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We, at' FICOBank;, are not spared too from the current business; disruptions. But;,
with the resilience of our banking network and the institutienal capabilities that
we have developed over 40 years, we're able to deal aptly with the inevitable

shocks and the inescapable changes brought about by the pandemic erisis. Our
360-degree preparation for:business continuity spells the difference.
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FICOBank’s Profile

Our mission, vision, business model and brand promise represent our corporate
identity—a gist of what our business is all about.

OUR MISSION  As a bank with community orientation, we are committed to providing our customers
and cooperators the opportunity to bring about economic ascendancy for themselves
and their respective families and localities through our innovative, accessible and viable
financial services and solutions.

Being a provider of financial services and solutions, and a portal of economic
ascendancy, we ought to:

1. harness the untapped savings and investment resources of the people in North
Luzon (Regions I-II-III and CAR);

2. provide loans and other financial services and solutions to the same localities
where we source our funds through our operating units; and

3. reward our customers and cooperators (shareholders and employees) alike for
their respective patronage to, and participation in, our financial services and allied
undertakings.

By practicing the essential cooperative principles in a corporate-like setting, with
unibank-caliber management corps, and by keeping our distinct trademark of being a
valuable community asset, we will be a bank that makes a big difference.

OUR VISION In cognizance of our Bank’s corporate DNA, and in the furtherance of our business
interests, we will keep our strategic focus on becoming...

e A dominant community bank in North Luzon and a vital catalyst for the economic
ascendancy of our customers and cooperators.

_ This is what and who we are, as we envisioned and desired our Bank to be, in 2020.

OUR BUSINESS Through our deposit-taking and lending operations, we are primarily engaged in

MODEL financial intermediation between and among: the farmers, fishers and their

organizations; the micro, small and medium entrepreneurs; the rural, urban and

overseas workers; and the other groups of financial consumers. We also provide

mobile-money, money-transfer/remittance, cash-dispensing and other fee-based

S —— services to the public. Our extensive array of innovative financial products and services
and our exclusive list of complementary development support and solutions are
adaptive and responsive to the multi-dimensional needs of our multi-sectoral clientele.

OUR BRAND  With our well-trained and top-notch people, as brand ambassadors, we will stay in the
PROMISE business of providing opportunities for economic ascendancy to our clientele for good.
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Resources

4,349.63

4,324.81

2019

2020

Loan Portfolio (Net)

2019 2020

Deposit Liabilities

2,638.58

2019 2020

Capital Accounts

2019

2020

2019

Net Income

2020

Particulars

Resources

Loan Portfolio (Net)
Deposit Liabilities
Capital Accounts
Net Income

2019

2020

Growth

4,349.63 4,324.81 -0.57%
3,135.92 2,882.72 -8.07%
2,638.58 2,951.52 11.86%
1,078.08 1,208.74 12.12%

145.31 145.92 0.42%

Amounts in Million Pesos
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2020 Loan Volume &
Portfolio by Industry/Sector

37.48%

Commercial Loans

33.70%

Agricultural Loans

24.01%

Php1.10 Billion

Consumer/Personal Loans

4.67%

Php213.61 Million

Other Loans

0.13%

Industry/Sector | 2020 |
Amount | _ %

Agriculture, Forestry and Fishing P 1,132,064,488 38.23% P 1,339,105,023 41.61%
Wholesale and Retail Trade, Repair of Motor

Vehicles and Motorcycles 751,758,472 25.39% 734,477,767 22.82%
Household Consumption 433,335,758 14.63% 478,837,799 14.88%
Construction 156,207,833 5.27% 131,862,398 4.10%
Accommodation and Food Service Activities 66,874,349 2.26% 79,069,900 2.46%
Transportation and Storage 18,701,499 0.63% 18,436,352 0.57%
Administrative and Support Service Activities 17,411,961 0.59% 7,889,377 0.25%
Manufacturing 15,756,665 0.53% 20,265,187 0.63%
Real Estate Activities 10,727,797 0.36% 15,902,600 0.49%
Electricity, Gas, Steam and Air-Conditioning Supply 8,853,327 0.30% 14,535,261 0.46%
Arts, Entertainment and Recreation 7,382,758 0.25% 8,259,408 0.26%
Professional, Scientific and Technical Activities 6,242,805 0.21% 7,418,894 0.23%
Water Supply, Sewerage, Waste Management

and Remediation Activities 4,448,540 0.15% 4,069,193 0.13%

Activities of Households as Employers, and
Undifferentiated Goods and Services Producing

Activities of Households for Own Use 3,141,387 0.11% 0 0.00%
Human Health and Social Work Activities 2,334,557 0.08% 467,235 0.01%
Education 2,080,568 0.07% 2,352,595 0.07%
Information and Communication 1,072,298 0.04% 1,701,215 0.05%
Other Service Activities 322,899,079 10.90% 353,318,978 10.98%
Total P 2,961,294,141 100.00% P 3,217,969,182  100.00%




2020 FICOBank
Annual Report

Chairperson’s Statement

“"Our Bank’s more than four
decades of financial strength
and market dominance have
enabled us to provide for the
financial needs of our clients

through thick and thin, and

- today is no different.... We will
continue leveraging on our new
strengths and use them as
differentiators to serve better,
especially in these thriving
times.”
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2020 has been a year of survival for all of us, as a result of the
harsh impact and effects of the COVID-19 pandemic. The
Philippine economy even slipped into recession, with a full-year
gross domestic product (GDP) of -9.6%. The small and medium
enterprises (SMEs), as well as the multinational companies
(MNCs), were caught flat-footed. Many of them are suffering
while some were forced to shut down their business operations.
Banks are not spared too, as the cash-flow pressures experienced
by their individual clients have resulted in reduced economic
activities, impaired repayment capacity, decreased loan demands,
and breached loan agreements. All of these are on top of the
pre-existing challenges for banks brought about by the low
interest rates and stiff competition.

We, at FICOBank, have also felt the inevitable shocks and
inescapable changes caused by the pandemic crisis. But, be that
as it may, our Bank was able to adapt to the extremely
challenging situation. Albeit the predicaments in the business
landscape, it remained resilient and maintained its market
position, which eventually enabled it to deliver performance for its
shareholders. And I, as Chairperson of the Board, can proudly say
that our Bank had once again successfully performed during the
year 2020.

In 2020, the theme—"Breaking the Barriers in
FICOBanking”—had resounded across the entire organization, as
each member of the FICOBank family clearly understands of what
we are trying to achieve as a community bank. Our business
purpose, distinct character and industry standing that we have
been enriching through the years are now truly outgrown within
each one of us—our FICOBanking spirit.

In living our culture of shared values, we captured the hearts
and minds of our employees to work hand-in-hand for one shared
purpose, and that is, to tenaciously engage in sustaining and
growing our business and making banking more meaningful for
our clients, especially this time of crisis. Our employees work with
passion and even go extra mile to deliver continuing banking
services to our clientele, despite limited workforce and banking
hours, along with fear of possible contagion.

As COVID-19 restrictions have affected our movements and
planned banking network expansion, we have focused our
present 37 operating units—with strategic locations in Regions
I-1I-IIT and CAR—to continuously gain market advantage in terms
of bank accessibility by our target markets. In doing so, we
maintained our five-day banking services to cater the financial
needs of our visiting clients, and have exploited the available
opportunities to engage with our clients more actively and
responsively.

Taking the lead role in setting the “tone at the top”, we see to
it that all our actions and decisions in the Board, together with the
Senior Management, are always directed toward sustaining the
business resiliency and financial stability of our Bank. In 2020, we
remained vigilant on both internal and external factors that might
significantly affect our business operations. To cope with the
difficulties confronted by our Bank, we anchored on our
organizational culture that places a high priority on business
continuity.

Throughout the year, we have endeavored to strengthen our
business resiliency against the pressing threat and effects of the
pandemic. We have crafted and adopted precautionary measures,
response mechanisms and contingency plans against COVID-19
to ensure primarily the health and safety of our employees and
customers, while delivering continued financial services to the
general public. We have also conducted series of business
continuity stress testing and simulation activities, and made sure
that all necessary resources to implement and support our
business continuity management approach are adequate. With
these tasks, our Board was able to carefully assess and utilize the
capability of our Bank to re-evaluate and undertake its business
strategies in extra-challenging business and regulatory
environments.

As we keep our business on track amid pandemic, we have to
embrace changes as a response and closely track the performance
of our Bank, particularly on the key result areas.

Just like the other banks, our lending operation was greatly
affected during the year. To protect the quality of our existing loan
portfolio, we've settled on tempering our credit risk exposure by
tightening some of our lending policies and be more stringent in
selecting our borrowers. However, despite keeping our united
efforts to generate accounts and retain existing ones, we were
unable to maintain our loan portfolio level at year-end. Hence, as
of end-December 2020, our Bank only registered a loan portfolio
of Php3.00 billion, which is lower by 8.03% than that of last year’s
level.

On a positive note, our deposit-taking operation went well in
2020. In spite of uncertainties this time of pandemic, the financial
consumers continued to entrust their untapped savings to our
Bank. And as of 31 December 2020, the total outstanding deposits
of our Bank soared to Php2.95-billion mark, higher by 11.86%
from that of Php2.64 billion recorded a year ago.

During the year, our Bank had adopted the twin laws enacted by
the Philippine Congress to combat the COVID-19 pandemic in the
country—the Bayanihan to Heal as One Act (Bayanihan Act) and
Bayanihan to Recover as One (BARO) Act—particularly on
providing reliefs to borrowers by extending the repayment period
of their respective loans without incurring penalties, additional
interest on interests and other charges. In effect, majority of our
loan accounts were granted with extension of maturities and
condonation of penalties. Nevertheless, for the year that has just
ended, we were still able to register a record-high net income of
Php145.92 million.

Owing to the strength and success of our business operations
for over 44 years now, our Bank was able to build up its strong
capital base. In 2020, FICOBank remained to be well-capitalized,
with adequate funds to support its risk-taking business activities.
From last year's Phpl.08-billion level, our Bank’s net worth
climbed to Php1.21-billion mark. It rose by Php130.66 million or
12.12%.

Our Bank’s more than four decades of financial strength and
market dominance have enabled us to provide for the financial
needs of our clients through thick and thin, and today is no
different. As it is proven to be resilient in any disruptive situations,
our Bank—with its identity as ang bangkong pinagtibay ng
panahon—will keep on breaking the barriers in its banking
business. We will continue leveraging on our new strengths and
use them as differentiators to serve better, especially in these
thriving times. With the lofty purpose of our Bank to be a vital
catalyst for economic ascendancy, we are driven more than ever
in providing opportunities to contribute for the improvement of
well-being of our customers and cooperators, as well as their
respective families and localities.

In closing, on behalf of the Bank and on a personal note, I
convey my sincerest gratitude to all our stakeholders—clients,
business partners, funders, shareholders and employees—for
continuing on this journey with us. Without your trust and
support, the success of FICOBank in 2020 would not be possible.
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The FICOBanking Way In 2020

The Philippines has one of the most vibrant economies in the East Asia Pacific region. The COVID-19 pandemic, however, dimmed
the country’s growth prospects for 2020 unexpectedly. The year that has just ended is characterized by a gloomy Philippine
economy wherein millions of Filipinos go jobless, food prices rise, government debt balloons, consumption and investment growths
decline, tourism and remittances slowed down, etc. In response to such sluggish economic setup, the Bangko Sentral put in place
certain policy measures to cushion against the economic shocks of the pandemic crisis, such as regulatory reliefs to banks’
borrowers, assignment of lower risk weight for MSMEs exposures that are covered by government guarantees, among others.

For us, at FICOBank, 2020 is indeed the most extraordinarily challenging year for our more than four decades of doing
community banking, where our business continuity and resiliency was put in a great deal of turmoil. This pandemic year has been
a litmus test for our ability to remain true to our brand promise of staying in the business of providing opportunities for the
economic ascendancy to our clientele for good, and our capability to withstand the toughest tests of time.

On one hand, our Board of Directors maintained its active oversight role, deliberating on the potential risks and imminent
challenges that could impact our Bank and its stakeholders. On the other hand, we, at the Management, made mobilizing decisions
to enable and direct necessary changes to keep our people, operations and performance at their optimal levels, as much as
possible. More so, the collaborative efforts of the Operation & Banking Services Group (OBSG) and the Treasury & Corporate
Services Group (TCSG) have always been amenable in maintaining our market dominance and financial strength.

At the onset of the community lockdown and toward year-end, we resolved in calibrating our planned business initiatives for the
year and have adopted countermeasures to address the variable risks of the ongoing pandemic. In staying vigilant to any business
disruption that may occur at any given time, we primarily anchored on (i) prioritizing the health and safety of our employees and
clients; (ii) conducting series of stress testing on our liquidity, credit and business continuity throughout the year; (iii)
implementing cross-posting and cross-training among our personnel; and (iv) conducting risk assessment on some of our IT
systems.

During the year, we have also optimized the efficacy of our banking network—at a great extent—while adopting preventive
measures, including alternating work schedules of our personnel, limiting banking hours in our operating units and observing
proper health protocols at all times. While many establishments suspended their operations, we strived to remain open to meet
the banking needs of our clientele.

Our production thrusts for the year 2020 were certainly hampered by the adverse effects of the pandemic, like other financial
institutions. Generation of loan accounts has been a struggle for our operating units, as we tightened up on some of our
credit-granting policies and become more conservative in selecting our borrowers. Such business resolutions are for tempering
those risks on our lending operation—our core line of business. As a financial organization, we were mandated as well to adopt
the Bayanihan to Heal as One Act and Bayanihan to Recover as One (BARO) Act, granting loan-repayment extensions for our
borrowers without incurring penalties and other charges. In effect, our Bank’s total loan portfolio in 2020 narrowed to
Php3.00-billion level, lower by Php261.71 million from that of 2019's Php3.26-billion figure.

Nevertheless, and to some extent, our Bank—with its distinct identity as ang bangkong pinagtibay ng panahon—managed to
survive and still able to wrap up the year with a better bottom line. For the year ended 31 December 2020, a net income of
Php145.92 million was recorded, slightly higher than previous year’s record of Php145.31 million.

