of Arts major in Economic degree (Honors
Program) from Xavier University and is a candidate for a Masters in Business
Administration degree from the Ateneo de Manila University.

ABDUL Y. HADJISALAM, AL-HAJ i Director

| Mr. Abdul Y. Hadjisalam is a member of the Board of Directors of
" AAIIBP. He likewise served as a board member of the Southern
! Philippines Development Authority, Davao City, and member of the
Board of Governor of the Regional Board of Investments (RBOI-ARMM)
and as Regional Accountant of NEDA XlI Regional Office Cotabato City.
He has also held senior level positions in numerous private institutions.

Mr. Abdul Hadjisalam graduated from Far Eastern University, Manila in 1972 with
a degree in Commerce major in Accountancy.
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SAMIRA A. GUTOC-TOMAWIS i Independent Director

Ms. Samira A. Gutoc-Tomawis, previously a Member of the AAIIBP Board
‘A of Directors from 2008 to 2012, brings her 20 years of multi-media,
leadership and public sector experience to the Board. She was formerly
Sectoral Representative to the ARMM Assembly. Dir. Gutoc obtained her
degrees in Communication and Master in International Studies at the University of
the Philippines-Diliman. She also completed her Bachelor of Laws at the Arellano
School of Law, and acquired a fellowship program at the Oxford Center for Islamic
Studies.

MUSSOLINI S. LIDASAN i Independent Director 3

Mr. Mussolini S. Lidasan has been a Consultant on culture, interfaith
dialogue and conflict transformation, and serves as Shariah Finance
Adviser to several organizations. He is currently the Executive Director of
Al Qalam Institute for Islamic Identities and Dialogue in Southeast Asia,
Ateneo de Davao University. Dir. Lidasan holds an MA in Anthropology and
Bachelor of Laws from Ateneo de Davao University.

Corporate Secretary Profile

Atty. CARLOS R. CRUZ is the incumbent Corporate Secretary of AAIIBP.
He was the Senior Consultant and Deputy Administrator for Legal Affairs
of the Subic Bay Metropolitan Authority, and First Senior Vice President
and Chief Legal Counsel and later became the Executive Vice President
of the Development Bank of the Philippines. He was also a board member
of the DBP Management Corporation, DBP Service Corporation, PISCOR
Steel Corporation, Philippine International Trade Corporation, San Carlos Fruit
Corporation, LBP Leasing Corporation, Philippine Biotechnology Co., Inc., and
Ventures in Industry and Business Enterprises. He was also the Vice President
and Chief Legal Counsel of the Philippine National Bank and also held key
positions in several private institutions.

Atty. Carlos R. Cruz obtained his Bachelor of Laws and B.S. Jurisprudence from
the University of the Philippines in 1962.

1 resigned effective on May 4, 2017
2 resigned effective on March 27, 2017
3 resigned effective on May 4, 2017
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Board Committees

Audit and Compliance Committee provides oversight over, ()t he Bankos fi
reporting policies, practices and control, and monitoring of compliance with applicable
laws, rules and regulations; (ii) the internal audit functions; (iii) the adequacy and
effectiveness of the Ba (W thecomphahce fumctohs amdiorm t r o |
oversee t he Ba mlogran, andb(mp lhieamBaenk 6s compl i ance
regul atory requirements, including theviiBank
The coordination and overall supervision of Commission on Audit (COA) related matters.

MEMBERSHIP
As of December 31, 2016

Chairman Director Mussolini S. Lidasan
Vice-Chairman | Director Abdul Y. Hadjisalam
Member Director Samira Gutoc-Tomawis

Number of Meetings in 2016: 4

Accomplishments:
1 Oversight over Compliance Function, including review of the BSP Report of
Examination, COA Annual Audit Report and DBP Internal Audit Report.
1 Review and approval of the updates on policies and Manuals relating Audit and
Compliance, Compliance Manual and MLPP

Risk Oversight Committee commits to develop a risk/return consciousness in the Bank

with appropriate risk management strategies geared towards loss prevention or

mi ni mization to preserve capital and ensure
on Risk Management (CRM)/Risk Oversight Committee (ROC), a Board Committee,

shall be responsible for the development and oversight of the Bank's Risk Management
Program. It shall develop risk management strategies geared towards loss prevention to
preserve the Bank's capital, increase shareholder value & optimize capital allocation for

all risk-taking activities of the Bank.

MEMBERSHIP
As of December 31, 2016

Chairman Director Samira Gutoc-Tomawis
Vice-Chairman | Director Abdul Y. Hadjisalam
Member Director Mussolini S. Lidasan

Number of Meetings in 2016: 4
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Accomplishments:
1 Approved various credit and operational risk policies such as the IT Risk Register
and updates on the Banko6s Business Cont
Circular 855 on Credit Risk Management.

Corporate Governance Committee is a standing committee of the Board. The
Commi tteeds purpose is to assist the Board i
promote the importance of adopting global principles and best practices in directing and
governing the affairs of the Bank with the end in view of maximizing its long term value

for the benefit of its stakeholders and to ensure that a culture of ethics, compliance and

social responsibility pervade in all level of banking operations.

MEMBERSHIP
As of December 31, 2016
Chairman Director Samira Gutoc-Tomawis
Vice-Chairman | Director Mussolini S. Lidasan
Member Director Lilia G. Baun

Number of Meetings in 2016: 3

Accomplishments:

1 Review and approval of various updates on activities pursuant to Service Level
Agreement between AAIIBP and DBP

1 Corporate Governance Scorecard Assessment Result

Executive Committeei s a standing Committee of the Bo
is to assist the Board in performing their duties and responsibilities, to efficiently manage

their time and ensure the proper understanding and resolution of all issues affecting the

Bank and the proper handling of all concerns, and allows the Board to effectively utilize

the expertise of the members of the Board.

MEMBERSHIP
As of December 31, 2016

Chairman Director Jose A. Nunez, Jr.
Vice-Chairman Director Lilia G. Baun
Member Director Abdul Y. Hadjisalam

No. of Meetings in 2016: 5

Accomplishments:
1 Review and approval of various credit applications.
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Human Resource Committee

The Committee is responsible for the review, screening, and to formalize management
recommendations on HR-r el at ed matters for the Board©os
limited to (i) provide oversight over remuneration of directors, senior management and

other key personnel (ii) Review Compensations (iii) Review organization plans and
structure to ensure soundness and adequacy; (iv) Review organization and manpower

plans (v) Review management development programs.

MEMBERSHIP
As of December 31, 2016
Chairman Director Mussolini S. Lidasan
Vice-Chairman | Director Samira Gutoc-Tomawis
Member Director Lilia G. Baun
Director Abdul Y. Hadjisalam

No. of Meetings in 2016: 2

Accomplishments:
1 Reviewed and approved various policies related to human resource as
recommended by the Management Committee.
1 Approved the hiring and promotion of qualified senior officers.

BOD and Board-Level Committee Meetings

For CY 2016, the BOD as well as the Board Level Committee Members, pursuant to the
different board-level Committee Charters held meeting at least once every quarter and
set direction of the Bank, and performed as the ultimate responsible body of the
institution.

