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Primary Offer of 423,962,500 Commm‘l Sham%
at an Issue Price of £70.00 per share to be
issued in favor of all of the shareholders of

Allied Banking Corporation pursuant to the
Plan of Merger of Philippine National Bank
and Allied Banking Corporation as approved
by the Securities and Exchange Commission
on 17 January 2013 and to be listed and traded
on the Philippine Stock Exchange, Inc.

INE

This Prospectus is dated 17 September 2013.

THE SECURITIES AND EXCHANGE COMMISSION HAS NOT APPROVED OF
THESE SECURITIES OR DETERMINED IF¥ THIS PROSPECTUS IS ACCURATE
OR COMPLETE. ANY REPRESENTATION TO THE CONTRARY IS A CRIMINAI

OFFENSE AND SHOULD BE REPORTED IMMEDIATELY TO THE SECURITIES
AND EXCHANGE COMMISSION.



NOTICE TO THE PUBLIC

This Prospectus is being displayed on the website to make the Prospectus accessible
to more investors. The Philippine Stock Exchange assumes no responsibility for the
correctness of any of the statements made or opinions or reports expressed in the
Prospectus. Furthermore, the Philippine Stock Exchange makes no representation as
to the completeness of the Prospectus and disclaims any liability whatsoever for any
loss arising from or in reliance in whole or in part on the contents of the Prospectus.



PHILIPPINE NATIONAL BANK

9" Floor PNB Financial Center

President Diosdado Macapagal Boulevard

Pasay City

Telephone Number- (632) 8916040 to 70/ 5263131
Facsimile Number (632) 8340780

This Prospectus relates to the offer and sale of 423,962,500 common shares {the
“Shares”} with a par value £40.00 per share of Philippine National Bank (PNBE” or
the “Merged Bank™), a corporation organized under Philippine taw. The Shares
comprise of 423,962,500 new shares to be issued by PNB by way of a primary offer
(the “Primary Offer”) to the sharcholders of Allied Banking Corporation (“Allied
Bank™), whose Merger with PNB was approved by the Securities and Exchange
Commission (the “SEC”) on 17 January 2013, using the Exchange Ratio of 130 PNR
common shares for each Allied Bank common share and 22.763 PNB common shares

for each Allied Bank preferred share. The Shares will be listed and traded on The
Philippine Stock Exchange, Inc.

Upon the approval of the Merger by the SEC, the Shares were deemed issued af a
price of 870.00 per Share (the “Issue Price™) in accordance with the Plan of Merger of
the banks. The determination of the Issue Price is further discussed on page 45 of this
Prospectus and is based on the share-swap ratio proposed by ING Bank, NV As &
result of the Merger, PNB will have a combined outstanding capital stock of
1,086,208,416 common shares, of which 423,962,500 new common shares are issued
to the Allied Bank stockholders with an issue value of F29,677,375,000.00,

The Merger is intended to strengthen and consolidate PNB’s and Allied Bank’s fong-
term strategic business plans with PNB as the surviving bank. The Merger marks a
special milestone for both PNB and Allied Bank. The synergies arising from the
broadened network, diversified deposit base and improved scale will provide a
compelling value proposition for their various stakeholders. In creating the country’s
fourth largest privately-owned bank, the Merged Bank will be in a prime position to
improve customer experience and lead industry innovation. Mareover, it will yield
substantial benefits for its customers and provide more opportunities for its
employees.

As a tesult of the merger, PNB is the 4% largest private domestic bank in the
Philippines with a combined distribution network of 654 branches and offices
nationwide and combined total assets of B363.4 hillion as of 30 June 2013, In
addition, it has the largest international footprint across the Asia Pacific Region,
Europe, the Middle East and North America and a stronger platform to offer a wider

range of personal and corporate banking products and services, and become a leading
player in its chosen markets.

While there are no cash proceeds from the Merger, it is expected to result in revenue
enhancements and cost savings. Cost savings will potentially come from branch re-
engineering, economies of scale, consolidation of overlapping systems and corporate



indirect overheads, realignment of front offices and the optimization of back office
processing and support functions. The Merger is further expected to support asset
growth and enable the Bank to comply with the higher capital ratio regquirements of

Basel Il beginning 2014, particularly on the prescribed capital conservation buffer of
2.5% for Common Equity T1 (CET1).

The accounting treatment for the Merger was made in accordance with PFRS 3. The

Merger was accounted for under the Purchase Method, adopting the following main
principles:

- Assets and liabilities, including unrecorded intangible assets and contingent
labilities of the “acquiree” will be taken up at fair value as of the date of the
Merger in the books of the “acquirer”

- Prior years’ financial statements will not be restated and the income statement
will only incorporate the results of the “acquiree” from the date of merger

- Equity of the “acquirer” is increased by the amount of the acquisition cost,
equivalent to the number of new shares of the “acquirer” to be issued
multiplied by the issue price

- 'The difference between the acquisition cost and fair value of the net assets of
the “acquiree” as of the date of the Merger will be recorded as goodwill.

There are no underwriters, brokers/dealers engaged for this transaction and no party
will receive a transaction fee from PNB from the issuance of the Shares.

Each holder of Shares will be entitled to such dividends as may be declared by PNB’s
Board of Directors (the “Board”), provided that any stock dividend declaration
requires the approval of shareholders holding at least two-thirds of PNB's total
outstanding capital stock; provided further that the Bangko Sentral ng Pilipinas (the
“BSP”} approves the declaration of dividends. Dividends may be declared only from
PNB’s unrestricted retained earnings. Please see a more detailed discussion of PNB's
dividend policy under “Dividends Policy” on page 47 of this Prospectus.

The listing of the Shares is subject to the approval of the Philippine Stock Exchange,
Inc. (the “PSE”). An application to list the Shares will be submitted to the PSE no
later than 30 September 2013. Such an approval for listing 1s permissive ouly and

does not constitute a recommendation or endorsement by the PSE or the SEC of the
Shares.

Before making an investment decision, prospective investors should carefully
consider the risks associated with an investment in the Shares. These risks include:

® risks related to PNB;
® risks relating to the Philippines;
® risks associated with the Shares; and

Ly



° risks relating to certain statistical information in this Prospectus

See the section entitled “Risk Factors” beginning on page 28 of this Prospectus,
which, while not intended to be an exhaustive enumeration of all risk, must be
considered in connection with a purchase of the Shares.

An application is being made to the SEC to register the Shares under the provisions of

the Securities Regulation Code of the Philippines (Republic Act No. 8799} (the
LS.SRC??).

A REGISTRATION STATEMENT RELATING TO THESE SECURITIES
HAS BEEN FILED WITH THE SECURITIES AND EXCHANGE
COMMISSION BUT HAS NOT YET BEEN DECLARED EFFECTIVE. NO
OFFER TO BUY THE SECURITIES CAN BE ACCEPTED AND NO PART OF
THE PURCHASE PRICE CAN BE ACCEPTED OR RECEIVED UNTIL THE
REGISTRATION STATEMENT HAS BECOME EFFECTIVE, AND ANY
SUCH OFFER MAY BE WITHDRAWN OR REVOKED, WITHOUT
OBLIGATION OR COMMITMENT OF ANY KIND, AT ANY TIME PRIOR
TO NOTICE OF ITS ACCEPTANCE GIVEN AFTER THE EFFECTIVE
DATE. AN INDICATION OF INTEREST IN RESPONSE HERETO
INVOLVES NO OBLIGATION OR COMMITMENT OF ANY KIND. THIS
PROSPECTUS SHALL NOT CONSTITUTE AND OFFER TO SELL OR THE
SOLICITATION OF AN OFFER TO BUY.

No representation is made by PNB regarding the legality of an investment in the
Shares under any legal, investment or similar laws or regulations. The contents of this
Prospectus are not investment, legal or tax advice. Prospective investors should
consult their own counsel, accountant and other advisors as to legal, tax, business,
financial and related aspects of a purchase of the Shares. In making any investment
decision regarding the Shares, prospective investors must rely on their own

examinations of PNB and the terms of the share swap, including the merits and risks
involved.

No person has been authorized to give any information or to make any represeniation
other than those contained in this Prospectus and, if given or made, such information
or representation must not be relied upon as having been authorized by PNB. This
Prospectus does not constitute an offer to sell or the solicitation of an offer to
purchase any securities other than the Shares or an offer to sell or the solicitation of an
offer to purchase such securities by any person in any circumstances in which such
offer or solicitation is unlawful. Neither the delivery of this Prospectus nor any sale of
the Shares offered hereby shall, under any circumstances, create any implication that
there has been no change in the affairs of PNB since the date hercof or that the
information contained herein is correct as of any time subsequent to the date hereof,



Presentation of Financial Information

PNB’s financial statements are reported in Pesos and are prepared based on its
accounting policies, which are in accordance with the Philippine Financial Reporting

Standards (“PFRS™) issued by the Financial Reporting Standards Council of the
Philippines.

The financial information for the year ended 31 December 2012, included in this
Prospectus, represents the consolidated accounts of PNB and its subsidiaries. The
financial information of PNB as of and for the period ended 30 June 2013 represent
the accounts of PNB as the Merged Bank. Unless otherwise stated, all financial
information relating to PNB contained herein is stated in accordance with PFRS

Figures in this Prospectus have been subject to rounding adjustments. Accordingly,
figures shown in the same item of information may vary, and figures which are totals
may not be an arithmetic aggregate of their components.

PNB’s fiscal year begins on 1 January and ends on 31 December of each year. SGV &
Co. has audited and rendered an unqualified report on PNB’s financial statcments as

of and for the years ended 31 December 2012, 31 December 201 1, 31 December 2010
and for the quarter ended 31 March 2013.

Forward-Looking Statements

This Prospectus contains forward-looking statements that are by their nature subject 1o

significant risks and uncertainties. These forward-looking statements include, without
limitation, statements relating to:

known and unknown risks;

® uncertainties and other factors that may cause PNB’s actual results,
performance or achievements to be materially different from any future results;
and

® performance or achievements expressed or implied by forward-looking
statements.

