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We enrich people's
lives by:
1. Providing excellent, fast,

. accurate, and courteous services to
BancoLagawe is the

BANK OF CHOICE in the

all our stakeholders for the growth of

the local economy

areas where it operates 2. Equipping to gain a competitive
because of its advantage in providing greater benefits
EXCELLENT and and services to all our stakeholders
COMPETITIVE SERVICES 3. Creating a working environment of

joyous spirit, open-mindedness, and

managed by STRONGLY respect that can motivate bank
COMMITTED, OPEN- employees by providing benefits that
MINDED, PROACTIVE, are professionally and personally
AND EMPOWERED rewarding
WORKFORCE.

At BancoLagawe, we offer
affordable, accessible,
personalized, and pioneering
products and services with our own
signature friendly, sensitive, prompt,
attentive, and responsive customer
care. We take pains to build and
nurture fair, transparent, honest,
and mutually beneficial relationships
with all stakeholders. We practice
financial inclusiveness and social

responsibility. And we operate as a

social enterprise, profiting from work
EXCELLENT SERVICE COMMITMENT that benefits people and the local
We do everything we can _ “S

We provide fast, accurate and ) )
to enrich people’s lives.

courteous services.

economy.

W,
. ¢

!
EMPOWERMENT

We enable our workforce and
stakeholders to create a
meaningful environment of

OPENMINDEDNESS

We are resilient to changes PROACTIVE . -
i ) o rewards, joyous spirit, trust and
that will benefit the We anticipate challenges and
. . ; respect.
stakeholders. find sensible solutions.
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Lagawe Highlands Rural Bank, Inc. (LHRBI)
- also known as BancoLagawe -

was established on December 23, 1999,

in Lagawe, the capital town of the province of Ifugao in the Cordillera Autonomous
Region. It was established with the support of the NOVIB-funded Sustainable Rural
District Development Program (SRDDP) which has been implemented by the Philippine
Rural Reconstruction Movement (PRRM) in Ifugao and four other provinces since 1989.
The components of SRDDP are organizing, education, health, and local economic
development. It was under the local economy development component that the bank was
established.

The bank was set up as a credit institution with a distinct personality separate from
PRRM as a rural development NGO (non-government organization). Among the five
SRDDP areas (Bataan, Camarines Sur, Ifugao, North Cotabato, and Nueva Ecija), Ifugao
was chosen as the pilot area for the bank as there was no existing rural bank in Ifugao
then, easily satisfying the requirement of the Bangko Sentral ng Pilipinas (BSP) that new
rural banks will only be allowed in areas where there are no existing rural banks.

PRRM assembled civic-minded and financially capable individuals to facilitate the
establishment of a rural bank in the province. In December 1999, the BSP granted LHRBI
its license to operate with an initial capital of P3.6 million. The bank started operations
in Ifugao’s capital town of Lagawe in 2000.

In November 2007, the bank’s Solano Branch was established in Solano, Nueva Vizcaya as
additional institutional and private investors joined the bank. Dufing the same year, the
bank started using BancoLagawe as a business name to enhancé its name recall.

In October 2009, the bank set up its Bambang Branch at tlie Nueva Vizcaya Agriet ltural
Trading (NVAT) Compound at Almaguer North, Bamba 1€ Nueva Vizcaya mainly to ser¥i ,’é’
agricultural traders and farmers in the area. 5?'/

From a modest Lagawe Branch office in the pu lic market at Poblacion East, Lagawe,
Ifugao in 2000, the bank’s head office and ma ;branch moved to a new location along the-
national highway at the town center of Laga . 20 n
also expanded its office space and unvell d i

on February 22, 2016, the Bambang Brang g{fflce mov
administration building of NVAT, along the natlona}’

Nueva Vizcaya. /4 4

¥y i
o/ y

Banaue 1fuga 0 was

>

The bank's newest branch office i
February 2018.




The BancolLagawe logo was designed by Mr.

Enrique 4En” lardo, Jr., an artist and a

| f the Philippine Rural
Recon i ofement (PRRM). The logo
o  Rice Terraces, with three

ste kmoll. The entire logo also
sy ig of palay, with the leaves BancolLagawe offers affordable, accessible,
bra the grains on the top. The personalized, and pioneering products and

thre it semi-circles also represent services with its own signature friendly, sensitive,
prompt, attentive, and responsive customer care.
The Bank takes pains to build and nurture fair,
transparent, honest, and mutually beneficial
relationships with all stakeholders. The Bank also

the p tor, government and civil society
representing a tripartite approach in local

economy development. The semi-circles also

stand for the community of borrowers, practices financial inclusiveness and social
depositors and investors who need to nurture responsibility. BancoLagawe operates as a social
and protect the financial health (symbolized by enterprise, profiting from work that benefits
the golden circle) of the bank, like a baby being people and the local economy.

carried in an oban or baby sling carrier.

The bank is owned by individuals, families, and organizations bound together by a love of community and the
common desire to serve. From a historical perspective, the bank’s initial capitalization of P3.5 million in 1999
was raised by rural development advocates of the Philippine Rural Reconstruction Movement (PRRM), whose
advocacy is the establishment of alternative rural finance through a people’s bank. In 2007, the ownership of
the bank was broadened to include the Paragon Credit Cooperative (PCC) in Quezon City, the Aldersgate
College in Solano, Nueva Vizcaya, and some prominent rural development-oriented individuals and families
from Manila, Ifugao, and Nueva Vizcaya, as well as bank employees. The bank continues to accept other
investors with the caveat that the majority of the stocks will be owned by rural development-oriented
institutions and individuals.

At present, the primary mode of delivering the services of the bank is through the traditional branching in
strategic locations. In the future, the bank shall endeavor to maximize the opportunities that the present and
future digital technologies can offer to be able to reach the unbanked and underbanked in the far-flung
communities. However, in exploring the non-traditional modes, the bank is cognizant of the risks thereto and
shall identify and implement the mitigating measures.

The growth of the Bank is measured by the growth in its earning assets. Its sustainability is gauged by capital
adequacy, profitability, and asset quality. To this end, the Bank strives to benchmark its financial
performance with the rural banking industry. But more importantly, it endeavors to keep its eyes on its
purpose of “enriching people’s lives,” especially those in the highland countryside, because sustainability
requires that the bank positively impacts the lives of its customers and the community at large. The growth
and sustainability of the bank also require that it has to be professionally managed by competent officers
and staff who are capable of delivering excellent service and desired outcomes.
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Parent Bank (Solo)

Current Year Previous Year
Minimum Required Data 12-31-2021 12-31-2020
PROFITABILITY
Total Net Interest Income 33,967,277.42 30,708,912.00
Total Non-Interest Income 11,321,993.53 22,690,036.00
Total Non-Interest Expense 37,484,997.54 36,134,876.00
Pre-provision profit 7,804,273.41 17,264,072.00
Allowance for Credit Losses 106,902.09 6,197,715.00
Net Incom 7,697,371.32 7,132,870.00
SELECTED BALANCE
SHEET DATA
Liquid Assets 104,569,498.80 134,963,836.00
Gross Loans 311,166,064.03 263,107,600.69
Total Assets 483,050,859.71 462,992,104.00
Deposit 345,167,094.77 314,536,096.00
Total Equity 71,229,582.02 66,165,742.00
SELECTED RATIOS
Return on Equity 10.91% 10.78%
Return on Assets 1.77% 1.54%
Capital Adequacy Ratio 14.27% 15.12%
PER COMMON SHARE
DATA (FOR UB'S/KB'S
AND PUBLICLY LISTED
BANKS)
Net Income per share:
Basic 1.54 1.43
Dilluted 1.54 1.43
Book value 14.25 13.25
OTHERS
Cash Dividends declared 2,700,000.00 0
Headcount
Officers 6 6
Staff 31 31

BANCOLAGAWE 2021 ANNUAL REPORT
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"GOD MAKES EVERYTHING
BEAUTIFUL IN HIS TIME."

EPORT

Acting President and CEO

ellow stockholders, colleagues in the board, the management
team, guests, ladies and gentlemen, a pleasant morning for all
and welcome to our 23rd annual stockholder's meeting and
hope you will enjoy being a part of it!

This is an event to recollect our year gone memories and cherish them
again. | am thankful for taking your time out from your busy schedules
and help us in making our event, more memorable!

To begin, let’s take a review of BancoLagawe’s journey. Over the past
2 years, we have been in day-to-day battle with an invisible enemy —
the covid virus. It is not just a simple virus as some have perceived for
as early as 6 months in the onset of it, we have readings that
approximately 97 thousand businesses worldwide were in a
disadvantage situation — they temporarily close or worse scenario,

H ‘ shutdown permanent. It has reshaped us in all aspects of our banking

life.

PRESIDENT'S

The coming in of the covid 19 vaccine in the late part of 2nd quarter in 2021 somehow helps in mitigating
the fast spread of the virus and hoping that the soonest possible time, the virus will perish. Now, it seems
that everybody is attuned to the new normal and gradually all sectors are beginning to learn how to outlive
the virus.

For us in BancoLagawe, giving one’s best effort to ensure consistency of outcomes is always encouraged.
Dealing the negative circumstances with positive mind setting is indeed noted learnings from the
pandemic. It has stretched us to be more creative, innovative and resilient to rise above difficulties. We
truly learned to cope, adapt and take actions to meet our internal and external client's needs. Our
management team demonstrated impressive adaptability to cope to every threat affecting bank’s daily
operation. Further, the parental approach of our Board of Directors is an inspiration to move forward and
face whatever hurdles that comes our way. As your bank president, | consider the aforementioned
gualities of both- management team and Board of Directors as the ruling ingredient to make a food
appetizing. | am beyond grateful!

Allow me then to present to you the picture of BancoLagawe through words and figures...

10



A) BancoLagawe Team:

We are blessed to begin the year with 37 employees spread out in our four (4) branches: 21 are
assigned in the Head Office - Lagawe branch, 5 in Solano branch, 6 in Bambang branch, and 5 in
Banaue branch. Of the 37 employees, 1 is under probationary. With the aim of bolstering our audit unit to
help monitor and ensure compliance, that controls are in place, and for earlier detection of possible risk,
we hired two (2) new internal audit assistants. However, we are not spared to turnover of employees- 1
terminated and 1 resigned.

We ended the year with 42 personnel including 4 utility workers. Deployment: Head office - Lagawe
branch - 23, Solano branch - 6, Bambang branch - 7, and Banaue branch — 6. As of March 7, 2022, we
hired 1 loan account officer and 1 general services assistant for Lagawe branch, and 1 general services
assistant for Banaue branch.

As to trainings and seminars, despite the pandemic, we were able to send our people to trainings, we
recorded at least 21 seminars conducted thru webinars and 8 in-house trainings. This is made possible
because we believe that learnings and developments must continue to be able to adapt to changes and
get updates on latest trends and good practices that could benefit us rural banks.

B) STRATEGIC FOCUS FOR 2021

1. Strengthen Spiritual aspect of the people in the bank; Every first Monday of the month, all branches
will have branch devotion with invited preachers, and following Mondays of the month will be among
branch personnel. With the initiative, we are bringing people closer to our God, and create a
dedicated/honest staff and friendly workplace. From January 3, 2021 to present, all branches sustain
every Monday devotion.




2. Market focus. As many countries experience one of the most devastating crises, the health crisis,
that distresses the economy, we shall focus on our attentions to help the economy recover. i.g Business
loans, agricultural loans, transportation and tourism developments, and asset & housing loan.

3. Real time bank Financial Data (NxtBank). The bank aims to have real time financial figures and
reports that are significant in making decision and setting up strategies. We terminated the services of
Oradian 3rd quarter of 2020 and pushed exploring NextBank that started January 2021. As of today, we
are on parallel testing between the cyberone system and NextBank. We are now ready to sign anytime
the service contract to use Nextbank system which is a cloudbase application.

4. Services. Feasibility study and application for Branching and establishment of Branch lite.

5. Strengthen Liquidity. The bank ended the year with 30.63% minimum liquidity Ratio (MLR). The MLR
is 14.63% above the BSP set minimum required of 16%. In absolute amount, the bank has stock of
liquid assets amounting to 104.57million (Cash on hand — 3.56million, Due from other banks —
92.29million, and Due from BSP—38.72million).

2021 MINIMUM LIGUIDITY RATIO

—ifp— [

6. Grant more loans to establish a reliable level of loan portfolio that can produce the desired revenue
or at least establish 7% to 8% interest spread; The consolidated loan releases year 2021 is
232.29million exceeding target by 4%. The pie chart shows that Lagawe branch nearly deals 50% of the
total release of the bank at

49% or 114.00M, followed by ~ BnB, 23,481,000, CONSOLIDATED LOAN RELEASES
Bambang branch of 54.85M 10% |

(24%), Solano branch of
39.95M (17%), and Banaue
branch of 23.48M (10%).

LB, 114,008,000

BB, 54,852,300, , 49%

24% |

SB, 39,952,500,
17% \'
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Past Due Ratio & Non-performing Loan Ratio

20.84%
19.54%

# A cax
14.10% 43 329e¢

9.22%

201% 2016 2017 2018 2019 2020 2021 Industry
Ratio
{9/2021)

e POR ==t NPL

3 year Comparative Past Due Ratio
38.01%

40.00%
35.00%
30.00%
25.00%
20.00%
15.00%
10.00%
5.00%
0.00%
lan Mar Jun sSep
i— 19 26.51% 24 61% 27 .69% 23.18%
il 2020 22.99% 29.88% 38.01% 26.38%

e— 2021 17.33% 13.69% 15.05% 14 01%




3-Year Quarterly Comparative Non-Performing Loans

30.00% 26.08%
18.38%

24.32%

25.00%
20.00%
15.00%
10.00%

5.00%

0.00%
Jan Mar Jun Sep Dec

ol 7019 18.62% 13.01% 20.48% 15.07% 13.85%
w7020  18.38% 19.56% 26.08% 24.32% 13.32%
2021 13.38% 10.89% 12.25% 12.43% 9.84%

8. Renovation and improvement of all branch office/signages.

i
s

i
i : _—

Lagawe Branch

|

g b
Solano Branch

Y
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Bambang
Branch

C) Market Reach

As of December 31, 2021 the bank total number of borrowers is 1,012, increasing by 190
clients or by 23% since December 31, 2020. Deposit ended with 7,103 account or 6% increase
compared to December 2020.

DEPOSIT ACCOUNTS
1_._ BORROWERS

BB, 194

BnB, 952

LB, 2500

15,556 N

5B,419

I

SB, 2219
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D. BSP Examination. The bank journey for 2020 is really tough and challenging. 2nd quarter of
2021, Bangko Sentral ng Pilipinas conducted their regular examination and it is a welcoming
check for us to know how far we coped up in our operations considering the crisis. The results
of examination revealed to us our strength, weaknesses and where to improve. The
examination gave us a GOOD RATING using the new rating system called Supervisory
Assessment Framework (SAFr). The continuing improvement on our capitalization, equity,
quality of loans, RBCAR and financial ratios gave us the ability to survive the crisis and continue
extending our services to our clients.

E. Corporate Social Responsibility (CSR). 1. Tree planting in two smaller groups — Ifugao and
Nueva Vizcaya, 2. Distribution of school supplies (coupon bonds) to at least four schools.




F. Key Financial Indicators
Statement of Conditions

Assets. The consolidated Assets of the bank is now at 483.05M increasing the December 2020

figure by 29.15M. For 22 years of BancoLagawe, the year-end asset marks as the highest
figure ever.

The growth is mainly attributed to the growth in deposit portfolio.
ASSETS as of December 31, 2021

2% 000,000
500,000,000 483,050, 860

i e 453,900,005
& o D0 OO

450 000 H00 429124 501
A 5 D K] - )
400 000,000 428 628,705
3 TS O O
350,000 000
335 000 000
113,144 244
=284, 554 B6E
2,220,946

OGO, DOL

3 TS 000 00
bl il b allie
2 3%, 000 000
£ D000 0
1 75,000,000
e 141,166,943
125,000 000
100,000 000

P 000 000
S0DGL OG0

25,000,000 9. 715,162

4
T3, 237,788

2000 20043 2010 2015 2016 2017 2018 2019 2020 2021

Total Loan Portfolio (TLP). The bank ended the year with P311.16M in total loan portfolio
(TLP) or a growth rate of 19% (47.98M) compared to December 2020. As to target year-end
portfolio, the bank exceeded target by 6% or 16.504 million.

All branches registered positive performance; Banaue,
Lagawe branch increased by 29.01M (27.0%), 24,204, 448.06,
followed by Bambang of 10.82M (17.0%), 215

Solano of 8.15M (15.0%) and
Banaue branch of 0.08M (0.22%).
Lagawe branch still holds the

biggest portfolio of 137.52 million Bambang,
(44.19%) followed by Bambang 76,0589.279.78
branch of 76.05M (24.44%), 250,

Solano branch of 63.39M (20.37%)
and Banaue branch of 34.20M (10.99%).

- Splano,
63,390,489.41,
- 20% -
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For the year 2022, we will focus on the following:

1.Amendments of our articles of Incorporation and by-Laws — increase in authorized
capital stocks,

2.Complete and submit our application for branching/branchlite to BSP,

3.Develop and strengthen the human resource unit as we envision to grow our
manpower to 70 employees by 2024,

4.Being more aggressive in extending loans but still not compromising its quality,
5.Study to reconsider the present operational status and location of Solano Branch, and
6.As always, we will look into growing our assets, achieving desired revenue, getting
cheaper funds, and minimization of operational cost. Also create a better and affordable
terms for our clients.

As the changing times, the Banking industry becomes more and more exposed to
numerous risks — credit risk, operational risk, market risk, liquidity risk, interest rate risk,
information technology risk, and other risk; such that when not given appropriate controls
and solutions will have unfavorable impact on the business.

Addressing all the risk at the same time is not an easy task, but handling it one at a time
Is a better approach and will produce better results. The new BSP rating system “the
SAFr” is a more advances risk based supervisory framework of BSP as it focuses more
on the Bank impact in the financial system, risk profile, and the supervisory intensity.
This is the picture of BancoLagawe dear stockholders, a bottom-line achieved after
continuous struggles, hard work, pains, motivation, teamwork and repeated best efforts.

Expressing my sincerest thanks to the management team headed by their dept. heads
for nothing would have been possible without your devotion to the task at hand. And of
course, the ever-supportive Board of directors, again and again, | am humbled with the
trust and confidence you are giving.

We do not exactly know what the succeeding years will bring. Whatever may come, let
us carry on as BancoLagawe family, in the new normal, with great hope, faith and
dedication to serving with all our heart, mind and strength. God makes everything

beautiful in HIS time.

Congratulations to US! hagiyo Bancolagawe
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As a bank supervised by the Bangko Sentral ng Pilipinas, BancoLagawe
has the responsibility to establish and maintain adequate risk management
systems that are tailored to its nature, scale, and complexity.

BancoLagawe’s businesses incorporate a broad range of risk requirements,
from lending to deposit services. The different branches and
departments/divisions within BancoLagawe have particular risk
requirements in different aspects.

BancoLagawe faces new legislative and corporate governance challenges and
requires a progressive risk management policy that is able to adapt to the
evolution of the businesses and their obligations.

The Bank’s risk management system will be implemented and maintained on an
ongoing basis and will permeate the policies and process of the entire
BancoLagawe system. Compliance with this Policy will be monitored regularly
as part of the Bank’s internal audit process and will be actively monitored and
endorsed by senior management.

The Bank’s risk management system should bring all risks to the forefront of
any anticipated business transaction for consideration by key stakeholders. A
comprehensive risk management process will assist the Bank to:

1. Minimize negative financial and operational results;

2. Strengthen business partner relations;

3. Execute more efficient and effective processes;

4. Satisfy the legal and regulatory requirements imposed on it by the
Bangko Sentral ng Pilipinas (BSP), Securities and Exchange Commission
(SEC), Bureau of Internal Revenue (BIR); local government units (LGU),
etc.

5. Improve individual accountability and give greater transparency

to decision-making; and

6. Exploit business opportunities quickly with full appreciation of risks

involved.