The following table pertains to Report on Attendance of Directors and Committee
Members for CY2016. The same was submitted by the Compliance Monitoring Office to

GCG through its Directors Attendance System, an internet based system that monitors

and validates the attendance of the GOCC Board Directors. This is a prerequisite
requirement to the evaluation of directors
Performance Evaluation for Directors (iPED).
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BASIC
INFORMATION

Position

Incumbency *

Date of Most

Recent

Appointment

Isidro A.
Sobrecarey*

Chairman & CEO

May 28, 2015

March 31, 2016

Jose A. Nufez, Jr

Vice Chairman

Sept. 22, 2010

March 31, 2016

Lilia G. Baun Director / OIC July 12, 2012 Hold-over
Marietta M. | Director July 12, 2012 July 12, 2012
Fondevilla**

Abdul Y. | Director Sept. 22, 2010 March 31, 2016
Hadjisalam****

Gil A. Buenaventura | Director Jan. 31, 2013 March 31, 2016
Vaughn F. Montes | Director March 31, 2016 March 31, 2016
*k%

Amer D. Hadji-Noor | Director March 31, 2016 March 31, 2016
Mussolini S. | Independent March 31, 2016 March 31, 2016
Lidasan Director

Samira Gutoc- | Independent March 31, 2016 March 31, 2016
Tomawis Director

*Until July 30, 2016 only
**Until March 30, 2016 only
***Until July 30, 2016 only
**+* Membership in Corporate Governance Committee- Until March 30, 2016

Name of Directors | Board | Audit Risk Corporate | Executive | HR
and Oversight | Governance
Compli % 3)
(6) ance (5) (2)
(4)
OIC Lilia G. Baun 6/6 3/3 3/3 5/5 2/2
CEO Isidro A.|5/5 3/3 3/3 5/5
Sobrecarey
Hon. Gil A. | 2/4 1/1
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Buenaventura

Hon. Marietta M. | 1/1 1/1 1/1 3/3
Fondevilla

Hon. Amer D. Hadji | 4/4 2/2 2/2

Noor

Hon. Mussolini S. | 4/4 3/3 3/3 2/2 1/2
Lidasan

Hon. Vaughn F.|4/4 2/2 212

Montes

Hon. Jose A. Nufez | 6/6

Jr.

Hon. Samira G. |4/4 3/3 2/2 2/2
Tomawis

Hon. Abdul Y. | 6/6 4/4 4/4 1/1 2/2
Hadjisalam

SHARI 6 AH ADVI SORY COUNCI L

The Shari 6ah Advi sory Congislamid Scholars ane jurists af e d  f
comparative law pursuant to Section 4 of the Charter of the Bank under RA 6848, s.1990
amending PD No. 264 and PD No. 542. The members are elected at a general
sharehol derd6s meeting of t helisBadinmokineeswoepased t hr e
by the Board of Directors.

The functions of the Sharidédah Council, among
review pertaining to the application of the
the Islamic Bank transactions, but it shall not directly involve itself in the operations of the

Bank; and upon invitation, (ii) to sit in the regular or special meeting of the Board of
Directors to expound his views on matulars o
transaction but with no power to vote on the question presented before the Board
meetings.

Shari 6ah Advi sor Profile
MOHAMMAD SHUAIB YACOB

Mr. Muhammad Shuaib Yacob, a graduate of Bachelor of Science in
Shari 6a Law fr om t h enivdarsitytineKingdam of Sandh | I s
Arabia, has completed his Masters in Public Administration and Doctor of
Philosophy in Public Administration at Cotabato State Polytechnic

25 \,\\\ Annual

\(\;}; Repott



College. He was the Executive Director of the Bangsamoro Development Agency prior to
rendering his expertise to the Bank in the year 2014. He is also a former faculty member

of the College of Shari dah in Kutawato Darus
He joined the Bank as Shari éa Advisor in 201
As Shari 6a Advisor, he undert ak @ataining to the ws a
application of the principles and rulings of
He ensures, through written advice when con

on the concept and structure of its existing products and ser vi ces and cert.i
compliance of the Islamic financing facilities or new products that the Bank wants to
introduce to the market.

COMPLIANCE

COMPLIANCE SYSTEM

The Bankbés compliance system is i mpl emeented
bankés franchise value and to strengthen th
delivery of its compliance functions. The compliance system as approved by the Board of
Directors and effectively implemented by Senior Management shall be responsive to the
regulatory requirements from existing laws and regulatory bodies to promote high
standard and acceptable practices of good governance.

Although AAIIBP is a wholly-owned subsidiary of the Development Bank of the
Philippines (DBP), it has its own Chief Compliance Officer. However, coordinated
working relationship with the DBPO6s Chief Cc
wide compliance policy and implementation.

The Compliance Office promotes compliance awareness among officers and staff
through dissemination of regulatory issuances, regular monitoring and assessment of the
bankés fulfil ment of regulatory responsibild]

The Bankdés Compliance program is periodicall
a more robust, dynamically responsive compliance system, taking into consideration all
banking and consumer laws and regulations.

The Audit and Compliance Committee pr ovi de s oversight over
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 and compliance committee. It shall monitor and evaluate the
adequacy and effectiveness of he internal control and compliance system of the Bank.

The Audit and Compliance 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
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arrangements are in place for the independent investigation, appropriate follow-up
action, and subsequent resolution of complaints.

ANTI-MONEY LAUNDERING

I n compliance with Bangko Sentral ng Pilip
terrorist financing preventi on poraey tegahandl ML P |
regulatory updates of Anti-Money Laundering (AML) and Combating the Financing of
Terrorism (CFT) policies and procedures. The Bank constantly reviews and updates the

MLPP to ensure compliance with the latest legislative and policies on AML and CFT. The

last was update was made in November 2016.

The bank continuously conducts Annual Training for updates on new AML/CFT policies
and regulations.

Zamboanga Head Office, Zamboanga Branch and Jolo Makati Executive Office and Makati Banch Cluster

Branch cluster

lligan Branch, Cagayan de Oro Branch and Marawi Branch
Cluster

General Santos Branch, Davao Branch and Cotabato Branch
Cluster
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TRAININGS AND CONTINUOUS PROFESSIONAL
PROGRAM

The Bank, in its efforts to continuously enhance the technical capacities and
competencies of its talents, ensures that appropriate and suitable trainings are being
conducted. A Competency-Based Learning and Development Management System
(CBLDMS) has been established where the standards, process and procedures are put
into place.

The Bank adheres to the overall Learning and Development philosophy i Shapi ng t

Servant-He r o Towar ds Publ i c . Te goali is ¢0 allgx allel&D e nc e
interventions t o U btrategiB abjestides as i stréves itoobaconze rthe
countryos |l eading | slamic Bank.

The L&D philosophy affirms the organizatior
and high-performing organization through its people supporting the strategic objectives
in the Bankdés Bal ance Scorecard.

1 High-performing, Competent, and Credible not only as Bank Employees but also
as Civil Servants;
1 Provide excellent HR processes;
T Enhance the competency of the Bankés worl
1 Cultivate partnerships with Local and International institutions.

Emphasi zing that women and men in the organ
to create significant changes in the workplace through programs that help the Bank
officials and employees:

1 Strengthen mission-critical competencies particularly those of strategic
groups such as the executives/managers, branch heads, and supervisors;

1 Develop the right capabilities, perspectives, and mindset required to contribute
meaningfully to the efficient, effective, and ethical achieveme n t of t he B
strategic priorities and to work harmoniously with others and with respect gender
equality; and

1 Improve their self-knowledge and human potentials and strengthen their
employability.

L&D interventions in the Bank are hinged on the following overall principles:
1. Every AIB official and employee is an important resource valued by the

organization. The Bank gives priority and invests on Learning and Development of
every official and employee.
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Learning and Development interventions for the Bank 6 s of ficial:

employees shall be purposive and aligned with the organizations strategic
objectives and goals. L&D is a means to upgrade the capability and expertise of
the Bank to address and respond to the multi-faceted HRM needs of the
organization. L&D shall be based on development needs as determined by
competency assessment and performance assessment exercises. L&D shall
likewise consider the differentiated needs of women and men in the Bank to ensure
equitable access to L&D interventions.

