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Vision

The Philippine Depesit Insurance Corporation, operationally responsive to the needs of the

depositing public and the banking community; professionally managed, inancially strong, adequately
manned and equipped, toward the enhancement of sound banking and savings mobilization for
rational development.

The PDIC employee, an epitome of exemplary public service.

Mission
As Insurer, provide adequate depositor protection and education, and ensure imme diate processing
and setlement of depositor dlaims;

As Regulator, conduct diligent mond ior ng and examination of member banks and undertake prompt,
decisive and prudent interventions;

As Receiver and Liquidator, implement efficient receivership, judicious rehabili tation, and expeditious
liqui dation of dosed banks.

Beliefs

Integrity, professionalism, resourcefulness, perseverance, teamwork, and developmental spirit are
essential in accomplishing our missions;

Improvement of service delivery is a continuing commitment; and

People are our most important resource.
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HER EXCELLEMNCY

PRESIDENT GLORIA MACAPAGAL- ARROYD
Malacafiang Palace, Manila

Through:  Honomable JOSE ISIDRO M. CAMACHO
Secretary, Department of Finanoe and
Chairman, FDIC Board of Directors

Dear Madame Prosident:

Thawe the homor o submit the Annual Reportof the Philippine Deposit nsurance Corporation
for the vear 2002, The Report features the performance and results of operations of the
Corporaton in strengthening and maintaining confidence in the stability of the banking system,
while giving recognidon o the commitment and dedicatiom of PRIC emplovess in rendering
excellent public service.

The PDIC Board of Direckors, maragement and staff thank Her Excellency for her unrelenting,
supportas PRIC remains committed in protecting small, unsophisticated depositors.

Very truly yours,
o B
; 1
AL —

i
L'
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RICARDO M. TAMN
President and Chief Executive (Mficer
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Honorable FRANKLIN M. DRILON
Presi dent of the Philippine Senate

Honorable JOSE DE VEMECIA JR.
Speaker of the Philippine House of Representatives

Through:  Honomable JOSE ISIDRO N. CAMACHO
Secretary, Departrment of Finanoe and
Chairman, FIIC Board of Directors

Gentlemen:

I have the honor to submit the 2002 Annual Report of the Philippine Deposit Insurance
Corporation  pursuant to the provision of Section 15 of Republic Act 3591, as amended. The
Beport highlights the performance and results of operations of the Corporation in strengthening,
and maintaining confidence in the stability of the banking systerm.

Cm behalfof the directors of the PRIC Beard, managernent, and staff, 1 thank the legislative
branch of government for its commitment to institute genuine and meaning ful reforms in the
banking ind ustry that would enhance depositor protection.

Very truly yours,
jih
|.'1L) Y T
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The President’s Report

Challenges led to strength

The Philippine De posit Insurance Corporation has
comfronted a number of challenges in the wake of a wlatile
ecnomic environment. Lessonsdrawn from these have enabled
PDIC o strengthen its E‘pal:li]it]." i more vigorously pursue
depositor protection and sustain public confidence in the
stability of the banking system. The continuous enhancement
of operational processes not only in claims settlement and
liquidation o pemtio s, but also in bank stengthening and failure
mesolution efforts has become imperative, given the increasingly
complex demands in the banking industry. In the same vein,
the Corporation has stepped up its public awareness efforts o
empower the pu blic with the right information for greater
e positor protection.

Claims setflement shortene d

Amost significant achievement of the Corpomtion in 2002
5 the marked improvement ininsurance claims settement turn-
amund-time to 44days from 76 days in 20001

Number of banks reached 419

Total number of banks under PDIC receivership/
liquidation reached 419 by yearend 2002 (ie., 2 commercial,
52 thrift and 33 rural banks), with combined estimated
malizable value of assets of PLAS billion as against liabilities
ofabout P33 billion.

Financial assistance vs. cost of closure

M5 an alternative to incurring losses from claims payment
due o bank desure, plus liquidation expenses netof procesds
of liquidation, the Corporation extended financialassistance
8 banks in 2002, through direct loan and purchase of assets.
Financial assistance as of yearend 2002 s food at P4354 billion
involving 17 banks, including banks in countryside given ban
incentive for memger, and conso lidation and acquisition fotaling
P36 million extended under the Countryside Financial
[nstitutions Enhancement Program (CFIER).

PDIC continues to
build up its Deposit
Insurance Fund (DIF),
which, as of yearend has
reached P35.71 billion.
This is composed of the
permanent insurance
fund (PIF) as the seed
capital from the National
Covernment amounting
o P3 billion;
accumulated reserves or
estimated insurance
losses of P31 43 billion;
and retained earnings of F2.28 billion. Increased assessment
mllections, as well as prudent investment strategy and
expenditure management, enabled the Corporation to
generate higher earnings to boild up the DIF.

Dvvidends fo NG reached PER

The Corporation likewise continues to support the
government’s revenue generation campaign throughregular
mmittance of dividends. In2002, POIC remitted 1. 25billion
individends from net income, FOZ25billion of which represented
the balance of 2001 dividends, while P10 billion represented
advanced cash dividends for 2002 ' For 200020082, PDICs
dividend payments to the national government have reached
165 billicn.

For 2002, FDICalso remitbed to the mationalgovernmment,
Bangko Sentral ng Filipiras (BSF) and Central Bank-Board of
Liquidaio s liquidating and surplus dividends from closed bankes
amounting o F1799 million.

International linkages

PDIC continues to strengthen its linkages with the BS[?
and bankingindustry associations. Likew e, it fosters closer
mwlationship with peer depostinsurance agencies i keep abreast
of curent developme nts deemed essential to policy formulation
and decisinn-making, and attuned to best practices in deposit
insurance. In May 2002, PDIC became a founding mem ber of
the International Association of Deposit Insurers (LADI)

1 PONC dedlared P20 billion in dividencls anneally in 3001 £ 202 P1.75 bilkon from 2001 inoomee was remmitted in te same vear. The

batarce of F1.0 bilkon frorm 2002 incoree. will be rermitted in 2003,
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The President's Repord

established in Basel, Switzerland and 1 was elected o the
Executive Committee. The Corporation keepsitsdoor open
and participates actively invariows intfemational fora o allow
opportunities for exchange of information and sharing of
experiences and practices inde posit insurance.

Upgrading of teclmology & skills

The Corpomtion continues o enhance existing application
systerns and information and cormmunication echnologies o
keeppacewiththe rapid changes inthe banking industry. At
the same time, upgrading the technical and managerialskills
of its personnel remains a priority. In 2002, PDIC spent a total
of P4.48 million, for training programs under the Master
Tmining Flan geared towards attaining excellencein delivery
of services. Twoseminars on Values Enhancement Program
werealso conducted in2(02,

Foremost : deposilors

PDIC remains stead fast in its commitment to protect the
rights and interestof depositors, notwithstanding operational
limitations and insome cases legal constraints. We hope that
in this critical period when changes inthe financial lhndscape
canundermine the stability and viability of the systemn, PDICs
attempis at legislative reforms tostrengthen its capabilities,
partic ulatly inminimizing its insuranc e risks, woukd be reatized
SOOI

Social responsiveness

A5 a government institution, PDIC s commitmment extends
beyond depositor protection. The Corporation is also
mmmitted to provide support in promoting sustainable
development and improved quality oflife for Filipines. PO s
sncial IEEF!DTIEilJﬂit'_I." initiatives continue in the areas of
ed ucation, social welfare, poverty alleviation, livelihood
programs and environmental conservation. Twenty-four
bnd kess families in Novaliches were assisted inacquiringa
foreclosed lotof the closed Developrment Bank of Rizal through
PDIC"s coordination with the National Home Mortgage
Finance Corporation (WHMEPC) and the local government of
Quezon City under the NHMFC's Community Mortgage

Pmogmam. The Corporationalso commits o provide technical
asistance o the Centralized Cooperative Financial System, a
facility designed tomake cooperative-led enterprises stmong and
com petitive for the benefitof its poor members.

Modest donations were made to various institutions in
support of priority thrusts of the government to provide
assistance o the handicapped, destitute and marginalized
sepment of society. In thearea of ervimyrmental protection and
conservation, PDIC co-sponsored programs in proper waste
managementand promotionofclean and green environment.

Thanks for your support

AsPDIC moves closer o its 4% year, itmay b fitting to
mview what has transpired in pursuit of a stronger, more viable
and resporsive de post insurer and meceiver/ liquidator of closed
bermbes .

On a personal note, [ found my two and a half years as
Presidentand CEO of PDIC moest fulfilling, not only because
of what we have achieved in providing depositor protection,
but more importantly because [ believe PDIC shines even
brighter as an epitorme of public service.

Letme take this opportunity o thank my colleagues in the
banking community and mostofall the POIC staff for their
commitment and cooperation, which made my service in
govermment though the Corporation deeply meaningful and
mwarding.

(Lo

NORBERTO C. NAZARENCY

* Norbertol. N reno resigred s Presickntand CED in Novers ber 302 che iohe alth reasnnes. He now serves s prrivaie secior represeniative

by the PONC Board of D rectors.
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The Economy and the Banking System

The Philippine economy sustained its

Gross Domestic Prod uct by Industrial Origin, 20 lr‘;
Percent Share o

0P at Constant 1985 Prices

growth momentum despite prevailing domestic
uncerfainties and continuing weakness in the

global economy. The country”s Gross Domestic
Product (GO ) grew 4.4 percent from 32 percent
posted in 2001, Services contributed the bigpest
share to domestic output among the major

economic sectors and remained the strongest
sector, especi lly transport communication and
storage, and trade. Industry was second with
robust gains posted by the manufacturing, and
mining and gquarrying sub-sectors while
agricu lrure contributed 19.7 percent o domestic

output for the year. With the acceleration of net
factor incomes from abroad, Gross Mational
Product (GMP) expanded by 4.5 percent Agriculture, Fishery de Forestry 34w, 37w, 33w,
compared o 3.4 percent in 2001, Industry 49, 13 a7,
: i Services 44% 44% S4%
Strong domestic consumption, fueled by GOP 44% 30w, 44%
increased remittances from overseas Filipino GNP A48 34 45%
workers, drove economic expansion in 2002,
Sxyprm: WECHE

Higher dispaal:l]e incomes and mild inflation

boosted household spending to the advantage
of sectors catering to the consumer. Retail trade,
communication, food manu facturing, footwear and wearing
apparel, beverage, tobacoo, textile, palay, livestock and
poultry all posted higher growth rates during the year.

Government economic managers were able to keep
prices and interest rates on course, despite the growing fiscal
deficit. The inflation rate slowed dow nconsiderably in 2002
with average inflation falling to 3.1 percent from 6.1 percent
in 20001, Interest mtes lkewise dropped as Treasury Billrates
across all tenors declined significantly during the year. The
benchmark 91-day T-bill rate averaged 5.4 percent for the
year, down from 9.9 percent in 2001,

The peso reversed its course mid-way in 2002, 1t
strengthened against the US dollar from January to May as
its value appreciated from 514 per USdollar in Januvary o
49,8 per US dollarin May . However, in June, the peso began
o depreciate reaching its low at year-end with anexchange
rate of P3360 per dollar.

Aomore competitive exchange rate and a mild recovery
in the global demand for semi-conduc tors and electronics,
mntributed to the improvement in the country’s overall
Balance of FPayments (BOP) position. A BOP surplus of
Lssaa) million was posted, a turn-around from the previous

B Philippine Deposil Insum ce Corponfion

year’s deficit of USS192 million, as the trade balance
improved witha recovery in merchandise exports.