BancoLagawe adopts the risk management approach outlined in this Policy
Manual with sufficient flexibility to ensure it is able to adapt to the changing
needs of the business. It is the firm belief of the Bank’s Management, Risk
Management, and the Board of Directors that an effective risk management
strategy, a sound risk identification process, and stringent risk reporting
provide a solid framework for effectively managing the Bank’s risks.
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SIGNIFICAI
IN 20271

Board and Management efforts in 2021 were directed towards sustaining the
improvements on the Bank's policies and processes, particularly that of
maintaining good asset quality and desired profitability. Hence, the risk
exposure on bad loans was sustained and controlled by a past-due
reduction program that kept the past due ratio at par with the industry
throughout the year.

In addition, great steps were undertaken to further increase the Bank’s
capital through cash infusion to strengthen its capital component. With the
full payment of the Bank's authorized capital of P50 Million in 2021, the
Board and Management is currently working on the application to increase
its authorized capital to P80 Million as approved by the Stockholders.

The Board sees strengthening the capital component is a must to ensure
that the Bank's assumption of risks associated with attaining the strategic
direction of widening market reach to several nearby municipalities is
sufficiently covered by its capital.

The Bank does not encourage excessive risk-taking. The risks in loans and
deposits are reduced and mitigated through diversification or non-
concentration in one sector, location, or market segment. Following are
the Bank’s strategies incorporated in BancoLagawe’s Fund Management and
Contingency Plan:

A.LOAN EXPOSURES
1. As to the amount of loan - loan ceiling is P5Million to new borrowers
and P10Million to existing core borrowers, except for business loans
with a limit of up to P2.5Million. (Loan exposure and limit approved

by the Board in August 2021)

2. Aggregate limit on large exposures is at 300% of capital.
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3.As to the purpose of the loan

‘Business Loans maximum exposure of 50% of TLP
-Contractors Loans maximum exposure of 50% of TLP
‘Overseas Filipino Workers Loan maximum exposure of 15% of TLP
‘Agricultural Loans maximum exposure of 35% of TLP
‘Mortgage Redemption Loans maximum exposure of 35% of TLP
‘Asset Acquisition Loans maximum exposure of 50% of TLP

(provided that PDR of its own
portfolio remains single digit)

‘Housing Loans maximum exposure of 25% of TLP
‘Salary Loans maximum exposure of 25% of TLP
‘Start-up Business Loans maximum exposure of 5% of TLP
‘Market Vendors Loans maximum exposure of 2% of TLP
‘Fringe Benefit Loans maximum exposure of 5% of TLP

4.As to Security

‘Secured Loans no limit
‘Unsecured Loans maximum exposure of 35% of TLP

. DEPOSIT EXPOSURES

‘Regular Savings Deposit no limit

‘Special Savings Deposit maximum exposure of 40% of TDP
‘Premium Savings Deposit maximum exposure of 40% of TDP
‘Long Term Time Deposit maximum exposure of 50% of TDP

. MINIMUM LIQUIDITY
Board approved limit on liquidity is set at 20%.
. INTEREST RATE MARGIN

Board approved minimum interest spread and net interest margin is set at
seven (7) percent.
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RISK GOVERNANCE
STRUCTURE

The Board has determined that in order to have an effective
risk management system in place, it must receive advice
from, and have risks monitored by, a number of sources.
These groups are set below with a reporting hierarchy
illustrated below.

OVERALL
PRESIDENT

INTERNAL

AUDITOR
EXECUTIVE RESPONSIBLE FOR OVERSIGHT OF
MANAGEMENT THE RISK MANAGEMENT FRAMEWORK

RESPONSIBLE FOR OVERSIGHT OF THE
RISK MANAGEMENT FRAMEWORK

Daily responsibility for implementing risk
controls and identifying non-compliance

Involved in the risk management structure of the bank are
the Board of Directors, President, Risk Management and
Audit Committee, Internal Auditor/Risk Management
Officer, Executive Management and Staff.
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BOARD OF
DIRECTORS

The Board has overall responsibility for ensuring that
management has developed and implemented an effective risk
management system. It has delegated the oversight of risk
management to the Risk Management and Audit Committee.
Nevertheless, the Board remains responsible for:

e Setting company goals and business strategies (with the
assistance of senior management);

e Maintaining appropriate corporate governance structures;
and

* Ensuring appropriate risk management systems are in place
(including ensuring this Policy is maintained).

PRESIDENT

With overall responsibility for the operations of the Bank, the
President plays an active role in setting the direction of the
Bank and determining which transactions to enter into (thus
impacting the Risk Threshold). The President will:

* Drive the establishment of business strategies and
objectives;

e Ensure there are appropriate controls in place to manage all
risks;

e Ensure all employees are aware of the Bank’s risk
management obligations and that risk management is
embedded within the Bank’s culture; and

e Use his business knowledge and acumen to determine what
activities can be absorbed as part of the Risk Threshold.
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RISK MANAGEMENT
AND AUDIT
COMMITTEE (RMAC)

The RMAC shall be delegated the oversight of risk management.
The Board considers this appointment important in providing
focus and oversight on risk management and internal controls
on risk management. It is the RMAC’s task to:

e Review, recommend and oversee implementation ofthe risk
management process;

* Provide assistance and guidance on risk management;

* Monitor and review the risk management process;
e Review the efficacy of internal controls generally, including
the interaction between risk management and internal audit.
e Provide advice to the Board on any non-compliance to the
risk management framework; and

* Ensure risk management is promoted within the Bank,
particularly to executive managers and their direct reports
to ensure it is embedded within the overall Bank culture.

INTERNAL
AUDITOR

An Internal Auditor has been appointed to perform the internal
audit function. It is the [IA’s role to:

* Assist in monitoring risk management;

* Review the risk matrix annually;

* Ensure compliance with this Policy;

* Provide guidance on existing controls and their adequacy to
the respective risk; and

* Monitor, in particular, all risks within the Bank.

OPERATING
STAFF

Staff performing daily operations have a responsibility to
implement the risk management process as it relates to their
business function. Generally speaking, all employees must:

* Report on any instances of non-compliance with this Policy
or the risk management process in general;

e Inform management of any new risks as the result of
business activity; and

e Ensure controls in place over risk are operating properly.
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RISK MANAGEMENT
OFFICER (RMO)

The RMO is responsible for overseeing the implementation of
the risk management function at BancoLagawe. He shall have
day-to-day responsibility for the implementation of the risk
management function.

The Board has determined that such a division, which
incorporates compliance and legal oversight within the Bank,
is best served to maintain this Policy’s currency and
accuracy in light of legal, operational and regulatory
developments. The RMO Officer has a broad responsibility to:

* Challenge executive management and the Board to
demonstrate appropriate risk management systems and
controls for all risks;

* Conduct regular reviews of the organization to identify
new risks, remove old risks, and re-rate current risks;

e Coordinate the risk management process;

* Provide a report on risk management issues to the RMAC at
each meeting and to the Board

e Maintain the Risk Register;

e Maintain this Policy; and

e Ensure there is adequate coverage of risk management
across the entire business.

The RMO is recognized as a senior employee within the Bank
and is to be given the necessary access to people,
information, systems and resources to ensure the proper
discharge of the risk function. This may require access to
past records, research, financial statements and analyses,
and expert opinion. The Board supports the role of the RMO
and will direct management to provide resources and access
commensurate to the proper performance of the risk
function.

At present, the Internal Auditor is also the Risk Management
Officer (RMO) and Compliance Officer of the Bank.
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RISK REPORTING

Annual Review

This Policy and the risk management framework generally will
be reviewed on an annual basis. The Board has determined
that the relevant 12-month period shall be that ending on
December 31 of each year.

The RMO is responsible for the coordination of the annual
risk review. Internal audit will provide <complementary
services and oversight to the risk review and will report to
the RMO on its findings.

The method of conducting the review and compiling the report
is not mandated, but must include the following items:

e Currency and accuracy of the risk matrix, the RMS, and this
Policy
e« The level of risk management is embedded in business
processes
e« Effectiveness of RMS system in monitoring risk
e Impact of risk management framework on:
a.Seizing business opportunities
b.Avoiding previously accepted risks
c.Transferring risks - impact on insurance premiums vs.
ability to rely on cover
e Compliance with SEC Corporate Governance Principles
e Compliance and adherence to risk controls and to risk
treatment plans
e Any other specific parameter requested by the Board or
Committee.

A report is to be <compiled on the risk review as a
collaborative effort of the RMO and Internal Audit and
accordingly, the report must confirm both parties' acceptance
of the report and the recommendations contained therein.

The risk review must be completed by no later than March 31
each year and a report submitted to the RMAC at the next
available meeting. The RMAC will be responsible for reviewing
and overseeing the implementation of any actions that arise
from the review. The report will then be tabled at the next
Board meeting.
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RISK MANAGEMENT REPORT

Report to the Board

Notwithstanding oversight of the risk management function has
been delegated to the RMAC, the Board considers it crucial
that it be kept abreast of developments in risk management
within BancolLagawe. RMAC Reports are tabled at Board
meetings for review and comment.Any actions that arise from a
Board meeting will be automatically delegated to the
Committee for implementation and reporting.

Risk Management Report

The Risk Management and Audit Committee (RMAC) meets on a
quarterly basis and both it and the Board consider ongoing
updates of risk management to be of paramount importance. A
risk management update is on the agenda as a standing item.

RISK MANAGEMENT PROCESS

Diagrammatically, the risk management process is best depicted as
follows:

¥
|
Establish the context |

|dentify risks

Analyse risks

Evaluate risks ‘

Wonitor & ey iew

Communicate & Consult

Treat risks

L
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STEP 1: ESTABLISH THE CONTEXT

As a precursor to establishing a risk management strategy, it 1is
important to understand the environment within which the Bank is
operating. This requires the Bank to consider, among other things:

(a) The internal context - culture, business structure, reporting lines,
resources, capabilities (people and systems);
(b) The external context - business, political, financial, regulatory

environments;

(c) the legal and compliance framework and the scrutiny of the
regulators;

(d) the requirements of its key alliance partners, including Rural
Bankers’ Association of the Philippines (RBAP) and Bankers’
Association of the Philippines’ members, key suppliers, key customers,
and other business partners;

(e) the actions of its representatives (including employees and
the third party outsourced service providers);

(f)ythe industry framework (to align bank objectives with industry

standards); and

(g) Corporate goals and objectives for the bank.

BancoLagawe develops on an annual basis a Business Strategic Plan
that will outline its goals, objectives and visions for the upcoming year
and immediate future years. The Bank will then determine what risks it
faces in following this Business Plan and what its approach will be in
handling them (whether managing, avoiding or otherwise dealing with
them).

STEP 2: IDENTIFY THE RISKS

Corporate Officers, Branch/Divisional Managers, with assistance from
the RMO, will be responsible for generating and reviewing a list of risk
factors that may compromise the Bank’s operation, financial or
reputational position now or in the future.

Particular focus is given to risks that compromise the Bank’s ability to
provide banking services to, or adversely impacts customers. This
emphasis is given in light of the Bank’s desire to continue to grow,
develop and add value to its share and other stakeholders;

STEP 3: ANALYZE THE RISKS

The qualitative measures of likelihood and consequences are outlined
in the Risk Rating Guidelines shown in the matrix below.

Qualitative measures of Likelihood. The following table should be used

as a guide when trying to rate the likelihood of a risk occurring any
given year:
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Rating Description Likelihood Values Factor
Almost The event is expected to occur in | Occurs more than once per year (1 90
certain (5) | almost circumstances in 3)

Likely (4) | The event will probably occur in | Occurs around once a Yyear 70
most circumstances. frequently (1.in 1).

Possible (3) | The event should occur at some | Occurs around once every 10 years 50
time. or occasionally (1 in 10).

Unlikely (2) | The event could occur at some | Occurs around once every 30 years 30
time. or unusually (1 in 30).

Rare (1) | The event may occur in | Occurs once in around 100 years or 10
exceptional circumstances. rarely (1 in 100).

Once a risk has been rated in terms of likelihood and

consequence, a risk matrix is used to rate the risk. Those

risks with a high likelihood and an extreme consequence will

attract a significant rating, and it will be incumbent upon the

bank to either place tight controls around the risk or avoid it
completely.

Each risk is to be analyzed in terms of how likely the event is to occur
(this can be given a rank of Rare to Almost Certain) and the
consequences of each risk’s potential impact on the organization,
ranging from 1 (insignificant) to 5 (catastrophic).

Risk Classification Matrix. The 1likelihood and consequences of the
happening of a risk event are presented in the matrix below. The
consequences of the event could either be insignificant, minor,
moderate, major, or catastrophic.

L Consequences
I Insignificant Minor Moderate | Major Catastrophic
K
E Almost Low Moderate | High Extreme Extreme
L Certain
I Likely Low Moderate | High Extreme Extreme
g Possible | Low Low Moderate Moderate High
0 Unlikely Low Low Moderate Moderate High
D Rare Low Low Low Moderate High

STEP 4: EVALUATE THE RISKS

The evaluation process involves the application of risk controls to the
risks identified at Step 2. The controls should be agreed upon by a
working group on an annual basis to ensure currency and accuracy.

Once the control(s) have been determined for the risk, they should be
given a rating. The ratings scale has 4 levels; level 1, being a poor
control or no control at all to level 4, being a sophisticated control
that is regularly reviewed and that is likely to lower the inherent risk.
This rating is to be applied to the inherent risk to determine the
residual risk (i.e. the risk that remains after all control mechanisms
are considered and applied). The residual risk is then reassessed using
the residual risk rating, which can be found in the Risk Rating
Guidelines.
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The residual risk rating should be used to determine future
action to be taken for that risk or a group of risks with similar
properties.

Control Effectiveness. The effectiveness of the risk control
system of the Bank may be assessed using the following matrix.

Quantitative | Qualitative
Description | Description | Explanation

5 Very Strong | Significant attention to risk. All feasible economic controls have
been undertaken. Maintaining a monitoring system

4 Strong Aware of risk and have taken precautions to limit likelihood and/or
conseguence

3 Moderate Not as prepared for this event as desired

s Poor Basic risk management systems, process controls and

procedures in place. No guarantee that risk will be controlled or
yet to be assessed

1 Non- Controls do not exist or else are not operating effectively. Risk
Existent will not be controlled

STEP 5: RESPOND TO THE RISKS

BancoLagawe must respond to all risks, which involves identifying the
options available to treat risks, assessing the options and implementing
a treatment plan based on the accepted option. The appropriate level of
response to a risk will be based on a number of factors, including
resources (human and financial), worst case scenario, versus practical
likelihood and return on investment.

Positive Outcomes. Risks identified as having positive outcomes, such
as exploiting a business opportunity may be treated in a number of
ways:

(a) Seek out the opportunity - where practicable, a treatment plan
should be adopted that seeks out the opportunity (which may include a
new business venture, acquisition or other method of entering a market
or activity);

(b) Change likelihood - an opportunity is more likely to present itself
or be realized where the likelihood of the event occurring is enhanced.

(c) Change consequence - all steps should be taken to increase

an existing opportunity by way of synergies, increased resources
or greater focus on the business activity.

35



(d) Sharing the opportunity - potential barriers to

exploiting an opportunity may be removed by the involvement

of another party to provide additional resources or capabilities.
Adopting alternate organizational structures, entering joint
ventures or licensing arrangements may allow for the further
exploitation of a current opportunity or development of a new
opportunity.

(e)Retaining the opportunity - no action being taken, satisfied
that the opportunity is being appropriately exploited or put to
benefit for the company.

Negative Outcomes. Risks identified as negative outcomes, such
as financial or reputational loss may be treated in a number of
ways:

(a)Accept the risk - this should be an informed decision made
after careful consideration of the likelihood and consequence of
the risk. It should also be made in light of the Risk Threshold
set by the Board;

(f)Avoid the risk - all reasonable steps should be taken to avoid
risk, such as <ceasing a business activity or terminating
contracts;

(g)Share/Transfer the risk - involving another party to spread
the risk may be beneficial to allow the Bank to continue
participating in an opportunity presented by that risk. Insurance
may be taken to transfer the risk inherent in many business
operations. Outsourcing functions where the Company’s
expertise may be lacking, diversifying investments or insurance
(PI insurance, D&O insurance); or

(h)Treat the risk - ©place further control mechanisms and
encourage the risk to be reviewed appropriately. This can be as
simple as improving the culture of compliance and risk
management or restructuring business units.

All legal and regulatory requirements must be followed and no
level of control can be implemented to negate this obligation.

STEP 6: MONITOR THE RISKS

Risk must be monitored to ensure the risk management process
is effective. Risk monitoring is a responsibility of the entire
bank employee at all levels with varying responsibilities. Where
possible, risk monitoring shall form part of the current
framework of policy review, audit, and compliance processes and
shall maintain a regular review in line with this Policy.
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AML GOVERNANCE AND
CULTURE

BancolLagawe’s Anti-Money Laundering Program serves as a comprehensive operating
guideline for use of the Bank’s Officers and employees in implementing the
Anti-Money Laundering Law (Republic Act No. 9160, as amended) and other relevant
rules and regulations issued by the Bangko Sentral Ng Pilipinas and the Securities and
Exchange Commission to combat money laundering. In particular, the adopted AML
program aims to achieve the following:

1. To promote adequate awareness regarding the rationale of the enactment of the anti
laundering law and its importance to the general economy. It is also paramount that
employees understand the concept of money laundering as a crime and the various activities
and stages by which it is perpetrated in the economic system and through the different
financial institutions.

2. To establish specific policies and procedural guidelines to ensure proper identification of
customers and facilitate tagging and reporting of transactions as required under the law.

3. To ensure that officers and staff of the Bank clearly understand the responsibilities of the
institution and each individual employee in carrying out the requirements of the anti-money
laundering law and the accountabilities and penalties attached to non-compliance with such
requirements.

Basic Principles to Combat Money Laundering

The bank adopts the following principles and policies in its institution-wide drive to combat
money laundering:

1. High ethical standards - Conduct business in conformity with high ethical standards in
order to protect its safety and soundness as well as the integrity of the national banking and
financial system.

2. Know your customer - Know sufficiently your customer at all times and ensure that the
financially or socially disadvantaged are not denied access to financial services while at the
same time preventing suspicious individuals or entities from opening or maintaining an account
or transacting with the covered institution by himself or otherwise

3. Sound risk management - Adopt and effectively implement a sound aml and terrorist
financing risk management system that identifies, assesses, monitors, and controls risks
associated with money laundering and terrorist financing;

4. Compliance with laws - Comply fully with these rules and existing laws aimed at combating
money laundering and terrorist financing by making sure that officers and employees are aware
of their respective responsibilities and carry them out in accordance with the superior and
principled culture of compliance; and

5. Full cooperation with AMLC - Fully cooperate with the Anti-money Laundering Council
(AMLC) for the effective implementation and enforcement of the AMLA, as amended, and its IRR.

Duties and obligations of the Bank in Relation to the AML Law

As a covered institution under the anti-money laundering law, the bank is required to implement
and observe the following:

1. To ensure that true and full identity of all bank customers is established and to understand
the nature of customer’s business.

2. To preserve and store all records of all business transactions for a period of at least 5
years.

3. To report covered and suspicious transactions to the anti-money laundering council within
five (5) working days from occurrence thereof, unless supervising authority prescribes longer
period or upon verified/confirm knowledge of the bank on basis for such suspicious
transaction. 37
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GOVERNANCE

STRUCTURE AND
PRACTICES
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BancoLagawe’'s Board is
composed of eleven (11)
directors, all
professionals with
competencies and
experience in the field of
banking. Members are
elected during the annual
stockholders’ meeting and
will hold office for one (1)
year, subject to the
approved criteria of the
Bank’'s corporate
governance policies,
BSP’'s fit and proper rule,
and other related laws and
regulations.

The Board shall foster the
Corporation’s long-term
success and secure its

sustained competitiveness

and profitability in a
manner consistent with its
corporate objectives and
the best interest of its
stockholders and other
stakeholders. It shall
formulate the
Corporation’s vision,
missSien, strategic
obpectivesymandipolicies
and proecduresythat shall
guide activities, including
the means to effectively
monitor the management
performance.