It is worth mentioning, too, that despite the uncertainties and difficulties this time of crisis, individuals and businesses preferred
to entrust their untapped savings to our Bank, making our deposit level soared to Php2.95 billion at end-December 2020. Similarly,
our capital accounts grew by Php130.66 million, from Php1.08 billion a year ago to Php1.21 billion at end-2020.

For 2021, our time, efforts and resources will be directed toward these new key points, namely: FICOBank reinforcement, IT
infrastructure and automation of processes, complementary actions and services, organized and timely reports, vigilant lending
operation, administrative empowerment, and compliance, control and risk management—or FICOVAC, for short.

In closing, I extend my sincere gratitude to all our shareholders, directors, employees, funders and clients for your continuing
trust and loyalty to FICOBank. And on a personal note, I am incredibly thankful to all our frontliners, who have continued to fulfill
their responsibilities in serving our clients throughout this pandemic.

All of you have been a source of great support and strength for us during this difficult time and we look forward to be working
again on your behalf in 2021.
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The FICOBanking Way in 2020

"This pandemic year has been a
litmus test for our ability to remain
true to our brand promise of staying
in the business of providing
opportunities for the economic
ascendancy to our clientele for good,
and our capability to withstand the

toughest tests of time.”

ATTY. ERTE. MOLINA
ident & CEO
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2020 Operational Performance

The unexpected outbreak of the coronavirus disease 2019 (COVID-19) that abruptly turned
into pandemic had substantially slowed down the global economies as early as first quarter
of 2020. The Philippine economy even contracted into its lowest gross domestic product
(GDP) outturn, at -16.9 percent, during the second quarter. Although improvement in GDP
was registered in the following quarter, the devastating typhoons during the fourth quarter
have dampened the gradual pick-up in economic activity—resulting in a full-year GDP of
-9.6 percent.

On the backdrop of slow-paced economic recovery, nevertheless, is the stable and sound
Philippine banking system. In response to the pandemic, the Bangko Sentral had taken
decisive policy measures to support domestic liquidity, bolster economic activity and boost
market confidence. Such policy measures by the Bangko Sentral during the year, in review,
have complemented the government’s expansionary fiscal policy stance to improve demand
and limit the adverse effects of the said pandemic.

Buoyed up by this auspicious banking environment, FICOBank was able to keep its
favorable operational performance at a steady level. With its business resiliency that has
been developed over the years, and counting, the Bank was able to close year 2020 with
its record-high net profit.

w DEPOSIT-TAKING OPERATION

FICOBank continued to make solid gains in its deposit-taking
operation in 2020, notwithstanding the financial constraints of
individuals and businesses due to the COVID-19 pandemic. This is
an indication that the confidence of the banking public to entrust
their untapped savings and investment sources to the Bank
continue to grow even more during this time of crisis. At
68.25-percent share, the Bank’s deposits continued as well to be
the major composition of its funding structure.

In comparison with last year’s record of Php2.64 billion, the
Bank’s total outstanding deposits this year peaked at Php2.95
billion. It went up by Php312.94 million, or 11.86 percent,
representing more than twice the year-earlier’s leap of Php107.61
million. Moreover, the Bank was able to beat its full-year deposit
target of Php2.87 billion, with a 102.84-percent accomplishment
rating for the year. In the same way, a Php360.32-million growth,
equivalent to 14.39 percent, in the average daily balance (ADB) of
deposits was registered, making the year-ago’s Php2.50-billion
record leveled up to Php2.86 billion.

The significant growth in deposits can be attributed to the
increase in the number of accountholders. From 36,110 number of
depositors recorded in 2019, a total of 1,896 new depositors were
added, making the 2020’s record climbed to 38,006 depositors.

With the opening of three new branch-lite units (BLUs) of the
Bank in the province of Isabela in the next couple of years, a
higher number of deposits is expected to be generated. FICOBank
will continue to take full advantage of all the available
I opportunities in the financial market to augment its core deposits
and improve further its deposit structure.
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2020 Operational Performance

LENDING OPERATION

With an inauspicious lending performance of the Philippine
banking system in 2020 as a whole, owing to the COVID-19
pandemic that ravaged the national economy, along with the
strong typhoons during the fourth quarter, African swine fever
outbreak and stiffer competition among industry players, the
lending operation of FICOBank was indeed greatly affected
during the year, in review.

As of 31 December 2020, the total loan releases of the Bank
declined by Php393.27 million, or 7.92 percent, from Php4.97
billion in 2019 to Php4.57 billion in 2020. Likewise, the total
outstanding loans of the Bank decreased by Php261.71 million or
8.03 percent. With the pandemic crisis during the year, the Bank
has redefined its credit risk appetite by tightening its certain
lending policies. As results, some loan applications were deferred
or disapproved (which could have become delinquent accounts if
granted) and the level of unsecured loans of the Bank dropped
to 13.88 percent from 17.05 percent last year.

The Agricultural Loan, Commercial Loan and Jewelry Loan
products of the Bank have remained to make the greatest share
to its loan volume, at about 95.20 percent. These well-patronized
loan facilities of the Bank chipped in Php1.54 billion (with 9,531
accounts), Php1.71 billion (with 1,751 accounts) and Php1.10
billion (with 38,548 accounts), respectively. The remaining
Php219.74 million (with 553 accounts) was shared jointly by the
Microfinance and other loans.

MEMORANDUM OF

Adding to its wide range of loan products, the Bank launched
in 2020 its latest product offerings—Bridge Financing for Onion
Farmers/Traders (in partnership with Argo International
Forwarders Inc. [ARGO]), Bridge Financing for Seed Growers and
Truck Financing. The Bridge Financing facilities were launched
during the first quarter of the year while the Truck Financing
facility was rolled out in the last quarter. The former are designed
to provide short-term funding to onion farmers/traders and
certified palay seed growers, and the latter is designed for
individuals and juridical persons who want to purchase a truck,
either brand-new or pre-owned unit. It is worth mentioning that,
as of end-December 2020, the respective loan releases under
the Bridge Financing for Onion Farmers/Traders and Bridge
Financing for Seed Growers mounted to Php22.39 million (56
accounts) and Php9.99 million (19 accounts), respectively, and
with zero past due accounts.

Though a higher past due ratio (PDR) of 6.28 percent has
been recorded by the Bank at year-end, as against the
4.79-percent PDR posted in the previous year, such PDR of
FICOBank is remarkably better than that of the thrift banks’
10.47 percent, based on the data provided by the Bangko Sentral
(source: bsp.gov.ph).

N T mam I G0 | p——
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SERVICE/SALE-BASED OPERATION

The Bank’s income from non-interest activities is also a
contributing factor to its growth. In 2020, about 28.37-percent
share of the Bank’s top line came from its service/sale-based
operation. It comprises of fee-based facilities (e.g., ATM/CICO
operation, money transfer/remittance, credit/group life insurance,
microinsurance and related financial services/solutions), sales of
real and other properties acquired (ROPA), recovery of written-off
accounts and sundry activities.

From the Php201.14 million recorded in 2019, the Bank'’s income
from its service/sale-based operation plunged to Php184.76
million. It decreased by Php16.37 million or 8.14 percent. Such
decrease was attributed to the significant decline in fees/charges
related to loans brought about by the implementation of the
Bayanihan to Recover as One (BARO) Act during the fourth quarter
wherein a one-time 60-day mandatory grace period—as a relief
measure—was granted to those borrowers of the Bank with
maturing loans without incurring penalties, interest on interests,
fees and/or other charges. Also, collection of financial service fees
had decreased due to lower account generation and loan
re-availment.

On a positive note, a better performance relative to asset
management was registered by the Bank. A considerable revenue
from the sale of ROPA/sales contract receivable and foreclosed
jewelry items, amounting to Php13.36 million, was generated by
the Bank in 2020.

During the last quarter of the year, FICOBank forged a
partnership with the RuralNet for the offering of its Microinsurance
Services—the FICO Protektodo and FICO TeleKonsulta. FICO
Protektodo is a personal accidental plan that is especially designed
for the customers of the Bank, with the benefits of accident
medical assistance, burial assistance and fire assistance. It can be
availed of for as low as Php150.00 per year. On the other hand,
FICO TeleKonsulta is an unlimited health consultation with licensed
doctors, via text message or Facebook Messenger, which is
accessible 24/7 and for only Php50.00 a month.

TREASURY-BASED OPERATION

In 2020, FICOBank’s earning-asset yield ratio of 18.64 percent
remained above those of the other banks’ records of 7.88 percent
for the thrift banks, 4.51 percent for the universal/commercial
banks and 4.81 percent for the whole Philippine banking system
(source: bsp.gov.ph). The Bank also managed well its funding
cost, at 2.45 percent. As a result, its interest spread for the year
settled at a record of 16.19 percent. In reference to the data
published by the Bangko Sentral, this interest spread of the Bank
is comparatively higher than the 5.85-percent, 3.46-percent and
3.69-percent records of the thrift banks, universal/commercial
banks and all banks, respectively (source: bsp.gov.ph).

In the same manner, the Bank was able to sustain a high interest
margin of 10.01 percent, albeit the shrinking interest rates in the
market. Such ratio is more favorable than those exhibited by the
thrift banks at 6.04 percent, the universal/commercial banks at
3.58 percent and the whole Philippine banking industry at 3.81
percent (source: bsp.gov.ph).

As to the interest income on deposits and investments for the
year, a total of Php8.42 million was generated by the Bank. It
declined by Php5.21 million, as against the year-ago’s Php13.63
million.

10



2020 Operational Performance

2020 FICOBank

Annual Report

In 2020, the total convenience fee generated from the ATM
units of the Bank installed in its selected operating units
mounted to Php1.44 million, with 215,632 transactions. It is
higher by Php0.96 million (with 127,737 transactions), or 200.00
percent, than that of the 2019's record of Php0.48 million (with
87,895 transactions).

INCOME-EXPENSE STATEMENT

Despite the year's economic upheavals due to the pandemic
crisis, the Bank, with its front-to-back capabilities, carried out
necessary actions and measures that enabled it to remain
profitable in its business operations. For the year, in review,
FICOBank has still been successful in bringing about a better
bottom-line figure, anchoring to its continual effectiveness in
managing its costs in an environment of sustained low interest
rates and repeated economic volatility.

The Php145.92-million mark on the Bank’s net income for
2020 has exceeded the previous year’s Php145.31-million level
by Php0.61 million. However, it slightly fell short of the Bank’s
whole-year target of Php146.00 million, with 99.94-percent
accomplishment rating.

In comparison with the data published by the Bangko Sentral
on the net income growths of the rural/cooperative banks
(-39.48 percent), the thrift banks (-31.93 percent), the
universal/commercial banks (-32.62 percent) and that of the
whole Philippine banking industry (-32.71 percent), FICOBank
performed obviously better in 2020.

From the Php706.74-million top-line level at the end of the
prior year, the gross income as of end-December 2020 shrank to
Php651.23 million, lower by Php55.51 million or 7.85 percent.
This downward in figure was brought about by the decreases in
both interest income and non-interest income, amounting to
Php39.14 million (from Php505.61 million in 2019 to Php466.47
million in 2020) and Php16.37 million (from Php201.14 million in
2019 to Php184.76 million in 2020), respectively.

On the middle-line side, a total expenses amounting to
Php505.32 million was incurred by the Bank in 2020. This figure
is better than the 2019's record of Php561.43 million by
Php56.12 million or 10.00 percent. The significant drop was
primarily attributed to the lower interest expense from
borrowings and the lesser costs incurred from traveling,
representation/entertainment and training/education (due to the
limited mobility of people because of the pandemic). Moreover,
such middle-line figure is a lot lower than its Php612.10-million
whole-year budget.

11

The average return on assets (ROA) of the Bank, as of
end-2020, has a record of 3.36 percent, a bit higher than that of
2019’s 3.34 percent. However, its average return on equity (ROE)
decreased to 12.76 percent from 14.36 percent in 2019.
Nonetheless, these ROA and ROE ratios of FICOBank are far
better than the thrift banking industry’s ratios of 0.86 percent and
5.97 percent, the universal/commercial banking industry’s ratios
of 0.82 percent and 6.61 percent, and the Philippine banking
industry’s ratios of 0.82 percent and 6.56 percent, respectively
(source: bsp.gov.ph).

2021 BUSINESS OUTLOOK

The year that had passed can be described as disruptive and
tumultuous for the Philippine economy due to the widespread
effects of COVID-19. While the adverse impact of the pandemic
is still unfolding, the national economy is anticipated to rebound
gradually in 2021, assuming a containment of the virus
domestically and globally, and with more robust domestic
activity. Such optimism is attributed to the reopening of
businesses amid the “new normal,” easing of community
quarantines nationwide, gradual deployment of COVID-19
vaccines, and better business and consumer sentiments, among
others. The economic prospects for the ensuing year are also
expected to improve, as infrastructure and social programs and
fiscal policies gain traction. And on its part, the actions and
policy thrusts of the Bangko Sentral will continue to be anchored
on its core mandates of promoting price and financial stability.

For the year ahead, FICOBank will remain optimistic, yet more
vigilant, in pursuing its planned growth avenues and exploring
new business opportunities. Fully aware that its business
operations will continue to be tangled with the aftermath of the
pandemic and other external factors, which may pose

unexpected threats to its business continuity and resiliency at
any given time, the Bank is poised more than ever to take
brawnier production measures and reform initiatives to adapt to
the new economic realities of 2021.




2020 FICOBank
Annual Report

-

2020 Financial
Performance

12



2020 Financial Performance

2020 FICOBank
Annual Report

The Philippine economy plunged into a recession in 2020 due to the unexpected outbreak of the
coronavirus disease 2019 (COVID-19). With a full-year gross domestic product (GDP) of -9.6
percent—the first economic contraction since 1998 after the Asian financial crisis erupted—the
national economy is conclusively characterized by retrogression. It is heartening to note, however,
that the Philippine banking system remained sound and stable amid the virus-induced pandemic.
Beset with a retrogressive national economy, but buoyed up by a resilient banking system,
FICOBank was still able to end the year with a modest financial performance. Though decreases in
its total assets and loan portfolio have been recorded, which were attributable to the impact and
effects posed by the pandemic crisis, the Bank has maintained its growth momentum in terms of
deposit liabilities and capital accounts. Hence, at end-2020, the financial position of the Bank more

likely kept its strength, soundness and stability.