In the meantime, the challenge for government is to keep
itself on track in implementing much needed economica nd
fiscal reforms o sustain growth on the road to 20005

As the economy sustained its expansion, the banking
industry saw growth in depositand loans for the year. Total
resources of the banking system reached P3 48 trillion as of
yearend 2002, posting a 6.3 percent increase over the 1.0
percent growth in 2001, Although banks remained to be
cautious lenders, Inans managed o grow by a modest 2.9
percent to PLES trillion, in contrast to the flat growth rate in
20111, But as in the past several years, growth rate of short-
term securities outstripped thatof bans as banks continued
to be risk averse by engaging more in the trade of these
securities as opposed to the grant of new loans. Marketa ble
securities increased by 14 0 percent. Asa result, quick assets
o total deposits ratio improved to 3571 percentas of yearend
2002 from 334 percent.




The Economy and the Banking System

Level of bad loans declined by 27 percent, thereby
improving non-performing loan (MPL) ratio o 15.5 percent
from 164 percent in 2001, However, improvement in the
MPL ratio has been due at least in part to the adoption of a
more relaxed definitionof NPLs. Per recent regulation, loans
classified as * Loss” which have been fully provisioned for
may be excluded from non-performing classification.

ROPOA, increased by 13.4 percent to its highest level
yetof P217.58 billion, while restructured loans increased by
12.6 percent to P132.43 billion. Mevertheless, reserve
provisioning in 2002 continued o build upas total allowance
o non-performing assets (MPA) ratio increased from 3.3
percent to 324 percent. NPA o total assets ratio improved
b],r 0.4 percentage points o 14.5 percent from 14.9 percent
due to the broadening in asset base.

Deposit increase constituted the main driver of asset
growth as total deposits grew by 70 percent reaching F2.335
trillion asof yeanend 2002, Rural banks exhibited the highest
growth rate in deposits at16.4 percent. Thrift bank deposits
grew at7 7 percent while commercial banks at 6.7 percent.

Metincome nearly doubled from its 2001 level o P2628
billion with non-interest income from trading activities
accounting for the majority of the increase. Return on assets

Deferred Inmome Tax), Good i and Urese cored DOSR]

ROA) improved from 0.4 to 08 percent, while refurn on
eqquity (ROE) fom 3.1 o 5. 8percent. Efficiency of operations
was maintained, evidenced by the flat operating expenses
and provisions o total assets ratio of 42 percent year-on-
vear. Quality of earnings improved given less relianoe: on
o n-recu rring income, asshown in the marked reduction in
the ratio of non-operating income o net inoome befone tax
from 65.5 percent to 21 7 percent. Significantly, thrift banks
made a turnaround after incurring netlosses inthe past two
years.

Capital for the banking ind ustry increased by 4.2 percent
fo P44, 34 billion year-on-year d ue o profitable operations
translating to anaverage capital adequacy ratio (CAR) of 16
percent, higher than the 2001 industry CAR of 14 9 percent”.
The ratio stood at 17.8 percent for rural banks, 21.2 percent
for thrift banks and 15.4 percent for commercial banks in
2002, Industry capacity to absorb bad debts likewise
deepened with the improvement of the MFPL to capital ratio
from 386 percent to 341 percent.

A total of 13 banks, comprising 11 rural banks and two
thrift banks were closed in 2002, During the year, regulators
approved 12 mergers fconsolidations facquisitions involving
23 banks as the industry continued to consolidate. Asa result,
the number of PDIC member banks declined by 17 o 909,

* The weighted average of the computed Capital Adequoncy Ratio fCAR) for comemercial banks, thrift barvks & roral banks is teed o
ceriveentine banking industry’s CAR. For commercinl bareks and thift bardes, CAR referms io the B fsk-Base d Capitad Adequacy Ratio
{RBCAR) defired 2 Tota! Qualifying Capital fo B sk-We iphied Aseets, which issouned frome RBCAR report submitted by rvermiber
bark=z  For reml banks CAR refers o Capital o Rk Awsets Rabio fomommondy referred o as Risk Asee bs Batio or RAR), whereby
Capital is Booked Capital per submi Hed Cormnlidate d Sta termen b of Condibion (C50C) ret of Apprasal i nererment Reserves, Deferred
Incorme Tax, Goodw il and Unsecened DOSR], wihile Risk Assets is Tota] Ase s per (500 re tof NoneR sk Assets (e, Cashon Hand,
Deee Frome BSE, Due frorme Philippine Clearing Howse Corporation (PCHC), TAS Investreen bs, [BOON-Governme nf, Bank Prers fses and
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The Economy and the Bonking System

SELECTED INDICATORS ON THE PHILIPFIMN E BANKING SYaT EMY, 2000-2002

Amonmis in Billicm Pescs
S mo | am | oo
i it of Comclitiom:
Cick Asastd hEH .19 - B35 '8
Girowes Larss 1A14.11 1A14.61 1R57.12
Bank Premis= 1023 99E9 9776
Real and Cithe r Properties Cwred or Acquined (ROPOA) 157 (R 19191 217.%
Otther Asacts AR A 440 57 478 55
At 3,236.95 3IFLOF 3AT7.01
Dieposits 20R5.10 2,199.51 235349
Bornow iy 434 4R RER) a2 71
OtherLinhilities 2E9.17 260 Rl 296 4H
Liabilities 2,798.7 2R25.68 3MLET
| Capital 43821 4453 464 34
Incomne & Experme
Imten=st [ncome 23517 248 198 A3
Imtn=st Ex peres 14510 157.13 10175
Met Imbenest Inoorme S00s 91ER GLRT
Met Chpemting Inoome . 525 2148
Met Income Before Tax 13h6 1523 2742
Met Income Afber Tax 1174 1360 2628
Selected Ratics (5]
Capital Adequacy
Capital/ Risk Al 135 141 137
Rigk-Bereed Capital Ackquacy Ratlo 138 149 160
Mem-Perfommimg Loans) Capithl 530 SRhA 541
Nem-Perfomming Assts/ Capital B53 944 951
Ammet Chuality
Mem-Perfomming Loans/ Groess Loares 143 164 155
Nem-Perfomming Asests) Total Asecbs 129 149 14.5
Loan Lesss Prowisiomy! W om-Pe dorming Loars 454 472 530
Total Allowanos! Non-Perfomimg Asacts 293 K] 324
Prafinbility
Nzthmz.ﬁ.ﬂﬂTaﬁﬁmEquﬂ]rﬂRDEﬁ 27 3l 5B
Net Incomme Afber Tax) Averane A bs (RO 04 04 08
Met Interest Incorme /Ao magge Indenest Eamitg Asdfbd et Intenest Manging a7 3B 3B
Effective Spread on Loars (Yield on Loans - Deposit Coet] 53 54 50
Oithe rOperating Experes=t Prowvisiors /N et Intensst Income+
Cither Otperatitg Inoome (Efficiency Raticy 960 9h3 B70
Oithe rOperating Expersst Prowvisiors/ Aove mge Total Asacts 4.1 43 42
Chuick Aemsets, Total D posits 328 334 351
Greees Loares) Tovkal D proesits ElS E2n 7E8
Greees Lowares) Tkl Die presibs+ Bormonw imges 718 705 bE4
e, af POIC Member Banks 93 9% Els

it i fock SCrTr o 6§ owiersaes (o mmcies of P ip pi ne b ks
o praeo of O e o Pl o, C sty nod OF e r G Do OO §, Do frowm BSE? Doe feam Brnks, Tradling Accoang Seoeriies (DAS) Availie Serunilis for S
{5 arcd drvesEme e i B e Ohfner Dt insviromen e ({BOEN - COveImame nt.
i coemp ot g Rl o R Bk Ssen i R, Cap il (5 et of Ap provel incmment Reseres, et Dl e Gain on Scuniies Ava i for Seie (N DG-505)
Cefermecd dncorme T, Caonctwi T and Desscnned DOSRE winle RER Avr s an mey of Coodwill, Ueecened DOSE amd Acc o Marke SRR o privaee
svarres | (e, Unterwriting Db &e Ecos iy Soc uritios P fesed, Avail Securitos Brr S| AS5hoxcd aing AMG-AS5Cov's (R ik Asors am Bial Asois
kwx Non-Rsk Assois Non-Risk Aewe incfoce Ol o Randd, Doe foem BBF, Dhoe frosm FORE, TAS Invesimaen e, AS5-Covt. SO Cove mumend, Bank
Femies and Deferm inoome Tax
Limr iy sourad fom Rk Bean Capdal Advquacy Ra o eport (RBCAR § ol o by member benks F deee on RBCAR & mof availale, Crpiial o R sk
Sar e i a5 e ined enoier fovinc e 83 s vl
¥ NomFPerorming Loens (N L) eponed by benks ax abfinead enoter BSE i N X8 déd 327000 wie incinde conisi o ey irociored ens ol food a% nome-
et g wiike Capital i nef of AP pre sl ine e, Wit Lneel Gord £ on S e e AveiTab i for Sefe (RS}, DFfermea income T anc oo i plos
Eral Afrwance ifdee on NPL &5 ot avaiinide sum of Fest Doe Loaes & diemes in Litigeion & e

* o Ferfemming Ase s (V) incleoe Non-Fentmm ng Loens (per BSFOr 208 amd ROFCWA (Geess) w e Capieed i oe f ned wnoer B §5F

T inensi Exmng Asvets incfucde Diae fromm Bamis. Doe fom BSF Doe foam PO RG. TAS, ASS, BOTNand O ormen Losns

M
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Deposit Insurance

bem bership in PDIC is compulsory for all banks - -emd DEPUE-]tB- at Risk

oommercial banks (KBs); thrift banks (THs) ie., savingsand
Inan associations, savings and mortgage banks and private
development banks; rural banks (RBs) and branches of
foreign banks in the Philippines. All deposit accounts in
member banks are insured up to a maximum of P00
per depositor per bank.

Assessment rate is based on member banks total
domestic deposit liabilities currently at the maximum rate
of 1/50f1 percent per annum. Assessment is collected semi-
annually, calculated based on average deposit liabilities as
of end March and June for the first semester, payable not
later than 31 July, and as of end September and December
for thesecond semester, payable notlater than 31 January of
the following year.

With the growing risk exposure of PDIC in terms of the
increasing amount in irsured deposits, buiding upPDIC's
depositinsumnce fund becomes a foremost concern toenable
the Corporation o meet itsobligations in the event of bank
failure.

Total domestic d eposits in 908 mem ber banks amounted
o P235 frillion, 68 percent higher than the P2.19 frillion
worth of deposits in 2000, involving around 27.14 million
accounts, which is 2.3 percent higher in ferms of deposit
accounts. Estimated insured deposits stood at P4435.835
billiom, &8 percent higher than previous year level, and
accounting for 19.1 percent of total deposit liabilities in the
system. About§1.6 percent of tol | depositacoounts worth
P217 42 billion is estimated to be fully insured, ie., acoounts
withdeposit balances not exceeding the maximum insurance
cover of PLHL 00,

[n 2002, 59.5 percent of rural banks™ total deposit
liabilities was covered by insurance. The proportion of
insured depositamount to total deposits in thrift banks was
7.3 percent, while thatin commercial banls was much lower
at 17.3 percent. Some 97 B percent of rural banks” tofal
depositaccounts were fully insured, followed by 91.8 percent
fior thrift banks and 90.0 percent for commercial banks.