ELECTION PROCESS
FOR THE BOARD

AND SENIOR
MANAGEMENT

In addition to the qualifications for
membership in the Board provided for in
the Corporation Code, Securities
Regulation Code and other relevant
laws, additional qualifications which
include, among others, the following:

a. College education or equivalent

academic degree;

b. Practical understanding of the

business of the corporation;

c. Membership in good standing in
relevant industry, business or
professional organizations; and

d. Previous business experience.

e. Filipino citizen with at least one

(1) share of the bank’s capital stock

f. He must have attended a
special seminar on <corporate
governance for board of directors

conducted or accredited by the BSP:
Board nominees are selected by the
Bank’'s stockholders. The Corporate
Governance Committee reviews the
gualifications of the nominees and

applies the “fit and proper” rule in its

evaluation. The committee shall consider

the qualifications as stated above and
possible conflicts of interest in

determining suitability to be nominated

to the Board.

Senior Management nominees are
selected in accordance with the Bank’s
succession policy for employees.
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To ensure a high standard of best
practice for the corporation, its

stockholders, and other stakeholders, RESPONSIBILITY
the Board should conduct itself with OF THE BOARD

honesty and integrity in the performance
of, among others, the following duties and
responsibilities:

(=) (=)

l.Implement a process for the selection of directors who can add value
and contribute independent judgment to the formulation of sound
corporate strategies and policies. Appoint competent, professional,
honest, and highly motivated management officers. Adopt an effective
succession planning program for management.

2.Provide sound strategic policies and guidelines to the corporation on
major capital expenditures and establish programs that can sustain its
long-term viability and strength.

3.Periodically evaluate and monitor the implementation of such policies
and strategies, including the business plans, operating budgets and
management overall performance.

4 Ensure the corporation’s faithful compliance with all applicable laws,
regulations and best business practices.

5.Establish and maintain an investor relations program that will keep the
stockholders informed of important developments in the corporation.

6.ldentify the Corporation’s stakeholders in the community in which the
Corporation operates or are directly affected by its operations and
formulate a clear policy of accurate, timely and effective communication
with them.

7.Adopt a system of check and balance within the Board. A regular review
of the effectiveness of such system should be conducted to ensure the
integrity of the decision-making and reporting processes at all times.
There should be a continuing review of the corporation’s internal control
system in order to maintain its adequacy and effectiveness.

8.ldentify key risk areas and performance indicators and monitor these
factors with due diligence to enable the corporation to anticipate and
prepare for possible threats to its operational and financial viability.

9.Formulate and implement policies and procedures that would ensure the
integrity and transparency of related party transactions between and
among corporations and their joint ventures, subsidiaries, associates,
affiliates, major stockholders, officers, and directors, including their
spouses, children, and dependent siblings and parents, and of
interlocking directors relationships be members of the board.

10. Constitute an Audit Committee and other committees it deems
necessary to assist the Board in the performance of its duties and

responsibilities.
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11. Establish and maintain an alternative dispute resolution
system in the corporation that can amicably settle conflicts of
differences between the corporation and its stockholders, and the
corporation and third parties, including the regulatory authorities.

12. Meet at such times or frequency as may be needed. The
minutes of such meetings should be duly recorded. Independent
views during Board meetings should be encouraged and given due
consideration.

13. Keep the activities and decisions of the Board within its
authority under the articles of incorporation and by-laws, and in
accordance with existing laws, rules and regulations.

14. Appoint a Compliance Officer who shall have the rank of at
least vice president. In the absence of such an appointment, the
corporate secretary shall act as the compliance officer.

15. Provide the stockholders with a balanced and comprehensive
assessment of the Corporation’s performance, position, and
prospects on a quarterly basis, including interim and other reports
that could adversely affect the corporation’s business as well as
reports to regulatory agencies as required by law.

)

CHAIRMAN
OF THE BOARD
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The Chairman of the Board provides leadership in the
Board of Directors. His/Her major role is to ensure that
the Board is functioning effectively in its task of setting
and implementing the Bank’s direction and strategies. He
is also expected to maintain a relationship of trust and
confidence with other members of the Board.
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COMPOSITION
OF THE BOARD

PRINCIPAL NUMBER OF
- TYPE OF STOCKHOLDER YEARS SERVED | NUMBER OF | PERCENTAGE
DIRECTOR DIRECTORSHIP REPRESENTED AS DIRECTOR | SHARES HELD | OF SHARES
PRRM 2,354,306.00 .0E
WILLIE A. DAMASCO NON-EXECUTIVE |direct shares held 14 years 163,129.00 :
ALDERSGATE 359,339.00

THERENCE G. BATULON EXECUTIVE direct shares held 2 years :
JANETTE BATULON )

MIRIAM RUTH D. TUGAWIN |NON-EXECUTIVE |direct shares held 254,973.00

GLENN ROY V. PARASO NON-EXECUTIVE |direct shares held 13 years 178,124.00
GEMINI PARASO 3,245.00

IRENE B. BINOHLAN NON-EXECUTIVE |direct shares held 3 years 57,500.00
s

MARLON P. PALOMO NON-EXECUTIVE |direct shares held 17 years 1,870.00
PARAGON 279,893.00

EDICIO G DELATORRE NON-DXECUTIVE lvect shresrld_[3year
BUENA TAYABAN 19,310.00
EVA MARIE DUGYON 100,000.00

GLORIA )

|INDEPENDENT __|direct shares held |1 year | 2000000 |
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Senator
Wigberto

E. Tanada

CHAIRMAN OF THE BOARD

Filipino-87 years old
Chairman of the Board since

1999

-Bachelor of Arts, Ateneo de

Manila University

-Bachelor of Laws, Manuel L.

Quezon University

-Master of Laws, Harvard Law

School i |
d ,l

-Tafiada, Vivo and Tan Law
Office, Partner
-Philippine Rural _ 1
Reconstruction Movement, { fij |7

i pOr DACITINN
Chairman of the Board f;g::{g; ] ’%j’[@])l/

-Bantayog ng mga Bayani,
Chairman of thr Board

-House of Representatives, -
Congressman 1995-2001 JI
-Senate of the Philippines, Senator
1987-1995

-Bureau of Customs, Commissioner
1986-1987

-MLQU- Professor, 1964-1969

P

POSITION
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Willie A.
Damasco

VICE- CHAIRMAN

Filipino-75 years old
Vice-Chairman of the Board
since 2007

-Doctor of Medicine,

University of the East

-Salubris Medical Center,
Chairman of the Board

-Vizcaya White Mana, Inc.,
Chairman & President

-Vizcaya White Stone, Inc.,
Chairman & President

-Valley Health System & Services,
Chairman of the Board

-Aldersgate College, Inc, Chairman
of the Board

-MMG Hospital, CEO &
Chairman of the Board 1998-
2002

-Nueva Vizcaya Doctors’
Hospital, Director 1978-1982
-Vizcaya Kidney Center,
Director 1979-1982

-lPH, Director 1995-1998 44



= Therence G.
Batulon

DIRECTOR

Filipino-43 years old
Acting President and CEO in
2020

-Bachelor of Science in
Accountancy, St. Mary's
University

-Bookkeeper

-Accountant

-Administrative Officer

-Chief Accountant

-Assistant Branch Manager
-Branch Manager

-AVP/Head of Technical Support
Unit

‘ \ -Vice President /Head of

Operations & Marketing

-NVAT-Director since 2020
-CCVRB-Treasurer since 2019
-KOINONIA Church-Vice Pres since
2018

-PCCIl-Treasurer 2017
-PCCIl-Vice Pres 2018

PAST POSITION
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Miriam
Ruth D.
Tugawin

DIRECTOR

Filipino-61 years old
Director since 2020

4

)
EDUCATIONAL
BACKGROUND

-Bachelor Of Science in

Social Work, University of
the Philippines-Diliman
-Master of Arts in Women
and Development,
University of the
Philippines-Diliman

-BancoLagawe President and
CEO 2009-2019
-Philippine Coalition for the

‘yr PO

International Criminal Court,
Project Coordinator 2006
-Kanlungan Center Foundation,
Inc., Program Coordinator 1993.
2001

-Service Foundation, Inc.,
Community Organizer 1992-1993
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Glenn Roy
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Filipino-59 years old
Director since 2008

: ‘;.-1”’:.‘.. é.\'."n‘l;

-Doctor of Medicine, University
of the East

-Master in Public Health,
University of Wales

¢ D 3
BACKGROUND

-Mary Johnston Hospital,

. |
OTHER PRESENT
POSITION

Executive Director

-Cooperative Movement to Encourage
Vasectomy, Director 2005-2013
-General Board of Global Ministries,
Director 2015

-Resources for the Blind, Inc. Director

-KKFI, Director 2017

PAST POSITON
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. EDUCATIONAL

PAST POSITION IN
THE BANK

PAST POSITION

rene B.
inohlan

DIRECTOR

Filipino-62 years old

Director since 2018

-Bachelor of Science in
Commerce, Major in Economics,
St. Louis University-Baguio
-Master
Agricultural
Policy and Development,
University of the Philippines-
Los Bafios

of Science in

Economics, Major in

-Cashier

-Branch Manager

-Assistant Vice President
-Vice President

-Senior Vice President
-Head of Credit Management
Department

-Philippine Rural Reconstruction
Movement, Community Organizer and
Area Coordinator for Northern lIfugao
1989-1994
-Philippine Rural
Movement, Special Assistant for

Operations 1994-1995

Reconstruction
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Marlon P.
Palomo

DIRECTOR

Filipino-59 years old
Director since 2004

-Bachelor of Science in
Architecture, Araullo University
-Master in Enfrepreneurship,
Asian Institute of Management
-NGO for Rural Development
Management, Fundacion EI
Taller

-International Network of

|] \ Alternative Financial Institutions
(INAFI), Executive Director
-Millenium Harvest Credit
Corporation, Chairman
-KooperatibangLikas ng Nueva
Ecija, Chairman

-Philippine Rural Reconstruction
Movement- Nueva Ecija Chapter,
Chairman

-Philippine Rural Reconstruction
Movement, Vice President
-Vizcaya Fresh, Inc.- Chairman

-Dept. of Agrarian Reform, OIC.
Director IV 1998-1999
-Dept. of Agrarian Reform,

Consultant 1998

PAST POSITION
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Abundio®_ .
Edicio G. /

i3

Dela Torre 7
DIRECTOR ’ )'v

Filipino-78 years old

Director since 2019

-Bachelor of Arts in Philosophy,

Christ the King Seminary,
Quezon City

-Master of Arts in Philosophy,
Christ the King Seminary,
Quezon City

-Philippine Rural Reconstruction
Movement, Vice Chairperson
-Education For Life, Chairperson

-GMPI, Global Mindanaw,

Chairperson

-TESDA, Director General 1998-
2001

-Philippine Coconut Authority,
Board Member, 2014-2018
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ames G.
ayaban

DIRECTOR

|
# Filipino- 59 years old
i Director since 2010

-Bachelor of Science in Mechanical
Engineering, St. Louis University-
Baguio

-Master in Public Administration, St.
Mary's University

-Mabato-bato Indigenous People
Organization, Chairman

"V’x -CLoan:::‘oFrederafion of IPOs, Municipal

-l1fugao Elders Alliance, Vice Chairman
-DENR-CAR, Assisting Professional-

Contractual

-Save the lfugao Terraces Movement,
Treasurer 2003-2016

-SITMO, Director 2000-2002
-National Steel Corporation, Staff
Engineer 1984-1986

-PDRRMO-PLGU Ifugao, PDRRMO
2012-2013

-MLGU, Councilor 2007-2010 ,
PARCCOM-PARS, Member/Chair 1998-
2002

-PLGU lfugao, Board Member 1992-
1998, Department Of Trade and
Industry, PTIO 1989-1991 51

PAST POSITION



DIRECTOR

Filipino-44 years old
Director since 2021

-Bachelor of Science in
Civil Engineering - Saint
Mary's University

-Rasco Farm- Proprietor
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Gloria C.
\ Bulayo

INDEPENDENT DIRECTOR

Filipino-44 years old
Independent Director since
2021

-Bachelor of Science in

Accountancy, Saint Mary's
University

-Bulayo Drugstore,
Proprietor
-Joshkhurt Pharmacy,
Proprietor

-Moral Nanoz and Assoc -
Junior Editor 2000-2001
-Tam-an Cooperative- Posting
Clerk, Admin and Finance
Officer, Internal Audit.
-Banaue Mountain Resort-
Posting Clerk, Bookkeeper
-Joshkhurt computers and
enterprises- Manager
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COMMITTEES,

MEMBERSHIP, AND

FUNCTION
(=) (=)
To aid the Board in the task of corporate governance, the following
committees, among others, have been created:

a.Risk Management and Audit Committee (RMAC): To assist in fulfilling its
responsibilities, RMAC be responsible for the development and oversight of
the risk management program for the Bank.

1.Reviewing and, if satisfied, recommending the compliance policy
proposed by senior management and forwarding it to the full Board for
final approval.

2.Reviewing the mandate of the Head Internal Auditor and Chief
Compliance Officer to ensure fulfillment of the requirements of his
position and of the BSP or any other regulatory authority to which the
Bank is subject.

3.Reviewing the effectiveness of the compliance system.

4. Reviewing the results of Internal Auditor/CCO’s investigation and
follow-up (including disciplinary actions) of any fraudulent acts or non-
compliance.

5.Reviewing the finding of any examinations by regulatory agencies,
external and internal auditors and CCO.

6.0btaining periodic updates from CEO and CCO regarding compliance.

7.Satisfying itself that all regulatory compliance matters have been
considered in the preparation of the financial statements.

8.Reporting to the Board of Directors its conclusions on the
effectiveness of the Bank’'s implementation of the compliance policy.

Risk Management and Audit Committee consists of four (4) members, the
Chairman of which is an Independent Director. The Committee reports to
the Board, following the committee meetings. The report may take a form of
an oral report by the chair or by any other member of the Committee
designated to make the report.

RMAC members composed of Chairman Gloria C. Bulayo and members,
Director Miriam Ruth D. Tugawin, Director Marlon P. Palomo and Director
Irene B. Binohlan.
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In 2017, the Board decided to maintain only the Risk Management and Audit
Committee as a regular Board-level Committee. The Credit Committee is
convened with the sole purpose of approving and disapproving loan
applications within its level of authority designated by the Board. The
Corporate Governance Committee and other AdHoc committees convene only
when necessary as directed by the Board.

b. The Corporate Governance Committee has the following general duties and
responsibilities:

1. Ensure effectiveness of the Board and due observance of the corporate
governance principles and guidelines;

2. Review and evaluate the qualifications of all persons nominated to the
Board as well as those nominated to other positions requiring appointment by
the Board;

3. Oversee periodic performance evaluation of the Board and its
committees;

4. Take leadership in shaping good corporate governance of the Bank.

Corporate Governance Committee members are Chairman Glenn Roy V.

Paraso, and members - Director Gloria C. Bulayo and Director Abundio Edicio
G. dela Torre. (=) (=)

DIRECTOR'S

ATTENDANCE

=3 (=

Board of Directors’ Meetings

During Fiscal Year March 2021-February 2022, the following
members of the Board of Directors have a summary of attendance
as follows:

isk M Corporate
Board of B NS & po

Audit
Name of Directors Directors . Governance

Committee Committee
— | 5
N A4
WilieA Damesco | dow | |
Therence 6. Bawaon | goow | |
Wiam Ruth b Togawn | do0% | o |
GlennRoyV.Paraso | 100% | | 100% |
JamesG.Tayaban | 9% | |
DexterB.Dugyon | 9% | |
Abundio Edicio G.delaTorre | 100% | |  100%
MarlonP.Palomo |  100% | 100% |
ireneB.Binohlan | 9% | 100% | |
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THERENCE €E. BATULOR

PRESIDENT AND CEO

Filipino- 43 years old
Acting President/CEO since 2020

DUCATIONAL BACKGROUND

-Bachelor of Science in Accountancy,
St. Mary's University

HER INFORMATIO,

Served the Bank since 1999 in various capacities
as Bookkeeper, Accountant, Administrative Officer,
Chief Accountant, Assistant Branch Manager,
Branch Manager, Assistant Vice President, and
Head of Technical Support Unit.

OLIVIA G. GABUL,@©

ASSISTANT VICE PRESIDENT/FI
ADMINISTRATION HE

Filipino- 44 years ol
AVPI/Finance & Ad

\EDUCATIONALEACKGROUND

-Bachelor offS ce in Accountancy,
Uc- BCF (U ty of Cordilleras)

OTHER INFORMATION

Joined the
as Chief
2012 to

d since 2018

—_—

nk in 2012 and served
pliance Officer from
0
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ANABEL A. GONZALES, MBA

HEAD OF MARKETING DEPARTMENT
Filipino- 46 years old

EDUCATIONALBACKGROUND,

-Bachelor of Science in Commerce Major in
Banking & Finance

OTHER INFORMATIO I

Joined the bank in 2016 as Branch Manager
until 2020.

HEAD INTERNAL AUDITOR AND
CHIEF COMPLIANCE OFFICER

Filipino- 40 years old o
HIA/CCO since 2018

-Bachelor of Science in Accountancy,
St. Mary's University

Joined the Bank in 2017 as Internal
Auditor, assumed the position of Heag
Internal Auditor and Chief Complianc
Officer in 2018.

HEAD OF BRANCH OPERATIONS

Filipino- 42 years old

EDUCATIONAL BACKGROUND.

-Bachelor of Science in Commerg
Banking & Finance

Worked in the bank as:
-Micro Finance Officer 200
-Cashier 2007; Loan Officer
-BM 2011 - 2014; ARO - 2015
-RMARS Head 2016 - 2017
-CRO 2018 - 2019;
-BM 2019 - Present
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—PERFORMAN C E—

—ASSESSMENTS—

Annual self-evaluation of directors is undertaken to allow them to
assess their conduct in accordance with their duties and
responsibilities as members of the Board, as well as their
respective Board-level committees. Each director is required to
accomplish at least two self-assessment sheets: (1) as director,
and (2) as member of the Board. A separate assessment is done as
member of a committee.

The Corporate Governance Committee shall convene annually to
oversee the evaluation of the performance of the Board of
Directors, Board-level Committees, and Senior Management, and
shall ensure their continued effectiveness in contributing to the
Bank’'s long-term sustainability and success.

S~ I
iﬂIENTATION A ND

— EDUCATION —
— PROGRAM

To ensure that BancoLagawe'’'s directors remain adequately
gualified, they receive regular updates on regulations, new laws,
and current market developments during board meetings to enable
them to have a good understanding of both the business and
regulatory environments. New directors receive appropriate
orientation training and are required to attend a seminal=om
corporate governance following the BSP-prescribed syllabus:

Senior Management, including all Bank staff, dltkewiSe wundergo
different training programs on relevant sudbjjectsl. BancolLagawe
continues to develop its employees’ trainia@ needs by identifying
the type of training or seminar to be accofded to each of the
employees. Each of the Bank’'s employ€esgincluding the Board of
Directors and Senior Management Officeds '1s provided with their
corresponding needed training, trainfingd provider(s), the projected
date of training, and the estimated gostgs for each training.

The training and seminars are summ@rized in the Annual Personnel
Development Program of the Bank. #he total costs under the Annual
Personnel Development Programj/ shall be part of the annual
“Training and Seminar Expensel budget of the Bank.
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S~ —
RETIREMENT AND-

— SUCCESSION —
POLICY

Retirement Policy for Senior Management

A bank employee who has served the bank for at least five (5) years,
shall retire upon reaching the age of sixty (60) and shall be entitled to
retirement pay based on the following computation:

No. of Years in Service Computation
oto9 Latest salary x 0.5 X no. of years in service
10 to 14 Latest salary x 1.0 x no. of years in service
1510 19 Latest salary x 1.5 x no. of years in service
20 years and above Latest salary x 2.0 x no. of years in service

The latest salary shall include the employee’s basic salary, cost of living
allowance, and tenure pay. An amount is being allocated by the bank
periodically to fund the retirement plan. The Retirement Fund is being
managed by a reputable insurance company that shall assist the bank in
registering the program with the BIR.