Such forward-looking statements are based on numerous assumptions regarding
PNB’s present and future business strategies and the environment in which PNE will
operate in the future. Important factors that could cause some or all of the assumplions
not to ocour or cause actual results, performance or achievements to differ malteriaily
from those in the forward-looking statements include, among other things:

® PNB’s ability to successfully implement its strategies;
® PNB’s ability to anticipate and respond to market trends;
. PNB’s ability to successfully manage its growth;



® the condition of and changes in, the Philippine, Asian or global economies;

® any future political instability in the Philippines;
® PNB’s ability to secure additional financing;
» Changes in interest rates, inflation rates and the value of the Peso against the

U.5. dollar and other currencies;

® Changes in laws, rules and regulations, including tax laws and regulations and
licensing requirements, in the Philippines; and

® Competition in the Philippine banking industry.

Additional factors that could cause PNB’s actual results, performance or achievements
to differ materially from forward-looking statements include, but are not Hmited io,
those disclosed under “Risk Factors” and elsewhere in this Prospectus. These forward-
looking statements speak only as of the date of this Prospectus.

This Prospectus includes statements regarding PNB’s expectations and projeciions tor
future operating performance and business prospects, The words “believe”, “plan”,
“expect”, “anticipate”, “estimate”, “project”, “intend” and similar words identi fv
forward-looking statements. In addition, all statements other than statements of
historical facts included in this Prospectus are forward-looking statements. Statements
in the Prospectus as to the opinions, beliefs and intentions of PNB accurately reflect in
all material respects the opinions, beliefs and intentions of its management as to such
matters as of the date of this Prospectus, although PNB gives no assurance that such
opinions or beliefs will prove to be correct or that such intentions will not change.
This Prospectus discloses, under the section “Risk Factors” and elsewhere, important
factors that could cause actual results to differ materially from PNB’s expectalions.
All subsequent written and oral forwarding-looking statements attributable to PNB or

persons acting on PNB’s behalf are expressly qualified in their entirety by the above
cautionatry statements,
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GLOSSARY

In this Prospectus, unless the context otherwise requires, the following terms shall
have the meanings set forth below.

ABC/ALLIED BANK Allied Banking Corporation

AFS

AMLC
BAP

BASEL 111

BIR
Board
BSP

Corporation Code

available for-sale

Anti-Money Laundering Council
Bankers Association of the Philippines

"Basel II" is a comprehensive set of
reform measures, developed by the Basel
Committee on Banking Supervision, to
strengthen the regulation, supervision
and risk management of the banking
sector. These measures aim o improve
the banking sector's sahility to absorb
shocks arising  from financial  and
economic stress, whatever the source
improve  1isk  management  and
governance and  strengthen  banks'
transparency and disclosures.

Bureau of Internal Revenue
Board of Directors of PNB
Bangko Sentral ng Pilipinas

The Corporation Code of the Philippines,
Batas Pambansa Blg. 68

DOSRI Directors, Officers, Stackholders and
their related interest

ECDU Foreign Currency Deposit Unit

FVPL

General Banking Law

Fair value through profit or loss

The Philippine General Banking Law of
2000, RA 8791



Government

ING

Issue Price

LTNCD

Manual
MCO

Metro Manila

New Central Bank Act

NPAs
NPLs
OBUs

Offer

Other operating expenses

PAS
PCD

PCD Nominee

The Government of the Republic of the
Philippines

ING Bank, N.V.

£70.00 /share is the price at which the
Shares are issued pursuant to the Plan of
Merger

Long Term Negotiable Certificates of
Deposit

BSP Manual of Regulations for Banks
Maximum Cumulative Outflow

the metropolitan area compromising the
cities of Caloocan, Las Pifias, Makat,
Malabon, Mandaluyong, Manila,
Marikina, Muntinlupa, Navotas,
Parafiaque, Pasay, Pasig, Pateros,
Quezon, Valenzuela, Taguig, and San
Juan, which  comprise the National
Capital Region and are commonly
referred to as Metro Manila

The New Central Bank Act, RA 7653
Non-Performing Assets
Non-Performing Loans
Otfshore Banking Units

the offer for sale of the Shares to the
shareholders of Allied Bank

Total operating expenses excluding
provision for impairment and credit
losses

Philippine Accounting Standards

Philippine Central Depository

PCI Nominee Corporation, a
corporation wholly-owned by the PDTC



PDEx

PDS

PDTC

Pesos or P or &

PFRS

Philippines

PNB or the “Bank” or “Merged Bank”
PSE

R.A.

SEC

UBS

Philippine Dealing and Exchange
Commission

the Philippine Dealing System

the Philippine Depository and Trust
Corporation, the central securities
depository of, among others, securities

listed and traded on the PSE

the lawful currency of the Philippines

Philippine Financial Reporting Standards

Republic of the Philippines
Philippine National Bank

Philippine Stock Exchange, Inc.
Republic Act

Securities and Exchange Commission

UBS Investments Philippines, Inc.



EXECUTIVE SUMMARY

The following summary is qualified in its entirety by, and its subject to, the move
detailed information presented in this Prospectus, including PNB's financial
statements and related notes included elsewhere in this Prospectus. Capitalized terms
not defined in this summary are defined in the Glossary of Terms, Risk Factors,
Business or elsewhere in this Prospecius.

Overview

Philippine National Bank (PNB or the “Bank”), the country’s first universal bank, is
the fourth largest private local commercial bank in terms of assets based on PNBs
published Statement of Condition as of 30 June 2013. The Bank was established as a
government-owned banking institution on July 22, 1916. As an instrument of
economic development, the Bank led the industry through the vears with its
agricultural modernization program and trade finance support for the country's
agricultural exports, pioncering efforts in the Overseas Filipino Workers (OFW)
remittance business, as well as the introduction of many innovations such as Bank on
Wheels, computerized banking, ATM banking, mobile money changing, domestic
traveler’s checks, and electronic filing and payment system for large taxpayers, PNB

has the widest overseas office network and one of the largest domestic branch
networks among local banks.

PNB concluded its 5-year Rehabilitation Plan as approved by the Bangko Sentral 1ig
Pilipinas (BSP) in May 2007, The Bank also settled its 86.1 billion loan with PDIC in
June 2007, more than four (4) years ahead of the loan’s due date. The loan repayment
was a clear indication of the Bank’s renewed financial health.

In August 2007, PNB completed its Tier 1 Follow-On Equity Offering when it raised
approximately £5.0 billion in Tier 1 Capital, Together with the sale of 89 million
primary shares, 71.8 million secondary shares owned by the Government, through the
PDIC and Department of Finance (DOF), were sold to the public, paving the way for a
complete exit of the Government from PNB.

Merger Developments

On April 30, 2008, the respective Board of Directors of PNB and Allied Banking
Corporation (ABC) passed resolutions approving the plan to merge the two banks.
The plan of merger was subsequently approved on June 24, 2008 by the afficmative
vote of PNB and ABC's respective shareholders representing at Jeast two-thirds of the
outstanding capital stock of each bank. The banks submitted the Plan of Merger to the
BSP on July 30, 2008.

In December 2008, the merger, which was expected to have been completed by the
end of 2008, encountered delays due to the requirement of ABC to divest its 27.78%



equity share in Oceanic Bank, a commercial bank based in California, USA, in
compliance with US banking regulations.

PNB and ABC’s respective Boards of Directors passed a resolution in Octeber 2011
approving the execution of a Voting Trust Agreement among PNB, Oceanic Holding
(BV]) Ltd. and Mr. Walter Mix 111, the nominated trustee. The agreement placed all
shares of the holding company that directly owned Oceanic Bank in a trust to be sold
to third parties. ABC owned 27.78% of Oceanic Holding (BVI) Ltd. which in turn
owned Oceanic Bank Holding, Inc., the parent company of Oceanic Bank in San
Francisco, California, U.S.A. PNB, as successor-in-interest of Oceanie Bank upon
merger, assumed all rights and responsibilities under the Agreement. The US Federal
Reserve Board subsequently approved the Voting Trust Agreement in order fo

facilitate the merger of PNB and ABC in a manner that addressed US reguiatory
CONCErns.

On March 6, 2012, PNB and ABC separately held Special Stockholders’” Mectings
approving amended terms in the Plan of Merger of the two banks. In order to secure
all necessary approvals from the regulators, the banks submitted the amended Plan of

Merger to the BSP and the PDIC on March 26, 2012 and to the SEC on Apri} 12,
2012.

On March 27, 2012, the trustee of the sharecholders of Oceanic Holding (BVI) Ltd.,
entered into a definitive agreement with FNB Bancorp (FNBG), the parent company
of First National Bank of North California, whereby the former agreed to sell to

FNBG all of the outstanding stocks of Oceanic Bank Holding, Inc., the parent
company of Oceanic Bank.

On July 25, 2012, the PDIC granted its consent to the proposed merger of PNB and
ABC, with PNB as the surviving entity, pursuant to Secc. 21(c) of R.A. 3591, as
amended, (the “PDIC Charter”), subject to certain conditions. This was followed by
the BSP’s approval of the Plan and Articles of Merger on August 13, 2012, subject
also to certain conditions,

On January 17, 2013, the SEC approved the Plan and Articles of Merger.

Having already gained all necessary regulatory approvals to proceed with the Merger,
the Board of Directors of PNB and ABC, in separate Special Board Meetings held on
Jamuary 22, 2013 and January 23, 2013, respectively, set the Effective Date of the
Merger on February 9, 2013. Thus, on February 9, 2013, PNB and ABC merged into
one bank.