TOTAL S INFIRED DEPOSITS d: CORRESPONDING ASESMENT IN PDIC MEMBER BANKS 2000-2002

Amenns in Million Pesos
Eural Banks= Trotal
112 TE2 a3
2R4E 073 4495220 24535358
140,313 41343 2,070,939
4407 26,13 ARA 729
261 3 TEhhA 3,75R.12
Ala% hA2% 1B5%
0A% 03% 10%
2001

M ber Banks 45 105 T7h 92

Total Deposits
Aooounts 19043 3 58 21T 43R 26,577,791
Amenunt 1,980,642 160 456 47051 2,188,150
Irsuned Deprssits 343,351 45111 29167 417,529
Amewemnent Remithec] AT B 2FE . B4E9 4,151.35
Iresunsd to Total 173% 2E1% B1E% 19.1%
fmmmmement o In=imeo 11% 0% 3% 10%

2m32

Mem ber Banks 432 o4 s am

Totl Deposits
Aot 19431071 2,729,371 477 AR 27,13 748
Ameunt 2,112,M40 172,787 54,731 2,339,538
Irsuned Deprsits A6, A3 47091 3259 445R52
Amewemnent Re mithec] 40165 AT H3 9h.56 4.430.14
Iresuned o Toatal 173% 273% 59.5% 19.1%
Hmgmemment o In=uimeo 11% o07% 3% 10%

Ao Dbk cordrr domende deépealir in Phllppine bdnks, depoolir b ore n Sroncher of Phlllppine bankr dre e cohided
Somkce of ez Honk Ferforminee ddonloring Dy pirémend dnd' FOUC Findnekt! Sodemend
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Deposit Fnsurance

Funding Sources

PDIC is funded from the capital infusion of government
in the form of a permanent insurance fund (FIF), and
assessments collected from member banks. From the initial
authorized PIF of P53 million in 1963, the government has
increased its share in PIF to P20 million in 1973, "2 billion in
1985, up to the present fund of P3 billion, as provided for in
the 1962 Charter amendment and fully paid upin 1964,

For 2002, total assesament collections amou nted to 4.4
bi Nicvm, including assessment deficiencies collected and
overpayments applisd d uring the year. Total collection was
68 percent higher than the previous year's P4.15 billion.
Assessment collection from specialized government and
private commercial banks, including domestic branches of
foreign banks accounts for 90.2 percent of total collection,
with remittances of thrift banks and rural banks make up
for 7.6 percentand 2.2 percent of total assessment collection,
respectively.

Given the ratinof assessment aollections of rural banks
versus their totaldeposits, itis evident that rural banks carry
the lowest cost of insurance protection compared to thrift
and commercial banks. For every F100 insured deposits
aowvened, rural banks pay the oorresponding assessment of
LA, This is significantly lower compared to commercial

banks which pay about PL10 forevery P10insured deposits.

From the annual assessment collected from member
banks, PDIC sets aside resournces) reserves o aover losses
likely to be incurred from bank closunes. The provisioning
methodology in coming up with accumulated reserves or
estimated insurance losses (EIL) is based on the annual
evaluation of risk profile of individ ual banks, the assigned
probabilities of closure based on said profile, and the
corresponding estimated losses and recoveries in case of
failure.

The PIF, together with the EIL, retained earnings, and
domated feontingent surplus constitute PDIC s Deposit
Insurance Fund (DIF). which is used to pay insured deposit
claims or extend financial assistance to banks to avoid
incurring cost of clesure. By yearend 2002, DIF covered 16
percent of total domestic deposits, which is 5.2 percent of
total insured deposits.

Primary funding sources available to PDIC include
borrowings from BSP or banking institutions designated as
depository orfiscal agents of the government. Cther funding
sources on the other hand, include the issuance of bonds,
debentures and other forms of obligations, subject to
approval of the Office of the President of the Philippines.

DEPOSIT INSURAMCE FUND VS, INSURED DEPOSITS, 2000-2002

Yearend Position
Amount in Million Pesos
T 2001 20w
Depesit Insurance Fund ([DIF) 27,19 31,50 36,709
Permarent Insurance Fund ETA RN 3 eI RN
Estimated Insurance Losses 23893 28133 3427
Retained Earnings an 367 2381
Domated Surplus 03 0.3 03
Contingent Surplus 04 04 0s
Total Deposits (TO) 2953 2,190,149 233,58
Insured Deposits (1D} FHixng 417,529 445852
DIF /1D 71% 78% 82%
DIF/TD 13% 14% 16%
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Deposit Insurance

In promoting confidence and helping maintain stability
in the banking system, the Corporationdoes notonly assume
the role of an insurer but also that of a risk minimizer. To
achieve this, PDIC monitors the financial condition of
member banks and intervenes when necessary to protect the
interests of depositors and minimize loss o the Deposit
Insurance Fund.

IS i Pecformance

With the PDIC on-site examination powers repealed,
bank performance is monitored through offsite evaluation.
Data are primarily sourced from financial reports
pericdically submitted by member bantks and complemented
by latest available on-site examination findings shared by
the BSI, and other reliable information gathered from various
credit rating agencies and bureaus. The off-site evaluation
starts off from a macro pers pective where all member banks
are rated froma scaleof 1 o 5, with 1 indicating the lowest
operating performance, the highest failure probability, and
greatest risk to PDIC's reserves; and 5, reflecting the least
risk and the highestlevel of operating performance.

Models in risk rating PDIC member banks were
internally developed. The Bank Monitor (BM) was develo ped
in the mid 90s mainly based on capital adequacy with
minimal regard o the combined affect of otherfinancial areas
that could potentially affect bank solvency. The same
benchmarks as basis for assessing bank condition were
uniformly applied forall bank ty pes. BM benchmarks were
based on operating results of selected banks as a
representation of the entire industry’s condition and
performance.

[n 20012, the BM was replaced by the Off-site Bank Rating
Model (OBEM) which provides a more comprehensive
assessment of each member bank's present comdition and
performance withmore factors considered inthe overall risk
rating. OBRM benchmarks are based on a Syear historical
trend of the entire industry performance using commonly
applied ratios to measure soundness and viability. Aside
from capital adequacy, other quantitative factors (ie. asset
quality, earnings, efficiency, liquidity and growth) are all
taken into account in the overall rating. OBRM also provides
an assessmentof Management’s risk appetite based on pre-
identified qualitative findings sourced from BSF on-site
examination reports and acoessible reviews conducted by
credit rating agencies. Peer group evaluation is likewise
oonsidered as separate benchmarks are formulated foreach

bank type (i.e. commercial, thrift and rural). These
benchmarks were systematically determined using a
statistical method and software.

The OBRM rating scale of 1 to 5is described as fovllows:

CBRM
Fating
5 Wery satisfactory . Strong in all aspects

4 Satisfactory. Generally strong but with some
minor weakness/es cited in not more two
evaluation factors which may be addressed in
the normal course of opera tion

3 Fair. Major weaknesses ame present inmore than
one evaluation factor and probability to further
detericrate is high.

] Weak. With inordinate number of serious
weaknesses that should be immediately
addressed

1 Unsatisfactory. Weaknesses have developed
into a magnitude where it is almest impossible
for the bank ko resclve onits own without third
party intervention f support.

Fromm a macro evaluation based on arating system, banks
rated 3 and below with apparent major weaknesses flagged
down by the rating model are subjected to an in-depth
fmicro ) offsite analysis. Given the volume of banks under
these categories vis-a-vis the limited number of FDIC
analysts, banks for indepth review follow an order of
priority. Generally, salvageable banks with high risk
exposure o PDIC are prioritized.

For the in-depth analysis, a &-year financial spreads heet
is generated to evaluate trends in account and ratio
movements to establish basis for banks® deteriorated
condition. At times, PDIC and senior officials of the bank
discuss offsite findings and recent initiatives of bank
management. Conference with bank’s management is alo
an avenue for PDIC to better understand the bank’s
strategies, policies, pmocedures and desiredabjectivEE. When
the bank is unable to adecqu ately address significant findings
during the management conference, the off-site evaluation
& reported o the PDIC Board and later shared with BSE for
further action. It is at this stage where close coordination
with the BSIP is important as PDIC intervention through
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Deposit Insurance

financial assistance may b explored as a failure resolution
alternative.

IESE Distresse d banks

PDIC is authorized o extend financial assistance to a
distressed bank fo prevent closure or o a closed insumed
bank to restore its normal operations, upon determination
that such bank is vital to the community or essential to
maintain financial stability. However, the optimal cost
resolution principle must be observed wherein the most of
assistance o FOIC must not be more than the estimated cost
of closure. Suchassistancemay be in the form of Ioan, deposit
placement, purchase of assets, or assumption of liabilities.
PDIC may likewise extend financial assistance o any
corporation accuiring an insured bank in danger of clesing
by taking on the role of a *white knight” in rehabilitating
the distressed bank.

Through the years, PDIC stepped up efforts to keep its
failure resolution strategies responsive to prevailing
circumstances in the banking system. The Corporation has
devised various schemes of financial assistance and
implemented procedural changes to be able o discharge
bank failure resolution measures more effectively. Financial
assistance is granted to help clean up the distressed bank's
balance sheet by removing non-performing assets or by

14 Philippine De posil Insuonee Corpomiion

covering accumulated losses in order to make rehabiliation
investment viable for qualified acquiring party. The clean-
up will help increase the saleability of the d istressed bank to
potential investors who are required o have the financial
strengthand professioral competence needed for a successful
bank rehabilitation. The ability of incoming investors o
accelerate rehabilitation isan important criterion of FOIC in
giving incentives as partof the financial asss@ance. For better
estimation of the csts involved in bank failure resolution,
quantitative tools are applied to determine the optimal cost
resolution strategy appropriate for a specific bank
beneficiary .

Financial assistancoe was first extended by PDICin 1570
{0 twos thrift banks through loan and deposit plhoement. By
202, 49 banks have received financial assistance either
through direct loan, deposit placement and for purchase of
assels. Another 186 rural banks availed of assistance under
the Countryside Financial Institutions Enhancement
Program (CFIEP). Launched in 1991 as a jpint undertaking
withBST and LBP, the CFIER aimed to assist in capital build-
up for rural and thrift banks in the countryside by providing
incentives forfresheapital infusion o meet minimum capital
requirement of smaller banks. Total financial assistance
extended net of repayments amounts o P43.84 billion,
including six ba nks with outstanding balance under CFIEP.




Claims Settlement

A5 insurer, PDIC's primary objective is to pay the right
amount of insured deposits to the legitimate claimant
immediately after bank closure. Unfort unately, RA 140501
the Deposit Secrecy Law does not allow FDIC acoess o
deposit records unless a bank is ordered closed by the
Monetary Board .

The effectiveness of PDIC to promptly pay depositors
their insurance claims is essential in sustaining public
oonfidence in the banking system.

novations in Claims Setlement Operations

Feducing the turn around time (TAT) between bank
takeover and start of claims settlement operations (C50)
remains a major Dl:ljective of the Corporation. PDIC
continues to implement measures o shorten claims TAT.

At the start of 2002, FDIC seta target TAT in conducting
80, For a non-problematic bank with balances P10000and
below, target OS50 is within 21 calendar days for a single
unit bank and 23 calendar days for a multi-unit bank from
the date of takeover.

Target TAT on regular C50 for single unit non-
problematic bank was reduced from S0 calendar days in 2001
to 3 calendar days in 2002 from start of C30). Target TAT

CLAIMS SETTLEMENT OFERATIOMNS
For Banks which started payoff in 2002
Amounts in Million Pescs

A of Deazmber 31, 2002

for multi-unit non-problematic bank dropped from 80
calendar days in 2001 to 45calendar days.

Problematic bank was fFurther classified for the year. TAT
of multi-unit bank with less than 5000 accounts was
targetted to Tlcalkendar days. On the other hand, more than
AN accounts have TAT fargetof 70 calendar days forsingle
unit bank and 9 calendar days for muolti-unit bank.

The average TAT from bank takeowver to start of 0S50
significantly improved from 76 calendar days to 44 in 2002,

For the year ended, 9 out of 13 closed banks achieved
the targetted TAT.