Early Retirement Benefit

In recognition of employee’s commitment as determined by his/her length
of service with the bank, the bank designs an Early Retirement Benefit to
employee who chose to retire after serving the bank for at lea
five (25) years “unbroken service” even without reaching
retirement age of 60 years old and shall be entitled to |
pay as in the Normal Retirement Benefit.

Separation Benefit

In recognition of employee tenure with
voluntarily resigns from BancolLagawe wi
“unbroken service” shall be entitled to
benefit shall be computed = Latest sal
Provided, however, that any employe
the service of the bank for reason
death or similar company polici
Retirement Benefits. However,
separated/terminated by the bank
fault, misconduct, dishonesty or fr

, bank employee who
ast fifteen (15) years of
um separation benefit. The
X no. of years in service.
involuntarily separated from
as retrenchment, redundancy,
II' be entitled to the Normal
employee whose service is
ause due to the employee’s own
all forfeit all his benefits.
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Retirement Policy for the Board of Directors

The bank acknowledges the Stockholders’ ultimate right to
elect the directors. However, a director who ascertains that
he/she is no longer fit and proper to perform the functions of
a director shall refuse nomination or may opt to retire if
already elected. Elected directors serve for a term of one (1)
year and may be re-elected. There is no specific retirement
age for members of the Board.

Succession Policy for the Board

The Corporate Governance Committee shall apply due
diligence to determine the suitability of every person who is
being considered for appointment or reappointment as a
director of the Bank based on his/her educational
gualification, experience & track record, and every such
person shall meet the ‘fit and proper criteria, as BancoLagawe
may stipulate from time to time.

BancoLagawe keeps and updates a list of qualified candidates
being considered for a director position. The candidates are
being nominated by the principal stockholders of the Bank.
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Succession Policy for Senior Management

Senior Management shall periodically review and consider the list of
senior managerial personnel due for retirement/attrition within the
year. It shall also consider the new vacancies that may arise because
of business needs/up-gradation of Department(s)/Branch Office(s).
Further, it shall be based on the recommendation of the Head of
Human Resources and the Senior Management

1)Shall evaluate the incumbent after considering all relevant
criteria like experience, age, health, leadership quality, etc. and
recommend to the Board whether the concerned individual (i) be
granted an extension in term/service or (ii) be replaced with an
identified internal or external candidates.

2)Shall identify the competency requirements of key positions,
assess potential candidates, and develop required competencies
through planned development and learning initiatives. The Senior
Management may utilize the services of professional search firms to
assist in identifying and evaluating potential candidates.

3)May recommend to the Board to appoint other suitable external
candidates (s) as special recruitment in senior managerial level
based on job roles and competency in order to provide a continuous
flow of talented people to meet the organizational needs.

4)YWhere it is decided to appoint an external candidate, timely and
planned steps shall be taken for the selection of a suitable
candidate so that the appointment is made well before the
retirement/relieving of the concerned officer to ensure the smooth
transition.

5)The recommendation of the Senior Management shall be placed to
the Board for approval. Head of Human Resources shall, from time
to time identify high-potential employees who merit fasterge@reer
progression to positions of higher responsibility and fefmulates
administer, monitor & review the process of skill deWwelopsment and
identify the training requirements.

6)Every member of the senior management ##amgshall always
endeavor to add capability in-house and mentor officials with
potential working under him to handle hdfs relsponsibility in his
absence by exposing him to all aspect§ ofdwork being handled by
him.

7)In the event of any unexpected ofccurrence in respect of any
member in the core management tfam, the next person as per the
organization chart (as far as pragtigable) shall take interim charge
of the position, pending a regular appointment in terms of the
succession plan.
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REMUNERATION
— POLICY FOR B

— DIRECTORS AND —
"SENIOR MANAGEMENi

The remuneration and incentives budget for the Board and Senior
Management is approved annually by the Board of Directors.
BancolLagawe’'s principle for compensating directors and officers follows
best practices and procedures on the determination of remuneration levels
depending on the Bank’'s particular needs. While it follows a salary grade
scheme, the remuneration and incentives package takes into account the
position, role, responsibilities and risks that the employee undertakes in
behalf of the Bank. '

S~ I

“RELATED PARTY

— TRANSACTION—
— —
= =
In accordance with the regulations, policies, and guidelines on Corporate
Governance issued by Bangko Sentral ng Pilipinas (BSP), the Securities
and Exchange Commission (SEC), and other regulatory bodies,
BancoLagawe recognizes the need to strengthen its policy on related-party
transactions and other similar situations so as to prevent or mitigate
abusive transactions with related parties and avoid risks of conflict of
interest.

This is also in consonance with BancoLagawe’'s adherence to the highest
principles of good governance as the bank subscribes to the philosophy of
integrity, accountability, and transparency in doing business.

Similarly, Philippine Accounting Standard (PAS) 24 Related Party
Disclosures provides that an entity should disclose information about the
transactions and outstanding balances necessary for an understanding of
the potential effect of the relationship on the financial statements.,

POLICY

1.Bank’'s DOSRI and other related party trans@ctiens shall be allowed
provided that these comply with applicable regulatory
limits/requirements and dealings are condicted at arm’s length basis.
Said transactions shall only be made and endered into, substantially on
terms and conditions not less favorablegdtham those with other customers
of comparable risks.

2.1f an actual or potential conflictt/off interest arises on the part of
members of the Board, stockholfders, and management, he/she is
mandated to fully and immediatedy disclose the same and should not
participate in the decision-making priocess relating to the transaction.

Any member of the Board who has/an interest in the transaction under
discussion shall not participate/therein and shall abstain from voting on
the approval of the transaction.
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No Director may engage in any Board or Committee discussion or
approval of any related party transaction in which he or she is a related
party. However, such Director must provide to the Board or Committee
all material information reasonably requested concerning the
transaction.

3.Materiality threshold for related party transactions (RPTs), except
DOSRI transactions, shall be set at P1,500,000.00 . RPTs that exceed
the materiality threshold shall require approval from the Board of
Directors. RPTs that fall below the materiality threshold shall be
approved by the President & CEO except for transactions of his/her
related parties which shall be elevated to the Board.

4.All DOSRI transactions shall require the approval of the Board of
Directors.

5.As embodied in the “Whistle Blowing Policy” BancoLe jJawe
encourages employees to communicate, confidentially and without the
risk of reprisal, legitimate concerns about illegal, wunethical or

guestionable RPTs. Any personnel, officers or directors who have been
remiss in their duties in handling RPTs shall be subject to disciplinary
actions with due process, as stated in the Bank’'s Code of Conduct.

Transactions Not Considered RPTs

Following transactions shall not be deemed related party transactions for
purposes of this policy/ guidelines:

a)Executive Officer and Director compensation arrangements;

b)Transactions available to all employees in general, such as: deposit
transactions, and in the future - credit card availments, regular trade
transactions involving purchase and sale of securities traded in the
active market; and

c)Transactions granted under the Bank’s fringe benefit pgOgram

Guidelines & Procedures

1.All credit and non-credit Related Party JZransacttons go through the
normal business processes of the Bank gfvenf the delegated discretion
after due consideration to existing DOSRAd regulations and SB limits.

2.0n credit transactions, the Head offdCredit Initiation and Management
Section shall determine if a transacti(on 4s a related party transaction.

The following information, to the fextent relevant, with respect to the
proposed Related Party Transaction should be disclosed in the
evaluation:

i.A general description of the transaction/s including the material terms
and conditions;
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ii.The name of the Related Party and the basis on which such person
or entity is a Related Party;

iii. The Related Party’'s interest in the transaction/s including the
Related Party’'s position or relationship with, or ownership of, any
entity that is a party to or has an interest in the transaction/s;

iv.The total value of the proposed transaction and the share of the
Related Party’s interest in the transaction/s;

v.Whether the proposed transaction includes any potential
reputational risk issues that may arise as a result or in connection
with the proposed transaction; and

Vi.Any other material information regarding the transaction/s or the
related party.

3.Non-credit transactions shall be evaluated by the Head of sections
where the transactions will be processed.

4. Persons responsible for the evaluation of RPTs may ask guidance
from the Risk Management & Audit Committee (RMAC) through the Chief
Compliance Officer or Internal Auditor.

5.After going through the process, it shall be submitted / elevated to
the proper approving authorities for ratification/ approval.

6.The Chief Compliance Officer shall prepare a monthly report of all
related party transactions to the Risk Management and Audit Committee
for the latter’s information. Said committee shall be provided with all
pertinent documents and material facts that support the transaction.

7.A Board resolution, as evidence of approval for DOSRI |

submitted within the prescribed period set by the BSP.

8.0n a quarterly basis, the Chief Compliance
submission of the required report to BSP wusi
format.

ensure
sting report
MATERIAL RELATED PARTY TRANSACTIO

Following are the 2021 Material Relate Transactions consisting
of credit accommodations:

1. Charita Bolla - loan accomm with original amount of
P1,614,000.00; (sister-in-law of Ve olla)

2. Kenneth Codamon - loan acco
P2,300,000.00;(brother-in-law of

oN with original amount of
B. Dugyo
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|
I NTERNAL AUDIT AND
—— COMPLIANCE

FUNCTION

Internal Audit Function

The internal audit is an independent, objective assurance, and consulting
function operating within BancoLagawe (Lagawe Highlands Rural Bank) to
examine, evaluate, and improve the effectiveness of risk management,
internal control, and governance processes of the bank (BSP Cir. 871,
Sec.). The internal audit activity adds value to the organization and its
stakeholders when it provides objective and relevant assurance, and it
contributes to the effectiveness and efficiency of governance, risk
management, and control processes (IAA’'s Standards: Revised October
2010).

Authority and Independence

The internal Auditor requires organizational independence from
management, to enable unrestricted evaluation of management activities
and personnel.

Independent Function: No conflict of interest allowed

Even though the A may be formally part of the management structure of
the bank, it does not participate in any management decision process or
accept any responsibility in the execution of bank activities. This
organizational structure is designed to allow the |IA to be independent
and to effectively accomplish its purpose.

To permit the rendering of impartial and unbiased judgment essential to
the power conduct of audits, the IA will be independent of the activities
it audits. The IA will not have direct responsibility for, or authority o\eds
any of the activities reviewed and will not engage ingf@activitigels which
should normally be reviewed by internal auditor. ThdS dire€tive wWill not
prelude the I1A’s proactive involvement with mafla@gesment “in planning
processes, committees, or special assignmentsgihatghave been approved
by both +the President/CEO and the Risk™ M@nagement and Audit
Committee (RMAC).

The IA may advise management (must, wlhendit s about compliance, risk
management, internal controls) and gthef Board of Directors (BOD)
regarding how to better execute thedr gesponsibilities. But it remains
independent of the activities it contrals.

The internal audit review and appraigsal process does not in any way
relieve other persons in the bank of the responsibilities assigned to
them. Responsibility for complying with policies and procedures as well
as correcting deficiencies rests with the respective employees and
management.
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Hierarchical Independence: Independence reporting line

The primary customer of the IA is the entity charged with oversight of
management’'s activities. This is typically, the RMAC, a sub-committee
of the BOD. To provide hierarchical independence, the |IA reports to the
RMAC Chairman as to the performance of its duties.

The definition (and regular revision) of the scope of the function should
be agreed between the IA and the RMAC. The IA’s annual work plan,
which for practical reasons must be discussed between the auditees, is
subject to the approbation of the RMAC and BOD.

The internal rules and practices of the IA provided for in the Internal
Audit Manual are of the responsibility of the Internal Auditor.

Independent Status: Guarantees against retaliations

The independence of the |IA in the performance of its duties should be
guaranteed in the staff rules. The RMAC should have sole competence
for the final decision on appointment and dismissal of the IA, and for
its remuneration, activity appraisal, and career advancement. The IA is
liable to disciplinary action but only with the concurrence of the RMAC
and express approval of the BOD. This could happen if it is negligent in
the performance of its duties.

Independent communication right

The |IA reports directly to the RMAC and the BOD. There should be a
report from the I|IA to each ordinary RMAC meeting and if deemed
necessary to the BOD. Such reports should be addressed directly to the
RMAC Chairman with parallel copy to the President/CEO. However, the
IA in the performance of its daily work communicates and liaises with
the Pr

Independent Budgeting

Although the Internal Auditor is paid by the bank, theghitrmangmésource
budget of the IA, in particular, should be protectedf™fromgfinterference
from the audited bank. The typical risk is that"thef audit's budget
subject to the approval of the Vice Presidentgand P restdent/CEO is a
source of potential interference or friendlypresSure to self-limit the
Internal Auditor’s draft budget, in advange of the normal budgeting
process of the bank.

Access to information

Information is of key importance #0 g@rganize, prepare, and perform
internal audits. The IA will have full,/ffree, and unrestricted access to
all activities, record (in both papesf and €electronic format), property and
personnel necessary to accomplish the stated purpose. Documents and
information given to the I|A will ble handled by the IA in the same
prudent manner as by those employees normally accountable for them,
with stringent regard for safekeeping and confidentiality.
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Reasonable restrictions would be limited to things such as personal
information in personnel records such as health information. Unduly
restricted access to information is a major impediment to the IA and
indicates that the bank is not truly supportive of the IA’s mandate and
the bank’s commitment to sound governance should be questioned.
resident/CEO and the staff of the bank.

Professional Competence

The Internal Auditor is a professional and competent individual who
collectively has the knowledge and experience necessary in the conduct
of an effective internal audit on all areas of the bank’s operations. The
skill set of the internal audit staff shall be complemented with
appropriate audit methodologies and tools as well as sufficient
knowledge of auditing techniques in the conduct of audit activities.

Due Professional Care and Professional Ethics

The Internal Auditor shall act with integrity in carrying out his duties
and responsibilities. He should respect the confidentiality of information
acquired in the course of the performance of his duties and should not
use it for personal gain or malicious actions. The Internal Auditor shall
avoid conflicts of interest. Internally-recruited Internal Auditor shall not
engage in auditing activities for which he has previous responsibility
before a one-year “cooling-off” period has elapsed. The Internal Auditor
shall adhere at all times to an established Code of Ethics for Internal
Auditors.

Duties and Responsibilities

o

o

Prepare and submit an annual audit plan to the board for approval
Prepare and submit monthly audit report to the RMAC for approval
Report audit findings to the RMAC/Board during the monthly meetings
Conduct periodic audit on the implementation of internal controls,
policies on all aspects of operation, regulations of the Bangko Sensdmal
ng Pilipinas (BSP), Philippine Deposit Insurance Corporatiem(PDIC),
Bureau of Internal Revenue (BIR) and other regulatory agemeies
Supervise and maintains the bank’s system of internal gcontrol™and
ascertains that it is adequate and functioning propedly.

Examine and recommends the establishment @F apipropriate internal
controls and appropriate measures to ensure gfhatgestablished policies,
procedures and controls are followed.

Perform continuous program of verificationganddéeconducts his examination
in such a way as to ensure management ofdthe general reliability and
validity of all reports.

Assess the accuracy, reliability and gffeletiveness of the management
and financial information system, in€luding the electronic information
system.

Conduct periodic confirmation offacgount with bank depositors and
borrowers

Access/obtain documents that arg@ necessary to performing the duties
and responsibilities of an Internal/Agditor.

Performs such other functions /@s/may be assigned by the Board in
connection with the examination, ewvaluation and appraisal of the bank
operations.
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Nature of Work

The IA must evaluate and contribute to the improvement of governance,
risk management, and control processes using a systematic and
disciplined approach.

Governance
The A must assess and make appropriate recommendations for improving

the governance process in its accomplishment of the following
objectives:

o

Promoting appropriate ethics within the bank

o Ensuring effective organizational performance management and
accountability

o Communicating risk and control information to appropriate areas of the
bank

o Coordinating the activities of and communicating information among

the board, external and internal auditors and management.

The IA must evaluate the design, implementation, and effectiveness of
the bank’'s ethics-related objectives, programs, and activities. It must
assess whether the information technology governance of the bank
supports the bank’s strategies and objectives.

Risk Management

The IA. must evaluate the effectiveness and contribute to the
improvement of risk management processes. It must evaluate risk
exposures relating to the bank’s governance, operations, and information
systems regarding the:

» Reliability and integrity of financial and operational information

Effectiveness and efficiency operations and programs;

» Safeguarding of assets; and

«» Compliance with laws, regulations, policies,
contracts

P

The IA must evaluate the potential for the occ aud and how

the bank manages fraud risk.

must address risk
and be alert to the
auditor must incorporate
g engagements into their
cesses.

During <consulting engagements, interna
consistent with the engagement’'s obj
existence of other significant risks.
knowledge of risks gained from ¢
evaluation of the bank’s risk manage

When assisting management [
management processes, internal
any management responsibility by

blishing or improving risk
ors must refrain from assuming
ly managing risks.
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Control

The IA must assist the bank in maintaining effective controls by
evaluating their effectiveness and efficiency and by promoting continuous
improvement.

The IA must evaluate the adequacy and effectiveness of controls in
responding to risks within the bank’'s governance, operations, and
information system regarding the:

= Reliability and integrity of financial and operational information;

« Effectiveness and efficiency of operations and programs;

= Safeguarding of assets;

« Compliance with laws, regulations, policies, procedures, and
contracts.

Internal auditors must incorporate knowledge of controls gained from
consulting engagements into evaluation of the bank’s control processes.

Scope
The scope of IA shall include:

« Examination and evaluation of the adequacy and effectiveness of the
internal control systems;

» Review of the application and effectiveness of risk management
procedures and risk assessment methodologies;

» Review of the management and financial information systems,
including electronic information system and electronic banking
services;

= Assessment of the accuracy and reliability of the accounting system
and of the resulting financial reports;

» Review of the systems and procedures of safeguarding assets;

» Review of the system of assessing capital in relation to the estimate
of organizational risk;

» Transaction testing and assessment of specific internal _c@Rtrol
procedures; and

» Review of the compliance system and the implememtatiom oOf
established policies and procedures.

Compliance Function

Directing the compliance officer and concuffrently 'the internal auditor to
function mainly as a compliance officer
1. The Compliance Officer who is concdrremtly the Internal Auditor shall
be directed to function mainly as thefdecompliance officer of a bank, until
such time that the two functions arefsegregated. (BSP Circular 598)

2. The Compliance Officer will diregctly report to the Board of Directors.
During his/her tenure, s/he may/befremoved/ transferred only with the
approval of the Board and throu@h /an’internal administrative procedure
in which his negligence in discharging compliance function or his
serious acts of omission amd/ €ommission in other financial or
administrative matters is established and recorded in a transparent
manner.
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Independence of compliance function

1. The sole task of the Compliance Officer is to carry out compliance
function for management of the bank’s compliance risk. The
Compliance Officer will function in an independent environment and

should be kept away from any conflict of interest with other functions
of the bank i.e. the staff of Compliance Officer will perform only
compliance responsibilities. Compliance Officer should not be assigned
with any other operative functions of the bank, even if temporary.

2. The Compliance Officer and his/her staff will have the right on its
own initiative to communicate with any staff member and obtain access
to any records or files necessary to enable it to carry out its
responsibilities. It will also have the right to conduct review/
investigation of possible breaches of the Compliance Program and to
request assistance from specialists within the bank (I.T Specialist,
Legal Officer) or engage outside experts to perform this task under
advice to the Board of Directors or the Compliance Officer in his
discretion finds it appropriate.

3. The Compliance Officer and his/her staffwill be free to report to the
Board of Directors or the Risk Management and Audit Committee
(RMAC), on any irregularities or possible breaches disclosed by its
investigation without fear of disfavor from management or other staff
members.