Learning and Development shall focus on the development, improvement, or
enhancement of competencies required by the current or future position/job
of the official/employee.

Learning and Development is a shared responsibility of the management,
supervisors, and the employees. While the Bank provides the nurturing and
enabling environment by opening up opportunities, among others, employees and
their respective supervisors have an equal responsibility to plan and manage their
development and career by determining, seeking, and seizing available
opportunities.

The Bank regards investment for learning and development as equally
important as investments in researches, information technology (IT),
purchase of equipment, and product development. Capacity development of
the Bank officials and employees is given equal, if not a paramount
importance in terms of allocating resources. Partnership with other
institutions shall be explored to supplement existing resources for L&D.

Learning and Development shall be designed to increase the portability of
skills of employees. This, therefore, requires an approach or various approaches
that will allow Heads of Offices and/or supervisors, to easily recognize skills which
may be transferable between jobs and/or assignments.

Continuing upgrading of competencies is essential to the maintenance of a
corps of professional officials and employees of the Bank. It aims to develop a
competent, credible, and high performing workforce. Continuing competence is
maintained and enhanced through lifelong learning and integration of learning into
every facet of the Bankds official or

Learning and Development shall drive performance management. It shall
integrate recognition and rewards mechanism as a strategy to ensure learning
application in everyday work settings.

\MJ
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CURRICULUM FRAMEWORK

The establishment of the AIB Competency Model and Framework (February 2016)
determined the position profile of the Bank. This provides the basis for the L&D

interventions appropriate to levels of positions or job families, as follows:

30

ILeadership /
MManagement

Competencies

Functional /
Technical
Competencies

Organizational
Competencies

Senior Management

Middle Management

Professional /
Supervisory

Organizational Competencies

Clerical / General Staff

New Hires

Core Competencies

petencies

Technical Competencies
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The following matrix provides a menu, which is a combination of training programs and
other L&D interventions, to help employees navigate through current and future posts
over a period of employment with the Bank.

From date of More than 1

hiring to 1 year to 5 years From assumption to continuing
year
New Hires Clerical / Professional / Middle Senior
General Staff Supervisory Management Management

oéoé&zé&«s @&

Orientation Improving Planning and DeIivery
Program for
New Hires Islamic Banking and Finance
Delivering Personal Effectiveness: %

Interpersonal Skills

Customer Relations
Verbal and Non-Verbal Communication Skills

Listening and Speaking Skills

/ Managerial and Leadership
Program
Advanced Program on Islamic
/ Banking and Finance
on
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Executive and Good Governance
Program

Continuing Programs

Conferences, Symposia, Grants Abroad

Legal Practitionersoé Conf er g
Accountants and Budget Officers Conference, Executive Conference
CNet Conference, GAD Focal Point System (GFPS) Conference
CSC-HRM Symposium / Conference
Islamic Banking and Finance Short Term Course

Other technical/professional conferences and colloquia, including International
Conferences

Retirement and Succession Policy:

Leadership is essential in providing direction in attaining the thrusts of an organization
especially in the public sector where delivery of continuous public service is crucial.
Leadership does not just happen nor exercised by anyone at any given time; it takes
years to groom an effective leader.

In the hierarchy of positions or in a table of organization, leaders are identified in the
ranks of supervisors, managers, executives. Should there be a vacancy in these ranks,
when someone retires or is separated from the Bank, important questions arise: Who
succeeds? Is the successor qualified to assume the duties of subject positions? Is the
successor ready? The matter of succession planning then becomes an imperative.
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The Bank, in its efforts to establish and sustain sound operational business strategy aims
to:

1. To prepare the employee who will take the role of a manager or a leader in the
organization by providing appropriate competencies and experiences to ensure
continuity of management.

2. To systematically enable the Management in identifying talented employees and
provide development opportunities to fill key or critical organizational positions.

3.To create a match between the organi zati
of a potential candidate for succession.

4. To serve as an interface between the human resource functions and the strategic
direction of the Management.

Succession Policy is created and a Succession Plan Matrix is established that being
updated whenever necessary.

Role of Management and Employees in Succession Plan

To ensure the success of the Succession Plan, support and cooperation of management
and employees are indispensable. The following are highly expected from the
Management and Employees:

Personal involvement of senior leaders.

Accountability of senior leaders for growing leaders.

Commitment of employees toward self-development.

Linkage between strategic planning and talent investment in the future.
Reliable workforce data and analysis.

Emphasis on leadership competencies as basis for selection and
development.

7. Use of deep selection in process regardless of rank and position.

8. Prioritization for identification and development of a pool of talent.

o0k wh e

With all these in place, the Bank believes that proper planning and learning and
development interventions, the pool of highly technical staff, supervisors, managers, and
executives can succeed the vacated positions.

Remunerations and Structure for the Board of Directors:

Section 1 of Executive Order No. 24, series of 2011 states:

fiCognizant of the role of the Board of Directors/Trustees as steward of the corporation it
serves and caretaker of the best interests of the people who are the true shareholders of
the corporation, the rationalization of the compensation for members of the Board of
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Directors/Trustees in GOCCs shall be anchored on the following policy considerations of
the State:

a) Promote transparency, accountability, and prudence in government spending;

b) Enable the GOCCs to perform their mandated developmental, social,
commercial, proprietary, and regulatory functions, and respond to the
demands for an effective and efficient delivery of essential public services,
thereby significantly contribute to national development;

c) Strengthen the overall governance and management of GOCCs by, among
others, attracting highly qualified and competent individuals;

d) Improve the monitoring, supervision, and evaluation of the management and
operations of GOCCs; and

e) Provide for the standardization and rationalization of the compensation of
members of the Board of Directors/Trustees that is reasonable, justifiable, and
appropriate to prevent abuses in the grant of salaries, per diems, allowances,
bonuses, incentives, and other benefits

The Bank nonetheless complies with the provisions contained in the Executive Order No.
24, series of 2011, which governs the compensation and reimbursable expenses of the
members of the Board of Directors.
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For the years ended December 31, 2016 and 2015
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EXECUTIVE SUMMARY

INTRODUCTION

The Al-Amanah Islamic Investment Bank of the Philippines (AAIIBP) was initially

created on August 2, 1973 under Presidential Decree (PD) No. 264 as Philippine

Amanah Bank (PAB). The decree required the Bank to invest 75 per cent of its

loanable funds to provide, among others, medium and long term credit facilities at
reasonable terms to the people of 10 primarily Muslim-dominated provinces. A year

later, Presidential Decree No. 542 was promulgated directing the Bank to operate on

the basis of the I slamic concept of banking
principle. However, it was not totally implemented because PD No. 264 which

allowed conventional banking was not amended.

On January 26, 1990, Republic Act No. 6848, otherwise known as the Charter of the
Al-Amanah Islamic Investment Bank of the Philippines, repealing PD No. 264, was
signed into law giving birth to the first Islamic Bank in the country, the AAIIBP. Its
primary purpose is to promote and accelerate the socio-economic development of
the Autonomous Region by performing banking, financing and investment operations
and to establish and participate in agricultural, commercial and industrial ventures
based on the Islamic concept of banking.

On November 14, 2007, the Board of Directors of the Development Bank of the
Philippines (DBP), under Board Resolution No. 0422, series of 2007, approved the
acquisition of AAIIBP. To achieve full ownership, the DBP Board approved, under
Board Resolution No. 0050, series of 2008, the acquisition of the 69.97 per cent
shareholdings of the National Government, 19.92 per cent of the Social Security
System and Government Service Insurance System and 0.45 per cent private

sharehol di ngs. One of t he caondist tho n s of
retirement/separation of all officers and employees of AAIIBP which was
i mpl emented as of July 15, 2008. Ful | contr

effect on July 18, 2008.