As the Merged Bank, PNB is now the fourth largest private commercial bank in terms
of assets based on the Bank’s published Statement of Condition as of 30 June 2013,



Business Description

PNB, as the Merged Bank, through its Head Office and 654 Domestic Branches and
offices and 87 Overseas Branches and Representative Offices, provides a full range of
banking and financial services to large corporate, middle-market, small medium
enterprises (SMEs) and retail customers, including OFWs, as well as to the Philippine
National Government, national government agencies (NGAs), local government units
(LGUs) and GOCCs in the Philippines. PNB’s principal commercial banking
activities include deposit-taking, lending, trade financing, bills discounting, fund
transfers/remittance  servicing, asset management, freasury operations, and
comprehensive trust, retail banking and other related financial services.

PNB faces competition from both domestic and foreign banks, in part as a result of the
liberalization of the banking industry by the National Government which allowed the
entry of more foreign banks. The presence of these foreign banks has also increased

competition in the corporate market, resulting in more domestic banks focusing on
SMEs.

As of June 30, 2013, the Bank’s ranking and market share in terms of key
performance areas among local private commercial banks based on banks' SEC VRO
reports were as follows:

Performance Area Market Share Rank
Total Assets 6.8% 4
Loans and Receivables 6.1% 4
Total Deposits 6.9% 4
Capital 8.8% 4

1/ Excluding Interbank Call Loans

Revenue Derived from Foreign Operations

PNB and its subsidiaries (hereinafter referred to as the “Group™) offer a wide range of
financial services in the Philippines. In addition, the Group provides remittance
services in the USA, Canada, Asia, the Middie East and Euvrope. The following shows
the percentage distribution of the consolidated revenues for the past three (3) vears
and for the semester of 2013:

June 2013 2012 2011 2010

Philippines 95% 03% 929% 91%

Asia (excluding the Philippines)/ 3% A% 4%, 4%
Middle Hast

Canada and USA i% 3% LA 4%

United Kingdom & Other 1% 1% 1% 1%

European Union Countries e - - o

Total 100% 100% 100% L0054,



New Products and Services

The Bank has launched the following products and services in 2012 and up to
April 2013

- The PNB Debit Mastercard and GFC Prepaid Card
- Cardless ATM Facility

- New PNB Phone Banking

- PNB Visa

- PNB-Allied Bank Mastercard in Control

- Pmmnacle Club

- PNB High Dividend Fund

- Phone Remittance

- Fastcash ATM Account

Key Business Activities

PNB provides a full range of banking and other financial services to large corporate,
middle market, SME and retail customers, including OFWs, as well as to the
Government, Government agencies, LGUs and Government-owned and -coniroiled
corporations in the Philippines.

PNB’s banking activities are undertaken through different groups within PNB,
including the Institutional Banking, Retail Banking, Consumer Finance, Treasury,
Global Filipino Banking and Trust Banking Group.

Institutional Banking Group

PNB’s Institutional Banking Group (“IBG™) is responsible for credit relationships
with large corporate, middle-market and SME customers as well as with Government
and Government-related agencies and financial institutions. It provides a range of
traditional banking products and services including term loans, revolving credit Hnes,
foreign currency loans and trade finance. Cash management solutions such as
disbursement, collection and liquidity management facilities are also offered.

Retail Banking Group

RBG principally focuses on retail deposit products (i.e. current accounts, savings
accounts and high cost accounts) and services. While the focal point is the generation
of lower cost funding for PNB’s operations, the RBG also concentrates on the cross-
selling of consumer finance products, trust products, fixed income products, credit
cards and bancassurance products to existing customers and referred customers by
transforming its domestic branch distribution channels into a sales-focused
organization. PNB’s bancassurance product, which provides PNB with additional fee
income, is a BSP-approved service allowing banks such as PNB to sell life and non-
life insurance products to the bank’s client base and through their branch network.



PNB offers its non-life insurance and life-insurance products through its partners PNR

General Insurers Co., Inc. (“PNB Gen™), a wholly-owned subsidiary, and PNR Life
Insurance, Inc., respectively.

Consumer Finance Group

PNB’s consumer financing business, which includes home morigage loans, motor
vehicle loans, multi-purpose loans and credit cards, is seen to be a major contributor
to its revenue stream in the medium term. Strategic initiatives have been undertaken to

put in place the proper infrastructure to support the Consumer Finance Group’s
(“CFG”) business growth.

Treasury Group

The Treasury Group primarily manages the liquidity and regulatory reserves of PNR
and risk positions on interest rates and foreign exchange bome out from the daily
inherent operations in deposit taking and lending and from proprietary trading,

Global Filipino Banking Group

PNB is one of the leading providers of OFW remittance services in the market. PNBE
derives income from OFW remittances principally through fees and foreign exchange
margin. As of December 31, 2012, PNB had the largest overseas network among
Philippine banks with 78 branches, representative offices, remittance centers and
subsidiaries in the United States, Canada, Furope, the Middle East and Asia. PNBE also

maintains correspondent relationships with 844 banks and financial institutions
worldwide.

Trust Banking Group

PNB provides a wide range of personal and corporate trust and fiduciary banking
services and products. Personal trust products and services for custoimers include
living trust accounts, educational trusts, estate planning, guardianship, insurance trusts
and investment management. Corporate trust services and products  include

trusteeship, securitization, investment porttolio management, administration of

employee benefits, pension and retirement plans and trust indenture services for local
corporations. Trust agency services include acting as bond registrar, collecting and

paying agent, loan facility agent, escrow agent, share transfer agent and receiving
bank.

COMPETITIVE STRENGTHS

PNB considers the following to be its principal competitive strengths relative to the
banking sector:



Well-positioned franchises in the robust Philippine banking sector

PNB believes that it is well-positioned in the robust Philippine banking scctor. The
Philippines has one of the lowest banking penetrations in Asia, leaving significant
headroom for growth. According to the Economist Intelligence Unit, loan growth is
expected to be strong at 13.5% on average over the next five years driven by strong
domestic consumption and favorable demographics. The banking sector has also
stabilized over the years, with the NPL ratio steadily declining to 1.9% as of
December 2012, from 15.0% in 2002 according to data from the BSP.

The Bank’s scale, reach, business mix, product offerings and brand recognition has
made it among the leading financial institutions in the Philippines. According to the
Bank’s published SEC Form 17-Q report, as of 30 June 2013, PNB is the Philippines’
fourth largest private commercial bank in terms of total assets, deposits, net loans and
recetvables.

Extensive and strategically located distribution network

The Bank believes it has one of the most extensive branch networks among its
competitors in the Philippines. As of 31 March 2013, the Bank had 654 domestic
branches and offices and 840 ATMs. The Bank’s branches and ATMs are strategically
located to maximize market potential and cover areas where competitors arc less
present, making financial services accessible to untapped customers and investment
opportunities. The Bank’s extensive distribution network allows for a strong deposit
gathering capability and the ability to sell and distribute fee-generating product lines
such as bancassurance, trust, fixed-income securities and credit cards. According to
BSP data, the 654 domestic branches and offices of the Bank comprised
approximately 13% of the total number of branches of all private commercial and
universal banks in the Philippines as of 31 March 2013, The 840 ATMs of the BRank

represented about 7.7% of the total mumber of ATMs of commercial and universal
banks.

Industry-leading OFW remittance business

As of June 30, 2013, the Bank’s OFW remittance business accounted for
approximately 22.0% market share by remittance volume, based on data from the
BSP, making it one of the largest in the Philippines. The Bank’s large-scale remittance
business is supported by the Bank’s extensive overseas network of 87 branches,
representative offices and remittance centers across 15 couniries in North America,
Burope, the Middle East and Asia. As of 30 June 2013, the Bank also maintained
correspondent relationships with 1,120 banks and financial institutions worldwide.

Diversified customer base

The Bank provides a full range of banking and other financial services to diversified
customer bases including government entities, large corporate, middle-market, SME
and retail customers, with the Bank having the distinction of being one of anly five



authorized Government depository banks in the Philippines. As of 30 June 2013, the
Bank’s receivables from customers were well-diversified across the targe corporate,
Government, SME and retail segments. The Bank belicves that with the merger.
additional customers contributed by ABC will strengthen the Bank's ability to
withstand periods of volatile economic markets as compared to many of its peers.

Solid capitalization, improving asset quality and stable financial performance

The Bank believes its capital position is strong, with a consolidated Tier 1 ratio of
18.0% and consolidated CAR of 21.6% as of 30 June 2013 as reported to the BSP.
Meanwhile, ABC maintained a strong capital position prior to its merger with the
Bank, with a consolidated CAR of 21.0% for the year ended 31 December 2017 as
reported to the BSP, higher than the BSP minimum required CAR of 10%. The
Bank’s strong capital position gives it the flexibility to expand its business, invest in
new products and services, information technology and other infrastructure required
for the execution of its growth strategy. Moreover, the Bank has been committed to
prudent credit approval and risk management processes, which have resulted in
improving asset quality. As of 30 June 2013, the Bank recorded an NPL ratio of 1.1%,
a net NPA ratio of 3.8% and an NPL coverage ratio of 95.0%.

The Bank believes that its asset quality would remain at a healthy level subseguent to

its recent merger with ABC with the latter having similarly maintained strong asset
guality.

Moreover, the Bank believes it will benefit from ARC's stable financial performance
in recent years. ABC had continuously maintained its position as among the 10 fargest

private Philippine universal banks in terms of total assets, loan portfolio, deposits and
net worth, according to data from the RSP.

Synergies from its strong shareholder group

As a member of the Tan Companies, PNB believes that it will continue to benefit
from being part of one of the largest and most diverse conglomerates in the
Philippines, with interests ranging from beverages, airlines, tobacco, property
development, education and others. PNB believes that it has been able to achieve
significant synergies with the Tan Companies, such as partnering with Phitippine
Airlines to introduce one of the most popular mileage rewards credit cards in the
Philippine market, providing collection facilities through its nationwide branches for
sellers of PMFTC’s products and for other Tan Companies, streamiining loan
applications for end-buyers of Eton, and facilitating guarantees for ticketing agents of
Philippine Airlines.