Scope of compliance function

The Laws, rules and standards applicable to banking generally cover
matters such as observing proper standards of market conduct,
managing conflicts of interest, settling Govt. taxes, treating customers
fairly and ensuring the suitability of customer advice. The following
statutory, regulatory and internal guidelines, contractual guidElirn‘es
and codes govern the banking business on the basis _aff"the aboswe
principles:

Statutory Guidelines:

= R.A 7653 “The New Central Bank Act

R.A 9160 Anti-Money Laundering Act of 20071

= R.A 9178 An Act to promote the establishiment of Barangay Micro
Business

» Enterprises (BMBEs), providing ingentves and benefits therefor,
and for other purposes

» Magna Carta for Small Enterprise

= National Internal Revenue Code Of the Philippines.

= Act No. 3135,Mortgage Law

= Chattel Mortgage Law (Act No./1508)

= Republic Act No. 3765, The Truthtin' Lending Act

= Labor Code of the Philippines

» Social Security System (SSS)Republic Act No. 9501 or the Magna
Carta for Micro, Small and Medium Enterprises.
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» The Agri-Agra Reform Credit Act of 2009".

= Republic Act No. 1405 (Law on Secrecy of Bank Deposits),

= Barangay Micro Business Enterprises (BMBE's) Act of 2002."

» Corporation Code of the Philippines

» Implementing Rules and Regulation and amendments of the above
statutes.

Any other Act related to banking that is in force at present or may
come into existence in future

Regulatory Guidelines

» BSP Manual on Regulation of Banks.

= Guidelines issued by the Bangko Sentral ng Pilipinas from time to
time.

» Guidelines issued by the Rural Bankers Association of the

Philippines from time to time

Guidelines issued by Securities and Exchange Commission from time

to time.

= Guidelines issued by PDIC from time to time

» Guidelines issued SSS from time to time.

Guidelines issued by the PhilHealth from time to time

= Guidelines issued by the BIR from time to time.

Philippine Institute of Certified Public Accountants guidelines on

Accounting Standards

= Any guidelines/ instructions issued from time to time by other Gov't
agencies that affect the Bank.

Internal Guidelines:

» Code of Conduct applicable to staff members.

» Guidelines issued by the Board of Directors from time to time on
bank’s business.

= BancoLagawe Manual of Operation, 2009 edition.

» President and CEO’s issued directives.

Contracts:
= LBP Rediscounting Contract
= Others

The aforesaid statutory, regulatory, contractual gufidelinfes and internal
guidelines shall be the scope for operation of th&€ "compliance function in
the bank. The Board of Directors may modify tfife s€ope as deemed fit to
widen or strengthen the compliance functionThefCompliance Officer will
identify the functions of the bank that fall &inder @ach guideline and also
will assess the risk level of each functiong

Board supervision

The Board of Directors/RMAC will befresponsible for putting in place this
compliance function policy in the b@nk for managing compliance risk. It
will also oversee implementation of the policy by Compliance Officer. It
will take quarterly review of the gcgompliance function and also meet the
Compliance Officer annually for/ assessment of the effectiveness of
compliance policy and issue dingections for corrective and progressive
measures, if necessary.
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Top management responsibilities

1. Top management will be responsible for establishing this compliance
function in the bank. They will ensure the following in implementation of
the compliance function:

a.They will identify and assess the compliance risk facing the bank with
the assistance of Compliance Officer and formulate plans to manage them.

b. They will resolve the compliance issues effectively and expeditiously
with the assistance of Compliance officer.

c.They will make prompt reporting to the BOD/RMAC on any material
compliance breaches/ failures.

2.Quarterly reviews will be submitted to the BOD/RMAC in such a manner
as to assist them to make an informed judgment on whether the bank is
managing its compliance risk effectively.

3. Top Management of the bank will be expected to comply with laws and
regulation that affects their function.

4 Accountability will be examined for all compliance breaches/ failures and
appropriate disciplinary action will be taken against the erring staff
members.

Compliance Officer’s responsibilities

1.Within the scope set for the compliance function, the Compliance Officer
will have the following duties and responsibilities with all sincerity and
integrity for achieving the objective of the compliance function:

a.The CO will identify the business functions of the bank that fall under
each statutory and regulatory guideline. b.The CO will assess themhenel
of compliance risk in each business line, product and processfinto High,
Medium and Low Risk and accordingly formulate proposadiSfor _matigation
of the risk.

The CO will ensure prompt dissemination of gStatugtoryand regulatory
guidelines and instructions for compliancegdto sghe "Head Office unit,
Branches/Offices and closely monitor the campldance of the guidelines

2.Compliance Officer of the bank widll b Fresponsible over all for
coordinating the identification angd mapagement of the bank’s
compliance risk and supervising the activities of other compliance
function staff. He will ensure the foldlowing"

a.ldentify and assess the compliancefrisk through all business levels of
the bank and submit plans to man@ge the risk to the BOD/RMAC.

b.Submit a report to the BOD durimg BOD regular Board meeting on the
level of compliance risk.
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c.Promptly report to the Board of Directors/RMAC instances of all
material compliance failures which may attract significant risk of legal
or regulatory sanctions, financial loss or loss of reputation.

d.Act as the nodal point of contact between the bank and the Bangko
Sentral ng Pilipinas.

Compliance officer’s participation in board committees

1. The Compliance Officer will be a member of the Risk Management and
Audit Committee.

2.S/He may be an invitee to the Finance and Investment Committee,
Corporate Governance Committee, Marketing Committee, or Building and
Premises Committee.

Resources - role of human resources committee

1. It will be the responsibility of the Human Resources Committee to
provide the Compliance Function with sufficient and appropriate staff to
ensure that the compliance risk within the bank is managed effectively.
It will identify the staffs that preferably have knowledge of law,
accountancy and information technology and also adequate practical
experience in various business lines and audit/inspection function. The
compliance staff should have sound understanding of compliance laws,
rules and standards and their practical impact on the banks operations.

2.1ln order to keep the compliance staff up-to-date with developments in
the areas of banking laws, rules and standards, the compliance officer
and staff should attend relevant seminars or trainings if available.

Role of bank officers, managers and staff

1. The bank officers, managers and staff will put in place systems fort
meticulous compliance of statutory, regulatory and internal gqiidelines
by all the concerned under their control while carrying oudgfthe busimess
operations. Any breaches/ failures of compliance nogficed by them in
their area of operations should be promptly reporte@to she Compliance
Officer or his/her staff. The Compliance Officegandgdhislfher staff will
scrutinize such breaches/failures of compliance andfguide the functional
departments with measures for rectification amd pirevention.

2.The officers, managers and staff shoufd egxtend their cooperation to
the Compliance Officer and his staffford the success of compliance
functions in the bank. They shouldpromptly submit the information
requested by the Compliance Offiecey and his/her staff for their
assessment of compliance. They/d should also strictly follow the
instructions and guidelines issugd by the Compliance Officer on
compliance matters. A cooperative S'working relationship between
Compliance Officer and his staff andfwould help to identify and officers,
managers and staff manage compliance risks at an early stage.
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Compliance function review

The compliance Function Program should be reviewed annually covering
the following aspects:

a.Compliance failures if any during the preceding year and consequent
losses and regulatory action and also steps taken to avoid recurrence
of the same.

b.List of all major regulatory guidelines issued during the preceding
year and steps taken for implementation.

c.lndependence of compliance function.

d.System of internal control to minimize compliance risk.

e.Progress in rectification of significant deficiencies pointed out in
the internal audit, external audit and BSP \Examination reports and
position of implementation of recommendations made there in.

Implementation

Compliance function is a preventive as well as a corrective remedy put
in place for safeguarding the bank from compliance risks that may cause
financial loss by way of penalties and compensations or reputational
damage which bank cannot afford in the current highly charged and
competitive environment among banks. The compliance function shall
continue to be one of the key elements of our Corporate Governance
Philosophy. The guidelines of this policy shall be implemented in the
bank with immediate effect in true spirit. @& <)
S~ I
:I‘NTERNAL CONTROL |
—RESPOSIBILITIES OF—

— |

THE BOARD

e— |

The Board is responsible in setting a control environment that:
a.Ensures the Bank is properly and effectively managed and sugp@rvised;

b.A management that actively manages and operates th@ Corp@ration-in a
sound and prudent manner;

c.The organizational and procedural controlst”supported by effective
management information and risk managementgdreporting systems; and

d.An independent audit mechanism tod mg@nitor the adequacy and

effectiveness of the corporation’s govermance, operations, and
information systems, including the reli@bidity and integrity of financial
and operational information, the gffectiveness and efficiency of

operations, the safeguarding of asseifs @and compliance with laws, rules,
regulations and contracts.

e.The minimum internal control mech@anisms for the performance of the
Board’'s oversight responsibility arg a§ follows:
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(o]

o

o

Definition of the duties and responsibilities of the CEO who is ultimately

accountable for the corporation’s organizational and operational
controls;
Selection of the person who possesses the ability, integrity and

expertise essential for the position of CEO;

Evaluation of proposed senior management appointments;

Selection and appointment of qualified and competent management
officers;

Review of the corporation’s human resource policies, conflict of interest
situations,compensation program for employees and management of
succession plan

The scope and particulars of the systems of effective organizational and
operational controls may differ depending on among others the following
factors: nature and complexity of the business and the business culture;
volume, size and complexity of transactions; degree of risks involved;
degree of <centralization and delegation of authority; extent and
effectiveness of information technology; and extent of regulatory
compliance.

The Board of Directors shall establish an internal audit system that can
reasonably assure the Board, management and stockholders that key
organizational and operational controls are faithfully complied with. The
Board appoints an Internal Auditor to perform the audit function, and
require him to report to a level in the organization that allows the
internal audit activity to fulfill its mandate. The internal auditor shall be
guided by the international standards of professional practice of internal
auditing.

As soon as reasonably practicable after the end of each@Ftnaneial Year,
the Board shall determine the available distributablte _pFofits™of the
Bank for that period. The Board shall, in makia@ that determination,
take into account the reasonable financial requiremeénts of the Bank for
the following twelve (12) months. The Stockh@ldeds will cause the Bank
to pay such dividends out of its distribdtabde net earnings as are
consistent with its operating and investmentgdplans as approved by the
Board. The payment and level of any dividenad wWill be determined by the
Board and approved by the Stockholldeds 'at a general meeting of
Stockholders. In determining the amountfof dividends to be distributed
for each fiscal year, the Board will gfake into account the debt-to-equity
ratio and the financial operating ne@dst 0f the Bank.
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Corporate Social Responsibility

BancoLagawe aimed to contribute to
societal goals by engaging in tree-planting
activities in locations coordinated with the
Provincial Environment and Natural
Resource Offices of |Ifugao and Nueva
Vizcaya. The Bank also supported the

District Offices of the Department of
Education through donation of school
supplies to selected public schools located
in the same area.

" > 0
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Roles and responsibilities of oversight bodies

Board of Directors

1. The Board of Directors (BOD) has the ultimate responsibility
for the level of customer risk assumed by BancolLagawe.
Accordingly, the Board approves the Bank’'s overall business
strategies and significant policies, including those related to
managing and taking customer risks.

2.The Board of Directors takes steps to develop an appropriate
understanding of the customer risks the Bank faces through
briefings from auditors and experts external to the
organization.

3.The board of directors provides clear guidance regarding the
level of customer protection risk acceptable to the Bank and
ensures that senior management implements the procedures and
controls necessary to comply with the policies that have been
adopted.

4. The BOD is responsible for developing and maintaining a
sound Customer Protection Risk Management System that is
integrated into the overall framework for the entire product and
service life-cycle.

5.Each director has a level of knowledge commensusgate withgtihe
nature of his or her role in managing the B@nk sgCustomer
protection program. This can be done throudgh attendance to
training and seminars, interaction with expgertsg anmd regulatory
personnel knowledgeable of this line.

6. The Board reviews and approwes gappropriate customer
protection policies to Ilimit risk& Jinherent in the Bank’s
significant business lines, activities, 'or products, including
ensuring effective oversight of @ny third-party providers that
provide products and services for the Bank.

7.The Board periodically rgviews and approves customer
protection risk exposure |limit§ to0 conform to any changes in the
Bank’'s strategies and addresses the extent of protection
assumed by the customers when new products are introduced.
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Senior Management

1.Senior management is responsible for implementing a program to
manage the customer compliance risks associated with the Bank’s
business model, including ensuring compliance with Jlaws and
regulations on both a long-term and a day-to-day basis.
Accordingly, management should be fully involved in its activities
and possess sufficient knowledge of all major products to ensure
that appropriate risk controls are in place and that accountability
and lines of authority are clearly delineated.

2.Senior management also is responsible for establishing and
communicating a strong awareness of, and need for, effective
customer protection risk controls and high ethical standards.

Board of directors and senior management

1.The BOD and Senior Management periodically review the
effectiveness of the Customer Protection Risk Management System
(CPRMS) including how findings are reported and whether the audit
mechanism in place enables adequate oversight.

2. The BOD and Senior Management must ensure that sufficient
resources are devoted to the customer protection program.

3. They must ensure that FCP weaknesses are properly addressed
and corrective actions are taken in a timely manner.

4. The Board and Senior Management are sufficiently familiar with
and are wusing adequate record-keeping and reporting systems to
measure and monitor the major sources of customer risk to the
Bank.

5.The Board and Senior Management ensure that the depth ofstaff
resources is sufficient to operate and manage the gBank sgcustomer
protection activities soundly and that employeesghavegdthe Frntegrity,
ethical values, and competence that are comsisgent wWith prudent
management philosophy and operating style.

6. The Board and Senior Managementgdangicipate and respond to
customer protection risks that may arigle ff/om changes in the Bank’s
competitive environment and to riSksfé associated with new or
changing regulatory or legal requiresments.

BancoLagawe recognizes the importancg of measuring risks in relation
to the degree and extent of risks in fAinancial customer protection. In
this view, the Bank has established gwoe (2) approaches in measuring
the effects of failure to follow the/required protection standards or
principles, namely;
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The Bank classifies its risk according to probability or the
likelihood of occurrence of the risk:

RARE - the happening of the customer protection risk is not
expected to come soon;

LIKELY - the happening of the customer protection risk is not
expected at the moment;

CERTAINLY — the happening of customer protection risk is
definite or imminent.

The Bank classifies the level of customer protection risks
accordingly:

LOW - the impact of customer protection risk to the Bank is nil
or minimal;

MEDIUM - the impact of customer protection risk to the Bank is
moderate or within the tolerable level of the Bank;

HIGH - the impact of customer protection risk to the Bank is
above the Bank’s tolerable |limit and has adverse effects on the
reputation.

Risk analysis and evaluation

Based on existing financial customer protection standard risks as
identified and profiled by the Bank, identified risks were classified
as follows:

The effects of lack of oversight supervision by BOD an
“rare” to happen since they are very serious in ad
customer protection issues by coming out of p
procedures and developing the Customer As
system, thereby, the impact of the risk to
customer would be low.

Customer protection risk control, tech nd strategies

Oversight functions

BancoLagawe has professio
Board of Directors and seni
Bank provides for strategi
the identified risks and th
Bank by the following pre

experienced members of the
agement. Nevertheless, the
techniques in order to avoid
ects on the customer and the

e measures:
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e Disclosure and transparency

In order to avoid the risks related to disclosure and transparency, the
Board of Directors and Senior Management issued the following
strategies and control measures to avoid the risks:

a)The Bank must conduct regular training/seminars on a per
schedule basis to all its employees in order for the latter to be
familiarized with current products and services;

b)AlIl employees in charge should explain the terms and conditions
related to a certain product and service prior to signing up the
relationship contract to include corresponding policies and
procedures, right and responsibilities of the clients;

c)The Marketing Head of the Bank must see to it that brochures,
flyers advertisement materials are updated and do not contain
adverse or deceptive information. The information is clear,
accurate, and easily understood by the Bank’s clients.

e Conflict of interest

BancoLagawe resolves and prevents conflict of interest among the
customers and bank employees through the following measures:

a)A director should inhibit in the approval process of own loan;

b)When a borrower is the subject of credit investigation and
property appraisal by the Bank’'s employee who is closely
associated with the borrower, the Bank assigns the job to another
Loan Account Officer/ Bank Appraiser;

e Protection of client information

S in order
nder:

Bank’s strategies are to put prevention and con
to protect the client’s information are enumer

and procedures
entire system;

a)The Bank must have well defined IT p
and a designated IT department to ha

and retrieving data and
omatic log-off and log-in;

b)AIl computers being utilized for
information of customer must hav

e Fair treatment

ent is provided to all its
preventive measures:

BancoLagawe sees to it that fair
customers by employing the foll
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a)Loan products must be priced based on competition lending rate
after surveys are conducted,;

b)The Bank should involve its customers in designing its loan and
deposit products by getting their opinion or ideas through the
suggestion box system;

c)The Bank must focus on the capacity of the customer and not rely
mainly on collateral or guarantees;

e Remuneration structure

In order to encourage responsible conduct of business by bank
employees, fair treatment, and avoid conflict of interests, the Bank
must:

a)come up with an incentive scheme to reward productive
employees in soliciting deposits or loans, collection of past due
and previously written-off loan accounts;

b)disclose to customers that bank employees receive incentives
from soliciting their accounts;

e Effective recourse
In order for Management to address properly and timely the
complaints or requests of customers, the Bank has come out with

preventive measures.

a)The Bank must establish a customer care center that will receive
and act on customer inquiries, complaints, or requests;

b)The Bank must establish its own Customer Assistance
Management System which encompasses policies an
such as; processing time, responding to custome
access like setting up a dedicated phone line
customer response;

information on how
or website of the

c)The Bank should provide a poster sho
to file a complaint/request visible at t
Bank;

e Financial education and awareness
In order to address the identified

following preventive and control
and awareness standard:

he Bank should perform the
es under financial education
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a)The Bank must initiate financial education to empower
customers to provide knowledge and skills and understand the
information from the products and services offered by the Bank;

b)The Bank must develop financial awareness program which could
improve the knowledge and understanding of customers regarding
their rights and obligations and to make an informed decision in
availing Bank’s products and services. The program must meet the
literacy level of its customers such that features of products and
services should be translated to the local dialect of the customers
if needed,;

e Customer protection risk monitoring and management information
system

Effective risk monitoring requires the Bank to identify and manage
all significant risk exposures, including compliance risk. Identifying
such risk throughout its operations is important to ensure that the
Bank modifies its compliance management program as needed to
respond to any internal or external <changes that affect the
institution.

Risk monitoring activities are supported by appropriate MIS that
provides senior management and directors with timely information on
the customer protection compliance risk exposure of the Bank, as
well as with regular and sufficient information for line managers
engaged in the day-to-day management of the Bank’s activities.

The Bank uses Management Information System to organize and
report data to senior management. Customer protection compliance
issues of the Bank are included in the IT System and also in a
Register or logbook. Internal Auditor ascertains whether the MilIS™Fs
helpful to ensure that relevant information gets escalated™from __thse
branches to the compliance function and then to senief"management.

Internal Auditor discusses with senior mand@dgeme&nt “the Bank’s
approach and methodology for identifying cuStom®@r protection risk.
Management should be able to articulade J4ts 'understanding of
customer protection compliance risk. Comprehensive reporting and
monitoring systems allow for more gfrequent reporting, tighter
monitoring of complex compliance activiti@s, and the aggregation of
risks on a fully consolidated basisgacg/oss all business lines and
activities.

e Customer protection risk reporting
Reports of the Bank for both intern@al and external are prepared and

presented in accordance with the /Customer Assistance Management
System (CAMS) of the Bank.
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Internal reporting refers to the reports prepared by the Customer
Assistance Officer (CAO) and submitted to the Head, Customer
Assistance Officer which is being summarized and actions are being
recommended to the Senior Management or Board of Directors.

These reports are presented to the SM and BOD on a monthly basis
and reported to the BSP (external) on a quarterly basis within one (1)
month after the cut-off period of the preceding month.

e Internal controls

In evaluating the adequacy of BancolLagawe’s internal controls and
audit procedures pertaining to customer protection, the Internal
Auditor/s consider/s whether the following conditions are met.

1)The system of internal controls is appropriate for the type and level
of risks posed by the nature and scope of the Bank’s customer
protection activities.

2)The Bank’'s organizational structure establishes <clear lines of
authority and responsibility for monitoring adherence to financial
customer protection policies, procedures, and limits.