ASSETS

The total resources of FICOBank at end-December 2020 was
pegged at Php4.32 billion. It decreased by Php24.82 million, or 0.57
percent, from that of previous year's Php4.35-billion level.
Nevertheless, the Bank still did better than that of thrift banks’
record, which declined by an average of Php23.31 billion or 2.02
percent (source: bsp.gov.ph).

A liquidity crunch, particularly severe and/or prolonged liquidity
disruptions, could threaten the business operations of any financial
institution at any given time. Given such premise, the Bank regularly
assesses its liquidity risk profile, utilizes various liquidity monitoring
tools and conducts liquidity stress testing.

With a beginning balance of Php753.36 million (2019) and
year-end balance of Php1.06 billion (2020) on its total cash and
cash equivalents, effective management of its funds throughout the
year has enabled the Bank to sustain its liquidity at a much-desired
and more-prudent level. Hence, at end-December 2020, a minimum
liquidity ratio (MLR) of 43.20 percent was registered by the Bank.
Such ratio is far beyond from both the standard 20-percent and
reduced 16-percent (only until December 31, 2021) MLR
requirements prescribed by the Bangko Sentral.

At 66.66 percent, the chunk of the assets of the Bank was put
into loans—its core product and main business per se. The total loan
portfolio of the Bank, which represents the most-important line item
in the earning assets of its balance sheet, settled at Php3.00 billion

13

at end-2020. It is lower by Php261.71 million, or 8.03 percent, as
compared with the Php3.26-billion figure that was posted a year
ago.

Out of the total outstanding loans in 2020, Php158.17 million is
classified as non-performing loans (NPLs). It is higher by Php17.90
million than the Php140.27-million NPLs booked in 2019. Similarly,
the past due ratio (PDR) of the Bank at end-December 2020 grew
to 6.28 percent from that of previous year’s PDR of 4.79 percent.
Such increase in past due loans is attributed to the non-repayment
of maturing loan accounts by those borrowers that were greatly
affected by the pandemic. Nonetheless, the PDR of the Bank is still
within the single-digit range and better than the record of thrift
banks at 10.47 percent (source: bsp.gov.ph). The total reserves of
the Bank for its potential loan losses at end-2020 stood at Php98.12
million, representing a 62.03-percent NPL coverage.

LIABILITIES AND CAPITAL

Overall, FICOBank was still able to sustain its business operations
and fulfill its financial commitments amid pandemic in 2020, owing
to its adequate fund sources—liabilities and capital accounts.

As of end-December 2020, FICOBank has posted a
Php3.12-billion total liabilities. Year-on-year analysis revealed a
decrease of Php155.48 million, or 4.75 percent, over the
year-earlier level of Php3.27 billion. Such reduction was primarily
due to the significant decrease in the borrowings of the Bank, from
Php508.33 million in 2019 to Php76.68 million in 2020.
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LOOKING AHEAD

Though suffered from a recession in 2020 due to the extensive
impact and ill-effects of the COVID-19 outbreak, the Philippine
economy is expected to recover in 2021, but at a slower pace.

Nevertheless, with the economy began to adapt to the “new
normal” amid uncertainty over the vaccine rollout and continued
restriction measures given risks from new virus strains, the
confidence of both businesses and consumers are more upbeat for
the ensuing year. Corollary to this, the Bangko Sentral will intensify
its monitoring and surveillance over its supervised financial
institutions, ensuring that the latter's responsiveness to emerging
risks will be sustained and that the continued soundness, stability,
resiliency and inclusivity of the banking system will be promoted.

In light of such positive, yet more-challenging, outlook on both
economic landscape and banking industry, FICOBank is resolute to
take all necessary measures and efforts in keeping its financial
performance in a position of strength in 2021. The Bank intends to
accelerate in full throttle its revenue growth, improve further its
operational efficiency and strengthen more its business resiliency,
so as to realize its institutional goals and fulfill its organizational
commitments.

FICOBank’s modest achievements in 2020 are its drivers for
sustaining its resiliency in the “new normal”, with the end in view of
rebuilding its loan portfolio and augmenting its deposit level in
2021. Recognizing the present challenges and unexpected changes
in the national economy, in general, and in the banking industry, in
particular, that go along with the ongoing pandemic crisis, the Bank
will continue to explore new business opportunities, execute
necessary innovations and strengthen its adaptive way of doing
business.

Of the total liabilities of the Bank, deposits continued to dominate
its external sources of funds, with a 94.72-percent share. The
increase of Php312.94 million, or 11.86 percent, made the 2019's
Php2.64-billion deposit liability reach the Php2.95-billion mark in
2020. This is an indication that the trust and confidence of the
banking public to FICOBank continue to grow even more despite the
uncertainties brought about by the pandemic crisis.

In reference to the data reported by the Bangko Sentral, the
double-digit deposit growth of the Bank even surpassed the
respective growth records of the rural/cooperative banks at 9.10
percent, the thrift banks at -2.49 percent, the universal/commercial
banks at 9.78 percent and the overall Philippine banking industry at
8.97 percent (source: bsp.gov.ph).

With the continuous generating of sufficient levels of annual net
income from its business activities—financial intermediation and
other related services—FICOBank remained to be well-capitalized,
with adequate funds to support its risk-taking business activities.
From the 2019's level of Php1.08 billion, the Bank’s total capital
accounts rose to Php1.21 billion in 2020, up by Php130.66 million or
12.12 percent. Moreover, FICOBank continued to outpace the
respective capital growths registered by the other banks, with the
rural/cooperative banks at 3.87 percent, the thrift banks at -3.97
percent, the universal/commercial banks at 5.58 percent and the
overall Philippine banking industry at 4.85 percent (source:
bsp.gov.ph).

It is worth mentioning, too, that the Bank’s capital adequacy ratio
(CAR) of 23.83 percent in 2020 is comparatively better than the
year-ago’s record of 21.95 percent. Such ratio is even more than
twice the 10-percent minimum regulatory requirement of the
Bangko Sentral.
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A sound corporate governance is extremely important for the
sustainable growth and development of the Bank, and in
maintaining its corporate integrity while being aligned with its
overall business objectives. The Bank’s corporate governance is
about effective oversight, strict compliance to regulations and
sustainable value creation to promote the best interest of its
various stakeholders. The linchpin of an effective corporate
governance is an active and engaged Board that is independent
of Management, performs responsibilities with integrity and has
the required expertise to properly oversee and direct
Management.

The Board of Directors is responsible in setting the overall tone
for the Bank’s corporate governance structure, and ensuring that
the Bank can ably perform its dual role in the economy and
society—as a provider of financial services and solutions, and a
portal of economic ascendancy. It is also their responsibility to
provide effective leadership and overall direction to foster the
long-term success of the Bank to satisfy not only the
requirements of the shareholders but also the expectation of its
other stakeholders. The Board sees to it that the principles of
fairness, accountability, prudence, transparency and performance
are upheld in conducting the Bank’s day-to-day business.

Having the high governing standards, which are deeply rooted
in the corporate way of life, breeds well-motivated people—with
the right mindset and ethical behavior. Without an iota of doubt,
this will bring about an even-better business performance. The
corporate governance framework, structure, system and
processes of the Bank are aptly put in place, with an empowered
Board taking the lead in its way to a continuing success. How the
Board carries out its distinct and decent corporate governance is
reflected in this Report.

GOVERNANCE STRUCTURE
1. Board of Directors

The Board of Directors is primarily responsible for the
governance of the Bank. It ensures that the Bank is governed
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and managed in a safe and sound manner, with an appropriate
balance between financial performance and the fulfillment of
its public purpose. The Board provides an independent check
on the Senior Management.

The corporate powers of the Bank shall be exercised, its
business conducted and all its property controlled and held,
by its Board of Directors. The powers of the Board of
Directors, as conferred by law, are original and cannot be
revoked by the shareholders. The directors hold their office
that is charged with the duty to exercise sound and objective
judgment for the best interest of the Bank.

The Board is primarily accountable to the Bank’s
shareholders. It shall: be transparent and fair in the conduct
of meetings with the shareholders; promote the rights of the
shareholders and address any impediments relative to their
meaningful participation; provide the shareholders with
accurate and timely information; provide the shareholders
with a comprehensive and balanced assessment of the Bank’s
performance periodically; and treat the shareholders equally.

The Board is also accountable to the Bank’s stakeholders.
It provides its employees with the appropriate benefits and
continuous development programs for their safety, welfare
and development. The Board also recognizes the role of its
customers, creditors, suppliers and business partners relative
to the operations of the Bank, and shall promote a sustainable
program of mutually beneficial relationship.

Composition of the Board

The Board of Directors has nine (9) members—seven (7)
regular directors and two (2) independent directors—who are
elected by the Bank’s shareholders entitled to vote at the
annual general assembly meeting of the Bank. They will hold
office in accordance with the By-Laws of the Bank.

The members of the Board of Directors are selected from a
broad pool of qualified candidates. Sufficiency in number of
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non-executive members, which are made up of independent The following were/are the members of the Board and their
directors, who are not part of the Executive Committee or  respective attendance during meetings:
day-to-day management and operations, is likewise required

to promote the independence of the Board from the views of . Meeting 4
the Senior Management. L ORI Attendance e
January-May 2020
3. Duties and Responsibilities of the Board of Directors Mr. Erwin B. Tabucol Chairperson 8/8 100.00%
Dr. Pasencia B. Battung Vice Chairperson 8/8 100.00%
The position of a bank director is a position of trust. A  |Ms. Aileen Gale M. Agcaoil Member 8/8 100.00%
director assumes certain responsibilities to different |Mr Wilfredo DC. Antonio Member 8/8 100.00%
constituencies or stakeholders, e.g., the Bank itself, its |Mr Eufemio M. Basuel Member 8/8 100.00%
shareholders, its depositors and other creditors, its |Mr Rogelio B. Benitez Member 8/8 100.00%
management and employees, the regulators, deposit insurer,  |Mr. Emesto C. Gamboa Member 8/8 100.00%
and the public at large. These constituencies or stakeholders |gngy. Jefferson G. Mariano Member 8/8 100.00%
have the right to expect that the institution is being runina | Frederique M. Obedoza Member 8/8 100.00%
prudent and sound manner. The Board of Directors is  |[jine-December 2020
primarily responsible for approving and overseeing the v Emwin B. Tabucol Chairperson 9/9 100.00%
implementation of the Bank's strategic objectives, risk | pacondaB. Battung Vice Chairperson 99 100.00%
strategy, corporate governance and corporate values. Ms. Alleen Gale M. Agcaoil Member 99 100.00%
Further, the Board of Directors is also responsible for Mr.WiIﬁedo DC A.ntonio Member 9/9 100.00%
monitoring and overseeing the performance of the Senior Mr. Eufemio M iaasuel Member 9/9 100.00%
Management, as the latter manages the day-to-day activities ) A s
and afies of the Batk. Mr. Rogelio B. Benitez Member 9/9 100.00%
Mr. Ernesto C. Gamboa Member 9/9 100.00%
Given the responsibilities of the Board, by and large, the ~|EN9r Jefferson G. Mariano Member 29 100'002/ 0
Chairperson has the ultimate duty to provide leadership to  Mr Frederique M. Obedoza Member 99 100.00%

the Board of Directors of the Bank. The Chairperson acts as  goaARD-LEVEL COMMITTEES
the direct liaison between the Board and the Senior
Management, through the President & CEO, and also acts as

. . - The Board of Directors has eleven (11) committees that assist it in
the communicator of the Board’s decisions, where

ensuring the sound corporate governance of the Bank. These

appropriate. Board-level committees are, as follows:

4. Liability of Directors 1. Executive Committee
Any director(s) who willfully and knowingly vote or consent The Committee has the same function and powers as the Board of
to patently unlawful acts, or who is/are guilty of gross Directors, with the exception of those which the Board may
negligence or bad faith in directing the affairs of the Bank or reserve for itself or assign to other committees. The Committee is
acquire any personal or pecuniary interest in conflict with mandated to act on behalf of the Board of Directors, as an
his/her/their duty as such director(s), shall be liable jointly executive governing body, when the latter is not in session, and to
and severally for all damages (resulting therefrom) suffered engage in oversight and decision-making on issues or matters of
by the Bank, its shareholders and other persons. importance concerning the business affairs of the Bank.