BUSINESS STRATEGIES

PNB aims to fortify its position as one of the leading banks in the Philippines,
delivering strong profitability supported by a solid balance sheet. PNB will pursue the
following major strategies to achieve its business objectives;

1.

Improve revenue mix

As part of the strategy to improve its profitability and at the same time minimize
dependence on any specific revenue source, the Bank will take steps to modify its
revenue mix towards a more stable stream of income. Along this line, The Bank
will continue to determine the proper allocation of the use of funds between loans
and investments to ensure a more stable level of accrued interest income and
higher yields from loans versus the volatile movements in trading gains/losses
from investment securities held for trading. Likewise, the Rank intends to furthes
leverage on its strong franchise and increase fee-based income by intensifying its
cross-selling efforts to its existing customers, including its OFWs customers. The
Bank will also review its fee structure and align bank fees and service charges with
market rates to remain competitive. With its bancassurance license from the BSP,
the Bank plans to intensify its efforts in the marketing of bancassurance products.

shift loan portfolio mix in favor of SME and consumer sepments.

The Bank’s lending strategy will entail a shift in marketing focus from large
institutional accounts to SMEs and individuals. This shift in lending strategy by
increasing the number of smaller accounts is intended to help the Bank in
achieving higher lending margins as smaller accounts are less sensitive to changes
in interest rates. The Bank intends to leverage on its extensive customer base of
OFWs to expand its consumer lending business. The Bank’s subsidiary, Allied

Savings Bank will play a pivotal role in strengthening the bank’s foothold on the
retail and consumer segment.

Strengthen leadership in the global Filipino Market

The Bank intends to further increase its share in the global Filipino market by
going beyond merely providing them with remittance services to offering them a
more diverse menu of financial services. The Bank will continue to enhance its
products aimed at delivering optimum services, particularly by witroducing
electronic-remittance channels. In addition to its large global distribution
network, the Bank will keep on partnering with companies that are considered
leaders in their home markets to reinforce its overseas presence. The sustained
focus on service quality, continued product innovation and marketing initiatives

are expected to result in increased remittance volume and/or increased foreign
currency business,




4. Rationalize cost of funds
The Bank will leverage on the strength of its nationwide branch network to
generate low-cost deposits from its existing and growing customer base. In suppor
of the expansion in total assets, the Bank will aiso keep an acceptable level of
high-cost deposits to complement the low-cost deposit base.

5. Maximize synergies from the merger

The merger brings together a combined complementary client base ranging from
large corporations, local government units, government-owned and confrolied
corporations, overseas Filipino workers and the Chinese-Filipino community to the
provincial market. The merged bank will also be able to leverage and harness on
the wide network of its major shareholder, the Lucio Tan Group, one of the largest
conglomerates in the Philippines. As the merged bank, PNB will have a better
platform to offer a wide range of personal and corporate banking services and
products, and become a leading player in its chosen markets.

The merger is expected to create substantial revenue and cost synergies. Revenues
should be enhanced as a result of new customers, increased business from existing
customers, low funding cost from improved risk profile and greater opportunities
for cross-selling bancassurance, trust, credit card and other products to a farger
customer base via a wider distribution network. In addition, the merger will resuli
i cost efficiency improvements through branch re-engineering, economies of
scale, systems integration, realignment of front offices and optimization of back
office processing and support functions.

6. Accelerate ROPA disposition

Through its Special Asset Management Group (SAMG), the Baunk will
aggressively dispose of foreclosed assets as well as maximize recoveries from asset
sales and income potential of acquired assets. Under the Bank’s three-vear
business plan, SAMG will focus its efforts on the following: a) pursue
implementation of development plans for selected ROPAS €.g., portfolio sale,
joint-venture with developers, sale of small and medium ROPAs; by collection of
CARP accounts; ¢} strong marketing initiatives; d) efficient account management
of SCR accounts; and e) more effective and efficient lease management practices.

Risks of Investing

Before making an investment decision, investors should carefully consider the risks
associated with an investment in the Shares. These risks include:

® Risks Relating to PNB’s Business:

® Risks Relating to the Philippines;



® Risks Relating to the Shares; and
e Risks Relating to the Presentation of Information in this Prospectus.

The Bank is subject to a number of risks, the realization of which could have a material
adverse effect on the Bank’s business, financial condition and results of operations and
cause the market price of the Shares to decline. For example, the merger between PNR
and Allied Bank may not result in the expected synergies contemplated by PNB, PNB
and Allied Bank may be subject to tax liabilities in relation to their merger, the Bank
has faced and may continue to face significant levels of non-performin g loans. The Bank
is also subject to risks related to, among other things, the size, quality and concentration
of its loan and investment portfolios, its provisioning policies, its ability to recover
collateral, its exposure to the real estate industry, its reliance on gains from treasury
operations and its ability to successfully monitor and manage certain decentralized
business and risk management functions across its banking network. In addition, the
Bank operates in a competitive and highly regulated industry and thus may he Hmited in
its ability to expand and grow its customer base. As a Philippine bank, the Bank's
results of operations and financial condition may also be adversely affected by political
and economic developments in the Philippines. Investors may also face risks regarding
liquidity of the Shares and fluctuations in the market price of the Shares.

Corporate Information

PNB is a Philippine corporation with registered office and principal executive offices
located at PNB Financial Center, President Diosdado Macapagal Boulevard, Pasay
City. PNB’s telephone number is (632) 8916040 to 71 or 5263131 while its fax
number is (632) 8340780, Its corporate website is www.pnb.com.ph. The information

on PNB’s website is not incorporated by reference into and does not constitute part of
this Prospectus.




The Offer

Dividends

SUMMARY OF THE OFFER

.............................

........................

....................................

Philippine National Back, a corporation
organized under the Philippine law. The
trading symbol is PNB.

Primary Offer of 423,962,500 Common
Shares to be issued by PNB to all
shareholders  of  Allied  Banking
Corporation at the Issue Price of P70.00
per share using the Exchange Ratio of
130 PNB common shares {or each Allied
Bank common share and 22.763 PNB
common shares for each Allied Bank
preferred share pursuant to the Plan of
Merger.

P70.00 per Share

See “Use of Proceeds” for details of how
the total net proceeds are expected to be
applied.

The Shares are expected to be listed on
the PSE under the Symbol and company
alias PNB on or about 15 September
2013 or at least fificen days after the
submission of the Listing Application
with the PSE. Trading of the shares is
expected to commence upon receipt of
the notice of approval from the PSE.

PNB is authorized to declare dividends.
A cash dividend declaration requires
approval from the Board A  stock
dividend declaration requires the further
approval of sharcholders representing not
less  than  (wo-thirds  of  PNR’s
outstanding capital stock.  Dividends
may be declared only from unrestricted
retained earnings and is subject to the
approval of the BSP. PNB cannot



Taxation ...........

Expected Timetable

Risks of Investing

......................

provide assurance that it will pay anv
dividends in the future. See “Dividends
Policy”.

Documentary Stamp Tax for the primary
issue of the Shares at the rate of P1.00
for every P200.00 of the par value shall
be for the account of the Bank,

The Timetable of the Offer is expected to
be as follows:

Filing of Prospectus and Registration
Statement — 8 August 2013

Filing of Listing Application with the
PSE - 30 August 2013

Listing Date and Commencement of
trading on the PSE — approximately 13
September 2013 or at least 15 days from
submission of the Listing Application
with the PSE and receipt of the formal
notice from the PSE

The dates included above are subject to
the approval of the PSE and the SEC,
market and other conditions, and may be
changed.

Before making an invesiment decision,
prospective investors should carefully
consider the risks associated with an
investment in the Shares. Some of these
risks are discussed in the section entitied
“Risk factors” and include risks relating
to PNB, nisks relating to the Philippines,
risks associated with the Shaves and risks
relating fo certain statistical information
in this Prospectus.




SUMMARY FINANCIAL AND OPERATING INFORMATION

The following tables set forth the selected financial information Jor PNB and should
be read in conjunction with PNB’s financial statements us audited by SGV & Co. Jor
the years ending 31 December 2010 to 2012, including the notes thereto, and the
section entitled Management’s Discussion and Analysis of Financial Condition and
Results of Operations included elsewhere in this Prospectus. The following data is
qualified in its entirety by reference to all of that information.

SUMMARY CONSOLIDATED STATEMENTS OF INCOME OF PNB

For the years ended December 31,

For the six months ended

June 30

2016 201 2012 Wiz | i
{Amounts in B millions) Audited
INTEREST INCOME ON -
L.oans 6,973.3 E YA U TASY 4 3,855 62381
and receivables
Trading and investment securities 44394 4,260.7 32357 1.634.4
Deposit with banks and others 587 £59.3 6393 375
Interbank loans receivable 310 307 14,2 5.8
12,3301 12,4722 11.360.4 §814.2
INTEREST EXPENSE ON _
Dreposit Hebilities 34418 40115 30958 1,505 8
Bills pavable and other borrowings 1,326.7 12572 12851 5003
4,771.6 53687 4,384.9 2. 1063
NET INFEREST INCOME 7,.5549.8 7,835 9787 3,768 1
Service fees and commission income 24480 2,344 0 21307 1,027
Service fees and commission expense 3235 2074 254 4] 916 1355
NET SERVICE FEES AND COMMISSION INCOME 2,124.3 2.136.6 £B76.2 9358 11994
OTHER INCOME N
Tinding and investment securities gain - net 3,080.9 315731 5,133 5 25339 53070
Premiums- net of reinsurance .
Foreizn exchange gains - net 9G6.8 1,216.3 14051 3318 i
Net gain on sale of exchange of assets 2,109.3 1,350.4 359 91 291 6 334 5
Galn on step- up acquisition -
Miscetlancous 1,595.4 1,910.9 }.842 7] 378 .5
FOTAL OPERATING ENCOME 17,376.7 11,3908 §7 492 .4 8,699.5
IOPERATING EXPENSES ]
Compensation and fringe benefits 3,384.0 38152 37209 1,899 5
Taxes and lcenses 1,176.4 1.319.1 11343 6182
Provision for impairment, credit and other losses 2,359.8 1,552.4 933 % Sii5
Ocoupancy and equipment-related costs 9158 10154 1.004.3 471 3
iDepreciation and amortizatios 8376 656.4 kY 3710
Miscellaneous 3,706.7 31397 2 4 131§ 2077 30616
TOTAL OPERATING EXPENSES i2.420.2 01,7557 11,6402 5 548, 8,686
INCOME BEFORE. INCOME TAX 4,956,5 5,635.1 5,952.4 23,7509 6,671.3
PROVISION FOR INCOME TAX. 224.2 8194 9247 4101 13718
INET INCOME 4.032.3 4,788.7 0L 2.340.8 3,299 5
INET INCOME ATTRIBUTABLE TO « -
Bquity Holders of PNR 35657 4,609 4 446508 23387 5,262 9
Non-controlling Interest 466.6 863 375 G 4.9 366
4,032.3 4,755.7 50277 ,340.8 5,299.5

e

)