3)Reporting lines provide sufficient independence of the control areas
from the business lines and adequate separation of duties throughout
the organization.

Specifically, the internal controls applicable to customer protection
include:

1)A review of Branch’s documentation and filing of customer
complaints;

2)Test the process of the Branch’s complaint mechanismgand sysdeim.

Financial consumer protection policies & procedures

BancoLagawe has policies and proceduffesgdto address the different
identified risks of financial customgr protection. These are in-
placed in different standards to pyote€t the customer during the
life-cycle of his/her relationships withd{the Bank.They are embedded
in different aspects of operations /0f the Bank as emboldened either
in Bank’'s manuals, forms, advertisements, websites or posters
installed at the lobby or other placegs as the Management deems fit.
Such policies and procedure$S /are enumerated and explained
hereunder:
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o Oversight bodies
= Policies

a)The Risk Management and Audit Committee/Board of
Directors (BOD), shall oversee the implementation of the
financial customer protection program of the Bank;

b)The Senior Management shall implement the policies and
procedures of this Manual;

c)The Senior Management shall see to it that complaints are
reported on a regular (monthly) basis;

= Procedures
a)Board of Directors/Senior Management

1)Approves the Financial Customer Protection program of
the Bank.

2)Along with No. 1), approves the composition of the
Customer Assistance Group and 1issuing a memorandum
appointing the Consumer Assistance Officers (CAO) and the
Head, Consumer Assistance Officer (HCAO). This s
reflected in the Consumer Assistance Management System
(CAMS) of the Bank.

b)Head, Consumer Assistance Officer (HCAO)

l1)Cascades the program to all bank employees through
training.

2)Retrieves reports from Customer Service Assist
(CSAs) who are designated as Customer Assis
Officers.

o Disclosure and transparency
= Policies

a)Management, through its Bran
information about the Bank’'s |
other services to customers.
accessible over the counters
statements, accurate or not
include any potential risks
the rights and responsibili
including the mechanism f
relationship, such as;

all provide up-to-date
eposit products, and
ormation shall be

clear, simple to understand
ding information, and

e customers. It shall include
the Bank and the customer,
er party to end the banking
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termination, pre-termination, full payment, as well as details of
fees, pricing, and any potential penalties that the customer may
incur.

b)Key information shall be explained by the Bank’s front employees
to the customers as deemed necessary The Bank’'s terms and
conditions

in all its products and service shall be <characterized by the
following, to wit:

1)Must be concise.

2)Must be easily understandable or presented in a manner that
facilitates customer’s comprehension, such as wusing the local
dialect.

c)Prior to signing the contract of obligation or contract of deposit,
the Bank personnel shall explain in full their terms and conditions
and the regulatory requirements, such as; payment of real estate
tax, comprehensive insurance on improvements subject to
collateral, among others, surrender of passbook or time deposit
certificate in case of termination of an account on the affidavit of
loss for that matter;

= Procedures
Customer Service Assistants (CSAs)

1)Greet the customer; asks what can the Bank do for the client;
provides brochure/flyer to deposit/loan applicant;

2)Interviews the customer. Determines the banking needs, for
example, whether deposit to be offered 1is regular or time
deposit; for loan account, whether borrower needs a Ilo
higher principal loan, short-term or long-term rep
customer is particular to interest rate, among oth

elated to
uding but not
t rate, service

3)Explains the terms and conditions an
product/service to be availed by the cu
limited to the term of deposit/loa
charges, penalties, etc.;

4)Explains to the customer that in the interest rate
on loans or deposits shall be ' shown in “standees” or
posters located at the lobby of
o Conflict of interest

m Policies

The Bank has existing poli
involving customer service

ertaining to conflict of interest
lows:
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a) In granting loans to DOSRI, processing of loan should be
conducted at the arms-length transaction, i.e., terms and
conditions being applied to the customer are similarly applied
to DOSRI, such that if the loan is a Director, the latter shall
inhibit in the approval process;

b)The Bank should inform the customer for any direct or

indirect claim (lien) by a third party, including bank
employees, to a ROPA which is the subject of sale to the
client;

c)No employee, director, or officer of the Bank should accept
commission or incentive arising from insuring a customer to
the accredited insurance company. Instead, all commissions or
incentives which will be derived from insuring the life of
borrowers shall be recorded in the books of accounts of the
Bank; and

= Procedures

The minimum procedures that the Bank will undertake shall be as
follows:
DOSRI LOAN

a)Board of Directors

1)Board of Director concerned inhibit from the deliberation of
loan;

2)Review the application/files/documents and
approvel/disapprove the loan;

3)Prepares Board Resolution for the approval of DOSRI Loan;

b)Credit Management Department

1)Processes for the release of the DOSRI Lo

2)Prepares DOSRI Loan and Other tion Report
together with Board Resolution for tra o BSP.
e Protection of client information
Policies
a)For Information Technolog concerns, the following

minimum policies shall be in p
the IT Risk Management Man

addition to provisions under

The IT Specialist shall di
Bank;

supervise all IT concerns of the
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l1)Bank shall have a manual of IT policies and procedures and
control administration concerning IT risks;

2)Only authorized users shall be allowed to access the computer
system dedicated to the storage of data and information of
customers within their respective jobs/tasks;

b)For personnel administration the policies should include:

1)The HR Officer shall orient all employees on their first day
that includes the code of conduct in customer service.

2)All employees, probationary or regular, shall sign an
employment contract which includes a provision to strictly
observe security and confidentiality of customer information;

c)AIll brochures, flyers, or information posted through the monitor
of ATM if any, and the website shall contain instructions for the
customer to follow in order to protect their deposit/loan account
with the Bank;

= Procedures
a)lT Officer/Specialist
1)Reviews the computerized system of customers’ process flow of
information to determine if there are data which are utilized by
non-users;
2)Installs automatic log-off, log-on, possibly 5-minute after
inactivity, to all computer users of customer information who do

not have this protection;

b)HR Officer

contains
information;

1)Provides all employees personnel hand
policies on customer service and protecti

2)Prepares and implement a training
priority given to employees who ha
with customers,;

all employees with
face-to-face contact

c)Operations Head/Marketing Dep

1) Checks the existence of
all brochures, flyers or web

ns for customer protection in
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d)Chief Compliance Officer
1) Assesses compliance to customer protection standard,;

2) Reports any deviation or risk area to the Board of Directors,
through the Risk Management and Audit Committee (RMAC);

3) Monitors compliance of branches to noted deviation or risk
area.

e)lnternal Auditor

1) Reviews the documents and process to determine the
efficiency and adequacy of policies related to the protection of client
information;

2) Reports audit findings, exceptions or weaknesses of policy
to the Board of Directors through the Risk Management and Audit
Committee (RMAC);

f)Board of Directors/Risk Management and Audit Committee (RMAC)

1)Provides action on reported Bank’'s weaknesses on client
protection.

e Fair treatment
= Policies
a)lt shall be an integral part of the culture of the Bank for its

employees to deal professionally, honestly, and fairly with its
customers.

b)AlIl employees shall provide special care and a
customers with special needs and physical defec

ucts and
helpful and

c)The Bank Management shall ensure th
services offered are advantageous, ap
suitable to the banking needs of its cu

= Procedures

a)Branch Manager/Customer Ser istants

1) Asks the customer to plish application for new
accounts (deposit) or app for a loan and allow the

client to certify the given ation;

the Bank will conduct
proper services based on the

2) Informs the ~custo
verification and provid
given information;

2021 ANNUAL REPORT

t‘? 89



3) Explains to the borrower that the information may be shared
with other financial institution(s) or individuals with whom he/she
may give written consent or by any order of a competent court;

4) Manager conducts regular branch meetings to cascade
important policies and procedures on customer protection to the
members of the branch including disciplinary actions to be
imposed in case of customer mistreatment, serious infractions or
harassment.

b)HR Officer
1) Checks the employee performance evaluation form if it contains
customer protection that focus on quality service as one of its

parameters;

2) Cascade to all employees that such parameter shall be part of
the annual performance evaluation;

c)Senior Management/Corporate Governance Committee

1) Approves the Imposition of disciplinary action for breach of
customer protection and services by employees.

o Remuneration structure
= Policies

a)For transparency, employees may disclose the remuneration
structure or incentive scheme to customers when making
solicitations of loans or deposits. This can be disclosed only when
customers initiate the inquiry and should be handled in a tactful
manner.

b)A Bank employee who has direct face-to-face <co
customers shall be wevaluated, in addition to thei
performance, based on the following:
l)customers’ satisfaction (in terms of n ses settled
/Iserved);

2)compliance with regulatory re
guidelines, and Code of Conduct
best interests of customers,

S, best practices
principles related to

» Procedures
a)Branch Manager/Customer Ser sistants
1)Clarifies with the custom

the solicitation of produ
customer;

presence of incentive scheme in
nd services, if known to the
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2)Assures the customer that the incentive scheme is not
related to interest rate or service charges imposed on the
customer.

b)HR Officer

1)Checks the employee performance evaluation if it contains
remuneration structure parameters;

2)Provide training to all front-line personnel who handle
customer service

c)Customer Assistance Officer (CAQ)

1)Conducts investigation for any complaint against an
employee;

2)Provides results to the Head CAO.

d)Senior Management
1)Approves or recommends the imposition of disciplinary
action for breach of customer protection and services by
employees.

o Effective recourse
= Policies
a)The Senior Management shall provide financial customers
efficient means for resolving complaints with their financial

transactions by putting in-place mechanisms for complaint
handling and redress.

b)The Senior Management shall establish an effecti
Assistance Management System (CAMS) for appr
Board of Directors.

c)The CAO shall maintain an up-to-date | ords of all
complaints from all customers subject plaints
procedure. The minimum contents of ok are as follows:
-Details of each complaint
-Date of complaint was received
-Summary of Bank’'s Response
-Details of any relevant corresp
-Actions taken to resolve each
-Date of complaint was resolv

or records
int

d)The Head, CAO shall cond
complaints from customers
investigating whether comp
widespread issue for custo

analysis of patterns of
gular basis including
indicate an isolated issue or
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e)All Staff handling complaints should have appropriate
experience, knowledge, and expertise.

» Procedures
a)Customer Assistance Officer

1)Maintains an up-to-date log and records of all complaints
from all customers subject to the complaints procedure;

2)Prepares summary of complaint report; and

3)Forwards summary of complaint report to the Head CAO.
b)Chief Compliance Officer/Head CAO

l)Undertakes analysis of patterns of complaints from

customers on a regular basis including investigating whether

complaints indicate an isolated issue or widespread issue for

customers; and

2)Presents Complaint Analysis Report to the Senior

Management and forwards to the RMAC for review and

recommend actions for approval by the Board of Directors.
c)Senior Management

1)Reviews the summary of complaint report; and

2)Acts on complaints if the action is within the authority.

Formulates policy and/or recommends actions to be approved

by the Board of Directors if the complaint/request requires it.

d)Board of Directors

1)Approves recommended action by the Se
and/or RMAC.

o Financial education and awareness
= Policies

a)Financial education shall be int
BancoLagawe.

the good governance of

b)The Bank shall design a fi
program that will benefit its c

education and awareness
rs, such as:

l)contribute to the improv of the client’'s knowledge;
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2)understand the customer’s rights and responsibilities, basic
information, and risks of financial products and services; and

3)ability to make informed financial decisions and participate
in economic activities.

c)The Bank shall design its financial education and awareness
materials to the level of literacy of customers, like dialect
spoken and use of simple and clear statements.

d)In delivering public awareness campaigns and information for
customers, Bank’'s focus can be in the form of:

budgeting or financial planning
saving, investing

retirement planning
self-protection against fraud

e)Branches shall distribute to customers, before opening a
deposit account or apply a loan, a pamphlet on questions that
customers need to ask.

f)The Bank shall develop updated financial education tools for
customer responsibility to ask the right questions, such as:

customized advice and guidance (face-face)
printed brochures, flyers, posters training videos
(debt/money/savings mgmt)
newsletters, websites

g)The Bank shall provide via the internet or through printed
publications unbiased and independent information to customers
through comparative information about the price and ot
features, benefits and risks, and associated fees an
deposits, loans, and other products and services.

h)Regularly track, monitor, and assess ca
and use the results of the
improvement.

programs
continuous
o Senior Management

1)Recommends financial educatj
Board of Directors.

reness program to the

o Board of Directors
1)Approves the financial ed and awareness program; and

2)Prepares board resolutio
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o Senior Management
1)Directs the Marketing Department to prepare brochures, pamphlets
containing the important features, data and information related to products

and services of the Bank;

2)Directs the IT Manager to posts important features, data and information
related to products and services of the Bank;

3)Instructs the Head CAO to distribute the flyers and brochures to all
CAOs.

o HR Officer

1)Prepare memorandum instructing all CAOs to meet their branch officers
and staff and explain the contents of the flyers and brochures; and

2)Forwards the memorandum, flyers, or brochures to all CAOs.
o Customer Service Assistants- (CAOs)
1)Provides flyers or brochures to customers as they visit the Bank;

2)Explain the main features, data and information per flyer or brochure.

|

\,
— CUSTOMER

— ASSISTANCE —
_.MANAGEMENT SYSTEM
i (CAMS) O

UlMMMMNMMHH\\\\\@

/]

BancoLagawe follows its existing operational channel in handling customer

complaints. It has designated its Customer Assistant Officers to serve as
the Branch’'s Customer Assistance Officers (CAOs), while the Chief
Compliance Officer is designated as Head of the Customer Assistance
Officers. The Branch CAO reports complaints to the Head, CAO who, in
turn, reports and discusses to the Management Committee the report on
complaints and then to the Board, through the Risk Management and Audit
Committee (RMAC), which will provide action based on the
recommendations of the Head of CAOs. The structural chart for CAMS is
presented below:

Board of

Directors
Risk Management

Committee

President |
| Head,
Head of CAO(CCO)
Operations
" A
| Branch b
aomms CSAS/CAOS e¢cccccccccccee

Managers
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e« Roles of Customer Assistance Officer (CAO)

The Branch CAOs shall have the following functions and
responsibilities:

1)Receives and acknowledges customer concerns, either complaint
or request. A Complaint/Request Form (see below) shall be provided
to the customer to file the complaint with the Bank;

2)Records customer’s concerns in a logbook. A database of concerns
is encoded in the computer.

3)Makes an initial review and investigation of concerns of the
customer. He/She shall see to it that the primary cause of the
customer’s concern is identified properly;

4)Processes concerns of the customer. The CAO shall immediately
address the concern of the customer. If the concern requires Head
CAO'’'s assistance, sends immediately the concern to her/him;

5)Provides official reply to the customer;

6)In order to determine whether the Bank has satisfactorily
addressed the concern of the customer, requests client feedback;

7)Prepares and submits a summary report to Head Customer
Assistance Officer.

e« Roles of Head Customer Assistance Officer

In order to monitor the functions of the CAOs and implementation of
the CAMS, the Head CAO shall conduct the following:

1)Monitors the customer assistance process being undertake
CAOs. Ensures that all CAOs are doing their functions
accurately and that timely submission of the report
done;

2)Keeps track, identifies, and analyzes the
recommends solutions to avoid recurrence
could be poor personnel service, proce
the Bank;

omplaints and
re of complaints
fective property of

3)Reports to Senior Management
monthly basis including reaso
recommended solutions to avoid
process or personnel compet
improvement; and

mplaints received on a
such complaints, the
nce and the suggestions for
r Bank’'s property needing

any significant complaint to the
tee (RMAC) Chairman for proper

4)Ensures immediate escalati
Risk Management and Audit
disposal.

2021 ANNUAL REPORT
95

@



In order to gain skills and knowledge on how to handle customer
concerns, Bank personnel shall undergo the following training:

1)Solid interpersonal skills/customer service;
2)Basic and advanced listening skills;

3)Written and verbal communication skills;
4)YHandling financial customer feedback;

5)Dealing with difficult people;

6)Problem solving and conflict resolution

7)Bank’s corporate structure, products, and services

BancoLagawe continues to develop its employees’ training needs which
shall include customer protection. The Bank shall identify the type of
training or seminar to be accorded to each employee, including the
customer protection aspect.

These training and seminars are summarized in the Annual Personnel
Development Program of the Bank. Each of the Bank's employees,
including the Board of Directors and Senior Management Officers, is
provided with their corresponding needed training, training provider(s),
the projected date of training, and the estimated costs for each training.

The total costs under the Annual Personnel Development Program shall
be part of the annual “Training and Seminar Expense” budget of the
Bank.

e~ R
— PUBLICATION OF —

— CUSTOMER =

[

L— ASSISTANCE e —
—MANAGEMENT SYSTEM™
— |

of the following:

1)Posting of summary details of CAMS in the lok Main Office and

its branches.

2)The Bank shall also print the CAMS in br
all customers who sign up for new loan or

or flyers to be given to
services.

3)The Bank shall revise its Application Account forms for deposits
and loan forms to include the CAMS.

4)The CAMS shall be posted in the B ebsite.
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CUSTOMER

—  ASSISTANCE ——
CHANNEL

Customers may lodge their complaints or requests to any of the Bank’'s
channels:

1)walk-in or personal visit
2)letter or e-mail
3)telephone/ cellphone.

Each branch of the Bank shall maintain a Customer Assistance Help-Desk
with cellphones allotted for customer concerns and service. The Customer
Service Assistants (CSAs) shall be in charge of the Customer Help-Desk.

The Bank shall post to all lobbies of branches a poster where customers
know how and where to lodge their concerns.

The Bank shall provide special lanes for senior citizens, customers with
disabilities (CWDs), pregnant women, women with children as part of its
prioritization scheme in serving customers.

The Bank shall also provide an alternative mode of resolution, such as;
conciliation, mediation, and arbitration, in order to achieve, settlement of
issues at the Bank’s/branch’s level.

Each branch has a suggestion box where the customer can provide
comments or even concerns. On a daily basis, the Branch CAO responds to
the concerns or suggestions of clients.

— .

CUSTOMER -

—ASSISTANCE PROCESS-
— AND TIMELINES

e

of the following:

1)Posting of summary details of CAMS in the lok Main Office and

its branches.

2)The Bank shall also print the CAMS in br
all customers who sign up for new loan or

or flyers to be given to
services.

3)The Bank shall revise its Application
and loan forms to include the CAMS.

Account forms for deposits

4)The CAMS shall be posted in the B ebsite.
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STEP

1.Receiving and
Acknowledgement

a.Walk-in clients:
-Fill out the
complaint form

b.Complaints/inq
uiry/ Request
made thru Phone

c.Complaints/inq
uiry/ Request
made thru mail

d.Complaints/inq
uiry/ Request
made thru e-mail

2.Processing
and Resolution

ACTION/S TAKEN RESPONSE BPERSON IN FORMS

BY BANK STAFF TIME CHARGE
Accommodates the walk-in Customer .
complainants and assists in 1 minute Assistance Complaint
filling-out the complaint form Form
Answers the phone call while )
filling-out the form with detailsl| Immediately Massistance | COMPlaint
on the complaints, inquiry, or Officer Form
request

Upon
receipt of
the letter

a.Receives by stamping the
document with time and date
the document is received;
b.Sends a letter
acknowledging receipt of the
document.

Customer
Assistance

Within 2 Officer

days

Customer
Assistance
Officer

Within the
day of
receipt

Sends an initial
acknowledgement e-mail

Investigate the complaint or
request.

e If a branch personnel’s
attitude or character is
involved in the complaint, the
Branch CAO shall personally
discuss the matter with the
concerned employee;

If a Bank’s process/procedure
or property is involved in the
complaint, the CAO shall
course through the complaint
to the Head CAO

Within 2
days

Customer
Assistance
Officer

Analyze the nature of complaints
and prepare the recommended
solution(s);

Within 4
days

Customer
Assistance

For unresolved concerns, Officer

forward to the HCAO:

e HCAO shall analyze the
nature of the complaint/
request and obtain necessar
documents as a basis for
recommending solutions

HCAO
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STEP

ACTION/S TAKEN
BY BANK STAFF

Review and approve the
recommended solutions;

Forward the concern to the
ManCom

The HCAO shall meet with the
concerned Department Head,
discuss, and find the reason of

such a complaint/request.
HelShe shall possibly act
immediately to the

requires the concurrence of the
ManCom and/or Board of
Directors, discuss the matter
with the ManCom or include the
complaint/request in the agenda
during the meeting of the Board

or the designated committee.
The Head CAO shall ensure that
an action from the ManCom
and/or Board of Directors is
obtained.