5. Meetings and Quorum Requirements The following were/are the members of the Executive

Committee and their respective attendance during meetings:
Over time, the role of the Board is becoming more difficult

because, from time to time and during its regular and special Name Position Atl\tlleeneg;nr?ce %
meetings, it needs to deal with a variety of intricate issues January-May 2020
. 4 . . . ry-May
concerning the complexity of the banking business, the high Mr. Erwin B. Tabucol Chairperson 10/10 100.00%
dynamism and volatility of the markets, and the rigorous D'P - B. Batt Mermber 010 90'000/
oversight function of the Board, as a prerequisite for the - -asencd B. Batung / ' 00
sound and prudent governance of the Bank. Rl o e SR L Member 1010 | 100.00%
M. Ernesto C. Gamboa Member 8/10 80.00%
With the aforementioned premise, the regular and Ms. Aileen Gale M. Agcaoili Member 10/10 100.00%
independent members of the Board must attend regular and Atty. Hubert. E. Mollna BxeOinan Memose|| 1030 (20000
special meetings in person—a proxy is not allowed. One-half Mr. Gilbert A. Galope Ex-Officio Member|  10/10 100.00%
plus one of the members of the Board shall constitute a June-December 2020
quorum. Mr. Erwin B. Tabucol Chairperson 15/15 100.00%
Dr. Pasencia B. Battung Member 15/15 100.00%
To fulfill its fiduciary responsibilities, the Board—for the e ey 13415 | H00.00%
year 2020—held 17 meetings (12 regular meetings and 5 Mr. Ernesto C. Gamboa Member 15/15 | 100.00%
special meetings) to receive and discuss reports, along with Ms. Aileen Gale M. Agcaoili Member 13/15 86.67%
other presentations, about the Bank and its operations, as Aty Hubert B, Moling BxcDricio Membes)|Lai15 | SO0I000
well as its plans and programs, products and services, M. Gilbert 4. Galope EieDificieMembes)l 1aj15 0| 00005

financial and non-financial performances, audit findings and 2. Corporate Governance Committee

exceptions, legal and compliance issues, risk profiles and

control measures, and other strategic and operational issues The Committee is vested with the principal mandate to provide

impacting the Bank’s business operations. assistance, information, guidance and advice to the Board on all
matters pertaining to corporate governance and other issues
related thereto.
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The following were/are the members of the Corporate

Meeting

Governance Committee and their respective attendance during Name Position Attendance %
meetings: January-May 2020
o Meeting Mr. Frederique M. Obedoza| ~ Chairperson 9/9 100.00%

Name Position  piendance 7 Mr. Rogelio B. Benitez Member 9/9 | 100.00%
January-May 2020 Xt;yEllfife?(elg I;I Iaa?uel Exopﬁdgr:a:mber g;g lgg ggzﬁ,
Ms. Aileen Gale M. Agcaoili Chairperson 4/4 100.00% s o Old . pod
Engr. Jefferson G. Mariano Member 4/4 100.00% D Gl A Gaope Ex:Gffcio; Mermber i 100 007
Mr. Erwin B. Tabucol Member 4/4 100.00% June-December 2020
Mr. Emesto C. Gamboa Ex-Officio Member 4/4 100.00% Mr. Frederique M. Obedoza|  Chairperson 14/15 93.33%
Mr. Frederique M. Obedoza | Ex-Officio Member 4/4 100.00% Mr. Rogelio B. Benitez Member 15/15 | 100.00%
Mr. Wilfredo DC. Antonio | Ex-Officio Member 4/4 100.00% Mr. Eufemio M. Basuel Member 14/15 93.33%
Atty Hubert E. Molina Ex-Officio Member 4/4 100.00% Atty. Hubert E. Molina EX‘OfﬁC!O Member 15/15 100.00%
Mr. Gilbert A. Galope Ex-Officio Member 4/4 100.00% Mr. Gilbert A. Galope Ex-Officio Member 15/15 100.00%
June-December 2020 . . .
Ms. Aileen Gale M. Agcaoili Chairperson 9/10 90.00% 5. Education and Training Committee
Engr. Jefferson G. Mariano Member 10/10 100.00%
Mr. Erwin B. Tabucol Member 10/10 100.00% The Committee has the primary mandate to provide assistance
Mr. Ernesto C. Gamboa Ex-Officio Member 10/10 100.00% to the Board of Directors in the development and oversight of the
Mr. Frederique M. Obedoza | Ex-Officio Member 10/10 100.00% Bank’s Education and Training Program, so as to ensure
Mr. Wilfredo DC. Antonio | Ex-Officio Member 10/10 100.00% competence of the directors, officers and staffers in carrying out
Atty. Hubert E. Molina Ex-Officio Member 10/10 100.00% their respective basic functions and specific responsibilities.
Mr. Gilbert A. Galope Ex-Officio Member 10/10 100.00%

The following were/are the members of the Education and

3. Audit and Inventory Committee Training Committee and their respective attendance during

meetings:
The Committee has the primary mandate to provide Meeting
assistance to the Board of Directors in fulfilling its oversight Name Position Attendancall
responsibilities for the integrity of the Bank’s financial January-May 2020
statements, as well as its compliance with legal and Dr. Pasencia B. Battung Chairperson 4/4 100.00%
regulatory requirements, selection of, and engagement with, (- Ernesto C. Gamboa Member 34 75.00%
its independent external auditor(s), and the performance of |y Rogelio B. Benitez Member 4/4 100.00%
its internal control, audit, inventory and investigation |mr Eufemio M. Basuel | Ex-Officio Member 4/4 100.00%
functions. Atty. Hubert E. Molina | Ex-Officio Member 4/4 100.00%
June-December 2020
The following were/are the members of the Audit and  [Dr. Pasencia B. Battung Chairperson 717 100.00%
Inventory Committee and their respective attendance during  [Mr. Ernesto C. Gamboa Member 7/7 100.00%
meetings: Mr. Rogelio B. Benitez Member 6/7 85.71%
Mr. Eufemio M. Basuel Ex-Officio Member 7/7 100.00%
: Atty. Hubert E. Molina Ex-Officio Member 7/7 100.00%
Name Position Heetind %
Attendance : :
6. Bids and Awards Committee
January-May 2020
Engr. Jefferson G. Mariano | Chairperson 5/5 100.00% The Committee is vested with the primary mandate to
Ms. Aileen Gale M. Agcaoil Member 5/5 100-002/° provide assistance to the Board of Directors in the
m“ ‘évrg’e@ DCMAgt;’:(;O - :Fd«a_mbMer B gﬁ 100-00°/° implementation of the bidding and awarding processes,
M" erique M. Obedoza | Ex-Officio Member 60.00% which involve technical, financial, legal and other aspects of
r. Ernesto C. Gamboa Ex-Officio Member 5/5 100.00% B : . :
the Bank’s construction/renovation projects, procurement
June-December 202_0 - activities, and sale of acquired assets and disposal of scrap
Engr. Jefferson G. Mariano Chairperson 11/11 100.00% materials
Ms. Aileen Gale M. Agcaoili Member 10/11 90.91% ’
Mr. Wilfredo DC. Antonio Member 11/11 100.00% A .
M. Frederique M. Obedoza |Ex-Officio Member|  11/11 | 100.00% The followling weic/are the membets of thie Bigs and
Mr. Ermesto C. Gamboa _|Ex-Officio Member|  11/11 | 100.00% Awards Committee and their respective attendance during

4. Credit Committee

meetings:

The Committee has the primary mandate to provide
assistance to the Board of Directors in establishing a loan
portfolio that will assure the safety of loanable funds, earn
sufficient income to provide an adequate return on capital,
and enable the respective families and communities of the
clients to prosper.

The following were/are the members of the Credit
Committee and their respective attendance during meetings:

Meeting

L o
T el Attendance &

January-May 2020

Mr. Erwin B. Tabucol Chairperson 1/1 100.00%
Dr. Pasencia B. Battung Member 1/1 100.00%
Mr. Rogelio B. Benitez Member 1/1 100.00%
Engr. Jefferson G. Mariano| Ex-Officio Member 1/1 100.00%
Atty. Hubert E. Molina Ex-Officio Member 1/1 100.00%
June-December 2020

Mr. Erwin B. Tabucol Chairperson 2/2 100.00%
Dr. Pasencia B. Battung Member 2/2 100.00%
Mr. Rogelio B. Benitez Member 2/2 100.00%
Engr. Jefferson G. Mariano| Ex-Officio Member 2/2 100.00%
Atty. Hubert E. Molina Ex-Officio Member 2/2 100.00%
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7. Special Investigation Committee

The Committee has the primary mandate to conduct a
specialized investigation in obtaining information from
resource person(s) and other sources pertaining to an actual
or suspected irregularity by an officer/employee of the Bank,
as reported by the Audit and Inventory Committee or a

whistleblower.

The following were/are the members of the Special
Investigation Committee and their respective attendance

during meetings:

10. Ethics Committee

The Committee has the primary mandate to provide assistance
to the Board of Directors in fulfilling its oversight
responsibilities for the organizational values, business conduct
and professional standards that promote integrity for the Board
itself, the individual directors and the member-cooperatives.
The members of the Ethics Committee are:

Mr. Frederique M. Obedoza — Chairperson;
Mr. Wilfredo DC. Antonio — Vice Chairperson; and
Mr. Ernesto C. Gamboa — Member.

o Meeting i i G :

Name Position s W o No meeting was scheduled by the Committee during the year.
January-May 2020 11. Gender and Development Committee
Mr. Erwin B. Tabucol Chairperson 2/2 100.00%
Mr. Rogelio B. Benitez Member 2/2 100.00% The Committee has the primary mandate to provide assistance
Mr. Frederique M. Obedoza Member 2/2 100.00% to the Board of Directors in promoting gender equality among
Mr. Gilbert A. Galope Ex-Offidio Member 2/2 100.00% the personnel of the Bank and effectively addressing issues
June-December 2020 and concerns in the process of mainstreaming gender and
Mr. Frederique M. Obedoza|  Chairperson 3/3 100.00% development in the organization. The members of the Gender
Mr. Rogelio B. Benitez Member 3/3 100.00% and Development Committee are:
Atty. Hubert E. Molina Member 2/3 66.67%
Mr. Gilbert A, Galope Ex-Officio Member 3/3 100.00% Mr. Eufemio M. Basuel — Chairperson;

8. Budget Committee

The Committee has the primary mandate to provide
assistance to the Board of Directors in budget planning, so as
to prepare the Bank for what is to come, and to help it make
the most out of its available resources.

The following were/are the members of the Budget

Committee and their respective attendance during meetings:

Engr. Jefferson G. Mariano — Member; and
Ms. Aileen Gale M. Agcaoili — Member.

No meeting was scheduled by the Committee during the year.

SELECTION PROCESS FOR THE BOARD OF DIRECTORS
AND THE SENIOR MANAGEMENT

With the increasing complexity of banking operations, changing
market conditions, competition issues, stakeholders’ expectations,
demand for competencies and accountabilities, and the high level

» Meeting of risk exposures associated with certain positions, the

Name Position  perdance 2 requirement for due diligence is indispensable, as the directors,
January-May 2020 senior officers and other key officers occupy sensitive positions
M. Erwin B. Tabucol Chairperson 22 100.00% tr_1at_r_1ave the pote_ntial to's_igniﬁcantly impact the Bank’s business
Dr. Pasencia B. Battung Member 2/2 100.00% |  Viability and financial stability.
Mr. Wilfredo DC. Antonio Member 22 100.00% ) ) ) . P
Mr. Ernesto C. Gamboa Member 22 100.00% The Bank abides by its Election Rules, and Policy and Guidelines
M. Frederique M. Obedoza Member 22 100.00% | ©On the Screening and Selection of Independent Directors for the
Atty. Hubert E. Molina Ex-Officio Member 2/2 100.00% election of its directors (regular and independent). The stringent
M. Gilbert A. Galope Ex-Officio Member 22 100.00% recruitment process and the Board-approved Enhanced
e DecerBaP070 Management Succession Plan are employed in the hiring/
Mr. Erwin B. Tabucol Chairperson /4 100.00% appointment of the Bank'’s senior officers.

il 0,
arr'_ 5352222 ggi\ﬁﬁ%o mgmﬁ ZZ 188:%02 Prior to their election/selection, the candidates are subjected to
Mr. Frederique M. Obedoza Member 4/4 100.00% | the fit and proper assessment, so as to ensure their: (i)
Atty. Hubert E. Molina Ex-Offidio Member 44 100.00% | Integrity/probity ~ and  reputation; (i)  physical  and
Mr. Gilbert A. Galope Ex-Offidio Member 4/4 100.00% | Mental fitness; (iii) education and training involvements;

9. Conciliation and Mediation Committee

The Committee has the primary mandate to provide
assistance to the Board of Directors in facilitating the
amicable settlement and resolution of any conflict or dispute
between the parties of interest (i.e., coop-stockholders,
directors, executives and committeemen of the Bank who
stand to be benefited or injured by the settlement
agreement), in a speedy, inexpensive and pleasant way. The
members of the Conciliation and Mediation Committee are:

Mr. Erwin B. Tabucol — Chairperson;
Dr. Pasencia B. Battung — Member; and
Mr. Ernesto C. Gamboa — Member.

No meeting was scheduled by the Committee during the

year.

and (iv) possession of competencies relevant to the function, such
as knowledge, experience, skills and diligence, among others.

INDUCTION AND TRAINING FOR THE BOARD OF DIRECTORS

Upon election to the Board and appointment to the Board-level
committees, the new directors will receive an induction that is
customized to meet their individual requirements. The induction,
which is arranged by the Corporate Secretary, includes a detailed
briefing of the Board’s and individual director’s duties and
responsibilities, as well as the Bank’s operations, its strategic plan,
business environment and the key issues it faces. The Bank makes
sure that all of its new directors have undergone induction and
training programs related to corporate governance, banking
operations, risk management, compliance system, internal control
and the like.
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In order to help the incumbent members of the Board acquire,
maintain and deepen their knowledge and skills, and to fulfill their
responsibilities, the Bank ensures that they have continuing
access to education and training programs on relevant matters or
fields of discipline. The Board, through its Education and Training
Committee, allots sufficient time, budget and other resources for
this purpose.

TRAINING AND DEVELOPMENT FOR OFFICERS

The Bank is committed to providing strong learning and
development to improve and hone the existing competencies and
skillsets of its officers by undertaking continuous education and
training for them to effectively and efficiently perform their
respective functions and responsibilities. With it, the Bank
identifies the competency gaps to be able to determine the right
capability-building activities for its officers.

The Bank, through its Human Resource & Administration
Department (HRAD), determines the competency and training
gaps of each officers by: (i) identifying the officer’s duties and
responsibilities; (ii) determining his/her skills, experiences and
competencies needed for the position; (iii) validating the officer’s
skills, experiences and competencies based on his/her 201 File
and updated Biographical Data, which include, among others,
his/her educational qualification/degree or related courses/units
earned; (iv) evaluating the list of training and seminars he/she
had attended; and (v) determining the competency gaps
between his/her skills, experiences, competencies and training/
seminars attended versus those needed ones for the position.
Based on the identified competency gaps of the officer, the
necessary training program shall be provided to him/her in order
to bring his/her skills, experiences and competencies up to the
level required for the position. Such training program will also be
regularly monitored and assessed. The Board, through its
Education and Training Committee, likewise allots adequate
budget and other resources for this purpose.