Foroverall efficiency of caims o pemtions, corsolidation
of claims-related data is imperative. Hence, a central
database called the Closed Bank Deposit Liabilities System
[CBDLS) was conceptualized and developed in 2000 and is
mow undergoing operational adjustments o integrate the
different claims systemns currently being used, ie, Claims
Monitoring System, Claims Tracking System, and the
CCPOS. This will minimize and eventually eliminate
redundant and overlapping data. Moreover, the CBUOLS is
[nternet-based which can be accessed anywhere by field
payout eams. It has also a text messaging facility where
depositors can send in their queries on the status of their
claims.

| Sartof | TowlDeposiss | RIUR oy gy | Tumd Doposis

fent FAocounts| Amounts| Accounts| Amounts| Accounts| Amounts Accournts) Amounts

Cooperiive Tank of Megmes Doeideninl IlecOl | SFeb02| 2042 | 1105 203 | B3 syl w47 W3 SET
Second Ruml BankofVilbss (Fangasimn), Inc. | 15-Dec-01 | 5-FebD02 | 744 | 270  Ta4 [ sl | 13| 3§ 1FW
Unitrust Tank 4pn02 | 1E-pnD7 | 1494 | 23551 | 14490 [ 12040 | 60| BB 5W2[ 10741
Euml Bank of Lawszans | Northern Samar), Inc. 4pn-02 | l-Apr02 - 248 e 1E 130 1596 121 1&7
Eural Bank of Fili (Camarines Sur]. Inc. AB-Feb02 | 13-Mar02 | 1407 SaA0 1375 1.1k HI5| 45H0 Fm| TR
Dangko Ruml ng Sia. Luci | Toces Surl, Inc. 6-bhy 02 | Fbby02 | 4706 | 4744 | 4706 | 485 | 13W| 429 1.2\ 4118
Rumal Dank of Viciori [ Lagum), Inc. 17.Mayp02 | 1ijun02| 2RE | XM | AT | Xa ou| 1957 B9 1930
Fuml Bank of Catbalogan(Wesiern Sarms), Inc. | 17-fun-02 | 2aug0? | 303 | 48| 3057 | 1133 | &9 95| &7 93
Coopemive lank of Lamn del Sur A-fun-02 | FASepn2 T | 1331 73 1290 212 7R 13| 581
Bangko Eumal of Mimbahc (Camarines Sur]. Inc. 1-jul0? | sAugO? | 1104 705 1,102 (2K} A 6.2 402 /A0
Coopemiive Fuml Bankof A Tk | Albay, nc. 12Jul02 | l5-AugD2 | ®B2| 7.5 &8 | &72| 35| s5EE| 2| 5ES
All Asinlank Corpom ion LAugD? | FomugD? [ 16977 | TIOR3 | 16710 | 314 | 9aes| M344 B9E3| D513
Fuml Bank of San lall Inc. 31-0c402 | 5-Dec-02 473 374 471 3. 163 13 163 138
TOTAL 49650 11035 | 4905 | S5E05 | Neel| 50179 XATY| 4HEs

! As a stanvchird procedure, payowt operationes indosed banks start vponompletion of exarminabionof all de possit recorcks.
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Claims Settlement

¥ the 13 banks closed in 2002, two were closed in the
last week of Movernber but ICS0 started in January 2003,
Insured deposits paid in the 11 banks amounted to 43172
million involving 19663 accounts, or 7.4 percentof the total
amount of claims filed.

Aside from the 11 banks closed in 2002, payouts also
started in two banks closed in 2000, The 13 banks where
claims payout operations started in 2002 have combined
estimated insured deposits of P338.05 million involving
49235 accounts, of which P43 86 million (involving 20479
aocounts) has been paid as of yearend 2002, This is 788
percent of the estimated insured deposit amount, and 41.6
percent of the estimated insured deposit accounts.
Unclaimed insured deposits mostly involve deposits with
small balances. The remaining unpaid claims wene pending
primarily due to document deficiencies and deemed for
further documentary verification.

Tostal irsured de posit claims paid in 2002 reached P651.89
million covering 25,079 accounts in 137 closed banks. Total
insured depositclaims paid from the time PDIC first started
payout operations in 1970 until 2002 totaled F1301 billion*
invoking 1.45million accounts in 418 closed banks.

As of end-2002, daims imvolving 12572 accounts

CLAIMS FOR AND RECOVERY OF SUBROGATED DEPOSITS
Cumulative Yearend 2000-2002

[P34.85 million) have been processed and are ready for
m®lease, although depositons, in spite of having been informed
of approval of their claims, have yet o claim payment.
Claims involving 17,951 accounts (F219 84 million) have yet
fo be processed pending submission of required documents
I:l].r claimants, while claims amounting o P491.30 million
representing 10,435 accounts are currently bEiTI.E validated
and awaiting resolution of legal issues prior to processing.

Claims on Subrogated Depasits

Asofend-20002, total clhims for ELllJIEEE.tEd deposits filed
by PDIC against 3689 closed banks amounted o P447 billion.
Feooveries onsubrogated deposits totaled PLAS billion from
45 banks?, which makes up 37.5 peroent of the total amount
of claims filed by PDIC againstclosed banks. Of thisamount,
P10 billion represents partial necovery from eight banks,
while I11&4 billion represents full recovery from 37 banks.
Subrogated claims filed but not yet recovered amounted to
279 billion as of end 2082,

During the year, 10670 million was recovered from
three banks, ie., PAIC Savings and Mortgage Bank (Pe4.45
million), Pioneer Savings and Loan Bank [F21.15 million),
and Solid Homes Savings and Loan Association (F21.10
million).

Amounts in Million Pescos
2ma 2001 2002
 No. of Mo af Mo af
' Hard Ameonnt Bari Amount B Amonnt
Depcmits 3R 10921 94 4035 12362 4R 418 13014 37
Claims fikd by PDIC agminst the clossd banks 37 3h5A.8 348 3203 369 4 ARD.F2
Claims in proasss 47 TEEES 57 EA22 49 E,345.05
Recoveries om Claims Filed 39 1,130,654 42 1,509.19 45 14675.90
Tartial Re convery &} BRE5 49 7 98 B B 183,31
Full Reconveny EE] 24515 35 (033 37 (4258
Claims Filed But Nat et Recovered 298 252244 3k 2,151.0 ] 279342
Recove ries o Subrogate d De posits 102% 104% 104% 127% 108% 129%
Recoveries to Total Claims Fikd 116% 310% 121% 422% 122% a7s%
WNeww 12 Sebropesod doprsifs mproren mserd dopos peid consisng of peymores mnde i dopositoss o'oofne LS doefer dopos i soroeres
comweried for Pl ippine pesos for scoprimg perposes, emd o dibe b oo emiod / fe bo roe fod o B
MNoje 2: Alk for i Bogaied clhims o bes of Decomior 31, 302 e o fed o 360 Billion.

Y Incudes toves withhe ldon the inferest component of the insored deposit.
* 25 of these banks were relobiitate dy reope red.
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Receivership & Liquidation

When a bark is ordered closed by
the Monetary Board, FDIC as the
mandated receiver immediately takes
over the bank, and administers and
preserves its assets for the benefit of
the bank’s creditors. PDIC then
determines within 90 days from
takeower whether the bank may be
rehabilitated or permitted o resume
business, safeguarding the interest of
its creditors and the general public.
Otherwise, PDIC recommends
liquidation of the bank to the
Monetary Board .

19. 99

A liquid ator, PDIC comverts the
assets of the closed bank and
sulbsequently distributes proceed s to
its creditors in accordance with the
rules on concurrence and preference
of credit under the Civil Code of the
Philippines.

Withthe amendment of the PDIC
charter in 192, PDIC was made the
mandatory receiver and liquidator of all banks ordered
closed by the Monetary Boand.

Bt A o, ecover s D

By 2002, no bank under liquidation has been closed in
terms of final Project of Distribution (FolY). As of end 2002,
408 banks were placed under liquidation and 11 banks were
placed under receivership. The 419 closed banks consist of
355 RBs, 32 TBs and 2 KBs, with combined estimated
realizable value of assets (ERVA)of P15.5 billion as against
liabilities of about P35 billicn.

ERV & of the cosed banks is oomprised mainly of loans
and funds held in trust. Other unconverted assets aonsist of
294 billion worth of real and other

- T . l

Estimated Realizable Walue of As=sets

of Clo=sed Banks Under PDIC
Receivership and Liquidation
T Dinircir 1 Dot 2002

14T 9: 10

AE T

~

reform officers and deputy liquidators of closed banks have
beon strengthened through improved communication and
awordination.

Almost two-thirds of estimated liabilities of closed banlks
& due to government agencies such as the BSF, Bureau of
Internal Revenue, Development Bank of the Philippines,
Msset Privatization Trust and FOIC. These liabilities are in
the form of rediscounted bans, overdrawings, emergency
Ioars, annual banking fees, penalties onreserved deficiencies,
mceiver,/ liquidator ex penses, subrogated claims forinsured
deposits and unremitted taxes. Other liabilities include
unremitbed premium to Social Security System and Medicare,
labor claims, and uninsured deposits.

i i Amount
properties owned or acquired (ROPOA), = Al
P1.0& billion worth of bank premises, i million pesos)
furniture, fixtures, equipment and other L - P35
fixed assets, and other assets of P'1.78 e i a2
billion. Unconverted real properties Dispesal of closed banks® properties PLE.S
include agricultural lands, many of whid g L PR30
are still for inspection by the Department . properties FRR95
of Agrarian Reform (DAR) to determine - Furniture, fixtures and equipment P1513
whether these are covered by the
Comprehensive  Agrarian Reform Foreclosure of EI_!]lElErEIlB. rEl_'ltEll income and other P17
Program. To speed up inspection, direct sources such as interest ngs on bank accounts
linkages between municipal agrarian maintained by PDIC forand in behalf of closed
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Receivership and Liguidation

nks Under PDIC RAL

f December 2002

dihet L ialiH k=

WCamingsal L kliiks

Recoveries from disposal of assets and loan collections
fafter deducting trust funds, receivership/ liquidation
expenses, and contingent liabilities) are distributed fassjned
as liquidating /surplus dividends to the closed bank’'s
creditors in acoordance with the rules on concurrenoe and
preference of craditas provided in the Civil Code and upon
approval of the project of distribution (POD) by the
liquidation court'.

As ofend-2002, PODsof 20cksed banks (2 final and 18
partial) involving an aggregate amount of PA.71 billion in
assets fordistribution,/ pay ment have been approved by their
respective liquidation courts. By yearend, a total of F21352
million in trustobligations and KL expenses was paid, while
P6.32 billion in dividends was distribu ted fo the creditors of
these closed banks.

OF the total dividends d stributed, T2.83 billion came in
the form of marketable securities, bonds, real properties or
receivables.

[n 2002, the partial PODs of five closed banks, ie, PAIC
Savingsdr Mortgage Bank, Perpetual Savings Bank, Pioneer
Savings & Loan Bank, Rural Bank of Calumpit, and Rural
Bank of Southern Cagayan, filed between 2001 and 2002,
were approved by the liquidation courts. Total assets
approved for distribution/ payment summed up o P413.07
million, of which dividends amounted to PP376.38 million,

with the balance representing
allocation for B/L expenses and
trust fund.

Distribution of dividends
was started in two of these banks
within the same year, ie, Pioneer
Savimgsdr Loan Bank amounting to
2642 million and PAIC Savings &
Mortgage Bank, P230.30 million.
The BSP/CB-BOL was paid a total
P1e9.89 million; PDIC, PES.E]
million; and other creditors, 793
million.  Total receivership/
liquidation expenses and trust
oblipations paid amounted to
2649 million.

Various creditors of 12
closed banks with distribution
started prior to 2002 were paid a
total of P113.62 million in that year. Creditors paid included
the Mational Government (629 millicn), PDIC {2110
million ). BSP (P19 million ). and depositors and other
creditors (PE& 03 million). Expenses incurred inundertaking
R/ Lactivities amounting to P33.a0millicnwere alsosettled.

More PODs are expected to be filed with the closed
banks’ respective liquidation courts next year with the
approval by the PDIC Board of the PODs of 3closed banks
(ie.. 6 thriftand 32 rural banks)in 2002, involving totalassets
fior distribution / payment of P32 16 million.