SUMMARY CONSOLIDATED STATEMENTS OF FINANCIAL POSITION OF PNR

As of December 31

As of June 38 __-

Wi 2032 2083
610
Amounts in B millions) Audited
ASSETS N
Cash and other cash ftems 54572 5404 .1 5,509 1 83713
Due from Bangko Sentral ng Pilipinas 24,2860 38,152 8 31754 119448 6
Due from other banks 31415 64240 44042 8 16,7877
intetbank loans receivable 12,692.0 17,0976 1T ARE R 6,589 4
Securities held under agreements €0 resell 68000 18,3000 18,3000 20,1 26@
Financial assets at fair value through profit or loss 15,9806 68757 4,023 .4 82173
Available-for-sate investments 34,5313 533238 66,047 4 80,604 6
Loans and receivables 10,3158 126,249.0 A4 TS 938 6794
Held-to-maturity investments 38,2282
Property and equipment: 16,631.9 16,564.5 16,503.7 3259639
Trevestments i a subsidiary and an assaciate 2,832 1 29018 29053 51
Investment properties 17,913.2 16,100.1 144783 18,793 0
Deferred tax assets B 1,829.4 L7758 1,780.7 10474
Goodwill 16,017.3
Other assets 4,481.1 38974 2.994.4 4,706.7
TOTAL ASSETS 2971208 3120668 3350065 563,372
LIABILITIES AND EQUITY
iLiabilities _
Deposit habilities
Demand 27964 4 298961 28,1523 99058 4
Savings 171,282 4 184.676.1 192,793 3 2758387
Titne 27,189.1 22,9617 19,908 8 44,301 5]
226,435.9 2378319 240.854.4 419,718.6
Financial Lisbilities at fair value through profit or o
oss 6,374.6 6,650.2 §,479 % 35,3150
Bills and acceptances payable 12.004.1 8,458.4 120769 0472
iAcerued taxes, lnterest and other cxpenses 4,325.0 35812 4,063 3 53871
Subordinated debt N 54867 6,452 5 9,938 8 5,946. 1
Kyther liabilities 13,9221 14,0160 16,846 4 322507
TOTAL LIABILITIES 2687748 4 170922 291,256, 4800647
Equity N
Equity Attributable to Equity Holders of PNB:
Capitat Stock 26,489 8 26,4898 26,489 8 434483
Capital paid in excess of par value 20373 20373 20373 264999
Susplus reserves 3520 5602 369.9 71584
Surplus (deficit) -2,414.9 22462 6888 3 12
Revaluation increment on land and buildings 28170 28170 2,817.0 28170
Remeasuremnent Losses on Retirement Plan
Accumulated ranslation adjustment 4720 4317 -987 & ~262.8
Net unrealized gain (loss) on available-for-sale
investments -1 E99 3 7423 100373 5,364 1)
Equity in net unrealized gain on available-for-sale
investment of an associate 6.0 6.8
Cumulative amount of actuarial losses 1,926 4
PNE shares held by a subsidiary 4.1 -4.F 47
27,8112 34,4432 38,8422 80,3168
Non-controlling interest 560.4 5312 5047 2,951 4
(Total Equity 283716 M4 38,746 9 83.308.2
TOTAL LIABILITES AND BQUITY I9TA20.6 312,866.6 331.0048.5 563,372.9




USE OF PROCEEDS

There are no cash proceeds from the offering.  As previously approved by the
respective Board of Directors and shareholders of PNB and Allicd Bank, the
accounting treatment for the Merger will be in accordance with PERS 3. The Merger
will be accounted for under the Purchase Method, under which the following main
principles will be followed:

- assets and liabilities, including unrecorded intangible assets and contingent
liabilities of the “acquiree” will be taken up at fair value as of the date of the
Merger in the books of the “acquiror”

- prior years” financial statements will not be restated and the income statement
will only incorporate the results of the “acquiree” from the date of merger

- equity of the “acquiror” is increased by the amount of the acquisition cost,
equivalent to the number of new shares of the “acquiror” to be issued
multiplied by the issue price

- difference between the acquisition cost and fair value of the net assets of the
“acquiree” as of the date of the Merger will be recorded as goodwill,

There are no expenses which will be deducted or paid out of the proceeds of the
offering.

The Merger of PNB and Allied Bank has, however, elevated PNB as the fourth largest
private commercial bank in terms of assets based on the Bank’s published Statement
of Condition as of June 30, 2013. The infusion of Allied Bank’s assets mto PNB is
expected to improve its financial standing,




RISK FACTORS

Prior to making an investment decision, the prospective investors should carefully
consider the risks described below, which are hereby presented in no ovder af
importance, in addition to the other information set forth in this FProspecius

including the Bank’s financigl statements and notes relating therveto included
herein.

The price of securities can and does fluctuate, and any individual security may
experience upward or downward movements, and may even become valueless. There
is an inherent risk that losses may be incurred rather than profit made as a result of
buying and selling securities. Past performance is not a guide for future performance.

This risk disclosure does not purport to disclose all the risks and other significant
aspects on investing in these securities. Any investor should undertake his or her own
research and study on the trading of securitics before commencing any trading

activity. He may request information on the securities and the issuer thereof from the
SEC which are available to the public,

RISKS RELATING TO PNB

EPNB operates in a highly competitive environment, which could limit its ability {0
maintain or increase its market share and maintain or increase ity profitabiliy.

PNB competes against both local banks and branches of foreign banks that offer
similar financial products and services. These include competitors which, in some
mstances, have greater financial and other capital resources, a greater market shace, or
greater name recognition in certain areas than PNR,

In the future, competition in the industry may further intensify. Continued exXpansion
of Philippine banks can saturate markets that PNB intends to serves. Continned
consolidation in the banking sector, alliance between domestic banks and foreign
banks will create stronger institutions which are better positioned to compete against
PNB. Entry of new players in the industry can also increase competition as they seek
to gain market share.

There can be no assurance that PNB will be able to compete effectively in the face of
such increased competition. Increased competition may make it difficult for PNB to
increase the size of its loan portfolio and deposit base, sustain or increase ifs marging,

and could have a material adverse effect on rtesults of operations and financial
condition.

PNB’s business is closely monitored and regulated by the Government through
policies that may significantly impact its operations and profitabiliry.




PNB is regulated principally by the BSP through the regular and special examination
and review of reports that all Philippines banks are required to submit. PNB is also
subject to banking, corporate and other laws in effect in the Philippines. The
regulatory and legal framework governing PNB differs in certain material respects
from that in effect in other jurisdictions and may continue to change as the Philippine
economy and commercial and financial markets evolve.

For example, the Government has imposed an agrarian reform and agriculture lending
policy that requires Philippine banks to grant loans to agricultural sectors of the
country and agrarian beneficiaries. Banks that fail to comply by falling below the
specified level of loans granted to these sectors may be fined by the Government.
There is no absolute guarantee that these fines will not be significantly changed by the
Government, which may have a negative impact on the Bank’s financial performance
in the event of non-compliance with the regulation. Another example is the BSP’s
policy of prohibiting banks from having a financial exposure to any individual, entity
or group of connected persons in excess of 25 per cent of its net worth, except when
the transactions involve Government telated entities or guarantesd by the
Government, among others.

In recent years, existing rules and regulations have been modified, new rules and
regulations have been enacted and reforms have been implemented which are intended
to provide tighter control and more transparency in the Philippine banking sector.
These rules include new guidelines on the monitoring and reporting of suspected
money laundering activities as well as regulations governing the capital adeguacy of
banks in the Philippines. PNB has embarked on initiatives in order to meet the
requirements under Basel 111 It is anticipated that the adoption of Basel Il may result
in the decline of capital ratios of banks in the Philippines, including PNB’s, PNB may
also have to comply with stricter regulations and guidelines issued by other regulatory
authorities in the Philippines, such as the Bureau of Internal Revenue (“BIR™), the
Anti-Money Laundering Couneil (the “AMLC”) and international bodies, such as the
Financial Action Task Force. If additional rules or regulations are infroduced, PNR
may incur substantial compliance and monitoring costs, and if PNB is unable to
comply with existing and new rules and regulations applicable to it, it could incur
penalties, face disruptions to its operations and face reputational damage, which could

materially and adversely affect PNB’s business, financial condition and results of
operations.

PNB is exposed to credit, market, interest rate, foreign exchange, figuidity,
operating, and other risks which may have an impact on its fuiure financial
performance and operations.