AAIIBP Officer-in-Charge is Lilia G. Baun. As at December 31, 2016, the Bank has
81 permanent and two contractual personnel.

SCOPE OF AUDIT

Our audit covered the examination, on a test basis, of accounts and transactions of
AAIIBP for the period January 1 to December 31, 2016 to enable us to express an
opinion on the financial statements for the years ended December 31, 2016 and
2015 in accordance with the Philippine Public Sector Standards on Auditing. Also,
we conducted our audit to assess compliance with pertinent laws, rules and
regulations as well as adherence to prescribed policies and procedures.
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FINANCIAL HIGHLIGHTS (In Thousand Pesos)

|. Comparative Financial Position

Increase/
2016 2015 Decrease
Assets 629, 797 779,067 (149,270)
Liabilities 331,070 428834 (97,764)
Equity
298,727 350233 (51,506)
Il. Comparative Results of Operations
Increase/
2016 2015 Decrease
Interest Income 23,233 24,488 (1,255)
Other Income 2,978 31,070.00 (28,092)
Income from Islamic finances 1,272 342 930
Total income 27,483 55,900 (28,417)
Personal services 42,655 40,300 2,355
Maintenance and Other
Operating
Expenses 35,890 38,644 (2,754)
Interest expense 444 494 (50)
Total expenses 78,989 79,438 (449)
Net loss 51,506 23,538 27,968
Il. Comparative Budget and Actual Expenditures
Budget Utilization
2016 2015 2016 2015
Personal services 55,888 57,239 42,655 40,301
Maintenance and Other
Operating Expenses 64,567 74,969 35,890 38,644
Capital Expenditures 11,546 12,827 1,532 562
Total 132,001 145,035 80,077 79,506

AUDITOR'S OPINION

The Auditor rendered an unmodified opinion on the fairness of presentation of the
financial statements of AAIIBP for the years ended December 31, 2016 and 2015
with emphasis of the matter to Note 10 to the financial statements pertaining to
unearned income associated with the lease amounting to P30153 million which was
not included in the Islamic financing account but instead was presented under
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Deferred Credits and Other Liabilities account as disclosed in Note 15 to comply with

the Shari'ah Principles.

SUMMARY OF TOTAL SUSPENSIONS, DISALLOWANCES AND CHARGES AS

OF YEAR END:
Amount
(In Php)
Total Suspensions 0
Total Disallowances 2,050,585
Total Charges 0

STATUS OF IMPLEMENTATION OF PRIOR YEARS AUDIT

RECOMMENDATIONS:

Out of the 24 audit recommendations embodied in CY 2015 and prior years. Annual

Audit Reports. 21 were fully implemented and three were not implemented.
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AL-AMANAH ISLAMIC INVESTMENT BANK OF THE PHILIPPINES
(A subsidiary of the Development Bank of the Philippines)

STATEMENT OF FINANCIAL POSITION

For the Years Ended December 31, 2015 and 2016
(In Philippines Peso)

NOTE 2016 2015
Resources
Cash and other cash items 6 13,690,402 13,896,126
Due from Bangko Sentral ng Pilipinas 6 373,354,937 506,430,677
Due from other banks 29,681,538 40,177,575
Financial assets held-to-maturity - net 7 16,856,480 17,071,153
Investment in bonds and securities 8 2,750,500 1,150,500
Loans and receivables - net 9 160,329,021 175,359,713
Islamic financing - net 10 22,288,983 13,798,377
Bank premises, furnitures, fixtures and equipment -net 11 6,639,163 6,965,485
Other assets - net 12 4,205,716 4,217,458
Total Resources 629,796,740 779,067,064
Liabilities and Equity

Deposit liabilities 13 304,622,249 402,290,169
Due to Treasury of the Philippines 839,935 839,935
Treasurer's/Manager's checks/Demand draft 676,599 675,856
Accrued taxes and other expenses payable 14 19,270,000 18,889,385
Deferred credits and other liabilities 15 5,661,337 6,138,272
Total Liabilities 331,070,120 428,833,617
Common stock, P100 par value

(Authorized - 10 million shares

issued and outstanding - 2,000,024 shares) 16 200,002,400 200,002,400
Additional paid-in capital 16 805,238,260 805,238,260
Deficit (709,007,416) (657,500,589)
Surplus reserve 2,493,376 2,493,376
Total Equity 298,726,620 350,233,447
Total Liabilities and Equity 629,796,740 779,067,064
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AL-AMANAH ISLAMIC INVESTMENT BANK OF THE PHILIPPINES
(A subsidiary of the Development Bank of the Philippines)
STATEMENT OF COMPREHENSIVE INCOME
For the Years Ended December 31, 2015 and 2016

(In Philippines Peso)

INCOME FROM ISLAMIC FINANCES

INTEREST INCOME
Loans and receivables
Due from Bangko Sentral ng Pilipinas
Receivables/Securities from repurchase agreements
Held-to-maturity financial assets
Due from other banks

INTEREST EXPENSE
Conventional deposits
Islamic deposits - Depositor's share

NET INTEREST INCOME

OTHER INCOME
Fees and commissionincome
Dividend income on equity securities held as INMES
Income from asset sold/exchanged
Miscellaneous income

OPERATING EXPENSES
Personal services
Maintenance and other operating expenses

NET LOSS
OTHER COMPREHENSIVE INCOME
TOTAL COMPREHENSIVE INCOME

40

NOTE

17

18

19
19

2016 2015

1,271,805 341,610
12,438,051 13,131,909
8,167,466 10,249,508
2,130,441 483,333
404,945 491,166
92,048 132,679
23,232,951 24,488,595
439,000 488,047
5,558 5,832
444 558 493,879
22,788,393 23,994,716
2,004,944 2,543,931

962,570 -
- 25,449,000
10,984 3,076,924
2,978,498 31,069,855
42,655,142 40,300,710
35,890,381 38,643,736
78,545,523 78,944 446
(51,506,827) (23,538,265)
0 0
(51,506,827) (23,538,265)
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AL-AMANAH ISLAMIC INVESTMENT BANK OF THE PHILIPPINES
(A subsidiary of the Development Bank of the Philippines)

STATEMENT OF CASH FLOWS

For the Years Ended December 31, 2015 and 2016

(In Philippines Peso)

NOTE 2016 2015
CASH FLOWS FROM OPERATING ACTIVITIES
Interest and commission receipts 26,712,330 30,455,375
Income from sale of non-cash asset held for sale - 25,449,000
Income from dividend 962,570 -
Interest payments (444,740) (497,891)
Payments to employees and suppliers (76,084,953) (77,668,418)
Operating loss hefore changes in operating assets (48,854,793) (22,261,934)
(Increase) Decrease in operating resources
Loans and discounts 13,938,431 10,634,175
Al-jiarah financing (8,490,606) (13,798,377)
Other resources (1,782,025) 3,233,223
Increase (Decrease) in operating liabilities
Deposit liabilities (97,667,920) 108,219,399
Due to BSP/TOP - 173,632
Treasurer's/Manager's Checks Payable 743 47,797
Accrued taxes and other expenses payable 380,615 952,695
Unearned income and deferred credits 1,350,689 1,883,529
Other liabilities (46,547) (13,229,897)
Net cash used in operating activities (141,171,413) 75,854,242
CASH FLOWS FROM INVESTING ACTIVITIES
Investment in bonds and other debt instruments 215,087 (8,387,696)
Investment in equity securities (1,600,000 -
Disposal of non-current assets held for sale - 4
Disposal of furniture, fixtures and equipment 263,364 845,324
Additions to furniture, fixtures and equipment (1,452,683) -
Net cash used in investing activities (2,574,232) (7,542,368)
NET INCREASE IN CASH AND CASH EQUIVALENTS (143,745,645) 68,311,874
CASH AND CASH EQUIVALENTS, BEGINNING OF YEAR 6 560,417,506 492,105,632
CASH AND CASH EQUIVALENTS, END OF YEAR 6 416,671,861 560,417,506
=t N, Annual
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AL-AMANAH ISLAMIC INVESTMENT BANK OF THE PHILIPPINES
(A subsidiary of the Development Bank of the Philippines)
STATEMENT OF CHANGES IN EQUITY
For the Years Ended December 31, 2015 and 2016
(InPhilippines Peso)