RISK GOVERNANCE FUNCTION

The Board, in its risk governance function, provides the structure
through which the business objectives of the Bank are set and the
means of achieving those objectives, including the monitoring of
performance. And, to a greater degree, it strengthens the Bank’s
policies, systems, processes and strategies on risk governance,
including the risk management roles played by the business/
operating units, the risk management teams and the internal
audit/control functions (the three lines of defense), as well as
underlines the importance of a sound risk culture to drive the risk
management within the Bank.

The Board is responsible for setting policies on the Bank’s risk
governance. It takes charge in receiving and reviewing reports on
risk management process and gets assurance that the same are
working effectively and efficiently. In addition, the Board: (i)
defines the Bank’s level of risk appetite and tolerance to ensure
that risk exposures are within prudent/acceptable levels, as well
as the appropriate risk governance practices for the Bank through
policies; (ii) ensures that the risk management functions are
given adequate resources to enable effective performance,
afforded with adequate personnel, access to information
technology systems and systems development resources and
support, and access to internal information; (iii) takes the lead in
establishing the tone of good risk governance by explicitly
discouraging the taking of excessive risks and articulating
acceptable and unacceptable activities, transactions and
behaviors that could potentially result to any negative impact to
the Bank; and (iv) establishes and actively promotes,
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communicates and recognizes sound risk governance principles
and practices to reflect a culture of effective risk governance in
the Bank that will be seen by both internal and external
stakeholders.

As the Bank is still considered as a simple bank, its risk
governance is carried out through a cross-functional framework
that starts from the Board of Directors to the line and staff
management. The cross-functional framework includes oversight,
executive review, support services and control functions of
various organizational entities.

INTERNAL AUDIT FUNCTION

FICOBank’s Internal Audit Department (IAD) is an independent
body that reports to the Board of Directors through the Audit and
Inventory Committee. IAD provides vital assurance to the Board,
the Senior Management and the supervising agencies on the
quality and effectiveness of the Bank’s internal control
system—that standing policies and practices are followed and
that the Senior Management takes appropriate and timely
corrective actions in response to internal control weaknesses that
were identified by the internal auditors.

As an independent body, it has a sufficient standing and
authority within the Bank, thereby enabling the audit personnel
to carry out their assignments with independence and objectivity.
To effectively carry out its function and responsibilities, the IAD is
conducting regular audits, spot audits and special audits in
selected areas.

The IAD of the Bank is comprised of qualified, impartial and
competent internal auditors, with sufficient authority, stature,
independence, resources and access to the Board of Directors.
The performance of the IAD is being assessed, on a yearly basis,
by the Audit and Inventory Committee, using the “balanced
scorecard.”

COMPLIANCE FUNCTION

The Compliance Office of the Bank is an independent entity that
reports directly to the Board of Directors. It is primarily mandated
with the oversight function for the implementation of a firmly
robust, dynamically responsive and distinctly appropriate
Compliance System, with a comprehensive Compliance Program,
that will strengthen further the franchise value of the Bank. The
same takes into account the size and complexity of the Bank, the
relevant rules and regulations that affect its operations, and the
business risks that may arise due to non-compliance.

The Compliance Office consistently provides advice to the
operating  units/departments/offices on applicable laws,
directives, standards and regulations. This Office is also tasked to
identify, assess, advise, monitor and report on the Bank’s
compliance and business risks. The Bank’s compliance function
has (i) a well-defined Charter, (ii) an established and appropriate
Compliance System, with a safe and sound Compliance Program,
and (iii) a Chief Compliance Officer, with fit-and-proper
qualifications to oversee the said program and system. The
performance of the Compliance Office is being evaluated by the
Board of Directors at the end of the year, using the “balanced
scorecard.”

The Compliance Office is conducting, on a continuing basis, the
compliance-testing  activities for the operating units/
departments/offices of the Bank and the bankwide orientation on
the updates of the Bank's Money Laundering and Terrorist
Financing Prevention Program.
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GOVERNANCE EVALUATION

Every year, a self-rating process for the performance assessment
of the Board and its committees (in a group capacity) is being
carried out, with the use of the “balanced scorecard.” For the
respective performances of the Office of the President & CEO,
and the Internal Audit Department, Compliance Office and Credit
Risk Management Office, the Board makes use of the “equitable
scorecard” and “balanced scorecard,” respectively. These
scorecards are used to gauge the performance and effectiveness
of each of these organizational units vis-a-vis the prescribed
performance standards, as specified in their respective charters.

Premising on the vital role that it plays in the banking industry,
in general, and the market segments it has chosen to serve, in
particular, the Bank continuously undertakes various initiatives
and activities, with the end in view of: (i) complying with the
regulatory requirements; (ii) pursuing its organizational purpose;
(iii) achieving its business objectives; and (iv) ensuring its
financial stability. And to determine whether the Bank is on track
in meeting the foregoing four-point intents, and if it's on course
in measuring up to the expectations of its stakeholders, its
performance during the year is also being assessed by the Board,
using the “balanced scorecard.”

Hereunder are the Performance Scorecards of the Board of
Directors, the Board-level Committees, the Office of the President
& CEOQ, the Internal Audit Department, the Compliance Office, the
Credit Risk Management Office and the Bank itself for CY 2020.

Organizational Unit/Body Rating

Board of Directors 99.67%
Executive Committee 99.64%
Corporate Governance Committee 98.88%
Audit & Inventory Committee 98.65%
Credit Committee 96.15%
Education & Training Committee 97.45%
Bids & Awards Committee 97.63%
Special Investigation Committee 100.00%
Budget Committee 98.67%
Conciliation & Mediation Committee 92.00%
Ethics Committee 91.42%
Gender & Development Committee 91.08%
Office of the President & CEO 97.73%
Internal Audit Department 96.36%
Compliance Office 93.89%
Credit Risk Management Office 95.22%
Bank 99.410/0

The individual directors and the other key officers of the Bank
(i.e., Executive Vice President and Corporate Secretary) also have
their performance evaluation, using the “balanced scorecard”
and “expectation-based performance appraisal,” respectively.
Based on the equivalent adjectival rating, the Special
Investigation Committee, Board of Directors, Executive
Committee, and the Bank have “outstanding” performance
ratings. The others have “very satisfactory” ratings.

RETIREMENT PLAN

The Bank recognizes that the employees occupying the different
posts in its organizational structure will not be there forever, and
that leadership transition is inevitable. It is therefore necessary to
develop back-up candidates for any position that will be vacated
to facilitate the achievement of its corporate goals. Relative to
this, the Bank adheres to the eligibility for retirement and benefits
of all covered employees, as laid down in its Employees’
Retirement Plan.

The Bank employees’ normal retirement date is set at the last
day of the month of his/her sixtieth (60th) birthday, provided that
he/she has completed at least ten (10) years of continuous
service and is at least sixty (60) years of age at the time of
retirement. However, any Bank employee may continue to work
after the age of sixty (60), subject to approval, but in no case
beyond the age of sixty-five (65). An employee may avail of an
Optional Retirement Benefit, provided that he/she is at least
forty-five (45) years of age, has completed at least ten (10) years
of continuous service, and has given an advance notice for at
least three (3) months before the effectivity of his/her retirement.

As to the members of the Board, nine (9) years is the
maximum term limit set for the independent directors while there
is no term limit set for the regular directors.

MANAGEMENT SUCCESSION PLAN

Key positions are essential elements in the success and growth of
the Bank, as they perform the major roles in the organization.
However, the persons occupying the posts will not be there
forever, inasmuch as they will—sooner or later—retire or resign,
take leave of absence or may be removed/replaced from office, or
meet life’s eventuality, like death or permanent disability. As such,
leadership transition is inevitable.

To address temporary or permanent change in key positions in
the different levels of management, the Bank has adopted the
Enhanced Management Succession Plan—updated from time to
time—that aims to prepare the “successor generation” to fill the
void and assume power in case there will be a temporary or
permanent change in management positions, whether planned or
unplanned, to ensure that the best interest of the Bank, its
operations, its people and its clients are well-protected.

The succession of the Bank’s incumbent officers is based on
these events, to wit: (i) short-term temporary succession (up to
90 days); (ii) long-term temporary succession (over 90 days);
and (iii) permanent succession (due to retirement, resignation,
removal, death or permanent disability). With this Plan, the Bank
will be spared from any problem in achieving its goals of business
continuity and self-preservation.

The realization of the objectives of the Bank’s Enhanced
Management Succession Plan relies on the proper execution of
the Board-approved process, which involves the: (i) identification
of the critical management positions for succession or
replacement; (ii) determination of the competencies required to
undertake management positions; (iii) identification of the
possible events that would cause vacancy; (iv) identification of
the immediate and potential successors; (v) establishment of the
capability development requirements; (vi) provision of the
capability development/training programs; and (vii) screening
and selection of the qualified successor.

REMUNERATION AND COMPENSATION POLICY

The provision on the Board of Directors’ compensation, as
stipulated in its By-Laws, is being strictly observed by the Bank.
Each member of the Board and the Corporate Secretary are
granted with monthly remuneration (comprised of honorarium
and allowances), per diems and certain incentives, based on the
Bank’s Compensation Package of the Board of Directors, as
approved by the General Assembly.

Likewise, the Bank is obliged to pay the members of the Senior
Management with appropriate salaries and reward them with
incentives for their performance through the Board-approved
salary structure that is in accordance with the prevailing laws.
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With it, highly qualified workforces are recruited/retained,
employee satisfaction is guaranteed, motivation to perform well is
espoused, and competitiveness in the industry is sustained. The
Bank continuously improves its way of remunerating and
compensating its employees. A program of systematic job
evaluation is maintained, so as to grade jobs according to their
purpose, function and level of responsibility. It serves as a
reasonable and equitable basis for the remuneration of Bank
employees, as it rewards them according to their performance
and contribution to the achievement of the Bank’s business
objectives.

RELATED PARTY TRANSACTIONS

The Bank is committed to disclose material information to its
stakeholders as part of its adherence to transparency,
accountability and fairness, as it still recognizes the benefits of
transactions between and among related parties.

Related party transactions (RPTs) are allowed by the Bank,
provided that these comply with the principle of sound corporate
governance, and are done on an “arm’s length” basis to veer
away from any issues on conflict of interest. Said transactions
shall only be made and entered into on terms and conditions not
less favorable than those with other customers of comparable
risks. The Policy, and its Guidelines, on Related Party Transactions
is strictly imposed across the entire organization to avoid
disadvantageous activities toward the Bank and its depositors,
creditors, fiduciary clients and other stakeholders.

To ensure that every RPT is conducted in a manner that will
protect the Bank from any potential conflict of interest, the
following procedures are being adhered to: (i) all Bank directors
and officers, as well as the shareholders who are considered as
related parties, shall disclose in writing, to the best of their
knowledge, their interests in any corporation, cooperative and
other organization prior to their assumption of office and in every
fiscal year thereafter, all or any potential related party and/or RPT
to which they are involved, and whether they directly, indirectly
or on behalf of third parties have financial interest in any
transaction or matters affecting the Bank; (ii) a director of the
Bank with a conflict of interest shall abstain from any
deliberations of, or vote on, any matter rising to such conflict of
interest; (ii) a Bank director or officer shall not attempt to
influence other directors and officers regarding matters (on the
deliberation or voting thereof) in which they have an interest,
without first disclosing the said interest; (iv) the existence and
resolution of the conflict of interest shall be documented in the
Bank’s records and included in the minutes of any meeting of the
Board at which the conflict of interest was discussed or voted
upon; (v) the Bank shall not enter into any RPT, unless the same
is determined by the Credit Committee/Management Committee
or the Board of Directors, as appropriate; and (vi) if there has a
reasonable cause to believe that a related party has failed to
disclose an actual or possible conflict of interest, such related
party shall be informed and afford an opportunity to explain the
alleged failure to disclose, and if later on it was determined that
the said party has in fact failed to disclose an actual or possible
conflict of interest, an appropriate disciplinary action shall be
done.

All credit and non-credit RPTs will be referred to the
Management Committee for thorough evaluation. The
Management Committee or the Credit/Executive Committee shall
review the credit RPTs, as appropriate, while the Management
Committee will review the non-credit RPTs. Immaterial credit
RPTs shall be subject to approval by the Management Committee
or the Credit/Executive Committee, as appropriate, while
immaterial non-credit RPTs will be approved by the Management

21

Committee. All material RPTs will be endorsed to the Board for
thorough review and prudent approval, without the participation
of the interested Board member(s), if any.

All credit RPTs that are for approval by the Management
Committee, Credit/Executive Committee or the Board of Directors
will be subject to close evaluation and review by the Credit
Department, and if there is any policy deviation, the approving
authority will be elevated to the Board. In addition, all RPTs that
exceed the internal limits of the Bank, as well as the write-off of
material exposures to related parties, which are beyond the
internal limits, shall be approved by the Board. All discussions and
deliberation of various points on RPTs made will be properly
documented in the minutes of meeting.

The Bank’s internal limits for individual transaction should not
exceed Seventy-Five Million Pesos (Php75,000,000.00) of its net
worth while aggregate transactions should not exceed One
Hundred Twenty Million Pesos (Php120,000,000.00) of its net
worth.

DIVIDEND POLICY

The Bank recognizes the right of its cooperative-shareholders as
stipulated in its By-Laws, which is to receive dividend, either in
the form of stock or cash, on their investment (capital share) with
the Bank. The Bank’s declaration of dividends is subject to
compliance with certain rules and regulations prescribed by the
BSP.

The dividends to the shareholdings of the common and
preferred shareholders of the Bank are declared by the Board of
Directors and authorized by the BSP. The release of cash and
stock dividends is based on Board-approved guidelines.

CORPORATE SOCIAL RESPONSIBILITY

The corporate social responsibility (CSR) of the Bank translates its
mission of being a “Bangkong may Puso” through various
activities that can lead to the improvement of the economic and
social well-being of its clients, as well as their families and
communities, within the compatible limits of its field of business
activities and development support. The Bank also does all it can
to make a difference by being a socially-responsible corporate
citizen through its various CSR-related programs.