Constraints that have long hampered the liquidation
process, namely, legal problems, document deficiency of
properties, lack of updated appraisals, and lack of manpower
havealready been addressed by way ofenhanced o perational

Processes.

To hasten asset recovery, administration and disposal,
operational reforms have been adopted through the years
such as the cond uct of pu blic bidding withmodified rules to
minimize opportunity losses; conduct of consultative
meetings with the DAR and LBP to expedite the transfer of
agricultural holdings of closed banks to the farmer; availment
of incentives under the Voluntary Assessment Program of
the Bureau of Internal Revenue o cut down on costs in
administering closed banks” properties; and partial

1 A plarn which serves zs the basis in distr butvrgg the o s of the dosed] bank o il credlibors.
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Receivership and Liguidation

distributiono fliquidating dividends to creditors in the form
of unconverted assets o accelerate ermination.

The Asset Management Group facilitated the process of
dispesing closed banks” ROPOA, thus, hastening liquidation
process.

Engagement of brokers, sales agents other than direct
selling, and listing of properties through the PDIC we bsite
have also been adopted.

Pooled investments of closed banks were monitored
through the Funds Monitoring System which tracks the
performance of individual banks' investments. [n 196K, 8
move o adopt the common or global concept of investment
pooling was initiated, and the Common Fund Monitoring
Systemwas developed . Under this concept, no participating

bank is deemed to have individual ownershipof any assets
in the fund, buteach hasa proportionate beneficiary interest
in the fund and shares pro-rata with the others in the fund’s
income, expenses or losses. Apart from being a system that
i5 easier o manage, it is deemed to be more advantageous
toclosed banks since all banks will sharein the returms from
the fund’'s profitable investments, based on their own
contribution fo the fund.

(kher measures implemented o enhance reczivership
and liquidation operations include the enhancement of
information systerms in the compilation and centralization
of data and statistics o address management information
requirements. These include the development of
corn i ierized monitering system on ROPOA, the Financial
Staternent Generation System, the Computerized Payoff
Systemn for Creditors of closed banks, among others.

CLOSED BANKS WITH APPROVED PROJECTS OF DISTRIBLUT ION BY THE LIQUIDATION COURT
Asof Deember 31, 2002
Amenmt in Million Pescs

RL Tetal
B | TrentTud Amciart
Taial | Faid Pty
Commercial Bank

1 Pacific Banking Corpom tion O,/ 22/0| 32331 7R a6 | 29913 | B34 | 34071 W 3211

Thrift Bank
2 Fidelity Savings & Mongnge Dank | 7/ 22/%| 1354 ooz | 1| 482 -| 13| BIF| 12 93
Banen Primem Divebperen (Bank | 10/ 23/% 119,15 el | 11| 00| 2|  281| eDES| 3EF | e | 11940
4 Tshnd Envings Bank /37| 877 [ z -| =2m| sm| D12| om| 5=
5 Fugen|Sivings & Loan Tank O6/07/m0| 3619 - | 13| D72 .| Fe2| mar| 2w .| ®mam
& P50 DevelopmentBank 6/ 13/00| 25M76 | 201249 | 1B79 | 35150 | 13278 | 3221 2sB0s| 4053 - | 2emem
7 DeviloperentBankofRiml 13/15/m| 1374 _ | m=x| Da -| Be3| 1mam| 3@ - iem
B InwmitSovings & Loan Bark | 10/ 3/01 3647 S| nE | 1 .| 7as| 7| 40| om| ME
9 Enlidd Heeres Savings & Loan Bank| 12/06/01) T 75 051 | 20| om .| 0%| 2285 274 | DBs| ™3
10 PiorcerBavings & Lon Bank | 03/04¢02] 3122 - | 15| Dz -| 3Bs| [es| 4| par| Tas
11 PAICEavings & Morignge Dank | 9/ 16/02] 399 6445 | 2| 157.25| 49| 2@F9| 16X | 549 | 2948
12 Perpeiual Savings Bank 11,3702 Wil _ ul . - ) o - _ )
Sub-total 34650 | 10163 | TeFT | (13| 3806 | BLI?| 31800 TBAS | 6216 | 33AWA1

Rum] Bank
13 Ruml Bank of Kiblawan * ”‘5-'"3‘-": . - : - . . y . . I
14 Ruml Bank of Mathvidad 'I'-""“'-"'BE 031 L 2 = 5 i . om _ 004
15 Ruml Bank of Villask 'I'-'”'E-"'gj 055 i g 2 A 5 - o -| nam
16 Hural Bank of TAyug ] (N i 2 % 3 z - Das - pas
1E Ruml Dank of San Paim D"-"m-"'w 1055 - | osm - 3 -| 8| om| oa2| wa
A Buml Bank af Chanda Wm!m 0. 4 5 5 i 2 | om | ‘o=
22 Fural Bank of Calumpit ™ Eﬁjﬂ! 47E g 1 = £ - L z - z
253 Ruml Bank of Southern Cagayan 347 - - - = = = - - =
Sub-total 087 = 958 - = = 958 18 | a2 1Us
TOTAL 6712 | 20941 | Bead | 45178 | 3B119 | 1595 | 6IBB| 15154 | 628 | 55320

& Comprisedof ghe Borare ofithe Toesen: Dovebprmoni Bark o file i ppiee/ Assof Priuizsion Trest and Bemee of Inprmael Bovonme

By o FOD poprmomias of mper dee
of A0 impemered by BE5
o 2 fired FODE: RE Neitveicked and KE K idawan
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Support Infrastructure

Toeffectively fulfillits role in the financial systemn, PDIC
consistently enhances its organizational structure, improves
its processes and procedures, and when necessary, redinects
its programs and activities.

Organization and Manpower Development

Enhancing the quality of its human capital remains one
of PDICs top corporate priovities in 2002, With a manpower
complement of 703, consisting of 138 officers and 347 rank-
and-file by yearend 2002, FPDIC continued to implement
training programs to improve the skills and empower its
employees o render higher quality of public service.

Uponemployment, a newly hired employes is required
1o attend seminars such as the Values for Institutional
Enhancement Workshop (WVIEW)'and the Foundation
Course (FC) bisth of which inculeate PDIC s corporate
culture and promote its vision, mission and beliefs. PDIC
alsocontinued toconduct seminars on Values Enhancement
Program (WVE) designed to instll deeper commitment o
public service by achieving synergy among personal,
professional and corporate values.

Parallel to its commitment to recruit competent
personnel and maintain an efficient organization, PDIC
enhanoes personnel competency and upgrades skills o meet
the challenges broughtabout by new financial productsa nd
instruments resulting to more complex market structures.

Training needs become more pronounced as the
Corporation foresees greater responsibilities when the
proposed amendments to the FDIC Charter are enacted into
bw. And with the advent of Basel 1I's new capital adequacy
framewaork, PDIC personnel have o keep abreast with
changing regulatory and prudential guidelines as local
standands are aligned withinternatiomally acoe pted practices.

Twoyears after the organizational restruc turing in 2000,
various functions in the organization have been made more
focused . With more defined delineation of functions,
management’s span of control became more manageable.

In 2002, the PDIC Training Institute (PDIC-TIL) also
focused on the enhancement of professional skills and
technical proficiency toward heightened awareness of
orporate povernance.

! Rephoed by the Values Enboncerwe nt Progg s cotme .
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For 2002, the FDIC spent a total of P4.48 million for
trainingconsistent with the Master Training Phndeveloped
for the year. A total of 148 training programs (33 in-house,
107 of f-house, and 8 foreign) were conducted /facilitated by
the PDIC TI during the year, with 1,281 participants
(including 49 dependents of PDIC employees who attend ed
the Livelihood Training Program).

[EIjee Management Relations

PDIC recognizes the role of the PDIC Employees
Organization (Phildiczo) in achieving hamonious employee-
management relations in the Corporation. With the 3-year
Collective Negotiations Agreement signed in 2000 still in
effect, Phildiceo ook an active mlein enhancing its members’
welfare through strong representation in committees on
recruitment and promotion, training and occupational
health, among others. Phildiceo was likewise given the
opportunity o recommend seminars that would develop
entrepreneurial skills among the ranks, finding alternative
sources of income for its family members and their
dependents.

General assemblies and meetings with officers of the
Officers” Club and Phildiceo, and Group Heads were
regularly held with the President and CEO. These were
intended to provide opportunities for direct interaction a nd
discussion on current developments and ssues concerning
the Corporation and welfare of its people. This further
amplified the commitment of FDIC to achieving
transparency in the corporation through open
Cormmunication.

The Corporation implements a merit award system o
motivate employees to render effective performance and
instill excellence in pu blic service. Under the Program on
Awrards and Incentives for Service Excellence ([PRAISE),
employees who enderexemplary service, observe corporate
discipline and demonstrate PDIC core values are given d ue
Tecognition.

In 2002, a Family Day was launched to forge closer
relationship between PDIC and its “extended” family. The
employees” families, particularly children, were given
orientation on PDICs role and functions through audio-
video presentation and a guided tour of the workplace,
providing them a better understand ing of the nature of their
parents’ work.




Supmort Infrastriciire

Sinoe the creation of the PDIC in 1963 through Repu blic
Act Mo, 359 (RA 3591 ), amendments have been introduced
over the years, affecting mainly the level of the permanent
insurance fund and deposit insurance coverage. Major
amendments to the PDIC Charter were contained in Fepu blic
Act 7400 enacted in 1992, which expanded the mandate of
the Corporation to assume a greater mole in banlu'.nﬂ
supervision and regulation. Under its 1992 Charter, PDIC
was mandated receiver/ liquidator of closed banksand was
vested the power to conduct independent examination of
banks *The General Banking Law of 2000, however, re pealed
PDIC s examination powers.

PDIC s efforts to strengthen its legal framework through
amendments o its Charter started in 1998, In 2002, bills were
filed in both House (HB 255) and Senate (5B 2008 seeking,
among others, the increase in deposit insurance coverage and
reinstatement of on-site examination powers. During the
year, HB 255 urderwent three delibera tions in the House
Committee on Banks and Financial Intermediaries, while the
Senate Committee on Banks, Financial Institutions and
Currencies conducted a sessiom on its bill. PDIC is clossly
ooordinating with Congress for the early passage of the bill.

The Corporation collaborates with the Office of the
Covernment Corporate Counsel (OGO on the prosecution,
defense, trial, hearing and preparation of pleadings and
evidences in civil actions. Close coordination with external
munsels and state prosec utors handling cases of closed banks
i also being maintained.

Committed to preserve the integrity of the banking
system, a unit specifically investigates cases of bank fraud
committed by officials of closed banks. Period ic meetings,
dialogues with the BSP Office of Special Investigation and
the Task Force on Financial Fraud of the Department of
Justice (D) are periodically held o discuss cases under
investigation. This unit has so far filed 17 bank fraud cases
with D] in 2002,

Audit of operations and support functions has
consistently been an integral part of the organization’s
internal control system to ensure integrity and efficiency of
operations and assure compliance with corporate standards
on accountability. During the year, the Intermal Audit Group

conducted comprehensive reviews of 20 departments, 23
closed banks and 16 committees. For the first time,
outsourcing of internal audits of closed bank was explomed
in order to enhance capability o auditmoreclosed banks. A&
total of 18 cosed banks were audited by K5 Bernaldo and
MAssociates after public bidding and clearance from the
Commission on Aoadit. Further, the Internal Audit Group
cond ucted 13 special audits on selected areas/ activities in
addition to periodic audit verifications on pre-identified
high-risk areas such as cash and collateral securities.

The Internal Audit Groupoontinued o be the corporate
limison with the Commission on Audit for mutual
understanding of each other’'s policies, practices and
decisions as well as for facilitating resolution of existing a nd
potential COA auditconcerns.

FDIC relies heavily on published materials to
disseminate information, primarily on the benefits and
limitations of deposit insurance. Primers and brochures
containing relevant and pertinent information on PDIC
functions were periodically updated and enhanced to
respond to the needs of the depositing public. The
information pamphlet series includes information on deposit
imsurance, settlement of claims for insured deposits, and
practical guides and tips to depositors.