Prepare a memorandum letter
addressed to the Branch CAO
endorsing the result of action
or reply taken from the
ManCom and/or Board of
Directors, through the RMAC.

Provide an official reply to the
Customer.

Obtain feedback

complaint/request. If the problem@ days

RESPONSE B PERSON IN FORMS
TIME CHARGE

HCAO
Within 6 HCAO
Within 7 HCAO Memorandum
days
Within 9 Customer

Assistance
days Officer Letter
Within 15 Customer Feedback

Assistance

days

Survey Form

Officer
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However, if the complaint/request of the customer is complex and
requires third-party intervention in the investigation process, the
resolution could be done within not exceeding forty-five (45) days.
Thereafter, the resolution shall be issued within two (2) days.

Receiving and Acknowledging Concerns Process

In order to process accurately the complaint/request, the Bank shall
obtain and record the following data from the customer:

1)Full name and contact details

2)Nature of complaint or request and its details

3)Resolution requested

4)Signature of complainant/requester

5)Name of Bank employee directly handling / in charge of the
complaint

The CAO shall explain the <customer assistance process and
timelines. The Bank shall provide an assurance to the customer that
the Bank is attending with the complaint or request, and that
complainant shall be kept well-informed on the progress of the
complaint or request until a resolution is obtained.

Process in Investigating and Resolving Complaint/Request
In investigating and resolving complaint or request of the customer,

the Bank shall conduct the following procedures within nine (9) days
upon receipt of the complaint/request:

1)The Branch Customer Assistance Officer (CAO) shall interview
the customer to determine the main cause of the complaint or
request;

2)If a branch personnel’s attitude or character is involvedgm the
complaint, the Branch CAO shall personally discuss thel'matterg 0
the concerned employee;

3)If a Bank’'s process/procedure or propertyf’is dinvolved in the
complaint, the CAO shall course throughgdthedcomplaint to the
Head CAO;

4)The HCAO shall meet with the concerned Department Head,
discuss, and find the reason for such ao0omplaint/request. He/She
shall possibly act immediately tofd the eomplaint/request. If the
problem requires the concurrence off the President and/or Board
of Directors, discuss the matter/with the President or include the
complaint/request in the agenda ddaring the meeting of the Board
or the designated committee./ The Head CAO shall ensure that
action from the President and/or Board of Directors is obtained.

2021 ANNUAL REPORT
. 100



5)The Head CAO shall prepare a memorandum letter addressed to
the Branch CAO endorsing the result of action or reply taken from
the President or Board of Directors.

6)The Branch CAO shall in turn prepare a letter addressed to the
customer.

Provided that the extension shall not exceed 45 days, if assessment
and investigation of complaints/requests cannot be completed within
the time frame, complainants shall be informed in writing the
following:

1)Reason thereof
2)Need for an extended specific time frame
3)Date on which the complainant may expect the outcome

Confidentiality

The Bank or its personnel shall not disclose to a third party any
information acquired from the customer in all stages of the
complaint, except, as may be required by the conduct of the Bank’s
investigation or upon the written consent of the customer.

Conflict of Interest

The Bank shall ensure that complaints are investigated by a
Customer Assistance Officer (CAO) who is neither directly or
indirectly involved in the matter which is the subject of the
complaint. The CAO shall not also investigate a complaint if the
subject of a complaint is a close friend.

In either case above, the Head CAO shall investigate the complaint
or request.

Customer feedback

Subject to the willingness of the customer, the€ " CAO shall ask
feedback on the following matters:

1)Over-all satisfaction (satisfied, somewhat satisfied or
dissatisfied)

2)Process needing improvement

3)Personnel needing improvement

4)Property needing improvement

5)Any other suggestion for improy¥eméent of the operations of the
Bank

Customer feedback shall be obtajined through a feedback form from
the customer. In this case, a sug@estion box shall be installed in all
branches of the Bank. In likef/ manner, Bank's CAO may conduct
satisfaction survey available flor fwalk-in complainants. The Bank,
through its IT Specialist, can dgrive survey via its website.
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Customer feedback shall be recorded and analyzed by the Head CAO
in order to improve the system and to enhance personnel capabilities
in handling complaints, determine the weaknesses of the Bank
including the need to procure new machines or improvement of Bank’s
facade and signage. He shall provide recommendations and/or
solutions for action by the President and/or the Board of Directors.
The aim of feedback mechanism shall focus in not repeating the same
complaint by other customers and to determine whether such issue is
isolated or widespread or system problem of the Bank.

Complaints recording and data management

The Bank and its branches/offices shall maintain copies of the
complaints/requests received, including supporting documents within
two (2) years from date of resolution. Digital copies of documents
may be maintained by the Bank in accordance with the MIS for record
keeping.

The Bank's Main Office and its branches shall maintain
complaints/requests Register/Logbook with the following contents:

1)Name of the complainant

2)Subject/nature of the complaint (loans, administrative,
remittances, deposits, etc.)

3)Name of personnel handling directly or in-charge of the complaint
and Officer supervising the resolution of the complaint

4)Date of Receipt

5)Actions taken on the complaint or request

6)Resolutions provided;

7)Date of resolution (the register must reveal the reason in case
the date of resolution falls outside the regulatory deadline)
8)Other details such as, log-and details of phone calls made or
received.

The Head Customer Assistance Officer (HCAO) shall majiatain:

1)Master register of all complaints received bg thes#Bank and its
branches;

2)A complaint database to identify the trend ©f complaint received,
potential problems and customer protecdirondrisks.

The records shall be availablef tof BSP Examiners, External
Auditors and Internal Auditors during their regular or special
review of records pertaining to cUystomer protection program of the
Bank.
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ASSESSMENT
STRATEGIES

The Bank has in-placed <customer protection risk assessment
strategies in order to attain the following purposes:

1)It identifies and remedies any recurring or systemic problems;
2)It identifies weaknesses in the Bank’s internal control or
process;

3)Provides immediate solutions to the complaint in order to avoid
future inconveniences for both the customer and the Bank; and
4)Aimed at improving and maintaining a long-lasting relationship
between the Bank and its customers.

Strategies in assessing risks associated with consumer protection
may be done by

1)Analyzing complaints/requests data;

2)Analyzing causes of complaints/requests;

3)Considering whether such identified weaknesses may also affect
other processes or products including not directly complained or
requested;

4)Correcting whether reasonable to do so, such causes taking into
consideration the concomitant costs and other resources.

Customer complaint reporting

a)The Bank has adopted a manner of internal reporting in order to
facilitate immediate reply to customer and avoid delay, as follows:

1)The Customer Assistance Officers (CAOs) in the branches shall
submit a Summary of Complaint/Request Report to the Head
Customer Assistance Officer on a monthly basis. It _gshall be
submitted within the 10th day of the following month.

2)The Summary of Complaints/Requests Report _shall oe reported on
a monthly basis by the Head Customer Assistance Officer (HCAO)
to the ManCom for discussion of immegdiated resolutions and/or
action plan/s, then to the RMAC and Boagqd od Directors. Any action
by the Board of Directors shall be evidenced by a board resolution.
Any action by the Senior Managemgnt gshall be evidenced by a
Memorandum Letter addressed to theft HGCAO.

3)The Summary of Complaints/Reguests Report shall have the
following minimum data:

a)General category of complaintls received;
b)Statistics and frequency of said complaints;

c)Aging of complaints or requests;
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d)Explanation on deviation, if any, from required
period; and

resolution

e)General description of resolutions or actions taken to resolve

the complaints or requests.

b)The report shall include recommendations on how to avoid

recurring

complaints and suggestions for process/ personnel competency

improvement or property improvement if any.

c)The report of the Bank’s Internal Audit concerning the independent
review conducted on the complaints report, policy recommendation,
and customer protection compliance shall be elevated to the Board or

Audit Committee every quarter. The Audit procedures on

customer

protection shall be followed under Internal Audit Function under this

Manual.

d)The Bank shall include complaints/requests statistics in its Annual
Report. This is to provide an overview of the current year's efficiency

of the Bank in resolving customer issues and concerns.

The Bank received no complaints in 2021.

S~

INTERFACE WITH-

BSP Reporting s

—

a)The Bank shall submit a consolidated Complaints Report to ‘the

Supervisory Data Center of the SES on a quarterly basis.

b)Such report shall be reported in a format required by BSP not later

than 1 month after each quarter.

Sanctions and penalties

a)Administrative sanction under the HR Policy Manu@al/Coede of Conduct
of the Bank shall be imposed on personnel who e@mmditted violations of
the policies and procedures pertaining 40 emistomer protection
reporting. The Bank has also the option to fdle afcriminal case against
an erring employee should he/she found Miolating the law(s) to which
requires the Bank to prosecute an employgee.

b)The Bank shall impose to an erringdemgloyee any monetary sanction
or penalty imposed by the BSP for datg or non-reporting of customer
complaints after one (1) month aftefg auarter elapses.

Pursuant to the BSP Customer Pfrotection Framework, the Bank

shall exhaust all internal remedies/available to address the
raised by the customers in their complaints/requests.

issues
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However, customers dissatisfied with Bank’'s response or action may
seek assistance with the following:

Financial Consumer Protection Department
Supervision and Examination Sector
Bangko Sentral ng Pilipinas

5th Floor Multi-Storey Building

BSP Complex, A. Mabini St., Malate

1004 Manila

Telephone Numbers:

Trunk Line: (632) 708-7701, extension nos. 2584
Direct Line: (632) 708-7087

E-mail Address: consumeraffairs@bsp.gov.ph

[~ I

—ACCOUNTABILITY

— AND REWARDS —

The Bank applies a performance evaluation system to personnel handling
the complaints/requests and may link to rewards or remuneration system
of the customer protection personnel.

This is done by including the parameters of customer service and
protection in the annual employee performance evaluation which
requires the person to follow the regulation as well as policies
pertaining to customer protection. A sustained excellent service to the
customer may merit a salary increase, while poor customer service will
warrant disciplinary measures ranging from no increase in salary and/or
disciplinary actions against the employee who committed violations

"CUSTOMER ASSISTANCE]
— TO PERSONS  —

WITH DISABILITIES & |

-NON-ENGLISH SPEAKERS
— |

The Bank has developed steps and policies in aSsis#ing customers with
disabilities and Non-English speakers.

Practically, the Bank shall take importanc@® on the needs of the PWDs
(deaf, learning difficulties, visually impaired, Non-English Speakers,
Senior Citizens and Pregnant Women) i easuring that they understand
the Customer Assistance Management Sfystém (CAMS). This includes:

1)The installation of CAMS to posters/in all its branches.
2)Constructed concrete ramp tof itls§ buildings and offices spaces
leading inside the Bank premisesA

3)Given priority lane to senior citizens, pregnant women and disabled
persons and children to facilitate /their banking transactions with the
Bank.
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ORGANIZATIONAL STRUCTURE
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2021 MANAGEMENT DIRECTORY

PRESIDENT AND CEO THERENCE G. BATULON 0917-811-5481
AVP/ FINANCE AND ADMIN
HEAD OLIVIA G. GABUL 0917-811-5481
HEAD OF INTERNAL AUDIT/ CHIEF
COMPLIANCE OFFICER DIANA DEAN C. ATIENZA 0917-811-5481
HEAD OF OPERATIONS OFELIA M. DECORO 0917-811-5212
HEAD OF MARKETING
SEARETET ANABEL A. GONZALES 0917-811-5212
LAGAWE BRANCH MANAGER SUDIMAY A. AQUINO 0905-540-0560
SOLANO BRANCH MANAGER ALFREDO P. ARZADON JR. 0975-177-2692
BAMBANG BRANCH MANAGER HARRIS D. CACLINI 0935-265-8057
BANAUE BRANCH MANAGER EILEEN B. MAGULING 0935-271-9157

MAJOR STOCKHOLDERS

more than 20% of voting shares

NAME AND
NATIONALITY SHARES SUBSCRIBED

AMOUNT % OF VOTING
Phil. Rural TYPE NUMBER
Reconstruction (PHP) OWNERSHIP STATUS

Movement Common ]
(Filipino) 2,354,306 23,543,060.00 47.09% Voting

PRODUCTS AND SERVICES

I. Credit Facilities

The bank offers Term Loan and Credit Line credit facilities. The
Credit Line facility is a privilege that is granted to borrowers with a
good credit track record for at least one (1) year and is limited to
business, contractor, and agricultural loans. A good credit track
record means that there is no unjustified missed payment and the
client voluntarily communicates with the bank in case of delayed
payment and that the missed payment is settled or the outstanding
balance renewed within 30 days from the due date.
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The basic differences between Term Loan and Credit Line are tabled
below.

e« Can have a loan duration of less than one month to
more than 12 months

e« Paid loan amortization cannot be re-borrowed, thus,
availing of loan has to undergo the whole process of
loaning and approval

e« Loans must be released/availed within 10 banking days
from the date of approval.

Note: A redo of a bank check and updating of financial
data shall be required if data submitted is more than 60
days from the date of approval. The updated credit
proposal with the updated data shall be presented again
for approval by the approving authority concerned.

Has a maximum term/loan duration of twelve (12)

months.

Paid principal amortization can be re-borrowed as long
CREDIT as the existing line has not expired.

LINE Is limited to business, contractor, and agricultural
loans.
Borrowers must have the following eligibility criteria:

a)Good credit track record for at least one (1) year.
b)Business — with profitable operation for the past
two (2) years.

c)Contractor Loan

»Borrower must be a licensed contractor or sub-
contractor of a licensed contractor;

»With a good track record of at least two (2)
consecutive years as a contractor/subcontractor
within the region of operation; and

»Profitable as a contractor/sub-contractor for
the past 2 years.

A good credit track record means that there is no unjustified missed
payment, and the client voluntarily communicates or responds to
notices from the bank in case of delayed payment.
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IT.

AGRICULTURAL
LOAN

ALALAY SA
AGRI-
PRODUCTION
(ASAP) LOAN
(UNSECURED
AGRICULTURAL

LOAN FOR AGFP

GUARANTEE)

BUSINESS
LOAN

LOAN PRODUCTS

PRODUCT PURPOSE MODE OF MAXIMUM
OF LOAN PAYMENT LOAN

e Farm
production

« Farm
improvement
development

e Working

capital for
food
commodity
production of
small
farmers,
small poultry
livestock
and

and
raisers,
small fisher
folks

« Working
Capital for
existing
business

« Emergency
Working
Capital or
Bridge
Financing

« Payment of
Leasehold
Right (excep
start-up
business)

e« Lumpsum,

pre-deducted
interest

e« Based on

Cash Flow of
the source of
payment

e Lumpsum,
pre-deducted
interest

e« -:Based on
Cash Flow

e -Lumpsum

« Based on
Cash Flow

« Depending on the
crop, based on
the Financial
Validation Guide.

100% of the cost
of improvement/
development, to
be released in
tranche.

Palay -40,000/ha
Corn-40,000/ha.
Cassava-
20,000/ha.

Other short term
crops-40,000.ha.
Tilapia
-400,000/ha.
Poultry/Livestock
-Layer -860/layer
-Broiler-
100/broiler

-Goat -5,000/hd.
-Hog breeding-
50,000/hd
-Hog-fattening-
5,000/hd

« -Single
Borrower’'s Limit
(SBL) based on
existing bank
policy.

e -May exceed up
to 10% of the
loanable value of
collateral

« 100% of the
leasehold right

MAXIMUM
TERM OF LOAN

« 6 months
/depending
on the
gestation of
crop.

e« 4 years

e« 5 months
¢« 6 months
e 14 months
e 7 months

e 7 months
e -20 months
e 7 months
e« 7 months

e 14 months
e 7 months

« -3 years

e -7 days

e« -3 years
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- * Business « Based on « 80% of the « -5 years
2 Development CF of cost of with
O w Loan-for ; :
N _ source construction or maximum
> construction of
w = ) of development one year
o commercial
= < S payment grace
<= C’C) building, .
0 - - gasoline pgnoq on
= W station and principal
m -~ resorts
% development
o among others.
Mobilization Lumpsum, «10% of contract « 6 months
Fund to start pre-deducted of borrower
CONTRACTOR a project interest
LOAN « Working Lumpsum, « 60% of contract e« 12 months

Capital for
an on-going
project

pre-deducted of borrower

interest

House
construction, Monthly 80% of the cost 5 years
house
improvement
and expansion

HOME LOAN
(FOR FIRST
HOME)

This product is
HOUSING for housing
LOAN purposes not
considered as
first home of the
borrower.

Monthly 80% of the cost 5 years

Residential
lot
acquisition,
House and
lot
acquisition,
and
Machinery/
Equipment/
Vehicle
acquisition.

Lot acquisition- « 5 years
Depending 100% of the cost
on the

source of

payment &

Asset
Acquisition Purchase of « 3 years
equipment/machin
eries/vehicles-

75% of cost of
item to be

purchased

Cash Flow

Redemption of
property
mortgaged, and
loan buy-out
from a private
individual,
pawnshop or
corporation.

Mortgage
Redemption

Depending on 100% of the 5 years
the source of mortgage

payment &

Cash Flow
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e« Visa e Monthly; » Placement & Visa e« Placement

: . Application Fees-
A lication — lum . F — Up t
pplicati umpsum depending on ee p to

Back-to-Back for back- countrv of 2 years;
2 (on-us to-back . y . may have a
< : destination; Back- .
deposit) loan. . grace period
. . to Back: maximum
(@] « Working Visa . of 2 months
) . of 90% of deposit, . ,
| application . S on principal
if deposit is in
« Placement
other banks and .
; Fees . » Visa
with hard Application
LL collateral; 100%
®) (B2B loan)-
of amount needed .
. S depending
if deposit is on-
. . on the
us. (interest is
travel
pre-deducted and .
. requirement
all charges paid).
. e -1/5 of the basic pay
» Education Monthly + regular or fixed 3 years;
SALARY LOAN expense (deducted allowances times the (except
« Medical from term of loan but the FBL -5
Non-DepEd expense Salary) net take home pay years)
DepEd e« Home after loan
Fringe . amortization should
Bene?‘it appl'lances not be below P4,000
« Vehicle for private
acquisition institutions and the
e Home annual GAA provision
improvement for government
« Other employees.

consumption Note: The percentage

needs provided in the MOA
with institutions shall
be followed until
amended.

e FBL max loan amount:

e -1/5 of basic salary +
fixed regular
allowances times 60
months

e -Additional limit for
Fringe Benefit Loan
(FBL) — up to the
monetary value of
accumulated earned
sick leave at the time
of application and/or
loanable value of
deposit or REM
(combination or all)

e -NTHP for FBL should
not be lower than
P1,500.00 per pay
day, including the
deduction of loan
amortization with
other institutions
where the source of
payment is from
salary of the
employee.

e -Maximum of two (2)
PNs for FBL
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PLEDGE DEPOSIT
LOAN

Consumption
Loan

Market
Vendors
Loan
(for product
review/
development)

Start-up
Business
Loan

depositors with
existing Pledge
deposit with
BancoLagawe.
Purposely of

availment is for -

Working capital,
Education
expense, Medica
expense,
Housing, Home
appliances, and
other
consumption
needs

Education
(domestic)
Education
(foreign)
Medica
Expense
Home
Appliances

Working
capital

Education
expense
Medical
expense
Home
appliances
Other
consumption
Working
capital

e« Purchase
of Business
Inventory

e« Purchase

of business

equipment
and

machineries

Monthly;
automatic « 90% of pledge
payroll deposit

deduction
for salary-
based
source of
payment

50,000

Depends on
source of
payment/ca

800,000

sh flow .200,000

50,000

Monthly P 50,000.00

Monthly or
guarterly
based on
cash flow

300,000.00

« 3 years but
not to
exceed the
maturity
date of the
Pledge
Deposit
(Office
Order #
140, Jan.
2017)

1 year

3 years,
with
option for
balloon
package
2 years

2 years

12 months
(Office
Order # 140)

3 years, with
option for 1
year grace
period on
principal
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e« Clean/Character Loans - Post-dated Checks (PDCs)

The bank shall grant clean/character loans with post-dated checks to existing
clients who have established a good credit and deposit track record of at least
one year with the bank or with other financial institutions or supplier and
personally known to the manager; with permanent residence in the province
where the bank operates; and with good performance of checking account for
the past twelve (12) months. The track record of transaction of his/her checking
account should have no returned checks due to DAIF/DAUD and no credit
balance below the minimum maintaining balance.