As part of its CSR initiatives and in furtherance of its Financial
Inclusion Program, the Bank continues the promotion of its Basic
Deposit Account (BDA), enabling the unbanked community folk to
start and stay on saving in an affordable and accessible manner.
The BDA of the Bank, with liberalized customer-onboarding
procedures, is able to provide every unserved and underserved
person the opportunity to save. In the same way, the Bank
promotes and creates awareness about financial literacy, which
aim to inculcate the time-honored value of thrift and saving.

FICOBank does not only play an important role in the country’s
economy, but it also has the corporate social responsibility to help
protect and preserve the environment. In sync with the advocacy
of the BSP on sustainable finance for environment-friendly and
socially inclusive projects, FICOBank—as a responsible corporate
citizen—embarked on a Green Banking Program that aims to
promote the protection and preservation of the natural
ecosystems and heritage resources, respectively, in every
community where it operates.

The Care and Share Program of the FICOBank family, with
activities such as feeding, gift-giving, hospitalization, death and
calamity/relief assistance, shows its caring spirit to those who
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have less or are in dire need. The Bank also believes in
reciprocity. For the unfailing support of its clients through the
years, sponsorships of, or donations to, their town/city fiestas and
other cultural activities are the least that the Bank can do in
return.

FINANCIAL CONSUMER PROTECTION

The Bank recognizes the right of every consumer to safeguard
their transactions with the Bank and be heard through
appropriate channels to voice out their feedback, complaints and
concerns regarding the financial products and services they have
availed of. As a continuous pursuance of the promotion of the
BSP’s advocacy on Financial Consumer Protection, the Bank
embeds consumer protection practices all throughout the
organization. This practice of the Bank is a top priority and also
forms part of its corporate social responsibility.

The Board and the Senior Management are responsible in the
development of the Bank's financial consumer protection
strategy, as well as the establishment of an effective oversight of
its Consumer Protection Program, to include the activities and
tasks related thereon. The Board takes charge in approving the
financial consumer protection policies of the Bank and in
monitoring/overseeing the Senior Management’s performance in
managing the day-to-day financial consumer protection activities
of the Bank. Meanwhile, the Senior Management assumes the
responsibility in implementing the financial consumer protection
policies approved by the Board, as well as in managing the Bank’s
activities on financial consumer protection.

The Bank’s Consumer Protection Risk Management System
(CPRMS) primarily intends to effectively guard the consumers
from any and all kind of threats or risks that may pose an adverse
impact to their personal life and their relationship with the Bank,
as well as that of the Bank's reputation. The effectiveness of the
Bank’s CPRMS is periodically reviewed by the Board and the
Senior Management to make certain that its weaknesses are
being addressed appropriately, and in a timely manner. The Bank
utilizes its Consumer Protection Risk Management Process
(CPRMP)—which involves risk identification, measurement,
monitoring, responses and reporting—to address the said risks
that may occur in the course of its operations.

The Bank continuously provides its customers an accessible,
fair and efficient avenue where they can air out their concerns
and complaints with their financial transactions—its Consumer
Assistance Management System (CAMS)—uwith the end in view of
resolving the same effectively and promptly. To ensure the proper
implementation of the same, a Consumer Assistance Officer
(CAO) is appointed at every operating unit of the Bank to handle
customer complaints and/or concerns. Moreover, customers can
also convey their banking concerns/complaints through
FICOBank’s Facebook Page and website. A Head Consumer
Assistance Officer (HCAO) is likewise appointed in the Head
Office, who can directly be contacted by customers via email, text
message or phone call. The HCAO is responsible in the
consolidation, monitoring and reporting of all customer
concerns/complaints received by the Bank.

Consumer assistance mechanisms are made available for the
Bank’s customers. For the year just ended, there were 563
complaints/queries/concerns received and acknowledged by the
Bank’s designated personnel, through its various communication
channels (i.e., website, Facebook Page and consumer assistance
helpdesk). The same were properly addressed and periodically
reported to the BSP.
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POLICY DEVELOPMENT/ENHANCEMENT

As it is fundamentally important for an organization to develop
policies, the Bank has come up with the following technical
documents to ensure that its specific internal and regulatory
requirements are appropriately and adequately met:

Operations Committee Charter;
Internal Audit Department Charter;
Business Development Department Charter;
Revised Business Development Manual;
Interest Rate Risk Management Manual;
Market Risk Management Manual;
Reputational Risk Management Manual;
Policy and Guidelines on Patronage Refund;
Policy and Procedures on Credit Initiation and Client
Selection;
. Policy and Guidelines on Office Supplies Inventory Reorder
Levels;
Policy and Guidelines on Issuing Employment Clearance for
Resigned/Retired Employee of the Bank;
Policy and Guidelines on Digitization of Customer Records;
Guidelines on Bank Internal Fund Transfer Pool Rate;
Policy and Guidelines on the Limitations of Hiring,
Appointment and Assignment of Personnel;
Guidelines on Managing Long-Time Past Due Unsecured Loan
Accounts of the Operating Units;
Compliance Testing Guidelines for Operating Units;
Policy and Guidelines on Loan Restructuring;
Policy and Guidelines on the Review and Monitoring of
Borrower’s Risk Rating;
Guidelines on the Conversion of Existing Batang Masinop and
Kabataang Masigasig Savings Accounts into Basic Deposit or
Ordinary Savings Accounts;
. Revised Policy and Guidelines on Related Party Transactions;
. Policy and Guidelines on Audit Rating System for Operating
Units;
. Policy and Guidelines on Acceptable Use of the Bank’s IT
System;
. Policy and Guidelines on the Investigation and Disposition of
Red Flag and Suspicious Transaction;
. Guidelines on the Bank’s Response to a COVID-19 Contagion
in Its Operating Units;
. Enhanced Write-Off Policy;
. Employee Retention Policy;
. Guidelines on the Conduct of Spot and Special Audit;
. Policy and Guidelines on Audit Rating System for Support
Departments/Offices;
. Guidelines on the Giving of Monetary Rewards to the
Operating Units;
Policy and Guidelines on the Granting of Secured Loan to
New Borrower and Additional Loan for Existing Client;
Guidelines on Cloud Backup Storage Using the Dropbox
Platform;
Social Development Plan; and
Guidelines on Special Rate Program for Selected Clients of
the Bank.

LoOoNoU LN
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30.

31.

32.
33.



2020 FICOBank
Annual Report

Risk Governance & Management

Banking is a business of taking risks, with the end in view of
generating earnings and accumulating capital. As FICOBank stays
in the business of banking and strives to maximize the value for
itself and its shareholders and other stakeholders, it faces
uncertainty. Uncertainty presents both risk and opportunity, with
the potential to erode or enhance value. Recognizing that
uncertainties can make or break it, the Bank—in its resolve to
raise its earning power, maintain a stable financial condition and
protect its capital and reputation—is relentlessly maintaining
sound and effective bankwide risk management systems,
processes and approaches by which decisions about risks are
taken and implemented.

RISK GOVERNANCE PHILOSOPHY

Banking is essentially a business of managing risks. Being in the
business of banking, FICOBank is taking risks in order to generate
sufficient earnings and accumulate additional capital. It
recognizes the point of paramount significance of sound risk
governance as an essential element of its financial stability,
profitability, growth and success. It is bound to ensure constant
adherence to the best banking practices and standards, and to
apply prudence and accountability in its risk-taking activities.

On that account, FICOBank is, at all times, making sure that
appropriate mechanisms are designed and installed to identify,
measure, monitor and control the various risks inherent in its
business operations and corporate affairs, with the purpose of
protecting its earnings, assets, capital and reputation.

RISK GOVERNANCE PRINCIPLES

As the supervisory expectation for, and examination of, its risk
governance systems and approaches, the Bank has adopted—by
the book—the following principles for the sound governance and
management of the various risks inherent in its business
operations and affairs.

These principles include the: (i) risk governance philosophy,
which lays its foundation in the concept that taking risks is
required in order to achieve its business objectives and to fulfill
its multi-faceted mission; (ii) organizational risk culture, which
the Board of Directors sets the tone at the top to tighten controls
on risk behavior while the Senior Management leads a bankwide
effort to manage risk culture more effectively; (iii) risk appetite
statement, which articulates the types and levels of risks that the

Bank is willing to assume in order to achieve its business
objectives; (iv) risk management policies, which provide general
and procedural guidelines that govern, manage and control its

risk-taking activities; (v) risk management processes and
infrastructure, which involve the degree of sophistication of the
risk management/internal control processes and infrastructure
that keep pace with the internal and external developments; (vi)
risk identification, monitoring and control, which identify and
assess all material risks, including new and emerging risks, as well
as the hard-to-quantify risks (e.g., reputational risk), on bankwide
and entity-specific levels; and (vii) risk communication, which
promotes an open communication about risk issues, including risk
strategies across the organization.

RISK GOVERNANCE POLICY

In cognizance of the paramount importance of a sound risk
management, as an essential element of its safety, soundness,
stability and success, the Bank commits itself to ensuring constant
adherence to the best banking practices and standards, as well as
in applying prudence and accountability in its risk-taking activities.
As such, the Bank shall adopt and maintain an effective Risk
Governance Framework that is intended to make sure that
appropriate mechanisms are designed and installed to identify,
measure, control and monitor the various risks inherent in its
business operations and corporate affairs, with the purpose of
protecting its earnings, assets, capital and reputation.

The Risk Governance Framework of FICOBank shall, as much as
possible, be in sync with the Bangko Sentral ng Pilipinas (BSP)
regulations, international standards, stakeholders’ expectations
and best banking practices. More importantly, the same is suited
with the size, complexity of operations and risk profile of the Bank.

RISK GOVERNANCE FRAMEWORK

A skeletal support, serving as the key component as well, for the
risk management system of the Bank is its Risk Governance
Framework. So as to effect a sound risk management approach,
the Bank adheres to every detail of this comprehensive
Framework, which includes policies, supported by appropriate
processes and control procedures that are designed to ensure that
the risk identification, aggregation, mitigation and monitoring
capabilities are commensurate with its size, complexity, risk profile
and systemic importance.
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C MOoNITORING AND REVIEW )

The Risk Governance Framework is dynamic, and it allows for
an adjustment or readjustment of policies, plans, processes and
controls whenever the business strategy and risk appetite of the
Bank are amended in response to changes in external context,
i.e., market conditions, political climate, public opinion, regulatory
requirement, financial pressures, technological changes,
international issues, natural calamities and man-made disasters.
The same is in conformity with the prevailing industry practices,
regulatory requirements and stakeholders’ expectations, and is,
likewise, in line with the Bank’s commitment to managing
effectively its risks, maximizing its returns and multiplying the
rewards for its internal stakeholders. It provides a structured
approach that is fully integrated in strategic/operational-planning,
policy/decision-making and risk-taking/controlling activities. And it
also features the cross-functional team of the Board of Directors,
the Senior Management and the three lines of defense for the
governance and management of the Bank's credit, treasury,
operational and other business risks.

ORGANIZATIONAL RISK CULTURE

The Bank’s risk governance philosophy, which sets the priorities in
risk governance and management, is supported by an appropriate
organizational risk culture. As it can influence decision and action,
the Board of Directors sets the tone at the top while the Senior
Management shows commitment in driving the risk agenda and
demonstrates behavior consistent with the desired risk culture.
The same trickles down to all the employees, as they also need to
shape their own behavior and actions.

Given that risk culture is reflected in the people, policies,
processes and procedures that implement the risk agenda and
priorities, minimize risk exposures and losses, and protect capital
and earnings, the Bank sees to it that the behavior and actions of
each individual in the organization are closely aligned with its
prescribed behavioral norms, as follows:

1. Jump-starting and cultivating the organization-wide
awareness of risks at all levels of the Bank by pulling the levers
that affect how employees act;

2. Understanding the Bank's approach to risks, taking
responsibility to manage risk and following the good example
of others;

3. Reaching a risk-intelligent-culture status by embedding
an effective risk culture in the Bank’s practices;

4. Encouraging peers and subordinates to make the right
risk-related decisions and actions by exhibiting appropriate
risk-aware behavior;

5. Ensuring the early identification, assessment and
escalation of risks to the Senior Management or the Board;

6. Managing and monitoring critical drivers of effective risk
culture just as consciously as any driver of enterprise value;

7. Making decisions based on facts or supporting analyses,
including a holistic risk impact assessment; and

8. Promoting activities toward ensuring that the employees
understand the Bank’s risk culture, and facilitating the sharing
of right knowledge and best practices.

RISK APPETITE STATEMENT

The Bank’s Risk Appetite Statement (RAS) is made up of three (3)
elements. They are the: (i) acceptable or on-strategy risk; (ii)
unacceptable or off-strategy risk; and (iii) strategic-
operational-financial risk parameters. Using this three-element
context, the Senior Management and the Board of Directors agreed
on particular assertions (viewed collectively) regarding the Bank’s
risk appetite. Herewith is the Bank’s RAS, with the three-element
context vis-a-vis the five-point assertions that are to be viewed
collectively (so as not to appear as an objective).
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Three-Element Context Five-Point Assertions

1. Acceptable/On-Strategy Risk

2. Unacceptable/Off-Strategy Risk

3. (a) Strategic Risk Parameter

(b) Operational Risk Parameter

(c) Financial Risk Parameter

Business Strategy. The Bank will aggressively pursue its integrated
strategy for growth and competitiveness to meet its business objectives;
therefore, it will accept the risks inherent in such strategy.

Corporate Image. The Bank and its internal stakeholders will avoid any
situation or action that may result in a negative impact on its reputation
and corporate brand, and shall effectively manage its risk to an acceptable
level, if an undesirable situation arises.

Business Model. The Bank will invest in new businesses, engage in new
activities and services or develop new products and facilities, enter into
new markets, and implement new business processes or technology
systems, in pursuit of reasonable returns for its moderate appetite for
potential losses.

Loss Exposure. The Bank has to manage well its business
activities/operations and risk exposures to avoid an event resulting in a
loss beyond eight percent (8%) of its capital.