To continuously improve information dissemination in
the field operations, the PDIC public information staff
provided frontline services during takeover and claims
settlement operations |:l].r attending to queriss of deposiors
on procedures for filing claims, documentation requiraments,
etc. They also liaise with local government units and
bannﬂa].rs,w local media, regional offices of the Philippine
[nformation Agency, schools and universities o ensure that
the public is informed of bank closures and schedules of
claims servicing.

To heighten public understanding among the youth on
POIC and depositinsu s nee, the corporate public awareness
and education program was approved in 2002, One of the
initiatives is o conduct educa tional fours to selected public
elementary and high schools as part of PDICS efforts o
educate the young on the importance of savings and of
deposit insurance. This project was formalized in 2002
throogh a Memorandum of Agreement between POIC and
the Department of Education-Mational Capital Region.
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‘Depositors Assistance Bureau

The Depositors” Assistance Burean (DAB ), tasked to be
an effective intermediary for the depositing public’s bank
queries, handled complaints and cordinated with PDIC
offices/ government agencies and specific banks to address
various depositors’ complaints. The Bureau was further
strengthened in 2002 with the installation ofa DAB Kicsk at
the claims counter lobby where an office r-of-the-day is
designated toattend to clients. The Kiosk also provides an
e-service facility thatallows acoess to information conceming
PDIC through the website.

The PDIC website also provides depositors and the
general public access to informationonmember- banks, A2IC
regulatory issuances, PDIC-related newsand events as well
as general information on PDIC's corporate profile. Links
o researches, special papers and speeches, including
Frequently Asked Questions (FACK) can also be accessed
through the site. o blications such as the FDIC Charter and
otherrelated banking lws arealso eadily available and may
be dow nloaded.

Flacement of orders by banks for PDIC decals and
standees was also made convenient and available through
the Internmet in 2002 by just clicking htp://
www pdic gov. ph/order.

[Goardination and Linkages
Iniernational Linkages

[n 2002, the Corporation hosted visiting bank officials
from Indonesia’s Ministry of Finance, a peer institution.
Briefings were conducted on practices and experiences. In
s0Ime instances, visiting officials were giventhe o pportunity
to observe actual fakeover and claims payout operations.
Under this institutional linkage, PDIC officials were also
madeavailable foconduct seminars and briefings. In 2002, a
PDIC official also served as resource person on deposit
insurance in seminars held at the SEACEN Center in Kuala
Lumpurand African Development Bank in Ivory Coast.

#s memberof the Working Group on Deposit Insurance
of the Financial Sta |.1i|i|::.r Forum, PDIC actively participated
in meetings of the Working Group to share lessons learned
from experiences and make recommendations on the
dcﬁirahilit:.r and ﬁ:aﬁihilit‘_'.r of setting out international
guidance on deposit insurance.

[n May 202, PDIC became a founding member of the
International Association of Deposit Insurers [[ADI)
established in Basel, Switzerland, together with peer deposit
insurance agencies in the United States, Canada, France,
Sweden, Hungary, Czech Repu blic, Bulgaria, Jordan,
Ukraine, Turkey, Japan, Korea, Taiwan, Argentina, Brazil,
Mexico, El Salvador, Peru, Jamaica, Bahamas, Trinidad and
Tobagn, Nigeria, Kenya, and Quebec.

An international non-profit organiza tion created mainly
through the initiatives of the Bank for International
Settlemnents and the Canada Deposit Insurance Corporation,
LAD] aims to promote international cooperation in the field
of deposit insurance and to encourage greater cooperation
and closer ties among deposit insurers and other interes ted
parties. In particular, it seeks to enhance understand ing of
cornmon interests and issues related o deposit irsurance;
facilitate sharing of expertise and information by providing
training and educational programs; and undertake
researches on issues relating o deposit insurance.

PDIC President and CED Morberto & Mazareno was
elected member of the Executive Council tasked to govern
the business affairs of the IADL Together with the deposit
insurance corporations of Japan and Korea, the Philippines
i at the forefront of its various activities geared towards
establishing anaffiliated Asian Regional Committee (ARC)
of the IADL. This serves as a forum to discuss regional
interests and common issues through exchange of
information and experiences among Asian d eposit irsurers.
In December of the same year, two representatives from the
Deposit [msurance Corporation of Japan (DIC] ) visited PDIC
to discuss with topmanagement ma tters relating to the first
inaugural meeting of LAD-ART scheduled in 2003,

Through the years, PDIC has been a constant beneficiary
of a number of foreign-funded technical assistance grants,
givingitthe opportunity to further strengthen linkages with
the CDIC, the FDIC and other international regulatory
agencies, learning international best practices in deposit
insu mEncesystems . Obtained in 2000, a grant from the Policy,
Training and Technical Assistance Facility (FTTAF) funded
by the Camadian government focused in further enhancing
PIC s risk management function, is expected to be extended
in 20013,

Domestic Lin 5

The Corporation continues to strengthen its linkages
with bank associations and other agencies. FDIC hosts

! Prigy 0 RA TX) PO conduds om-5ite exansmations sy ulianoon s with examinations conducted By the BAF.
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Support Infrastructure

periodic meetings with banking associations o foster closer
linkages with the banking community and o keep abreast
with current develo pments and innowvations in the industry.
‘These meetings provide opportunities for consultation with
member banks on various ssues as wellas exchangeof views
and opinions concerning needs for enhancing PDIC"s
effectiveness and banking reforms.

FIC also closely coordinates with the country’s primary
regulator in promoting and maintaining confidence in the

stability of the banking system. Towards this end, an
agreement has been formalized between the two agencies
on information sharing and exchange.

As part of its outreach program, the Corporation,
through the PDIC Training Institute, conducted outreach
seminars and workshops to assist thrift and rural banks in
the countryside in their institutional capability building, in
mllaboration with the Bankers™ Institute of the Philippines,
Ine. (Baiphil).
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Incompliance with its statutory mandate as receiver )/
liquidator of banks ordered closed by the Monetary Board,
PDIC immediately takes over the operations of a closed
bank to preserve the integrity of bank records. The
examination of these records are necessary to effect prompt
settlement of caims for insured deposit. Any form of
intervention by the owners of closed banks can seriously
delay the claims settlement o peration.

Take the case of the Rural Bank of Tuy, Inc. (Batangas)
which was ordered closed under MB Resolution (MBR)
Mo, A3 on April 14, 2000, PDIC took over the closed bank
on April 17, 2000 afier serving the closure order o Mr.
Felix Ramos, the closed bank's boand secretary . Soona frer,
the PDIC takenver team sealed the bank’s drawers and
pathered loan/deposit ledgers and other bank records.
Motioe was also served o Ruben Rodriguez jone of the
enwners of the bank) and his father.

Un April 18, Mr. Rodriguez, together with 10 bank
employees went inside the bank while 20 men, one of
whom was armed, surrounded the bank premises. Mr.
Fodriguez pushed the door open and fome down the notice
of closure posted by PDIC at the front door of the barnk.
Un the same day, Mr. Rodriguez filed with the Regional
Trial Court Balayan Branch 9, a petiion for preliminary
injunction seeking to enjoin Bangko Sentral ng Filipinas
(BSF) and PDIC from enforcing MBR &3,

KIC Balayan Branch 9 issued a temporary restraining
order on April 24, 2000, directing BSF and PDIC to cease
and desist from enforcing the MBR, the effectivity of which
bsted for 72 hours. When the TRO expired on April 27,
200X, the same court issued another order extending the
TRO from 3 days to 20d ays.

After expiration of the TRO, PDIC tried o address the
problem by seeking the assistance of local government
officials. PDIC first met with Batangas Governor
Hermilando [ Mandanas who promised to talk to Mr.
Fodriguez and requested the PNF Provincia lCommander

'TROs delay closure of RB Tuy

L BANK OF TUY

Inc,

Al

—
KB Tuy Bankowner Ruben Rodriguez {left) drives home
uringa meeting with VIP Aurnor
EVF Gumersindo Armoyo (middie ) and PDIC
lawyers (right).

o provide security during takeover operations. When the
PDIC takeover team re-entered the bank, Mr. Rodrigues
prevented them anew. Another meeting was held with
Tuy’s Municipal Mayor who promised to provide the same
assistance previously provided |.11.r Covernor Mandanas.
Henwever, Mr. Rodriguez still refused o cooperate.

When RTC Balayan Branch 9 issued a Certificate of
Finality ofits Order dismissing the petition, Mr. Rodriguez
elevated the case to the Court of Appeals, and later the
Supreme Court. Both courts eventually sustained FPDIC.
Meanwhile, however, the settlement of insured deposits
was delayed, to the detriment of the depositing public.
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PDIC and Intemational Relations

Considered as tangible proof of PDIC's emerging stature in the infernational community of deposit insu rers,
was the election of then PDIC Presidentand Chief Executive Officer now PDIC Board Director Morberto C. Mazaneno
for a three-year term to the 19-member Internatioral Association of Deposit Insurers (LADT) Execu tive Council,
during its inaugural generalmem bership meeting inBasel, Switzerland on May 6, 2002, The Council was established
o povern the business affairs of [ADI.

Mr. Mazareno and BSP Deputy Governor Alberto V. Reyes, who represents the BSIP Governor in PDIC Board
meetings, represented PDIC at the international meeting. Election to the Executive Council was based on ind ividual
qualifications, among them, personality, experience, integrity, and expertise. Serving for three years along with the
Philippines are the Czech Republic, France, Jamaica, Japan, Kenyaand the United States.

[ADI & a non-profit organization formed o contribute to the stability of the financial systems of the member-
oountries by promoting international coopemtion in the field of depositinsurance and encouraging gho bal interaction
among deposit insurers and other interested parties.

The PDIC, is one of the founding mem ber-onganizations of LADL As of May 2003, 44 IAD] mem ber-onganizations
have been categorized into regular (voting) members, associate members and observers. The BSP has also been
accepted as LADI associate member.

Aside from his mem berEhip in the Council, Mr. Nazareno was a member of [ADI s Research and Guidanoe
Committee, tasked to setout guidance to enhance deposit insurance systems effectiveness, to tailor-fit individ ual
countTies” varying circumstanoes, settings and structures. A business plan for guidance on differential premium
systems currently being developed by IADI, was sent out for comments on issues, to be addressed by agron pof
experts from Argentina, Brazil, Canada, Franoe Hungary, France, Japan, Jordan, Korea, Mexicoand the Philippines.

Mr. Mazareno wasalso a member of the Asian Regional Commitee (ARC), one of the four regional committees
composed of Africa, Caribbean, and Latin American committees that focus on issues of common regional interest.

PDIC, together with other depositinsurance corporations in Asia, namely, Japan, Korea and Taiwan will be at
the forefrontin the establishment of an affiliated regional chapter of LADI.

The LADI is envisioned to enhance the understanding of common interests and issues related o deposit
insurance, set out guidance to help deposit insurance systems effectiveness, encourage international contacts,
undertake research, facilitate the sharing of information through training and educational programs, and provide
advice on deposit insurance issues.

Theestablishmentof LADL is an of fishoot of the Financia 1S tability Forum, where PDIC & one of the only sixteen
representatives from differentcountries and international organizations named to the Working Group on De posit
Insurance (WGDI). PDIC has been actively participating in WD activities and serves as coordinator in the Sub-
group on Structure and Organization, composed of representatives from Canada, Germany, Jamaica and the World
Bank. The WGDI provided guidance on the elements of effective depositinsurance sy stems forcountries considering
the ado ption of the reform of an existing depesit insuranoe system.