The clean loan shall have a maximum term of twelve (12) months and a
maximum loan amount of P150,000, with monthly equal amortization of principal
and interest.

e« DOSRI Loan

Loan accommodations to Directors, Officers, Stockholders, and their Related
Interests (DOSRI) shall be based on the overarching principle that the
transactions shall at all times be kept above board and conducted on an arm’s
length basis (MORB 2017 Sec. 341).

e Loans extended to Corporate/Organizational: (assigned Loan Product is
based on the purpose)

e« Other Requirements (as necessary).

Sanitary permit from the Department of Health (DOH) and/or Environmental
Compliance Certificate (ECC) from the Department of Environment and the
Natural Resources (DENR) for poultry, piggery projects, hotel/lodging house,
furniture shops, wood carving, mining, purchase of generator, among others.
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III. DEPOSIT PRODUCTS

PRODUCT BRIEF MINTIOMEUANLI:];DB
DESCRIPTION INTEREST

This account will enable Filipinos, especially the
BASIC unserved and underserved, to receive and make PHP 500.00
DEPOSIT payments, as well as have a facility for store of value.

REGULAR Deposit where you can withdraw and deposit
DEPOSIT anytime at any banking day. PHP 500.00

It is a savings plan that requires a specific
PLEDGE purpose which will determine the tenor and
DEPOSIT amount of deposit.

PHP 500.00

KIDDIE/ Deposits open by students from Nursery/ Kinder,
Elementary, High School, and College. It can be
TEEN withdrawn during school days for educational

DEPOSIT needs.

PREMIUM This deposit can also be withdrawn anytime on PHP
DEPOSIT any Banking day. It is a deposit that requires a 50,000.00
minimum amount of Php 50,000.00

SPECIAL These are deposits which are to be withdrawn

PHP
on a pre-designated date, depending on the term 20 000.00
SAVINGS of deposit. ’ '
DEPOSIT
LONG Minimum deposit of Php 100,000.00, with a term PHP
of five (5) years and one (1) day. 100,000.00
TERM
DEPOSIT

IV. BANKING UNITS

REGION JPROVINCIAL CITY/ BLDG.# STREET
LOCATION JMUNICIPALITY NAME, VILLAGE/
BARANGAY
CAR Ifugao Lagawe #59 JP Rizal Avenue,
Poblacion East
Nueva Solano #8 Espino St..,.
Vizcaya Barangay Quirino
Nueva Bamban NVAT Compound,
Vizcaya g Almaguer North

IV. BANK WEBSITE

CONTACT
NUMBER

BRANCH

LAGAWE

09275783880

BANAUE 09352719157

09059464115
078-3265920

SOLANO

BAMBANG 09175066006

https://bancolagawe.net/
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Alas Oplas & Co., CPAs

Rias Tipeas & Co, CRAs
KT Fuligeas AEN | Dol
TR i Gl Py dres
bhibali Lty Pl iy LA

INDEPENDENT AUDITORS' REPORT e (BI5 TR 5060 |
Iram! vl w¥c Pl sl g upas com
AL SR BT

liskrfuapfite Memha
To the Stockhofders and the Board of Direciors BKERIn
LAGAWE HIGHLANDSE RURAL BANK, INC.
Fabdacion East, Lagaws, fugea

ternation:al

Qualified Opinion

We hewve pBudded the fnanciel statements of LAGAWE HIGHLANDS RURAL BANK, INC.
[tha "Bank”} which comprise the statemants of financial pasition as of Decambar 31, 2021 and 2020, and ta
refated statements of comprehensive income, slatements of changes in equty and statements of cash fows for
thie yaars than ended, and notas to tha financial statements, including a summany of significant accounting palicies

In gur cpirian, axcepd for fhe effecs on the firmncial SiEements of the matiens described in he basis for gualified
opireon paragraph. the finenciel stetements present fairly, in all matenal regpects, the financial position o the Bank
as at Decembar 31, 201 and 2030, and its financial pedormanca and ds cash flows for the years then ended n
secordance with Philipgine Finencial Reporing Standards.

Basis for Gualifisd Opinion

&g discugssd in Kot 4 1o the firancigl stetemants, the Bank edopted PFRE B, Finencial Instrumants on January
1, HNE axcapd for the impairmant requiremants of the nes standard PFRE 9 intoduces a forsarnd-loaking
axpected credil loss {ECL) modied i a58e58 impaimant on dabd financsal assets not measurad at fair vaiue frough
profit ar loss and lcan commebmants and finandal giareniee confracts

Tha Bank adopbed Appendix 18 of the MORS in assessing and measunng impairment for @45 credil exposures
Based on our juogment, the provisoning requiresnens of Appendix 15 of he MORB & not conststent with the
requiremants of PFRS & Thus, thes constiluies departure from PFRS, As of December 31, 2021 and 2020, the
Bank's total allowanca an oredl logsas on bans and ofar recevables amounied o P21.84 million and #21.95
midlicn, respectively, a5 discosed in Mot 8. As the Bank has nat implemented or assessed the impad of the ECL
requiresmeniz af PFRS 0, any adusimens o the amounts of sunplus, allesance for credil lossas and ralated
dafarad tax asseis as of Decembar 31, 2021 and 2020 have not been deiermined cee o ceran imitations

Moraower, the Bank has unbooked aiowance for ceddt losses on sales contract moswabie amolntng o
5,718 465, based on e provisions ol Appendx 15 of the BSP Manusl of Reguiatons for Benks. Shauld the
Bark recogrize the said emaunt, e Bank's profil and aquity for the year anded Dacembar 31, 2027 wil ba
resduced by B J80 140 and capital adequacy ralio (CAR) a8 of Decamber 31, 2021 will be reducad o 13 53%.

Alga, a5 discussed in Moba 4 1o the financial stalaments, the Bank recofpnizes relinemeant bensf abigation Using
ine accrual epproach. Under this appreach, the Bank acorues monthly retirement expanss equiveiant o ceriam
percariage of basic compensalion of employeas, Linder PAS 10R Employes Oenafits, reirament benefi
obiigations shal be recognized using &n actuanal tachrique, the projected uri credit mathod, to make a raliabke
eglimete of ihe ultimate coet bo the enity of the benefil Bat emgleyess have samed in relind for e aendos in
the current and pricd pancds. Thés method also invodves mekang estimales about damograshic and finencis!
wariables (sclusrial assumplions), and discounting the benefi in order 1o determing the present vaiue of the
dafinad benadit chligaticn and tha related sendica costs, both of which ware not consigared n tha aporoach s

by the Bank, The aflec] of the differencs in e medivads in recognizing refirement beAsfil obfipatans Ras nof bean
dietermingd dus 12 cartain bmitations. :

Difices: Makatichy « Alabang = Cavite = Orbtigay « Taguig Cily = Las Pias Cily = Sentago Oty « Sacolod Cily = Ooils Cily
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Alas Oplas & Co., CPAs

Wi conduched cur audit in accordance with Philippine Stancarts on Audiing (P3As) Our respansibilities urde
fose standarts ane further described in the Aooior’s Resgonsitulias for the Awit of fha Firancds! Stafaments
saction of gur report. Wa are indapendent of 1he Bank in accodance with (he sthical requirements thal are
refyan 1o our audit of e financal statements in tha Philippines, the Code of Ethics for Profsssianal Acoournlans
in the Chilippines, and we have fulfilad cur olher responsitililies in acoordance with (hede requiements We
befieve thel the sudl evidane we have oblaned is sufficent and appropnate to provide & Dasls for our apinion

Responsiblities of Management and Those Charged with Governance for the Financial Statements

baragement is responsitla for the preperation of the financial statements in accordance with Prfippine Finandal
Reparing Elan:lm:lq, ard for such inlemal conirol s management delemmines &5 necessany 0 enabla the
prepanation of financisl sietemants that are Tree from malerial misslalerenl whelher due o fraud o armar

In prapganng the financial statlements. menagament is responsile for gssessing the Bank's abilily 1o corinue a5
a going concem, disclosing, as applicable, mafers relabed to going concesm and wsng the gong concam basie of
accownikng uniess management aither infends to Iquidate the Bank o o cagse oparalions, o has no rasishs
ditemalive but o do S5

Tnose charged wilh govarmance Bre responsible fof oversesing e Bank's finandal reporting procass
Auditor's Responsibilities for the Audit of the Financial Statements

Duruni:am.'aamtnmlah reasorable assursios about whethar the financial statements a5 & whola ara fnes
from material messiatemant, whether due fo frewd or eemor, and 10 issue an audilors report Ihat includes our
opinion. Reasonable essurance & 4 Megh level of assurance, bul is nat & guasantes that an aust conduckad in
#coordance with FSAs will atways defect @ matenal misstatemenl when & exiss.

Mstatemans can arise from fraud or eror and are considered material #, indridually ar in e aggregate, ey

-:r::lm maﬁmuy ba axpecied i infuencs the econome: decsions of usess faken on the basis of thesa financal
slalamen

As part of an awidt in accordance with PSAB, we exerciss professionsl judgment and maintain professanal
skepicism throughout The audt. We aksa;

* |gantily and assass e risks af malersal misstenent of e inancia siatemanss, whelhar due o frawd
ar mror, desgn and parfcmm audit procedunes responsive b fose fsks, and ablain sudd evidenoa thal
= sufficient and sppropiate o provide a basis for cur opinicn. The risk of not datacting & malerial
missiatenant resuting from fraud i higher than for one resulling from arar, 83 frawd may involae
collugen, forgery, infanlional omissons, misrepresentations. o the oveerida of nbarmal control
Cbtain an understanding of internal control relevant to the awdit in order to design audit procedures
that are agpropriate in the circumstances, but not for the purpose of expressing an opinlon an the
affactivensss of the Bank's internal cortrol,

Evaluate the appropriatenass of sccounting policies used and the reasonableness of accounting
astimates ard related disclesures made by management.
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Alas Oplas & Co., CPAs

Conchede on the approprisleness of manageman's use of tha gaing concam basis af sccouniing and,
based on ihe audit evidence obisined, whether a maltesal uncertainty exists related to avents o
conditions that may cast sigrificar doubt an the Bank's abiity fo continue as a going concam I we
concluga that & meteral uncarainty axists, we ane requiresd to draw atienbon in our auditar's repart fo
Ihe relaied disclosuras in tha inancial sislemants or, f such Geclasures are inadequata, 1o modify our
cpirion. Ourconciusions ane besed on the awdit evedenca obiained up to tha date of our auditors repart.
Heragyer, Future svenils of condilions may cause ihe Bank o cease 1o conlinug 88 8 Qoing CONCATL

Evaluate e overall presemation, stuchure and conlent of tha financial siglemeants, including the

discipsures, ard whather tha financial slelemeanis represent the underlying trensachons and events in
& manner ihal achieves Tair preganialion,

e oormruresale wih ihose charged wilh governence regadding, amang other matiers, he planned scope and
timing of the auwdil and significant audt findings, ncduding any sgnificant deficences in internal contral hat wa
idendity durirg cur sudit

Report on Other Legal and Regulatory Requirements

Cur audit was conducted {or fhe purpose of forming an apmicn on the basic financial Satements Een &S a whole
The supplamentary infommation reguired under BSP Circutar No. 1074 in Mabe 31 and Fevanue Reguiabions Mos.
152010 and 18-2011 on fapes. dites and icanse fees paid or aconued suring the @able year, Eeable income,
and deductions in Males 28 and 30 ara presanted for purposes of Nling with the BSF snd Bureau of intermal
Ravenue, respechieely, and is not a meguired pad of the basic finencial statements  Such information is the
reapansibility of e managemeant of LAGAWE HIGHLANDS EURAL BAMK, INC. Tha informaban has baen
subjected o the audiling procedures sopied in our audit of the basic financial stabarments |7 aur epinion, the
infarnatiaon is faidy slaled in all materal respects in relalion ko he basic inancial slalemants taken as & whole.

ALAS, OPLAS & CO,, CPAs
B Registration No, 0180, valid from Septermber 4, 2019 10 Oclober 30, 2022
BIR &0, G001 026-000-2021. issued on January 11, 2021; effective undil Janusry 10, 2024

SEC &N (Fem) 01890-58EC, Group A, maued on October 31, 2021, valid for 2021 8o 2025 audil pesiod
TN D02-01 340600

By:

RYAMN A. SABUG

Pariner

CPA License Mo, 0111183

BIR &AM, 00-006531-001-2020, issued on Februany 24, 2030; effective wnlil February 23, 2023

SEC AN (Indiwidieal) 111183-5EC. Group &, issieed aon February 4, 2021 vald for 2020 10 2024 audit pariod
TN 232-158-286-000 -

FTR Mo, 8852608, msued on January 4, 2022, Makati City

Apeil 7, 2022
Makati City, Philippines
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LAGAWE HIGHLANDS RURAL BANEK, INC.

STATEMENTS OF FINANCIAL POSITION
DECEMBER 31, 2021 AND 2020
In Philippine Peso

ASSETS

Cash and olher cash llams

Do fram Bangs Sanitral ng Pilipinas

Do Prcsmy other banks

Loans and aier recesvables — sl

Bank premies, furmiluee, Mxuras and
equipment — nal

Invesimeant progerlies — nel

Deferred tax assels

Dher assels

TOTAL ASSETS

LIABILITIES AND EQUITY

LIABILITIES

Deposil Eabities

Bills payabie

Acerued ineest, lades and othar BXpENSas
payable

Iresomme tax panyabla

Diher lisbililies

314,536,096
58,041.211

4,350 997
1.286.013
17,582,045

Tokal Liabkiites

386,836,362

ECHLATY
Comman siotk
Sunplus resanes

Surus fres

Total Equity

48,833 530
5,000,000
11,232 2312

GE6, 165,742

TOTAL LIABILITIES AND EQUITY

482,982 104

Do Nl ho Finencie! Siakemhies
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LAGAWE HIGHLANDS RURAL BAMNK, INC.
STATEMENTS OF COMPREHENSIVE INCOME

FOR THE YEARS ENDED DECEMEER 31. 3021 AND 3020

In Philippine Pasao

2030

820,224
42.078,028
12,507

42,911,847

INTEREST EXPENSE
Dwposit Rabdties
Bllls: praysble

(B,052,774)
(4,150,161}

HET INTEREST INCOME

OTHER IMCOME

34,443, 106
11,268 61T

1 2,835
30,708,912

22690, 036

TOTAL OPERATING INCOME

OPERATING EXPENSES

a5 TI7, 726

(35,092,193}

53396 948

(36.134,876)

HET OFERATING INCOME BEFORE PROVISION

PROVISION FOR CREDIT AND IMPAIRMENT LOSEES

10,625,552

17.264,07T2

(6. 167,715}

PROFIT BEFORE TAX

INCOME TAX EXFENSE

10,083,430

{2,816,550)

11,066,357

(3,833 467}

PROFIT

OTHER COMPREHFENSIVE INC OME

T,248 880

T 32670

TOTAL COMPREHENSIVE INCOME

S Mofas 10 Financied ST mamss.

122



LAGAWE HIGHLANDS RURAL BANK, INC.
STATEMENTS OF CHANGES IN EQUITY
FOR THE YEARS ENDED DECEMBER 31, 201 AND 2030

In Philippine Peso

Comman
Stock
{Note 17)

EBatance gt December 31, 2018 37,839, TED
IssuEanee of shanas 8,053,750 -
Stock dvidends 4,000,000 {id, 0D, 00T -

P et = 7132 870 T 132 BvD

Balance al December 31, 2020 ; 11232212 68,165,742
Isaianes of sharag - GE. 47D

Cash dividends {2,700.000) {2.700.000)

Reversal of appropeatbon 5,000,000 -

F it 7246 880

Balance at December 31, 2021 2. 7TTE. 092
Nodes o Siglements
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LAGANE HGHLAMDS RURAL BANK, INC.
ETATEMENTS OF CAEH FLOWE

FOR THE YEARE ENIDED DECEMBER 31, 20 AND 2020
I Pl pping Pasa

CASH FLOWE FROM OFERATING ACTIVITEEE
Prolt berlone: b
Sfiinirraia kor
| mieres inooma
| el e — Mase Rabdies
G on S of oo financial escsis
. arndl @mori nation
Prrdbson for credi and irgairmeant ooses
i T e rollTL ol [ B -

Ciperating Incoma befone working cepiial changes 770575
Deorbass (Noreacs] in oparalinyg asses
Lo and o fooslvabiss 25 385 B4R
Oehier ooty £34 500
Wiyl ABBOT R REE] N m’“ babekias
Depost Sabiltes A2 176 762
Crhier fatiktes 1022213

Cash periaied rom [LSed @) opr atord L350 AT 5,986
Inarest neoevad 572 532
I b s bl (4,154, 154

P oy fisraaraleed Bioem | B ) ofeiE BN S0tvilies 1 934035954

CAEH FLOWS FROM INVEETIMNG ACTIWITEES

Ao lthors of Bank promses, fonmine RS and equl pume {1, 7DEEA1)

Prooeeds o Sspisal af bank premises, Bamiteo, Nalls and
A DITHE T

250,930
Procecsds Bom Sale of ivasimont 0352 118

Pt Lty @il o ReEs N e e 18904 365

CASH FLOWS FROM FINANCENG ACTIVITIES
Froceeds fom Bils payabie &7, 16418
Paymenis of bis payabin (56.5TZ026) (103,572,962
Paymeni for kease labiltes — princical and imerest : {1.051,695)
Processs bom deposk for saock subscsd 5
Prooesds B Esuienee of share

_Divickesuts paid
Bl ok usaed in Inanciryg acifiies

HET INCREAEE |[DECREASE] IN CASH AMD CASH EQUNALENMTS

CASH AND CABH ECHINVALENTE AT BEGINNMG OF THE YEAR
Cash and othor Cash RS

D froom Blamagioo: Soniral ng Plipnas
Dug rom oihis’ Banis "

CASH AND CAEH EQUIVALENTE AT END OF THE YEAR
Cash and olhor cakh Bems

D Tromn Blaregkc: Sendral ry Plpinas
Dui T oifvis Barnks

hhﬂuuﬁ“m
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(from AFS 2021 balances)
As of 31 December 2021

Tierl

Paid up capital

Surplus reserve

Surplus free

Undivided profits

Total Tier 1

Deductions from Tier 1 Capaital
Deferred tax asset

Net Tier 1 Capital

Tier 2

Perpetual and cumulative preferred stock treasury shares
General loan loss provisions

Total Tier2

Deductions from Tier 2 Capital

Perpetual and cumulative preferred stock treasury shares
Net Tier 2 Capital

Net Tier 1 Capital
Net Tier 2 Capital
Total Qualifying Capital

Capital requirements for credit risk
Capital requirements for market risk
Capital requirements for operational risk
Total Risk Weighted Assets

Total CAR Ratio (Total qualifying capital/ Total risk-
weighted assets)

Tier 1 CAR Ratio (Net Tier 1 capital/ Total risk-weighted
assets)

BREAKDOWN OF CAPITAL
COMPONENTS

50,000,000.00

13,532,210.70
7,246,880.00

70,779,090.70

3,899,954.00

66,879,136.70

2,095,133.10

2,095,133.10

2,095,133.10

66,879,136.70
2,095,133.10

68,974,269.80

414,724,682.97

57,471,441.46

472,196,124.43

14.61%

14.16%
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