Financial Strength. As capital is an indication of its financial strength,
which could stand the shocks of any stressful events, the Bank will
maintain a capital adequacy ratio (CAR) that is above the ten-percent

regulatory requirement of the BSP.

RISK GOVERNANCE STRUCTURE AND FUNCTIONS

The structure of risk governance of the Bank is not only
confined to the level of the Board. The Bank has committees at
both Board and Management levels. The Bank streamlines its
governance structure to break down the silos and close the
gaps in risk oversight and control.

The risk governance of the Bank is carried out through a
cross-functional framework that starts from the Board of
Directors to the line and staff management. The
cross-functional framework includes oversight, executive
review, support and control functions of various organizational
entities. Hereunder are the respective functions and
responsibilities of the Bank’s organizational entities on risk
governance and management.

Board of Directors

The Board of Directors is responsible for setting policies on
the Bank's risk governance. It also takes charge in receiving
and reviewing reports on risk management process and gets
assurance that the same are working effectively and efficiently.
The following are the specific responsibilities of the Board, as to
risk governance:

1. Approves and oversees the implementation of the Bank’s
risk governance policies, procedures and strategies;

2. Defines the Bank’s level of risk appetite and tolerance
to ensure that risk exposures are within prudent/
acceptable levels;

3. Ensures that the risk management functions are given
adequate resources to enable effective performance,
afforded with adequate personnel, access to information
technology systems and systems development resources
and support, and access to internal information;

4. Takes the lead in establishing the tone of good risk
governance by explicitly discouraging the taking of
excessive risks and articulating acceptable and
unacceptable activities, transactions and behaviors that
could potentially result in any negative impact to the Bank;
and

5. Defines appropriate risk governance practices for
the Bank, through policies, and establishes and actively
promotes, communicates and recognizes sound risk
governance principles and practices to reflect a culture of
effective risk governance in the Bank that will be seen by
both internal and external stakeholders.

Corporate Governance Committee

The Corporate Governance Committee, a Board-level
committee acting as the Risk Oversight Committee, as
FICOBank is still considered as a simple bank, is responsible for
the development and oversight of the Risk Management
Program of the Bank. It oversees the establishment of the
enterprise-wide risk management framework. It is also
responsible for overseeing the Bank’s risk management
function, such that key personnel are properly positioned,
staffed and resourced, and that the Senior Management carries
out its risk management responsibilities effectively. The
Committee assists the Board and the Senior Management in
meeting the responsibility to understand and manage risk
exposures, and to ensure the development and consistent
implementation of risk policies, processes and procedures
throughout the Bank. The Committee directly reports to the
Board of Directors. The following are the specific
responsibilities of the Committee, as to risk governance:

1. Provides assistance to the Board in the development
and oversight of the risk management and control system
of the Bank, so as to ensure that its risk exposures are
effectively managed and have no adverse impact on its
earnings and capital;

2. Develops and oversees the implementation of the
policies and procedures on risk management;

3. Oversees the system of limits to discretionary authority
that the Board delegates to the Senior Management;

4. Ensures that the system of limits remains effective, that the
limits are observed, and that immediate corrective actions
are taken whenever limits are breached;

5. Identifies and evaluates all risk exposures of the Bank, and
assesses the probability of each risk becoming a reality;
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6. Estimates the harmful effects of, and the corresponding
losses from, the risks that are most likely to happen;

7. Devises appropriate strategies for preventing losses and
minimizing the impact of losses when they occur;

8. Evaluates the risk management plan to ensure its continued
relevance, comprehensiveness and effectiveness;

9. Revisits strategies, looks for emerging or changing exposures
and stays abreast of the developments that affect the
likelihood of harm or loss; and

10. Reports regularly to the Board of Directors the Bank’s
overall risk exposure and actions taken to reduce the risks,
and recommends further actions or plans, as necessary.

Three Lines of Defense

To enforce a particular accountability for risk governance, the
Bank is relying on these three (3) lines of defense:

1. First Line of Defense. The first line of defense belongs to the
business/operating units. They undertake risks within the
assigned limits of risk exposure and are responsible and
accountable for identifying, assessing and controlling the risks
of their business operations.

2. Second Line of Defense. The second line of defense includes
the support services and oversight functions, such as business
development, information technology, human resources, risk
management and control, review and approval, compliance
testing, legal management, and finance and controllership.
Each of these support and oversight functions, in close
relationship with the business/operating units, ensures that all
types of risk (i.e., credit, treasury, operational and other
business risks) have been appropriately identified and
managed. The various components of the second line of
defense work closely to help define the strategy, implement
the policies and procedures, and collect the information to
create a bankwide view of the different types of operational
risks, so as to identify, measure, monitor, report and mitigate
these risks.

3. Third Line of Defense. The third line of defense is the internal
audit function, which assesses independently the effectiveness
of the business processes and internal controls that are
created in the first and second lines of defense, and provides
assurance on the risk management controls, processes,
systems and the effectiveness of the first-line and second-line
defense functions.

CHECK AND BALANCE SYSTEM

As a prerequisite of an effective risk governance, a check and
balance system is adopted to prevent any personnel or office from
gaining excessive power to take risks on behalf of the Bank. This
system, along with the segregation of duties, is not only a
safeguard against errors made by people, processes and/or
systems, but it is a fundamental to sound business management.
With this, the Bank promotes sound internal controls and avoid
activities that shall compromise the effective dispense of individual
functions.

The roles of the Internal Audit Department and Compliance
Office, in accordance with their respective Audit and Compliance
Programs, are of paramount importance to ensuring an effective
check and balance system.

CREDIT RISK MANAGEMENT

Credit risk is the possibility that a borrower of the Bank will fail to
meet his/her/its obligation, due to inability or unwillingness to pay,
in accordance with the loan contract(s). It can be found in all
lending activities of the Bank, where its success and stability
depend mostly on the repayment performance of its borrowers. It
arises as soon as funds are disbursed, committed or otherwise
exposed through actual or implied contractual agreements,
whether reflected on or off its balance sheet. It is comprised of
process risk, transaction risk and portfolio risk. The Bank strictly
adheres to the policies and procedures, as laid down in the
Board-approved Credit Management Process and Credit Risk
Management Manual, to avoid the occurrence and/or lessen the
impact of credit risk to the overall operation of the Bank.

As the supervisory expectation and examination for its credit
risk management system and practices will be based on the
principles set out by the Basel Committee, and the guidelines
prescribed by the BSP’s Circular No. 855, the Bank adopts the
principles that are commensurate with the scope and
sophistication of its lending operation and will comply with all the
requirements of the said guidelines that will ensure the
effectiveness of its credit-risk-taking activities. The credit risk
management of the Bank is backstopped by well-defined credit
philosophy, structure, culture, standards, policies, procedures and
limits. And, with the requirements of the said Circular, the Bank is
expected to: establish an appropriate credit risk environment;
operate under a sound credit-granting process; and maintain
appropriate credit administration, measurement, monitoring and
control processes over credit risk.

The Credit Risk Management Office (CRMO) of the Bank
provides support to the Board of Directors and the Senior
Management in making sure that the credit-risk-taking activities of
the Bank are aligned with the Board-approved credit risk strategy.
It also provides technical assistance in the development and
implementation of the Bank’s credit policies and procedures that
lay down the conditions and guidelines for an effective credit risk
management process, as well as the proper channels of
communication to ensure that these policies are clearly
communicated to, and adhered by, all levels of the organization.

Given the fact that credit risk is the most significant among the
inherent risks in its business, the Bank utilizes the risk rating tools
under its Internal Credit Risk Rating System (ICRRS) to determine
the creditworthiness of its borrowers, and defines and sets up its
credit limits appropriate to its risk strategies, appetite and
tolerances. As credit risk in excess of the established limits may
result to eventual loss, if not properly managed, a Contingency
Plan on Credit Risk is being maintained to help the Bank manage
excessive credit risk and revert the risk back to normal level.

The COVID-19 pandemic in 2020 is the most-critical risk event
that ever tested FICOBank’s stability for its more than four
decades in the industry. The Bank’s loan portfolio with at least one
(1) day of missed payment soared to an all-time peak of 25
percent in April 2020, at the height of the three-month Enhanced
Community Quarantine (ECQ) implemented nationwide. Its
borrowing clients whose livelihood engages in agricultural and/or
businesses were heavily affected. The aftermath of such pandemic
was even coupled with the continuous outbreak of African swine
fever (ASF) and the devastation brought about by the strong
typhoons (i.e., Rolly and Ulysses) at the later part of the year. In
effect, the credit risk level breached the 5-percent Bank-imposed
past due ratio, as measure of normal credit risk on loan portfolio.
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At some extent, through a series of stress testing, careful
analyses, prompt planning and adequate risk control measures,
the Bank was still able to manage and control the detrimental
effects of such events.

The credit risk control measures adopted by the Bank include
the implementation of applicable provisions in the Bayanihan to
Heal as One Act (Bayanihan Act) and Bayanihan to Recover as
One (BARO) Act, as a minimum. But the Bank went beyond that.
After the nationwide ECQ, the operating units of the Bank reached
as many clients as possible, in the safest way, to be able to
provide appropriate remedial measures according to their
circumstances. In July 2020, the Board and the Senior
Management spearheaded a bankwide mid-year review and
planning workshop. The workshop was guided by the result of the
credit stress testing conducted by the CRMO in April 2020.

Because a good risk management dictates that adequate
cushion to the Bank’s capital is very necessary, the Bank booked
an additional Php18-million allowance for credit losses for the
year 2020 alone. After assessing the adequacy of loan loss
provisions at year-end, the Bank no longer opted to apply for a
staggered booking under regulatory relief.

TREASURY RISK MANAGEMENT

Treasury risk is comprised of liquidity, interest rate and market
risks. For it to be able to protect itself from the adverse impact
that may be brought by any inauspicious changes in interest
rates, investments, liquidity and capital, the Bank systematically
manages its treasury operation, as prescribed by the
Board-approved Treasury Management Manual. The liquidity
position and risk exposure of the Bank is managed, in accordance
with its Liquidity Risk Management Manual, and monitored
regularly against the established policies, procedures and limits.

By employing approaches that factor in future changes in its
business activities and their impact on its balance sheet, which
include centralized fund management, intraday liquidity
management, stress testing and contingency funding plan, the
Bank is enabled to aptly manage its liquidity.

The Treasury Department, under the supervision of the
Executive Vice President for Treasury & Corporate Services Group,
ensures the stability of the Bank’s cash management by dealing
appropriately with the intraday liquidity positions and maintaining
sufficient liquidity to meet all cash flow obligations/commitments
in a timely manner. With the support of the Accounting
Department, the Treasury Department is performing a
stress-testing activity to identify the sources of potential liquidity
strain, and ensure that the current exposures remain in
accordance with the Bank’s established liquidity risk tolerance.
Liquidity stress testing ultimately aims to strengthen the resilience
of the Bank to withstand a range of liquidity stress
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scenarios/events by setting out the strategies for addressing
liquidity shortfalls, and by having a cushion of unencumbered
collaterals and high-quality liquid assets.

In like manner, interest rate risk (risk arising from mismatches
of the timing within which interest rates on assets and liabilities
can be changed) and market risk (risk arising from the
uncertainty concerning changes in market prices and rates, the
correlations between them and their levels of volatility) are being
prudently managed as well by the Treasury Department. The
Bank has recently adopted its Interest Rate Risk Management
Manual and Market Risk Management Manual to follow prudent
policies in managing its rate-sensitive assets and liabilities (so as
to ensure that its exposure to fluctuations in interest rates will be
kept within the acceptable levels) and in handling its market
riskexposures by focusing on its price management (as the
movements of market prices will adversely affect its financial
condition and that the same may lead to a loss from any change
in the value of the asset or trading instrument), respectively.

As its core banking functions of lending and deposit-taking
make it vulnerable to risks, the Bank manages its balance sheet
in accordance with its overall business and risk management
objectives. The Bank ensures that the pricing of all its assets and
liabilities is objective, market-sensitive, scientific, consistent and
fair. Its Asset-Liability Committee (ALCO), with the Treasury
Department as secretariat to ALCO, sees to it that the Bank has a
coordinated execution of its asset-and-liability-management
strategies, policies and action plans across the entire
organization, and maintains adequate liquidity, sufficient capital
and appropriate funding to meet its business objectives and to
comply with the regulatory requirements.

The Bank established a funding strategy that provides effective
diversification in the sources and tenor of its funding. It
maintained an ongoing presence in its chosen funding markets
and strong relationships with the fund providers to promote the
effective diversification of funding sources. The Bank regularly
gauges its capacity to raise funds quickly from each source. It also
identified the main factors that affect its ability to raise funds and
monitor those factors closely to ensure that the estimates of
fund-raising capacity remain valid.

The Bank is actively managing its intraday liquidity positions
and risks to meet payment and settlement obligations on a timely
basis under both normal and stressed conditions. This contributed
to the smooth functioning of its payment and settlement systems.
More importantly, the Bank has a formal Contingency Funding
Plan (CFP) that clearly sets out the strategies for addressing
liquidity shortfalls in emergency situations. The CFP outlines the
policies to manage a range of stress environments. It establishes
clear lines of responsibility and includes clear invocation and
escalation procedures. The same is regularly tested and updated
to ensure that it is operationally robust.

OPERATIONAL RISK MANAGEMENT

Operational risk refers to the risk of loss resulting from
inadequate or failed internal processes, people and systems, or
from external events. This risk arises from problems associated
with the delivery of products and services, and losses resulting
from inadequate or failed internal processes, people and systems
or from external events. It requires the efficiency and
effectiveness of all back-office operations, including the
management of products and services, information systems,
database backup, alternative operating location, personnel,
internal and external frauds, security program, lawsuits, and so
on. Thus, the organizational structure of the Bank delineates the
respective areas of authority, responsibility, accountability and
reporting line for all its organizational entities and individual
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officers. The policies and procedures set out in the
Board-approved Operational Risk Management Manual, along
with the other manuals (i.e., IT Risk Management Manual,
Information Security Management Manual, Data Privacy Policy
Manual, Legal Risk Management Manual, Human Resource Risk
Management Manual, Risk Management for Financial Inclusion
Initiatives Manual, Outsourcing Policy Manual, Stress Testing
Policy Manual, Social Media Risk Management Manual, Codified
Approving and Signing Authority Manual, Internal Control
Program Manual and Security Program Manual), covering the
different types of operational-related risks, are being adhered to
at all times.