The inability of PNB to manage these various risks could have an adverse impact on
its business, operations and financial performance. PNB’s interest income and
carnings depend on its ability to accurately gauge the credit worthiness of ifs
borrowers, provide adequate allowance for credit losses and manage migrations in
credit quality and risk concentration of its portfolio. PNB’s existing and prospective
lending policies, processes and controls may not adequately mitigate the sk of loan




loss provisions and write-offs. The success of the Bank’s treasury and trading
strategies and operations depend upon its capacity to correctly identify and execute
mark-to- market changes in the value of financial instruments caused by tluctuations
in market value, interest rates and foreign exchange rates, among other factors. In the
event that PNB’s estimates differ significantly from actual results and criteal
assumptions prove inaccurate, it could incur losses that are higher than expected. Such
losses may result in liquidity concerns which hamper the Bank’s ability to settle
obligations as they fall due, resulting in increased costs, loss of reputation, and other
detrimental effects that can affect the Bank’s performance and standing. Lastly, the
Bank’s operating controls, policies and processes may not be adequate to prevent
losses from transaction failures, human error, fraud, breakdown of its IT systems, and
other such events that have a negative impact on its operations and financial results.

Lending carries the risk of default by borrowers and PNB may face increasing
levels of NPLs and provisions for impairment and credit losses on loans.

Any lending activity is exposed to credit risk arising from the risk of default by
borrowers. PNB’s results of operations may be negatively affected by the level of iis
NPLs. A number of factors affect PNB’s ability to control and reduce its NPLs, such
as volatile economic conditions in the Philippines, which may adversely affect many
of PNB’s customers, and may cause uncertainty regarding their ability to fulfill their
loan obligations, and in effect increase PNB’s exposure to credit risk. In addition,
PNB is seeking to grow its business, particularly its earnings asset base, which would
likely entail extending more loans to customers. While PNB believes that it has more
than adequate loan provisions, these and other factors could result in an increased
number of NPLs in the future and may require PNB to book additional provisions for
impairment and credit losses on loans. While PNB regularly monitors its NPL levels
and has strict credit processes in place, there can be no assurance that PNB will he
successful in reducing its NPL levels or that the percentage of NPLs that PNB will be
able to recover will be similar to PINB’s historical recovery rates or that the overall
quality of its loan portfolio will not deteriorate in the future. If PNB is not able to
control and reduce its NPLs or recover expected amounts from NPLs, if the quality of
collateral is lower than estimated or if there is a significant increase in its provisions
for loan losses, PNB’s operating costs, business, financial condition, results of
operations and capital adequacy could be adversely affected.

PNB may experience significant losses if it is unable to fully recover the assessed
value of collateral when its borrowers default on their obligarions.

Most of PNB’s secured loans receivable are collateralized by real estate properties.
These collaterals plus PNB’s holdings in real estate and other properties acquired
(“ROPA”) give the Bank a considerable amount of exposure in the Philippine
property market. The liquidation value of the collateral, the maximum amount that
PNB will most likely get in the event of a sale of the property less the expenses
incurred in such a sale held by PNB, may be below the value recorded at the time of

the release of the loan. PNB liquidates part of its ROPA and other collateral through
public auctions and negotiated transactions at ongoing market prices, which are

30



heavily influenced by buyers. Property prices in the Philippines have generally been
volatile and the property market has been highly cyclical. There is no certainty that
PNB’s loans can be sufficiently covered by the realized value of the attached
collateral. The market value of real estate held as collateral can be significantly
affected by events such as economic downturns. In some instances, the recorded value
of the collateral may be out of date and not accurately mirror their current market
value. There are also some circumstances wherein there are no buyers for a particular
type of asset held as collateral and it may be difficult to lquidate such collateral at
acceptable prices. Any possible decrease in the value of the collateral on PNB’s loans,
including future collateral received by PNB, would translate to insufficient provisions
for credit losses that consequently forces PNB to increase such provisions. In the
event that loans become non-performing, there is no certainty that the collateral
securing any kind of loan will fully shield PNB from incurring partial or total losses.
Any additional amount in PNB’s provisions for credit losses would significantly
impact its operational and financial performance as well as its capital adequacy ratio.

In addition, PNB may encounter problems and delays in the process of recovering
value and liquidating collateral or collecting on any guarantee due to the inefficient
enforcement of obligations by the Philippine legal system. Banks in the Philippines
are required to undergo a mandated process and follow the steps identified by
Philippine law when foreclosing on collateral or enforcing guarantees. This process is
governed by administrative and bankruptey law requirements that may make it more
difficult to deal with compared to other regions and jurisdictions. The time delay
caused by the bureaucratic process may last several years during which both the
market value and physical condition of the collateral may significantly deteriorate,
particularly inventory of goods or accounts receivables. Tn addition, collateral of this
nature may not be insured. Taken together, these factors expose PNB to certain legal
liabilities while the collateral is in PNB’s possession. These factors may also
substantially lower PNB’s ability to unlock the value of its collateral and therefore
reduce the comfort in taking security in exchange for granting loans. In some
instances, PNB will need to spend on the maintenance of properties held as collateral
in order to prevent or slow down their deterioration. The process of liguidating assets
and properties held as collateral may also require PNB to pay legal fees and taxes.

PNB’s trading activities are subject to volatility.

PNB engages in trading activities, primarily maintaining proprietary trading positions
in Philippine and foreign government securities and some corporate debt sccurities. In
recent years, PNB’s gains from treasury operations have contributed significantly to
PNB’s operating income. PNB’s trading gains are inherently volatile as trading
securities and currencies are subject to economic, political and other conditions that
may fluctuate from time to time. There can be no assurance that, in the future, PNB
will be able to realize an amount of trading gains that is similar to the gains it realized
historically, that it will not incur a loss from such trading or that it will not hold on to
its trading and investment securities to realize interest income, any or all of which
¢ould have a material adverse effect on PNB’s future net income. Risks arising both
from its trading and investment strategy and general market volatility, which are
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beyond its control, could expose PNB to potential losses and may materially and
adversely affect its business, financial condition and results of operations.

PNR is subject to interest rate risk and foreign exchange risk.

PNB realizes income from the margin between interest-carning assets and interest
paid on interest-bearing liabilities. The business of PNB is subject to fluctuations in
market interest rates as a result of mismatches in the re-pricing of assets and
liabilities. These interest rate fluctuations are neither predictable nor controllable and
may have a material adverse impact on the operations and financial condition of PNB,
In a rising interest rate environment, if PNB is not able to pass along higher interest
costs to 1ts customers, it may negatively affect PNB’s profitability. 1f such increased
costs are passed along to customers, such increased rates may make loans less
attractive to potential customers and result in a reduction in customer volume and
hence operating revenues. In a decreasing interest rate enviromment, potential
competitors may find it easier to enter the markets in which PNB operates and to
benefit from wider spreads. As a result, fluctuations in interest rates could have an
adverse effect on PNB’s margins and volumes and in turn adversely affect PNR’s
business, financial condition and results of operations.

As a financial organization, PNB is exposed to foreign exchange risk. Movements in
foreign exchange rates could adversely affect PNB’s business, financial condition and
results of operations. The foreign exchange transactions of Philippine banks arc
subject to stringent BSP regulation. Under BSP guidelines, PNB is required to provide
100.0% foreign asset cover for all foreign currency liabilities in its Foreign Currency
Deposit Unit (*FCDU”) books. The decline in the value of the peso against foreign
currencies, in particular, the U.S. dollar may affect the ability of PNB’s customers or
the Government to service debt obligations denominated in foreign currencies and,
consequently, increase NPLs. Couversely, increases in the value of the peso can
depress the export market which can negatively affect the ability of certain PNB
customers to repay their debt obligations or may reduce credit quality or demand.
There can be no assurance that the peso will not fluctuate further against other
currencies and that such fluctuations will not ultimately have an adverse effect on

PNB.

PNEB is exposed to the risk that fraud and other misconduct could be commitied by
employees or outsiders.

Banks have large amounts of cash flowing through their systems hence, reputation and
client trust is integral to a bank’s business. Incidents of fraud and other misconduct
done by bank employees or third parties may damage a bank’s reputation and could
have severe vepercussions to its business, profitability, financial standing and
prospects. Moreover, these incidents could lead to administrative or regulatory
sanctions by the BSP or other Government agencies in the form of suspensions or
limitations to PNB’s banking and business activities. Despite the fact that PNB has
internal control procedures to prevent fraudulent activities, there can be no guarantee
that PNB will be able to avoid and preveut incidents of fraud.
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PNB’s ability to retain and develop its employees and attrace capable personnel has

an effect on its current business, expansion plans, and future business
performance.

The success of PNB, like any other company, rests on its management and emplovees.
In the event that Bank is unable to retain its existing key officers or develop capable
replacements for these individuals, the Bank’s operations and business performance
will suffer. The demand for competent and experienced bank personnel is mereasing,
not only from other financial institutions in the country but also from institutions
outside the Philippines. The Bank’s expansion plans will require it to attract and
recruit new managers and employees and given the increasing competition, there 1s no
assurance that the Bank will be able to employ such individuals or employ these at
salary and compensation arrangements that are favorable to the Bank,

PNB’s risk assessment and monitoring methods varies from those of its more
developed and established counterparts.

PNB’s risk assessment and monitoring methodologies may be different from other
bauks and financial institutions.

PNB’s pertinent risk data such as the credit history and loan exposure of proposed
borrowers may be incomplete or obsolete. Consequently, the effectiveness of PNB’s
risk management may not be at par with other banks. If PNB is unable to attain the
necessary expertise and systems similar to its peers, PNB’s ability to manage the risks
inherent in its business, to expand its base of operations, to fortify its financial
position and to enhance its profitability may be adversely affected.

PNB may fail to upgrade or effectively operate its information technology systems.