Additional
Amount Surp

Common Stock
No. of Shares
(Note 16)

Paid-in Capital

(Note 16) (Note 16)

Balance, January 1, 2015 2,000,024 200002400 805238260 2493376  (633962,324) 373,771,712
Net loss for the Year (23538,265) (23,538,265
Balance, December 31,2015 2,000,024 200002400 805238260 2493376  (657,500589) 350,233,447
Net loss for the Year (51,506,827)  (51,506,827)
Balance, December 31, 2016 2,000,024 200002400 805238260 2493376  (709,007416) 298,726,620
=z N, Annual
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NOTES TO FINANCIAL STATEMENTS:

AL-AMANAH ISLAMIC INVESTMENT BANK OF THE PHILIPPINES
(A subsidiary of Development Bank of the Philippines)
NOTES TO FINANCIAL STATEMENTS

(Amounts in Philippine Peso unless otherwise stated)

1. GENERAL/CORPORATE INFORMATION

The Al-Amanah Islamic InvestmentBank of the Philippines (AAlI I BP

known as the Philippine Amanah Bank, was created thru Republic Act (R.A.)) No. 6848

ot her wi se k nown as fi TAmanah Qdiamic tineestmet fBank &f ghe A |

Philippineso. R gnéd intoNaw.on JBaludng 26,w89€ bysthen President
Corazon C. Aquino. The Bank is called the Islamic Bank with principal domicile and place of
business in Zamboanga City.

The Bankés primary purpose i s teoonomic devetopment a nd

of the Autonomous Region by performing banking, financing and investment operations and
to establish and participate in agricultural, commercial and industrial ventures based on the
Islamic concept of banking.

On February 6, 2008, the Board of Directors of the Development Bank of the Philippines
(DBP), in accordance with DBP Board Resolution No. 0050 series of 2008 approved the
acquisition of AAIIBP. On October 30, 2008, DBP completed the acquisition of the
shareholdings of the National Government, Privatization and Management Office, Social
Security System and Government Service Insurance System, thereby, controlling up to
99.53 per cent of issued, subscribed and paid-up capital of AAIIBP.

DBP took full control of AAIl | Bith Ghe deplgymentadf i on s

seconded DBP employees in the nine Branches and interlocking officers in the Makati
Executive Office.

The Monetary Board, under Resolution No. 421 dated April 3, 2008, approved the five-year
Rehabilitation Plan of AAIIBP covering the period January 1, 2010 to December 31, 2014.
Within this timeline, the Bank performed both Islamic and conventional banking businesses,
and continues to do both before it transforms to full Islamic Bank. In October 22, 2009, the
Monetary Board, under Resolution No. 1515, approved the request of DBP to increase its
equity in AAIIBP. On November 24, 2009, DBP made the capital infusion of P1.0 billion.

AAIIBP has eight branches in Mindanao, namely, Zamboanga, Jolo, Cagayan de Oro, lligan,
Marawi, Davao, General Santos and Cotabato branches and one branch in Makati with its

ac

(0]
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Makati Executive Office. As at December 31, 2016, the Bank has 83 employees (2015 i
86).

The Bankés financi al statements have been appro
Board of Directors on January 17, 2017.

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

2.1 Basis of Financial Statements Preparation

The Bankoés financi al statements comprise the st
comprehensive income, statement of changes in equity, statement of cash flows and the
notes.

These financial statements have been prepared on a historical cost basis modified by the fair
value measurement of financial assets on trading.

2.2 Statement of Compliance

The Bankos financi alen psepasetd enmmmmpliasice tith vaecouriirgy
principles generally accepted in the Philippines, as set forth in the Philippine Financial
Reporting Standards (PFRS). However, Islamic Financing transactions are presented in
accordance with t hesl méhaahwhiohsare domdistent with fhe poinciples of
Shari dah.

The financial statements of the Bank reflect the combined financial transactions of the
Makati Executive Office and its nine branches nationwide. Based on the preference of
clients, branches have been organized to adopt both the Islamic and Conventional banking
systems.

The accompanying financial statements have been prepared in conformity with PFRS which
requires the use of certain accounting estimates. It also requires Management to exercise
its judgment in applying the Bankés accounting p

2.3 Cash and cash equivalents

For purposes of reporting cash flows, cash and cash equivalents consist of cash and other
cash items on hand, bank deposits and interbank receivables and securities purchased
under agreements to resell that are readily convertible to known amounts of cash with
maturities of less than three months from the date of acquisition and are subject to an
insignificant risk of change in value.

2.4 Due from other banks

Due from other banks include balances of funds on deposit with other local banks to cover
operational requirements in areas not covered by BSP clearing houses and to meet
requirements to maintain safety deposit box as offsite storage of compact discs for the Core
Banking System.

44
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2.5 Financial assets and liabilities

Financial asset or financial liability of the Bank is recognized when it becomes a party to the
contractual provisions of the instrument. Initial recognition is at fair value, which is the fair
value of the consideration given or received. The fair value of the consideration given or
received is determined by reference to the transaction price or other market prices.

Financial assets within the scope of PAS 39, Financial Instruments: Recognition and
Measurement are classified as financial assets at fair value through profit or loss (FVPL),
loans and receivables, held to maturity (HTM) investments and available for sale (AFS), as
appropriate. The Bank determines the classification of its financial assets after initial
recognition and, where allowed and appropriate, re-evaluates such designation at each
financial year-end.

Financial Assets at Fair Value Through Profit or Loss (FVTPL).

Financial assets are classified as at FVTPL when the financial asset is either held for trading
or it is designated as at FVTPL. A financial asset is classified as held for trading if acquired
principally for the purpose of selling in the near term or generating a profit from short-term
fluctuations i n pr ilncother wards, dhese lare traflisg debtand equity
securities that are purchased with the intent of selling them in the near term. These are
normally classified as current assets. FVTPL are carried at fair or market value. Gains or
losses arising from change in fair value or market revaluation are credited or charged to
operations.

Available-for-Sale Financial Assets.

Available-for-sale (AFS) financial assets are non-derivative financial assets that are
designated in this category or are not classified in any other categories. These are
investments purchased and held indefinitely, which may be sold in response to liquidity or
changes in interest rates. Subsequent to initial recognition, AFS financial assets are carried
at fair value in the statement of financial position. Changes in the fair value of such assets
are reported as revaluation reserve for AFS financial assets in the equity section of the
statement of financial position until the investment is derecognized or the investment is
determined to be impaired. These securities may be classified as current or non-current
depending on whether they are intended to be held within one year or for more than one
year.

Held-to-Maturity Investments.

Held-to-maturity investments are quoted non-derivative financial assets with fixed or
determinable payments and fixed maturities for
intention and ability to hold to maturity. After initial measurement, these investments are

measured at amortized cost using the effective interest method, less impairment in value.