The Corpora tion’s involvementand participation in LADLis a strategic move fo further enhance its institu tional
know ledge and expertise ondeposit insurance through information sharing, research as well as educational and
training programs. LAD] membershipalso translates fointernational recognition and linkaging, as well as aocess to
current trends and practices that can contribute o the st bility of the financial systems and deposit insuranoe
effectiveness.
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The Many Faces of
Corporate Social Respaonsibility ((SR)

The Corporation’s social thrests and pricnities have gone throwgh vaniows metamorphosis from charity
missions predpitated by the 1990 eanthquake and Mt. Finatubo ereption in 199, to momre meaningful and
rdevant cawses like environmental involvernent and savings conscivusness, Hied up o education and youth
development.

The Corpomtionalse advocaied fora strongeny imnmenial ampaign. PDIC has dravwn upa more pragmatic
approach in waste management throwgh mséitution of waste segregation measures in the workplace. This was
formalized by a joint agreement with the Metro Manila Linis Canda Foundation, Inc.

PN s advocacy for the primacy of life was andersonnad throueh support o indigent heant patients of
the Heant Foundation of the Philippines, and the conduct of Mood-letting activities in coonding ion with the
Philippire Children Meadical Cemter.

Tocomplement the government's povernty alleviation thrust the Gorporation helped facilitate the transfer
of Certificate of Land Titles fora piece of property owned by a closed benk o Samahang Magkakapit behay ng
Joan of Arc, an urban poor group from Novaliches, Quezon City in opond ination with the Nationel Home
Mongage Financing Corporation’s (WHMEPC) Community Mortgage Program ({CMEP) (photos 1-4). The same
amangement is now being worked out by PDIC involving purcheseofa property by another group, abso through
the CMP. On a similr vein, POIC supportad the government's housing program for the dislocated vicims of
the armed conflict in Mindanae. The assistance was turned over so Dept. of Social Welfare and Developrment
Secretary Corazon Selirman (photo 5).

Chitdren from underprivileged families along the milmad tracks of Pasong Tamo were aiso treated by
PLNC v an artcontest (plorio 61, a puppet story telling session (phote 7L a classon values (photo Shand a sour
of the Museo Fambata (photo @)

PINC continues to focus on youth education and development in its (SR ampaigns. This will be pursued
throuch more meaningful and long-term projects in ovordinadion with the Depantment of Bducation. POIC
will continue #o devole grEter corporate involvemnent and penticipetion, in these programs which will become
the centerpiece of the Corpomtion s CSR initiative. The Corporation has slready paved the way for the program s
adoption with its Edectional Tourprojectand the PORC Open Howse for grade school stedents in 2002 (phaotos
-2}
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Financial Performance

[RSNSHIES o Operations
Gross revenues in 2002 amounted o PE2T billion, 53.6
percent of which came from assessment income which is

equivalent to 444 billion, while 41 4 percent is net inoome
from investments amounting to P343 billion.

Meanwhile, total expenses reached 444 billicn, 78.1
percentof which consists of provision for insurance losses -
anamount set aside annually o build Up TeseTves to cover
insured deposit claims that may arse from bank closure -
and potential losses from existingclosed banks. The balance
represents operating expenses which include cost of
operations, provision for unoollectible accounts, as well as
intereston restructured loans from BSI to finance payment
of insurance claims made o depesitors of banks closed in
the 19805, and from financial assistance o a commercial
bank.

PDIC has declared P2 billion in dividends from net
income for the year 2002, remitting P1 billion to the Mational
Covernmentduring the year. The balance shall be remitted
in 20003,

Financial Position

PDICs financial resources significantly increased o
P78 billion as of end 2002, This is 551 percent higher
than previous year’s PA3.11 billion. Investments and

financial assistance tomember banks made up more than &0
percentof POICs resources.

Funding sources include assessment collections,
permanent insurance fund, and interest income on

investments. These fundsare deployed to cover payment of
insured deposit claims, financial assistance to banks,
paymentofinterest on borrowings from BSE, and operating
ex penses of the Corporation.

In 2002, FDIC extended financial assistance amounting
o PZEET billion to eight banks, bringing the total balance
net repayments and recoveries as of end 2002 o P4384
billion .

Subrogated claims receivable or claims against closed
banks arising from payment of insured deposits, amounted
o P11.34 billion as of end-2002, 5.3 percent higher than
previous year’s I*L075 billion. This i due to insured deposit
claims paid to depositors in 137 closed banks aggregating
P0AS billion during the year. On the other hand, agoregate
recoveries on submogated deposits reached P1LAE billion, of
which P10&.7 million was recovered during the year from
three closed banks.

Total liabilities increased from P31AZ billion o Pa120
billion as of end 2002 while long term liabilities almost
doubled from P30.07 billion to P35 billion. PDIC is
authorized by its Charter to borrow from the BST for
insurance purposes as well as o extend financial assistance
to distressed banks.

Estimated Insurance Losses (EIL) as of end 2002
amounted to P31.43 billion, or 11.7 percent higher than
previous year’s F2E.13 billion. EIL is intended to cover losses
from member banks identified to have high probabilities of
closure where paymentofinsured deposits upon closuremay
exceed estimated recovery of subrogated deposits upon
liquidation. Retained earnings grew by P1LE2 billion. Deposit
[nsurance Fund as of yearend 2002 reached P36.71 billion.

Y TR inrfudes FO30 diBien sulvopdted chiiws receivadle mvopped with BESFP receivadies fom rwal haubs updey Mbdule Taf the Champyside
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Financial Statements

OOMPARATIVESTATEMENTS OF COMNIDTTICHN

[InTheusand Pescs)
a0 a2
December Decernber Incnzs: |/ Decnes:
(restated)
AFETS Current Amennt %
P ta
Cash on Hand and In Barks (Mobe ) B2, 145 52407 (129, 53E) T112%
Short Temmn | masstmenbs (Wobe 3) 1531699 1641368 109,649 716'%
Inberest Reosivable from Investmenks 9110 715,183 BO73 0BG %
Cither Current Assebs (Mot 4) AR, 903 679,19 0916 B 25%
_ Tatal Curent Asscts 2B31RST 30BEITT 357,120 9OE %
Lo Termn Irvestrents | Morbe 5)
Convvermment Securities - Tressuny Bonds (Collag 355472 66,228 10,75 ana%
Convermment Secunities - Tremsuny Nobes! Bonds (Peas) 24,500,546 FAEIN 2B503R5 11 63%
i - TROTO1R TEO7O1E -
— Tobal Long Term rvestments W BH OB 35,527,157 10668 13 4291%
Finarcial Assistance o Banks (Mabe 8) 25,793,130 43,53 FE1 15,045,551 9 965
Che fom BSP-Treasury (Mote 7) 4,1A5,766 4,165,766 - -
G&-Trust Furd (NoteH) - 2,599,298 2,599,298 &
Special Fund (Nobe 9) : 165,007 TA5,007 -
S Claims Receivable (Mot 10 0,764 087 11,340,074 ERT 535
Less: Alknwance for Lesses om Subrogated Claims Receivable 5998,224 3,600,599 (2396,325) - asY
Subrcgated Claims Receivable - Assigned (447,085 (¥1,5%]) [55469) -1241%
Net Subrogated Claims Receivable 4318778 7. HE6,579 AN27R01 w11%
Fixed Asmcts (Note 11) T4,RE0 20,490 SA30 I50%
Chther Asmcts (Mote 1) 921,85 MBS 7 R 301'%
TOTAL ASETS 63,114,704 WOWI®  MTHIT 55.13%
LIABILITIES, DEPOST INSURANCE FUNDH
T SLRPLLIS
LIABILITIES
Current Liabilities (Mobs 13) HIB, MR 1699,276 FO0,.56E 110.07"%
Lowgg Tenmn Liabilities (Mobs 14) o0713= 55,999,544 LIEILS By 22%
Cither Liabilities (Nobe 15 7A7.B52 3,503402 2765550 IT4ELY
__ TOTAL LIABILITIES 31,616 083 61,202,372 29,564,150 03 57
DEPCSIT INSLIRANCE FUIN D
Permanent lrsumno: Fund (Mobe 16) a0ooooo 000,000 - -
Estimated Irsurane: Losass (Refer o Nobe 1) F1302.772 NAZ 1% 3294304 171%
Dorabed Surplus 07 07 - -
Retained Earnimes W2 EER 2IR0526 1917,73F SIR.A6Y
TOTAL DEPOSIT INSIRANCEFUND 31,4%,167 1,708,269 5212102 1 55%
CONTINGENT SURFLLES B dd 5 [&]] OA7%
TOTAL LIABILITIES, DEPOSIT INSURANCE FUND
ANDCONTINGENT SURFLLIS 63,114,774 9791093 3,796 252 55.13%
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Financiol Sipicrmenis

COMPARATIVE STATEMENTS OF INCOM E AND EXPENSE

am a2
Decernber December Increas: ¢ Decnsas:
(e st et
Aot A
GROEE ASFESRMENT [Mate 17) 4,151,354 4,436,137 E4,7TRI B.5A %
Liesems: EXPEMSES
Provision for Irsurano: Losess 5114300 466,167 (LB4E,133) -1223%
Oiperating Expenses (Moh: 18) SR, FI4 99,970 311,07R 4721%
5773194 FAT6,137 (T337.057) ITIEE
Ezxcess of Experres over fssessment (1621840 0 1a21840 -100.00 %
Ackdl:  Inoome from frve stments (ret of tx)
TNCOME FROM TNV ESTMENTS (retaf tax)
Treasury Motes/ Boncks (Peso) 3025550 3327333 A1653 997%
Trzasury Bills 145,126 ITAR (117.625) H105%
Trzasury Bonds [Dallag 2,747 s i) 1023 312%
Tirne Deposit 24,165 35 TAED a0 99%
Regubar and Special Savings Depost A,A54 6R19 (13,835 -5 9B,
Gaincmn Sale of Investments X5 - (=5 -100.00 %
TOTAL INCOME FROM [INVESTMENTS (net af tax) 3,24BH67 JA27074 175,407 549'%
INCOME FROMFINANCIAL ASSISTANCE i =1 9,616 22510 Ba3'%
OTHER INCOME (Note 19) 142 54R 197 (bH,351) -4 55%
3A58311 A7IARTT 134,500 ARE%
Met Income (Loss] Before Foreign Cumency Revaluation 2036471 A79IBTT 17568406 BA25%
Gain [Loms) in Fome fgn Currency Revaluation B AET 42,597 13,130 4 56T
MET INCOME 2065938 3B35ATE 1,769,536 B5A5%
OOMPARATIVE STATEMENTS OF CASH FLOWS
aa nm
Decernber Decemnber Imereas: f Decneas:
restatec)
Ameonnt %
CASH FLOWS FROM OPERATING ACT IVITIES
Cash receivied fromm member banks for seassame nts 4,149931 4431512 F1¥E1 b7 %
Imcomrne frorn savites de posits 25,72 B.598 (17,164 -5 A3%
Incomme from. financial assistance 1AA0OT1 1,253,123 (4065, 94K) -24 51'%
Incomme fomn investme nks A2TH1T4 3558577 MWR2.403 BA2'%
Col ke ctions of warious reos vables S5 R 41913 (14.5951) -2h 29%
Colkectioms from Subrogated Claims M2UT 100,466 (241781 -m A%
Misozlbreous income B, TR 15 AR2 [50.B98] PR 22%
Various Inflows SAF, 512 176,147 [#12,355) -9 02%
Expere=s incurn=d for By L of clessd banks (B33 334 (2713 429.11'%
Payments o suppliers (224.433) Qi’?’ﬁ,ﬁﬁa [A52.224) 156.94 %
Fayments to emp knyrees 134,233 (37179 (A2.940) 9EA %
Final taxes and othe rprepaid expe s (108,295 (n2.247) [F946) Ahd %
Payment of inkenest om BSP kares (1908, 538 (780, 149) 112EB4E9 -5 13%
Payment of irsunsd deposits (1,761,496 (77,60 1LOB3E93 451 53%
Various Clutflows (134, 204) (M58 {F1.091) 49 3%
Met Cash Provided by Opemting Activities 5644401 6823751 1179350 MR

a0 Philippine De posit Insum nee Corpo miion




Finarnciol Stoiemenis

OOMPARATIVESTATEMENTS OF CASH FLOWS

am Aanm
December December Increase/Mecreagse
(restated)
Amenmt Ed

CASH FLOW S FROM INVESTING ACTIVITIES

Mrooeeds fom matuned investments 12,244 BT 11647979 [F6.E94) -AR7T%
Gain from salef sxchamge of imasstment =4 - [294) -100.00%
Colkectiom oof Financial assistano: granbed to member banks 7735 RED 3009030 (4,726,859 -A1.10%
Placements in Various Investments (14,820,132) (17 420,625) (2606493 17.59%
Financial essistano: granted o member banks (32,5400 (14,961,975 (492 AT7) ASERO.20 '
Carpital e xpenditunss (15965 Jgﬁ 0917 -6 30%
Met Cash P ided by frvesting Activities 5112359 (17,730,701} [22 B48,060) -146.54 %
CASH FLOW S FROM FIN ANCING ACTIVITIES