PNB’s businesses are heavily dependent on the ability to timely and accurately collect
and process a large amount of financial and other information across numerous and
diverse markets and products at its various branches, at a time when transaction
processes have become increasingly complex with increasing volume. The proper
functioning of PNB’s financial control, risk management, accounting or other data
collection and processing systems, together with the communication networks
connecting PNB’s various branches and offices is critical to its business and its ability
to compete effectively. PNB has centralized the database in respect of its domestic
business through the adoption of a core banking system that provides the capability of
online real-time transaction processing and accessible in various electronic channels,
including ATMs, internet banking, and mobile banking. Any failure in PNB’s systems
or to implement new systems, particularly for retail products and banking transactions
could have a mnegative effect on its business, financial condition and results of
operations.
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PNB’s failure to manage risks associated with its information and iechunology
systems could adversely affect its business.

PNB is subject to risks relating to its information and technology systems and
processes. The hardware and software used by PNB in its information technology are
vulnerable to damage or interruption by human error, misconduct, malfunction,
natural disasters, power loss, sabotage, computer viruses or the interruption or loss of
support services from third parties such as internet service providers, ATM operators
and telephone companies. Any disruption, outage, delay or other difficultios
experienced by any of these information and technology systems could result in
delays, disruptions, losses or errors that may result in loss of income and decreased
consumer confidence in PNB. These may, in turn, adversely affect PNR’s business,
financial condition and results of operations.

PNB also seeks to protect its computer systems and network infrastructure from
physical break-ins as well as security breaches and other disruptive problems caused
by PNB’s increased use of the internet. Computer break-ins and security breaches
would affect the security of information stored in and transmitted through these
computer systems and network infrastructure. PNB employs security systems and
mainfains operational procedures to prevent break-ins, damage and failures. The
potential for fraud and securities problems is likely to persist and there can be no
assurance that these security measures will be adequate or successful. The costs of
maintaining such security measures may also increase substantially. Failure in security

measures could have a material adverse effect on PNR’s business, financial condition
and results of operations.

PNR relies principally on short-term deposits for its funding needs.

PNB’s funding needs are principally satisfied from demand, savings and time
deposits, and to a smaller extent, borrowings from other banks, Although PNB's
deposits have historically been a stable source of funding for PNB, no assurance can
be given that this will continue to be the case in the future. In the event a substantial
number of PNB’s depositors withdraw, or do not roll over their deposits, or if other
banks do not lend short term funds to PNB as they have in the past, PNB’s hiquidity
position could be adversely affected, which could result in its inability to fund its loan
portfolio and may require PNB to seek alternative sources of funding. PNB can
provide no assurance as to the availability or terms of such funding. To the exient
PNB is unable to obtain sufficient funding on acceptable terms or at all, PNB’s
liguidity and financial condition and results of operations will be adversely atfected.

PNB could be materially and negatively affected by sudden and unfavorable
changes in the Philippine banking industry.

PNB’s financial condition and performance, like other focal banks, is directly affected
by trends and movements in the Philippine banking industry. Disruptions in the
financial sector or in the general economic conditions of the Philippines may cause the
Philippine banking industry, along with PNB, to encounter similar problems faced
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during the Asian economic crisis such as substantial increases in NPLs, liguidity
issues, capital adequacy problems, and other challenges.

The current global economic climate could negatively impact PNR's business.

The global markets have been highly volatile in recent times duc to the cconomic
instability occurring in different areas of the world, particularly in Europe, that may
continue to persist in the near future. Capital markets around the world, including in
Asia, have reacted to these turbulent global economic conditions negatively and
further volatility may adversely impact the Bank’s business and performance. In
addition, some economists have forecasted that the United States, China, and Europe
will experience a slower pace of growth. All of these developments may significantly
impact trade volumes with potentially untoward effects on the Philippines and
eventually on the Bank’s business.

There is no assurance that the volatility and uncertainty prevailing in global markets
will not spill over and adversely affect credit markets in Asia, including in the
Philippines. Any deterioration in the economic conditions in the Philippines as a result
of the foregoing factors could materially and adversely affect the Bank’s borrowers,
clients and counter-parties. This, in turn, could materially and adversely affect the
Bank’s financial condition and results of operations, as well as the Bank’s ability to
implement its business strategy. There can also be no assurance that PNB and its

operations will be protected against adverse developments arising from the global
environment.

PNB is controlled by the Lucio Tan Group whese interests may significantly differ
Jrom other shareholders in the bank

As of 30 June 2013, the Lucio Tan Group Inc. (LTG) held indirect ownership of PNB
shares amounting to about 48.61% and shareholders related to or who issue
proxies/special powers of attorney in favor of Mr. Lucio C. Tan from fime to time
held a total of about 18.25% of PNB, while the remaining 33.14% are owned by other
stockholders.

In addition, LT Group, Inc. has publicly disclosed its intention to acquire up to 60%
indirect ownership in PNB (post-merger with Allied Banking Corporation). LT
Group, Inc. is currently working to comply with any regulatory requirements for said
investment, both locally and overseas in such countries/states where the Bank
conducts branch or other banking operations. The interests of Mr. Lucio C. Tan and
LT Group, Inc. may differ significantly from the interests of the Bank and/or the other
shareholders and there can be no assurance that Mr. Lucio C. Tan and LT Group, lne.
will exercise their influence over PNB in a manner that is in the best interests of ail
shareholders.



RISKS RELATING TO THE PHILIPPINES

PNR is exposed to risks associated with the Philippines because substantially all of
the Bank’s assets and business activities ave based in the Philippines.

Historically, PNB has derived substantially ali of its operating income from the
Philippines. Hence, PNB’s business is highly dependent on the state of the Philippine
economy. Factors that may adversely affect the Philippine economy include:

= uncontrollable inflation and increasing interest rates;

* high unemployment, dwindling consumer confidence and low income:

= exchange rate fluctuations;

» slowdown in business, industrial, manufacturing and financial activities:
* credit scarcity resulting in lower consumer spending;

* changes in Government fiscal policy;

* re-emergence of epidemic diseases such as SARS and avian influenza;

= natural catastrophes;

= political instability, mutinies, acts of terrorism and military conflict.

There is no assurance that the country will attain strong economic fundamentals in the
future. Any abrupt changes in the conditions in the country may adversely atfect
PNB’s business, financial position and profitability.

Political instability in the Philippines may negatively impact PNR’s business,
financial standing and profitability.

In recent years, the Philippines has seen several unsuccessful military uprisings and,
every so often, public protests are held. A turbulent political atmosphere diminishes
investor confidence and may adversely affect PNB’s business. Despite the high
approval ratings of President Benigno S. Aquino I1, there can be no assurance that the
country will avoid political turmoil.

Terrovist acts and high-profile violent crimes threaten the country’s stability and
may have an adverse effect on PNB’s business, financial standing and profitabitity.

In recent history, the country has been victim to numerous acts of terrorism. There
have been several prominent kidnappings and slayings of foreigners. A number of
bombings have occurred. And, most recently, the hijacking of a tourist bus carying
Hong Kong tourists that resulted in the deaths of several passengers took place. These
incidents alienate affected parties and have adverse effects on investor confidence, and
consequently, the Philippine economy.
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Natural catastrophes may negatively affect PNR’s business, Sinancial standing and
profitability.

The Philippines is plagued by typhoons and is hit by floods, earthquakes and volecanic
eruptions from time to time. The occurrence of natural disasters m ay affect the
capacity of PNB’s clients to fulfill their obligations to PNB.

Also, despite the implementation of business continuity management measures, there
can be no assurance that PNB will be fully capable to deal with these kinds of

situations and that insurance will fully compensate PNB for the damage and sconomic
losses brought about by these catastrophes.

Any future changes in PFRS may affect the financial veporting of PNE’s business.

PERS continues to evolve as standards and interpretations promulgated subsequent Lo
December 31, 2011 come into effect. In 201 1, the BSP approved the guidelines on the
early adoption by banks and other BSP-supervised financial institutions of PFRS ¢
Financial Instruments under Circular No. 708 s, 2011. In 2012, the provision of
Circular No. 708 was amended by Circular No. 761. PFRS 9 is the local adoption of
International Financial Reporting Standards (“IFRS”) 9 Financial Tnstruments, which
is the first phase of the three-phase improvement project by the Intemational
Accounting Standards Board to ultimately replace International Accounting Standards
(“IAS”) 39 Financial Instraments: Recognition and Measurement. Phases 2 and 3 of
the project deal with accounting for the impairment of financial assets and hedge
accounting, respectively. Phase 1 of IFRS 9, which deals with the classification and
measurement of financial assets and financial liabilities, was adopted in the
Philippines by the Financial Reporting Standards Council as PFRS 9. It will become
mandatory for annual periods beginning January 1, 2015, and early application is
permitted. PFRS 9 aims to improve and simplify the classification and measurement
of financial instruments. It requires entities to classify and subsequently measure
financial assets at either amortized cost or fair value on the basis of both {a) the
entifies’ business model for managing the financial assets and (b) the contractual cash
flow characteristics of the financial assets. Among others, PFRS 9 eliminates
“Available-for-Sale” (“AFS”) and “Held-to-Maturity” (“HTM”} categories, together
with the “tainting rule”, which requires entities to reclassify HTM securities to AFS
securities i the event that any more than an insignificant amouni of an instrument
booked under the HTM category is sold or reclassified. PFRS ¢ also eliminates the
requirement to bifurcate embedded derivatives from financial assets host coniracts. It
also requires enhanced disclosures to help the users of financial statements better
understand the risks and the likely cash flows from the financial assets.

In addition to the required compliance with the provisions of PFRS 9 by banks and
other BSP-supervised entities, the newly approved guidelines also provide for certain
prudential requirements, such as approval by the entities’ board of directors or
equivalent governing body of the early adoption and submission by early adopters of
the prescribed additional reportorial requirements. Phase 2 will deal wiih




measurements of financial assets classified as amortized cost. This may require
recognition of credit loss expectations which may be significantly different from
current accounting requirements under IAS 39 On the other hand, Phase 3 will
propose significant hedge accounting requirements in IAS 39, There can be no
assurance as to the implementation of new accounting standards in the Philippines and

the significance of the impact it may have on the future financial statements of PNi3’s
businesses.