Loans and Receivables.

Loans and receivables are non-derivative financial assets with fixed or determinable
payments that are not quoted in an active market, other than:
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1 Those that the Bank intends to sell immediately or in the near term, which shall be
classified as held-for-trading (HFT), and those that the entity upon initial recognition
designates as at fair value through profit or loss;

Those that the Bank upon initial recognition designates as available-for-sale (AFS);
Those for which the holder may not recover substantially all of its initial investment,
other than because credit deterioration, which shall be classified as AFS.

= =4

Loans and receivables are measured upon recognition at fair value plus transactions costs
that are directly attributable to the acquisition of the loans and receivables. Subsequently,
the Bank measures Loans and Receivables at amortized cost using effective interest
method. In addition, the Loans and Receivables are stated at outstanding balance excluding
interest and other charges. As a rule, all the loans are governed by established bank policies
and procedures set by the Bank and as required by regulatory bodies.

In determining the effective interest rate, the estimated future cash flows consider all
contractual terms of the financial instrument but do not consider future credit losses. The
Bank collects front-end fees and other charges (i.e. commitment fees and service charges)
that are not considered transaction costs in calculating the effective rate. These fees and
other charges are recognized immediately as income of the Bank upon collection.Islamic
Financing

Islamic Financing represents financing contracts with customers comprised mainly of:

1 ljarah Muntahia Bittamleek. This type of financing is a lease whereby the legal title of
the leased asset passes at the end of the ljarah (lease term), provided that all ljarah
installments are settled.

As a policy, the assets under the ljarah Muntahia Bitaamleek are initially recognized
at cost. Upon leasing of the asset, the Bank records the transaction as Islamic
Financing 1 ljarah Muntahia Bittamleek, which is essentially comprised of the cost of
the asset and the unearned income or profit margin from the related financing.
Income is recognized upon periodic payment of the customer.

1 Al-Bai Bithaman Ajil (BBA). BBA financing is an Islamic lending product adopted by
the Bank in 1992. This form of financing is given through a deferred payment
scheme that includes the principal plus one year mark up which was recorded as
Unearned Income. Income is recognized upon actual collection.

Al-Bai Bithaman Ajil (BBA) - ROPA investment. The BBA-ROPA facility was adopted

as a disposal medi um for the conversion of
through sale on installment under a settlement plan ranging from one to three years

with a mandatory down payment of 15 per cent plus two per cent one time service

charge of the agreed selling price. The installment payments are due monthly

according to an approved amortization schedule pursuant to the terms of the BBA-

ROPA agreement. Transactions are accounted for like the conventional sales

contract receivable in accordance with the accounting entries approved on July 29,

1998 by the Director of the Department of Commercial Banks of the Bangko Sentral

ng Pilipinas, as amended.
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Other Financial Liabilities.

Other financial liabilities pertains to issued financial instruments that are not classified or
designated at fair value through profit or loss and contains contract obligations to deliver
cash or another financial asset to the holder or to settle the obligation other than the
exchange of a fixed amount of cash. The financial liabilities are recognized initially at fair
value and are subsequently carried at amortized cost, taking into account the impact of
applying the effective interest method of amortization for any related premium, discount and
any directly attributable transaction costs. A financial liability is derecognized when the
obligation under the liability is discharged, cancelled or has expired.

This accounting policy applies to the Bankbés acf
December 31, 2016 and 2015, the Bank has no secured liabilities.

2.6 Impairment of assets

A financial asset is impaired and impairment losses are incurred if, and only if, there is
objective evidence of impairment as a result of one or more events that occurred after the
initial recognition of the asset and that loss event has an impact on the estimated future cash
flows of the financial asset that can be reliably measured.

If there is objective evidence that an impairment loss on loans and receivables carried at

amortized cost has been incurred, the amount of loss is measured as the difference between

t he as s engansuntaad the ypresent value of estimated future cash flows discounted

at the financi al assetbds original ef fective inte
be reduced through the use of an allowance account.

When a loan is uncollectible, it is written off against the related provision for credit losses.
Such loans are written off after all the necessary procedures have been completed and the
amount of the loss has been determined. Subsequent recoveries of amounts previously
written off are credited to miscellaneous income in the statement of comprehensive income.

If, in subsequent period, the amount of impairment loss decreases and the decrease can be
related objectively to an event occurring after the impairment was recognized, the previously
recognized impairment loss is reversed by adjusting the allowance account, however, the
carrying amount after the reversal of the impairment loss should not exceed the carrying
amount of the loan account had there been no impairment loss recognized. The amount
reversed is recognized in the statement of comprehensive income.

For assets carried at cost, impairment loss has been incurred in an unquoted equity

instrument that is not carried at fair value because the fair value cannot be reliably

measured, or on a derivative asset that is linked to and must be settled by delivery of such

an unquoted equity instrument, the amount of the loss is measured as the difference

bet ween the assetds carrying amount and the pre
discounted at the current market rate of return for a similar financial asset.

If an AFS financial asset is impaired, an amount comprising the difference between its cost
and its current fair value, less any impairment loss previously recognized in profit or loss, is
transferred from equity to the statement of income. If, in a subsequent period, the fair value
of a debt instrument previously impaired increase, and the increase can be objectively
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related to an event occurring after the impairment loss was recognized, the impairment loss
is reversed through the statement of income. Reversal of impairment losses recognized
previously on equity instruments is made directl

In the case of real and other properties acquired (ROPA), bank premises, furniture, fixtures
and equipment, and other assets, impairment loss is the difference between the carrying
amount and the fair value less cost to sell in case carrying amount is higher. The loss is
recognized in the statement of profit or loss and an allowance account is set up to reduce
the carrying amount of the asset.

2.7 Bank premises, furniture, fixtures and equipment

Bank premises including leasehold rights and improvements, furniture, fixtures and
equipment are booked at cost less accumulated depreciation and any impairment in value.
When the assets are disposed/sold, the cost and accumulated depreciation and amortization
shall be derecognized or taken out from the books and any gain or loss resulting from
disposal is included in profit or loss from derecognition.

The Bank computes depreciation on its depreciable assets net of residual value equivalent
to ten percent of acquisition cost, using the straight-line method, wherein cost is spread over
the useful lives of the assets. The computation of depreciation expense starts on the
following month after the purchase/completion of the Bank premises, furniture, fixtures and
equipment, irrespective of the date within the month.

Impairment is recognized when there is a substantial evidence of decline in value of the
bank premises, furniture, fixtures and equipment and recoverable amount is less than the
carrying amount.

The cost of leasehold improvements is amortized over the term of the lease or the estimated
useful life of the improvements, whichever is shorter. Major renovations and betterments
expected to extend the life of the asset are capitalized, whereas minor expenditures for
replacement, maintenance and repairs are expensed as incurred.

The assetds resi dual v @thod) &f slepreciatore s ueviewddj ané s and
adjusted if appropriate, at each financial year-end. Properties that are no longer needed or
uneconomical to maintain are derecognized upon disposal in accordance with existing

guidelines.

2.8 Non-current assets held for sale (NCAHES)

NCAHEFS refers to ROPA and fixed assets that are available for immediate sale in its present
condition subject only to terms that are usual and customary for sales of such assets and the
sale must be highly probable. This is recognized on the lower of outstanding balance of the
loan less allowance for impairment plus transaction costs, or fair value less costs to sell.