As sound operational risk management is a reflection of their
effectiveness, the Board of Directors and the Senior
Management see to it that the Bank’s business operations, which
cut across multiple activities and business lines, to include
external events, are being administered in a manner that is
expected by the regulatory agencies and other key stakeholders.
As such, the Three Lines of Defense model, as espoused by the
Basel Committee on Banking Supervision, has been adopted by
the Bank for its operational risk governance and management.

The Bank continuously implements its Enhanced Management
Succession Plan, which aims to prepare the “successor
generation” to fill the void and assume power in case there will
be a temporary or permanent change in management positions,
whether planned or unplanned, to ensure that the best interest
of the Bank, its operations, its people and its clients are
well-protected.

The Bank also ensures an effective business continuity and
crisis management, with a comprehensive written plan of action
that sets out the standards, systems, processes and procedures
necessary to restore interrupted business operation(s), so as to
enable it to fulfill most, if not all, of its business obligations. In
its commitment to serve incessantly its multi-sectoral clientele in
any crisis situation, the Bank keeps and updates periodically its
Business Continuity Management Manual, as well as its Business
Continuity Plan (BCP) and Crisis Management Program (CMP).
Through the BCP and CMP, doable plans and processes are
accessible, as they were made available, to the concerned
organizational entities of the Bank. These entities are expected
to rehearse the plans on a periodic basis, and using different
resources within the Bank.

Continuing testing and validating of action plans (i.e.,
response processes and recovery procedures) by a test team, as
specified in the BCP/CMP, is being carried out annually. If a
deficiency in the action plan will be found out, the same will be
promptly addressed by the Business Continuity Management
Unit. In the event that business disruptions or contingencies
occur, the Bank will implement its BCP or CMP, as appropriate, to
ensure that its business operations will continue. With its
BCP/CMP, “business will always be as usual” at FICOBank.

During the first quarter of year 2020, a business continuity
stress testing relative to COVID-19 pandemic was also
undertaken by the Bank, considering different probable
scenarios. And taking into account the identified significant
negative effects of each scenario, a corresponding set of
contingency and/or response plans was also crafted and
subsequently adopted, as necessary.

OTHER BUSINESS RISKS MANAGEMENT

These are made up of compliance risk, strategic risk,
reputational risk and environmental risk. With such risks, the
Bank strengthens the overall coordination of its internal control
efforts and monitoring activities, in line with its commitment to
sound and effective governance of risks.

Compliance risk arises from violations of, or non-compliance
with, laws, rules and regulations, prescribed practices or ethical
standards. The Compliance Office of the Bank, as part of its
Compliance Program, established its Anti-Money Laundering and
-Terrorist Financing Compliance Manual to (i) ensure the
protection of the integrity and confidentiality of its clients and their
bank accounts with FICOBank, (ii) ensure that it shall never be
used as a money-laundering site and conduit for the proceeds of
any unlawful activity, (iii) protect life, liberty and property from any
acts of terrorism, and (iv) recognize terrorism and terrorist
financing as detrimental to national security and the people’s
welfare.

The Bank, in line with the Anti-Money Laundering and -Terrorist
Financing Act, adopts the following principles, to wit: (i) safety and
soundness of business, (ii) identification of customer, (iii)
application of risk management system, (iv) compliance with the
applicable laws, (v) cooperation with the Anti-Money Laundering
Council (AMLC), BSP and law enforcement agencies, and (vi)
group-wide Money Laundering and Terrorist Financing Prevention
Program. The Bank ensures that these are being implemented
properly in its day-to-day banking operations, ensuring the
organization’s compliance with all applicable laws, rules/
regulations and standards.

Strategic risk arises from making bad business decision that
adversely affects the value of the Bank. As the Bank aims to fulfill
its corporate mission through strategic plans and tactical
moves/initiatives, it also acknowledges the need to engage the
professional services of topnotch consultants to keep this
particular type of business risk under control. The Bank is fully
aware of what its business operations and financial condition will
look like in a five-year time, through its FICOBank 2020: An
Integrated Plans for Growth and Competitiveness.

Reputational risk arises from negative public opinion, which
affects the Bank’s ability to establish new relationships/services or
continue servicing existing relationships. The Bank recognizes this
risk as one of the most difficult risks to quantify. It is viewed by the
BSP as the “risk of risks” since it tends to interlock with the other
risk types (e.g., liquidity, market, operational, legal, strategic,
compliance), and exists throughout the organization, cutting
across all business channels/units and pervading all areas of
business operations and banking activities. As such, the Bank has
adopted its Reputational Risk Management Manual to holistically
and actively manage any incident leading to a reputational
damage that can cause a drastic drop in the confidence of the
banking public. The Bank has also its Whistleblowing Policy, as
required by the BSP, to enhance the transparency and preserve
the integrity of the Bank, its directors, officers and staffers by
strengthening its system in preventing improper practices and
illegal activities that will damage its reputation and/or impair its
business.

Environmental risk arises from the actual or potential threat of
adverse effects on the environment by effluents, emissions,
wastes, resource depletion and so forth out an organization’s
activities. As a leading bank in the cooperative banking industry,
and as part of its corporate social responsibility, FICOBank shall
serve as an active advocate of environmental protection and
preservation in every community where it operates. The Bank will
always remain conscious of its special concern and interest for
environmental conservation by making all its plans, programs,
projects and activities environmentally sound and safe, as
prescribed by its Environmental Management Policy and
Guidelines. With its Green Banking Program, as part of its Social
Development Plan, the Bank will continue to act as a catalyst for
sustainable development—both for the environment and business.
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Statement of Management'’s
Responsibility

The Management of FIRST ISABELA COOPERATIVE BANK (FICOBank) is responsible for the preparation and fair presentation of
financial statements, including the schedules attached therein, for the years ended December 31, 2020 and 2019, in accordance with
the prescribed financial reporting framework indicated therein, and such internal control, as the Management determines, is necessary
to enable the preparation of financial statements that are free from material misstatement, whether due to fraud or error.

In preparing the financial statements, the Management is responsible for assessing the Bank'’s ability to continue as a going concern,
disclosing, as applicable, matters related to going concern and using the going concern basis of accounting unless the Management
either intends to liquidate the Bank or to cease operations, or has no realistic alternative but to do so.

The Board of Directors is responsible for overseeing the Bank’s financial reporting process.

The Board of Directors reviews and approves the financial statements, including the schedules attached therein, and submits the same
to the members.

Alas Oplas & Co., CPAs, and the independent auditor appointed by the members for the years ended December 31, 2020 and 2019,
has audited the financial statements of the Bank in accordance with the Philippine Standards on Auditing, and in its report to the
members, has expressed its opinion on the fairness of presentation upon completion of such audit.

/

ERWIN B}/TABUCOL
Chairpersorfof the Board

. MOLINA

Presidept & CEO

GILBERT A. GALOPE
EVP for Treasury & Corporate Services

Signed this 12th of April, 2021.
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Alas Oplas & Co., CPAs

Makati Head Office

10/F Philippine AXA Life Centre
Alas Oplas & Co., CPAs 1286 Sen. Gil Puyat Avenue

Makati City, Philippines 1200

Phone No.: (632) 7759-5090/92

Email: aocheadoffice@alasoplascpas.com
www.alasoplascpas.com

Independent Member of

B KR International

TO THE MEMBERS AND THE BOARD OF DIRECTORS
First Isabela Cooperative Bank (FICOBank)
FICOBank Corporate Office, Minante I

Cauayan City, Isabela, Philippines

Opinion

We have audited the financial statements of First Isabela Cooperative Bank (FICOBank), which comprise the statements of financial
condition as of December 31, 2020 and 2019, and the related statements of operation, statements of changes in members’ equity
and statements of cash flows for the years then ended, including a summary of significant accounting policies.

In our opinion, the accompanying financial statements present fairly, in all material respects, the financial condition of the Bank as at
December 31, 2020 and 2019, and its financial performance and its cash flows for the years then ended, in accordance with Philippine
Financial Reporting Standards, taking into consideration Cooperative laws, regulations and principles.

Basis for Opinion

We conducted our audit in accordance with the Philippine Standards on Auditing (PSAs). Our responsibilities under those standards
are further described in the Auditor’s Responsibilities for the Audit of the Financial Statements section of our report. We are
independent of the Bank in accordance with the ethical requirements that are relevant to our audit of the financial statements in the
Philippines, the Code of Ethics for Professional Accountants in the Philippines, and we have fulfilled our other responsibilities in
accordance with these requirements. We believe that the audit evidence we have obtained is sufficient and appropriate to provide a
basis for our opinion.

Emphasis of Matter

We draw attention to Note 11 to the financial statements, which describes the basis used by the Bank in setting up allowance for
credit losses. As stated in Bangko Sentral ng Pilipinas (BSP) Circular 1011, BSP-supervised financial institutions with credit operations
that may not economically justify adoption of simple loan loss estimation methodology that is compliant with Philippine Financial
Reporting Standard 9 — Financial Instruments, shall, at a minimum, be subject to the regulatory guidelines in setting up allowance for
credit losses prescribed under the Appendix 15 of the Manual of Regulations for Banks. The Bank crafted its own Loan Loss
Methodology (LLM) with the provisions of Appendix 15 of the MORB as its guide. However, some provisions, particularly the allowance
rates, were modified on the basis of the Bank’s historical and acceptable data. The Management of the Bank believes that the
allowance for credit losses resulting from the Bank’s own LLM is a better representation of the quality of its total loan portfolio. Our
opinion is not qualified in respect of this matter.

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

The Management is responsible for the preparation of the financial statements in accordance with the Philippine Financial Reporting
Standards, and for such internal control, as the Management determines, is necessary to enable the preparation of financial
statements that are free from material misstatement, whether due to fraud or error.

In preparing the financial statements, the Management is responsible for assessing the Bank's ability to continue as a going concern,
disclosing, as applicable, matters related to going concern and using the going concern basis of accounting unless the Management
either intends to liquidate the Bank or to cease operations, or has no realistic alternative but to do so.

Those charged with governance are responsible for overseeing the Bank's financial reporting process.

Auditor’s Responsibilities for the Audit of the Financial Statements

Our objectives are to obtain reasonable assurance about whether the financial statements, as a whole, are free from material
misstatement, whether due to fraud or error, and to issue an auditor’s report that includes our opinion. Reasonable assurance is a
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high level of assurance, but is not a guarantee that an audit conducted in accordance with PSAs will always detect a material
misstatement when it exists.

Misstatements can arise from fraud or error and are considered material if, individually or in the aggregate, they could reasonably be
expected to influence the economic decisions of users taken on the basis of these financial statements.

As part of an audit in accordance with PSAs, we exercise professional judgment and maintain professional skepticism throughout the
audit. We also:

« Identify and assess the risks of material misstatement of the financial statements, whether due to fraud or error, design and perform
audit procedures responsive to those risks, and obtain audit evidence that is sufficient and appropriate to provide a basis for our
opinion. The risk of not detecting a material misstatement resulting from fraud is higher than for one resulting from error, as fraud
may involve collusion, forgery, intentional omissions, misrepresentations, or the override of internal control;

»Obtain an understanding of internal control relevant to the audit in order to design audit procedures that are appropriate in the
circumstances, but not for the purpose of expressing an opinion on the effectiveness of the Bank’s internal control;

« Evaluate the appropriateness of accounting policies used and the reasonableness of accounting estimates and related disclosures
made by the Management;

« Conclude on the appropriateness of Management’s use of the going concern basis of accounting and, based on the audit evidence
obtained, whether a material uncertainty exists related to events or conditions that may cast significant doubt on the Bank’s ability
to continue as a going concern. If we conclude that a material uncertainty exists, we are required to draw attention in our auditor’s
report to the related disclosures in the financial statements or, if such disclosures are inadequate, to modify our opinion. Our
conclusions are based on the audit evidence obtained up to the date of our auditor’s report. However, future events or conditions
may cause the Bank to cease to continue as a going concern; and

« Evaluate the overall presentation, structure and content of the financial statements, including the disclosures, and whether the
financial statements represent the underlying transactions and events in a manner that achieves fair presentation.

We communicate with those charged with governance regarding, among other matters, the planned scope and timing of the audit and
significant audit findings, including any significant deficiencies in internal control that we identify during our audit.

The Supplementary Information Required under Bangko Sentral ng Pilipinas (BSP) Circular No. 1074 and Revenue Regulations
Nos. 15-2010 and 19-2011

Our audit was conducted for the purpose of forming an opinion on the basic financial statements taken as a whole. The supplementary
information required under BSP Circular No. 1074 in Note 33 and Revenue Regulation Nos. 15-2010 and 19-2011 on taxes, duties and
license fees paid or accrued during the taxable year, taxable income, and deductions in Notes 31 and 32 are presented for purposes
of filing with the BSP and the Bureau of Internal Revenue, respectively, and is not a required part of the basic financial statements.
Such information is the responsibility of the Management of First Isabela Cooperative Bank (FICOBank). The information has been
subjected to the auditing procedures applied in our audit of the basic financial statements. In our opinion, the information is fairly
stated in all material respects, in relation to the basic financial statements taken as a whole.

ALAS OPLAS & CO., CPAs
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Statements of Financial Position

As of December 31, 2020 and 2019

Notes 2020 2019
ASSETS

Cash and Other Cash Items 7 P 42,286,297 P 43,673,027
Due from Bangko Sentral ng Pilipinas 8 60,390,250 80,739,741
Due from Other Banks 9 955,560,652 628,952,778
Held-to-Maturity Investments 10 77,478,026 142,551,751
Loans and Other Receivables, Net 11 2,882,717,767 3,135,922,201
Investment Properties, Net 12 67,720,945 60,899,901
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