Bornow imges Fromn BSP for Fimancial Assistano: 14,954 204 14954 204

Payment of Loans o B0 (BB 1,658 [2971,37) 5259717 A4 29%
Payment of dividend o National Genve mment (2,750,000 (1,250,000} 1500000 -54 55%
Net Cash Provided by Financing Activities (10,931,658) 0,782,263 71,7139 -198.63 %

i i 1,149 1,149

Met Decrease in Cash (174, F36) (129,538} 45360 -2594%
Cash and Cash Equivalents at Beginning of Year AST,043 182,145 (174,595 -4F 99%
Cash and Cash Equivalents at End of Pericd 182,145 S2AOF (129, 53K T112%
Met Decrease in Cash (174, F36) (129,538} 45360 -5 4%

HNotes to Statement af Cash Flows:

Cash kabhnee includes all cash on hand and cxxh inbank balanoss. Time depositsand special savings deposits ane classified ==

investments.
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Notes to Financial Statements

MNOTE1 - SUMMARY OF SGN IFICAN T ACCOUNTING POLICIES

a.  Besis for Recomdi

Thea: fimncial stabments ans poss=nbed in acoorcdanos with the geremlly acoep ed accounting principles (GAAT]. Thes: stabome nks do
mot inchicdke measts and liabilities of clossd banks whens the Corpomtion acks as necsiver orliquidator.

b Amsessment

Membe rbanks ans ase=sesda maximum mbteof 175 of 1 pene nt of their total de pesit liabilities per anmm, collechsd ona s=mestal sk
The amount of sessssment for the firstssmeste ris s d on the avermge of de positlinbilitiesasof end of Monchand Jume, payable by banks
oot bnber than July 31 of the same year, For the szoond seme ster, the amount of ass: ssment s basedom the averoge of deposit Lo bilities as
of end of Sephember and December, payable not laker than Januany 31 of the suconsding year,. Late pment of ssesssment & a0 bject o
irthe nest el pemathy, wohiks fBilure ornefusal by amy member bank o pay ame asssssmentd e may kead to berminatiom of its ireoned states,

¢ Fimancial Assistano:

The Corpomtion may grant financial assstno: o a member bank in damger of closing if thens & a viable relabilitation plan, stomg
maragement and full nestomation of capital. Howesver, the optimal cost esolution principle must be obmzrasd whensin the albermative to
gmnt awmiskinee pronees less costhy than deposit irsuranoe payout and liquidation.  Fimancial asststano: may be in the form of Toares,
purchass of ase: by, aesum ptiom of lia bilities or plomment of de posits inthe necipient bank.

d. Imeestments

Unutilizmed funds an: imassted in Trecsury Bills, Wobes and Bonds (both peso and dollan and ane necomded at cost. Income foome thess
imazstme niks i accrued cover the berm of the irstrument. Fiml twes paid upon placement are booked as P oe paid Taxes and amortizsd owver
the term oof the plhcement.

e ollar-Dencrninabed Aeeects

Ll lar-cencmm ina bed assestsans initially carded at the value @ of trarsactiom dabe or previous year’se nd rate and nealued atthe applicablke
excharge rate at yearend.

I Estimabed Iresurano: Loss:s

The Corporation neconds Estimated Insumanoe Lessees intended to adequate by coveer anticipabed keesees from opemting member banks
icke nitified o s high proba bilitie s of clesns and dese d banksw hens irsurano:s payme nbsmay sosed neanviery of aeects dutimg liq uidation,
This findimg of probability of ckesun: is the basis in deleminimgg existenos of 2/ loss contingency that trigggers less noooggnition @s defined in
Satement of Fimancial Accounting Standands (SFAS) No. 7. Debtemined onanannual besis, the amount of estimated loss neflects the best
estima be as o adequacy of nessres agpist risks in the system.

g Allewmnos for Lessss on Subrosmbed Claims Recsivable / fiecounts Reoe ivable - Reosiviership and Liguication

Submgated Chirmes Reosivable (payments made by the Corporation on irsuranco:s claims, s== W obs 10] is being prowicled allwanos which
s estimated using the rabes of losss on sachclomed bank. This is presenbed @80 reductiom fomm the necsivable .

Expenses incumed by the Corpomation in pe dorming its neosivership and liquidation function ane neoowvemble from clessd bankes |(booked
s Acoounts Reosiva ble -Recsiviership and Liguidation, s=e Mobe 126) and ane prowided anallowane: for promble lossss computed at 70
peroent of tob] neasivable outtanding at yeanend.

h. Mt Asesssment Inoormef Lewss

Represnts asessment oollechsd from member banks mimes a) operating ocsts and cxperesss of the Corpomtion including inbensst on
FPDIC bormeowimggs for payout operatiors; b)) prowvision for unoolkectible acommts; and prowvision for imsuranos lessss, net of ks carny
brward.

i Imanbories

Imasntories of supplies and matke dals, decals and sandes, postyge stmps and docume nkary samps ane recorded oma fiest-in fiest-out
FIFCH method.
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MNotes to Financiol Siotcmenis

i, Fised At

Fixed ceeest= ane carried at st and depreciated using the straight line me thod 2= folkwes
Compubers, Furnitune, Fixtines, and Equipment 3 viars
Vehicles 5 years
Buildimg 25 years

k. Emplonee Bernefit Plan

The Corpomtion hasa comtributony Proside nt Fund and Housing Fund coneerimg all permarent employsss. Emp oyoss may optio amtribube
a percentage of their basic salary tomch fund, while the Corpomtion pubs in a fived perosntage of emplonsss’ basic salary, Corporabs

@t butiom is westod o the omp knaos afber comp ke ting @ year of servios in the Corporation,

. Remimed Earnirges

The beginmimg balano:s of this acoomt wes adjusted o reflect prior pericd adjustments amounting o PA6.54 million incomplianos with
the revissd D000 Staboment of Fimmncial Accounting Stancands (5FAS No. 13, The 2001 financial staboments were restabed to neflect said

acljiestmienbs,

NOTE2 -CASH ON HAND AN D IN BANEKS
This account includes the following:

201 032

In T honesand Pescs)
Caeh on Hand * LE17 9B
Cazh in Bank Principal Acoounts ™ Y. {ik] 1E &9
Cash in Bank - Setlement of Chims - 29943 981
Cash in Bank - Trarsfere: Banks 143463 .5
Cue fromm BSP 2] 59
Tatal 1B2145 52817

a)  Inchides Checks and Other Cash Themes neoziveed at the cless of offios hours on the bst buesiness day of the year.
b Rehers o paymlland corpom e ope mting funds; cument acoount maintined inome commensial bank granied firancial ssiganos in

Y 1999; and CRL revolving fund.

o Fundsfor payment of claims for insined depesitsw hereby disbursing offics s of the Corporationans dep epeed o the clos:d banks to

ey chirns for iresunsd dhe poesit.

d/  Funds for payment of claims for irsunsd deposits inclossd banks whens the trmsher de posit mode of sstlement of chims is dosmed
st ap proprinte o adopt. POIC enbers into agrosment with Land Bank of the Philippites (LB within the vicinity of the clos=d

tnks and traresheors funds to the LBP branch for the bitber o undertake the payout.

NOTE3 -5HORT TERM [N VESTMENTS

This acoount includes the followdimg:

01 m2

{In Thoesand Pescs)
Tr=esury Bills™ SE9AE ER2IE
Ciallar Time Deposit™ B93 B0 1021450
Special Sevitees Deposit 6,201 43,700
Taatal 1,531,699 1,641,368

a/  With s ranging from 167 1o 364 days and vie ld of 5150 peraent o 94 penoent.

b With = mms ranging oo 22 to 182 days and vield of 26 penent fod 07 peraent.
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MNates to Finpncinl Stotemenis

MNOTE4 - OTHER CURRENT ASSETS

This acoount includes the followimg:

2001 .17}
{In T honesand Presces)
Aared Intenest om Fimancial Assistanos"™ 21 f54 B9h
Pz paid Expersass™ 4470 7,705
Imentory of Supplies and Mab: dals" RRAl 10552
Aarunts Receiva ble jediteng 5,435
Cash Achanoe™ b 347
Tatal 408,903 679819

a/  Reher o Noke &,

b  Compriesd of prepaid taxes on tnessury bills, P3.54 million; prepaid prop ety health irsurance, P363 million; others, P0.535
million.

o Inchides s=micexpendable supp lics and materials bocked under Imeen bony acoount inocom plianos withiCOA negulatiors.

d/ Cash advanass of officers and staff for troee lexperesss.

MNOTES = LONG TERM INVESTMENTS

PO s kmg, berm imasstments ane compeessd of peso and dollardencmimated tresuny bondsand PR B prshermed stocks.

2001 o
(In T honesand Pesces)
Genve rmrnent Secur ties-Global Bomds (Dol lar) 55,472 3,228
Gonee rrme it Securities T nessuy Bonds (Peso) 503, 540 ITASAI]
Imvestment in Preferne d Stocks-FN B - TEIT.018
Tortal 24 859,018 35,527,157

MNOTES - FIN ANCIAL ASSISTANCE TO BANKS

Amof yvenne nd 2002, fimancia | assstanoe (FA) exhended by POIC, met of nepayments, amoumbed o P43 B4 billiom, OF the tota ], P38 77 bil liom
nepremnts FA o 11 banks P9 AB billion nepresnts balbnoe of the P10 billion worth of gee mment and groee mme nt-ne bibed. acoounts
g o POIC by wayof daciom o partial br nechuce a commercial ban ks loan;and P039 billion nepresenis swap between B5Ms neasiva ble
from variows ruml banks and POIC"s subngaied chims for the imp leme nlation of the Countneside Firancial Trstitutions Enhanooment
Proggram (CFIEP). Metincrmss in FA of F1E.05 billion from prsviows v s balano: wasdue to poymee nbsy reconeeries amoun ting o P59
billicnand additional FA granted o banks.

NOTET - OUE FROM BSP TREASLURY

Represnts funds manmged by B in behalf of PDIC with the intention of accumulating samings enough bo pay anmal inbenest and
principal of loars obkined from B5P. Prooseds of the banes wens ussd o finanos assstanos exbended to tvao (2] banks in 1997 and 1999
fzie rovbes B, 13 and 14).

WOTEBR - G5 -TRIUST FUND

This n=bers to the PDIC shane in the fimancial esistano: given o a commercial onk in the form of goveermme nt sscurities bring managsd
by POIC ima brust Fund.

MNOTE? - SPECTAL FUND

This acoount is v o e cond all neconae ries, ool kectiores, incoome and prooseds innelation o the fimncial asistino: o acommercial bank
pursuant o the Memomndurm of Agreement (MOA) bebween BSP and POUC.
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