2.9 Real and other properties acquired (ROPA)

I nvest ment properties held by thesaBastdkdedatr set t |
the balance of the clientés obligation/ |l oan ex|
Legal fees and direct cost incurred in the foreclosure as well as holding costs subsequent to

the foreclosure or acquisition of the properties are charged to operations as incurred.
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2.10 Earnings and expenses

Revenue is recognized when it is probable that the economic benefits associated with the
transaction will flow to the Bank and the amount of the revenue can be reliably measured.
Interest, commissions, other income and expenses are recognized on accrual basis. Interest
Income includes interest earned and/or actually collected from financial assets such as, but
not limited to : Due from Bangko Sentral ng Pilipinas, Held-to-maturity (HTM) investments,
loans and receivables and from receivables and securities from repurchase agreements. In
addition, the Bank presents income from Islamic financing separately from interest income
from conventional loans and credit accommodations.

3. SIGNIFICANT ACCOUNTING JUDGMENTS AND ESTIMATES

The preparation of t he Bankds financial
Management to make judgments and estimates that affect certain reported amounts and
disclosures. The judgments and estimates used in the financial statements give due

staten

consideration to materiality, and are based in t

and circumstances as of the date of the financial statements. These judgments and
estimates are continually evaluated and are based on historical experience, including
expectations of future events that are believed to be reasonable under the circumstances.

3.1 Impairment losses of loans and receivables

An evalwuation of t he Bankds | oans and restoei vabl €

the allowance for probable losses on a continuous basis throughout the year. In determining
whether an impairment loss should be recognized in the statement of income, the Bank
makes judgments as to whether there is any observable data indicating that there is a
measurable decrease in the estimated future cash flows which includes observable data
indicating that there has been an adverse change in the payment status of the borrowers, or
national or local economic conditions that correlate with defaults. If the Bank determines
that no objective evidence of impairment exists, it includes the asset in a group of financial
asset with similar credit characteristics and collectively assesses for impairment.

3.2 Impairment of non-financial assets

Review of non-financial assets is performed at least annually, to determine whether there is
indication of impairment. For the purpose of impairment test, assets may be grouped at the
lowest levels or a cash generating unit which requires the estimation of cash flows expected
to be generated from continued use and ultimate disposition of such assets.

3.3 Classification of non-current assets held for sale (NCAHFS)

Management follows the principles in PFRS 5 in classifying foreclosed assets as assets held
for sale when the carrying amount of the assets will be recovered principally through sale.
Management is committed to a plan to sell these foreclosed assets and the assets are
actively marketed for sale at a price that is reasonable in relation to their current fair value.
Subsequent write-down of the asset to fair value less cost to sell is recognized as
impairment loss in the statement of profit or loss.
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4. FAIR VALUES OF FINANCIAL ASSETS AND LIABILITIES

Debt securities I Fair values are generally based upon quoted market prices. If the market
prices are not readily available, fair values are estimated using either values obtained from
independent parties offering pricing services or adjusted quoted market prices of comparable
investments or using the discounted cash flow method.

Equity securities T Fair values are based on the quoted prices published in markets.
Cash and cash equivalents i Carrying amounts are its approximate fair values.

Other financial assets and liabilities T Quoted market prices are not readily available for
these assets. They are not reported at fair va
portfolio of securities.

5. MANAGEMENT OF RISKS RELATED TO FINANCIAL INSTRUMENTS

The Bankdéds financial i nstr ument sthecliahiites. i The o f ac
main purpose of these financial instruments is t
financial assets held by the Bank are loans and receivables and cash and cash equivalents,

which arise directly from its operations.

5.1 Credit Risk

Credit risk arises when a client or counterparty fails to discharge an obligation and cause the

Bank to incur a financial | oss. Abrupt changes
shift in business climate of a particular industry segmentf or whi ch the Bankoés p
be concentrated could alter the risk profile of its exposures.

In building a quality portfolio to eligible borrowers, credit transactions follow the standard
process of credit initiation, conduct of due diligence and evaluation, and securing approvals
from appropriate authorities. The approving authority levels for financing of the Bank
depends on the nature of the risk, type of security and amount of credit proposed. All credit
facilities are deliberated by the credit committee where credit recommendations are
approved based on Delegated Authorized Credit Limit (DACL). Thereafter, credit proposals
are presented and deliberated for approval of credit either to the Executive Committee, for a
specific Board-approved ceiling, or to the Board of Directors.

The Bank manages credit risk by transacting only with recognized, creditworthy third parties.
It is the Bankés policy that al/l customers are
are monitored on an ongoing basis.

Account management involves ensuring the quality of credit and includes follow-through
activities such as conduct of term loan reviews, updated credit investigation and collateral
appraisal.

Establishment of a system of limit is one of the control mechanisms for prudent credit
management. For credit risks, limits are identified to address over-concentration, and
cushion the Bank from adverse effect of default. The established limits indicate the risk

20 N\ Annual

INUH
>;<f Report

N g



appetite of Management and the Board of Directors based on certain parameters. In
addition, periodic monitoring and reporting of regulatory credit limits is to the Board of
Directors. The Bank assesses the probability of default of individual counterparties. All past
due loans and receivables in the statement of financial position are segmented according to
Bangko Sentral ng Pilipinas (BSP) classifications as doubtful. These are loans or portions
thereof which have weaknesses inherent in those classified as substandard with the added
characteristics that existing facts, conditions, and values make collection or liquidation in full

highly improbable and substantial loss is probable.

The maximum exposure to credit risk for loans and receivables is equivalent to the carrying

amount carried in the statement of financial position.

Credit Quality

The following table shows the credit quality of financial assets:

Loan and
Loans and Advances to Investment
Receivables™ Bank ™ Securities ™* Others *™* Total

Neither past due nor impaired 157,850,018 403,036,475 19,606,980 26,438,498 606,931,971
Past due but not impaired 5,629,906 - 258,000 5,887,906
Impaired 639,938 - 639,938

164,119,862 403,036,475 19,606,980 26,696,498 613,459,815
Allowance for impairment and credit
losses (3,790,841) (4,279,270) (8,070,111)

160,329,021 403,036,475 19,606,980 22,417,228 605,389,704

2015
As Audited

Loan and
Loans and Advances to Investment
Receivables™® Bank ™ Securities *™* Others *™* Total

Neither past due nor impaired 174,051,098 546,608,251 18,221,653 17,843,405 756,724, 407
Past due but not impaired 3,516,461 258,000 3,774,461
Impaired 639,938 639,938

178,207 497 546,608,251 18,221,653 18,101,405 761,138,806
Allowance for impairment and credit
losses (2,847,784) (4,277,397) (7,125,181)

175,359,713 546,608,251 18,221,653 13,824,008 754,013,625

* Comprise Loans and Receivables and Sales Contract Receivables

**  Comprise Due from BSP, Due from other banks and securities purchased under

agreement to resell

***  Comprise INMES and HTM

*kkk

items.

Comprise Accounts Receivable, Islamic Financing accounts and Interoffice float
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With respect to credit risk arising from other financial assets of the Bank, which comprise
cash and cash equivalents, the Bank 0 s exposur e to credit
counterparty is with a maximum exposure equal to the carrying amount of these instruments.

The table below shows the credit quality of financial instruments that are neither past due
nor impaired:

Neither Past Due nor Impaired Past Due or
High Grade Standard Substandard Impaired Total
FVTPL - - - - -
AFS - 2,750,500 - - 2,750,500
HTM 16,856,480 - - - 16,856,480
16,856,480 2,750,500 - - 19,606,980
2015
As Audited
Neither Past Due nor Impaired Past Due or
High Grade Standard Substandard Impaired Total
FVTPL - - - - -
AFS - 1,150,500 - - 1,150,500
HTM 17,071,153 - - - 17,071,153
17,071,153 1,150,500 - - 18,221,653

Collateral held as security and other credit enhancements

The Bank holds collaterals against loans and receivables in the form of real estate mortgage,
chattel mortgage and hold-out on deposits, and assignment of Internal Revenue Allotment
(IRA) of LGUs. Summary of appraised value of collaterals held against loans and
receivables is as follows:

Real Estate Mortgage 103,708,000 79,655,397
Chattel Mortgage 51,474,114 54,491,682
Deposits on Hold 21,272 600 21,059,622

176,454,714 155,206,701

The Bankds classification as to security of

. 2016 2015
Loans and Receivables As Audited
Current

Secured* 41,209,078 30,081,719
Unsecured* 116,239,170 143,418,404
157,448,248 173,500,123

Past Due
Secured* 5,629,906 3,516,461
Unsecured* 639,939 639,938
6,269,845 4,156,399
Total 163,718,093 177,656,522

*Exclusive of accrued interest receivable as follows:

[6)]
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Secured 109,507 129,979
Unsecured 292 262 420,996
Total 401,770 550,975
L . 2016 2015
Islamic Financing As Audited
Current
Secured 22,288,983 13,798,377
Unsecured .
22288983 13,798,377
Past Due
Secured 258,000 258,000
Unsecured -
258,000 258,000
Total 22,546,983 14,056,377

Credit Concentration

The Bank seeks to prevent excessive exposure to individuals,

related or groups of

counterparties with similar characteristics. Concentration of credit risk exposure based on
the carrying amount is shown below:

Loan and
Loans and Advances to Investment
Receivables® Bank ** Securities *** Others **** Total

Fnancial and Insurance Activiies 403,036,475 19,606,980 - 422,643,455
Agriculture, Hunting and Fishing 7,062,272 774,113 7,836,385
Mining and Quamying 1,500,000 10,367,637 11,867,637
Manufacluring 9977,314 9,977,314
Water Supply, Sewerage, Wasie management
and Remedialion Aclivities 72,790,067 72,790,067
Conshruction 11,000,000 11,147,234 22 147,234
VWhaolesale and Retald Trade, Repair of Motor
Vehicles, Motarcydes 8,718,146 258,000 8,976,146
Real Eslate Aclivities 10,796,978 10,796,978
Public Administration and Defense; Compulsory
Social Security 38,317,218 38,317,218
Human Health and Social Wark Aclivilies 3,931,409 3,931,409
Activities of Households for Own Use 8,127 8,127
Cthers 18,331 4,149,514 4,167,845

164,119,862 403,036,475 19,606,980 26,696,498 613,459,815
Allowance for imnpairment {3,790,841) - - {4,279,270) {8,070,111)

160,329,021 403,036,475 19,606,980 2417,228 605,389,704

2015
As Audited

Loan and
Loans and Advances to Investment
Receivables® Bank ** Securities *** Others **** Total

Fnancial and Insurance Activiies 546,608,251 18,221,653 - 564,829,904
Agriculture, Hunting and Rishing 10,185,762 12,510,617 22,696,379
Manufacluring 10,883,089 1,287,760 12,170,849
Water Supply, Sewerage, Wasie management
and Remediation Activities 86,161,578 86,161,578
Consiruction - -
Yholesale and Retal Trade, Repair of Molor
Vehicles, Motarcydes 212,442 258,000 470,442
Real Estate Activilies 8,182,369 8,182,369
Public Administration and Defense; Compulsory
Social Security 51,121,995 51,121,995
Human Health and Social Woaork Activiies 4,433,804 4,433,804
Ciher Service Aclivilies 7,000,000 7,000,000
Activities of Households for Own Use 8,127 8,127
Cthers 18,331 4,045,028 4,063,359

178,207 497 546,608,251 18,221,653 18,101,405 761,138,806
Allowance for impairment {2,847,784) - - {4,277,397) {7,125,181)

175,359,713 546,608,251 18,221,653 13,824,008 754,013,625
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* Loans and Receivables and Sales Contract Receivable

**  Due from BSP, Due from other banks and securities purchased under agreement to
resell

***  Comprised of Financial asset held for trading, AFS, INMES and HTM

***x  Comprised of Accounts Receivable, Islamic Financing accounts and Interoffice float
items.

52 Market Risk

Market Risk is the adverse deviation of the mark-to-market value of the trading portfolio due
to price movements in market variables, such as interest rates, foreign exchange
rate, equity prices and commodity prices. Market risks are primarily controlled by
restricting trading operations within permissible instruments available from the BSP.

5.3 Liquidity Risk

Liquidity risk refers to the inability to raise funds at normal costs to effectively accommodate
t h e B a rghtidors, depbsits and other liabilities.

The Bank monitors its risk related to shortage of funds through monitoring of financial assets
and projected cash flows from operations. The objectives of Management in managing
liquidity is to meet commitments on their due dates without incurring unnecessary costs and
to ensure that adequate funding is available at all times.

54 Interest Rate Risk

Interest rate risk arises from the possibility that the fair value or future cash flows of a
financial instrument will fluctuate because of changes in market interest rates.

The Bankds exposure to interest rate risk is si
long term obligations recognized.

54 Operational Risk

Operational Risks are the risks related to the malfunction of the information systems,
reporting systems, internal risk-monitoring rules and internal procedures designed to
take timely corrective actions, or the compliance with the internal risk policy rules. This
includes Shariah Compliance Risk which is a type of operational risk that can lead to non-
recognition of income and resultant losses.

The Bank identifies and assesses the operational risk inherent in all material products,
activities, processes and systems. The Bank also regularly monitors operational risk profiles
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and material exposures to losses, and reporting of pertinent information to senior
management and the Board of Directors.

Risk Self-Assessment

The Bank assesses its operations and activities against a menu of potential operational risk
vulnerabilities. This process is internally driven and incorporates checklists and/or
workshops to identify the strengths and weaknesses of the operational risk environment.

Business Continuity Plan

The Business Continuity Plan (BCP) is issued to prepare the Bank in the event of extended

service outages caused by factors beyond our control (e.g., natural disasters, man-made

events), and to restore services to the widest extent possible in a minimum time frame. The

plan identifies vulnerabilities and recommends necessary measures to prevent extended
service outages. I't is a plan that encompasses
facilities.

5.5 Capital Management

The Basel Il framework was adopted by the Philippine banking industry, as regulated by the

Bangko Sentral ng Pilipinas (BSP) starting July 2007 to promote safety and soundness in

the financial system and maintain at least the current overall level of capital in the system,

enhance competitive equality, constitute a more comprehensive approach to addressing

risks. BSP required the full implementation of Basel Ill by January 2014 considering that

universal and commercial banks have higher capital ratios to begin with, as documented in

the Di scussion Paper entitled MnBasel (N | mpl e me
released in January 2012. Implementing guidelines on Basel Ill capital requirements was

also approved by the Monetary Board on December 14, 2012 and was documented per BSP

Circular 781.

The Bank gauges its risk capital using the Basel Il capital adequacy framework. The
objective of the Bank in its capital management is to safeguard its ability to continue as a
going concern so that it can continue to provide returns for stockholders and benefits for
other stakeholders.

The BSP requires a minimum of 10 per cent Capital Adequacy Ratio (CAR). As of
December 31, 2016, the Bank has a CAR of 107.46 percent from 105.19 percent in 2015.

The table below shows the assets and liabilities analyzed according to when they are
expected to be recovered or settled.
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6. CASH AND CASH EQUIVALENTS

For purposes of reporting cash flows, cash and cash equivalents includes the following:

* Exclusive of accrued interest receivable as follows:
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