Corporate governance and disclosure standards in the Philippines may be less
stringent than those in other countries,

There may be less publicly available information about Philippine public companies
than is regularly made available by public companies in certain other countries.
Philippine SEC and PSE requirements with respect to corporate governance standards
may also be less stringent than those applicable in certain other Jurisdictions. For
example, the SRC requires publicly listed companies to have at least two independent
directors or such number of independent directors as is equal to 20.0% of its board of
directors, whichever is lower, but in no case less than two. Many other couniries
require significantly more independent directors. Further, rules against seti-dealing
and those protecting minority shareholders may be less stringent or developed in the
Philippines. Such potentially lower standards in ceriain areas of disclosure and
corporate governance may materially and adversely affect the interests of PNR'g
shareholders, particularly those of minority shareholders,

The sovereign credit ratings of the Philippines may adversely affect PNB’s
business.

Historically, the Philippines’ sovereign debt has been rated retatively low by
international credit rating agencies. Although the Philippines’ long-term foreign
currency-denominated debt was recently upgraded by Fitch and Standard & Poor’s o
the mvestment-grade rating of BBB-, Moody’s has not upgraded its rating of the
Philippines’ sovereign debt to investment grade. The continued relatively low
sovereign ratings of the Government may directly and adversely affect companies
resident in the Philippines, as international credit rating agencies issue credit ratin gs
by reference to that of the sovereign. No assurance can be given that Moody's,
Standard & Poor’s or any other international credit rating agency will not downgrade
the credit ratings of the Govermment in the future and, therefore, of Philippine
companies, including PNB. Any of such downgrades could have an adverse mipact on
the liquidity in the Philippine financial markets, the ability of the Government and
Philippine companies, including PNB, to raise additional financing and the interest
rates and other commercial terms at which such additional financing is available.
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RISKS ASSOCIATED WITH THE SHARES
The PNB shares are subject to market price fluctuations and Hguidity visks.

The market price of securities fluctuates and no one can predict with certainty the
behavior of the price of PNB shares. There is an inherent risk of loss attached to the
PNB shares as downward price movement, even the total loss of it value, Is a
possibility. The Philippine securities markets are substantially smaller, less active,
more volatile and less regulated than other more developed markets. Hence, an

investor may not be able to sell his/her shares as quickly as he/she would desire at
his/her desired price.

Despite the fact that the issue price has been determined after rigorous study, the PNE
shares may trade at a significantly different price from the issue price subsequent to
the completion of the issuance. PNB will apply for the listing of the issued shares on
the PSE after registration. However, there can be no assurance that there will be an
active trading market for the PNB shares or it will be sustained after the issuance and
listing.

Future issuance of new PNR shares in the public market could adversely affect the

prevailing market price of the shares and unfavorably impact the ownership of
existing shareholders.

In the interest of business expansion, the Board may resort to raising capital through
the issuance of mew equity or equity-linked securities. This may cause existing
sharcholders to experience dilution and/or may result in their shares becoming
subordinate to the newly issued securities. Furthermore, the market price of the shares

may decline. The foregoing may affect PNB’s ability to raise capital at a time and a4t a
price it deems appropriate.

PNEB may be unable to pay dividends on the shaves.

There is no assurance that PNB can or will declare dividends on the shares in the
future. Dividends, if any, are determined by the Board and will depend on PNB’s
performance, financial standing, capital requirements, loan obligations, legal,

regulatory and contractual restrictions, and other factors the Board may deem
pertinent.
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DETERMINATION OF ISSUE PRICE

ING Bank, N.V., Financial Advisor to the majority shareholders of PNB and Allied
Bank, proposed a share swap ratio between PNB and Allied Bank for approval by
their respective Boards. The majority shareholders of PNR and Allied Bank
considered several investment banks and selected ING on the basis of its
qualifications and advisory track record in Philippine bank mergers and acquisitions.

ING is a Financial Advisor with a long track record in advising on merger and
acquisition transactions in the Philippines. ING has advised in at least 19 M&A and
advisory transactions involving banks and other financial institutions in the
Philippines, including landmark deals such as the privatization of Philippine National
Bank in 2005 and the merger between Banco de Oro and Equitable PCI Bank in 2008,
ING has acted as the Financial Advisor for the majority shareholders of PNB and
Allied Bank in relation to the proposed merger since 2007, ING is also aceredited by
the PSE to issue fairness opinions and valuation reports for listed companies and
prospective listing applicants.

ING’s recommendation was based solely on publicly available information and other
information on Allied Bank and PNB provided to ING by the management teams of
Allied Bank and PNB, Roxas de Los Reyes Laurel Rosario & Leagogo Law Offices
and 3GV & Co. (collectively known as “Management and Advisers”). 1n formulating
the recommendation, ING relied on Management and Advisers to ensure that the
information and facts supplied by them are true, accurate and complete in all material
respects as of the date hereof and that all information which is or may be relevant, has
been provided to ING. ING also relied on the discussions with members of the
management of Allied Bank and PNB regarding their respective financial projections
and other information provided to ING. ING did not independently verify such
information nor conducted any independent in-depth investigation into the business,
and the affairs, of Allied Bank, PNB, or the merged entity.

To determine the swap ratio, ING used contribution analysis to examine the relative
contribution of PNB and Allied Bank to a hypothetical combined entity and thereby

determine the ownership levels between both banks’ sharcholders in the enlarged
entity.

Various methodologies were used, including (a) Relative “Fair Values” (e.g.,
Dividend Discount Model, Adjusted Net Asset Value, Comparables Analysis), (b)
Relative Size (e.g., Total Assets, Interest-Haming Assets, Deposits, Stockholders’
Equity), and (c) Relative Operating Performance (e.g., Interest income, Net Interest
Income, Net Interest Income + Non-Interest Income, Underlying Profit).

Each methodology yielded a certain relative contribution ratio between PNB and
Allied Bank. Based on the relative contribution ratio and current outstanding capital
stock of PNB, the required number of PNB common shares to he issued to Allied
Bank shareholders, commensurate to Allied Bank’s contribution to the enlarged
entity, was computed. Such number of PNR common shares was, in turn, divided by
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the current outstanding capital stock of Allied Bank to arrive at an implied share swap
ratio.  After discussions with PNB and Allied Bank management and majority
sharcholders, ING proposed a specific share swap ratio within the range of mplied
share swap ratios for the various methodologies and presented such to PNB’s and
Allied Bank’s Board of Directors for approval.

On 30 April 2008 and 24 June 2008, the Board of Directors and stockholders of PNB
and Allied Bank, at separate meetings, approved the merger of both banks with PNB
as the surviving entity. At that time, the stockholders of both banks approved the
Exchange Ratio of 140 PNB common shares for one Allied Bank common share and
30.73 PNB common shares for one Allied Bank preferred share at the issue price of
P55.00 per share. Thereafter, PNB sought for the approval of the merger with the
BSP, the Philippine Deposit Insurance Corporation (“PDIC™) and the SEC, as well as
foreign regulators for its operations abroad. Due to certain regulatory requirements,
however, the merger was delayed. PNB has since complied with the same regulatory
requirements.

Due to the passage of time since the Boards’ and shareholders’ approvals in 2008,
both banks decided to review the exchange ratio for their respective shares. Upon the
recommendation of ING, the following exchange ratio was proposed:

1. 130 PNB common shares for each Allied Bank common share
2. 22.763 PNB common shares for each Allied Bank preferred share,

The Issue Price was also recommended to be increased to P70.00 per share from
P55.00 per share.

On 16 December 2011 and 6 March 2012, each of the Board of Directors and
sharcholders of PNB and Allied Bank, at separate meetings, approved the proposed a
share swap ratio of 130 PNB common shares for each Allied Bank common share and

22.763 PNB common shares for each Allied Bank preferred share at an Tssue Price of
P70.00 per share,

On July 25, 2012, the PDIC granted its consent to the proposed merger of PNB and
Allied Bank, with PNB as the surviving entity, pursuant to Sec. 21 (¢) of R.A. 3591,
as amended (the “PDIC Charter”), subject to certain conditions. This was followed by
the BSP’s approval of the Plan and Articles of Merger on Aungust 13, 2012, subject
also to certain conditions.

On January 17, 2013, the SEC approved the Plan and Articles of Merger.

Applying the Exchange Ratio, the stockholders of Allied Bank are entitled to the
corresponding shares of PNB in the following amounts:
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Name of Allied Bank Stockholders

Key Landmark Investments, Lid.

True Success Profits Led,

Caravan Holdings Corporation

Solar Holdings Corporation

Prima Equities & Investments Corporation
Infinity Equities, Inc.

Virgo Holdings & Development Corporation
Virgo Holdings & Development Corporation
tewel Holdings, Inc.

. Iris Holdings & Development Corporation
- Iris Holdings & Development Corporation
. Lucio C. Tan

. Ignacio B. Gimenez

. Willy 8. Co

. Kings Investment & Development Corporation
. Mariano Tanenglian

. Ramon Lee

. Loz 1. Siy

. Nelly 8. Sy

. Domingo T, Chua

. Mariano Khoo

. Ramon L. Siy

23,
24,
25.
26,
27.
28,
28,
34.
31.

Mariano G, Ordonez
James Ang Yiok Teck
Mannel T, Gonzales
P.O. Domingo
Michael G. Tan
Reynaldo A. Maclang
Harry C. Tan

Patrick L. Go
Anthony Q. Chua

TOTAL

Type of Number af Converted
ABC Shares ABC Shares PNB Shares
Common 720872 G4 883 360
Conunon 442 152 38389 760
Common 449 152 58,389 Tal
Common 449 1572 58,389 760
Common 393,008 51,001 040
Common 136,864 43,792 320
Common 52,617 6,840,210
Preferred 25000 564075
Common 77,005 13010650
Common 46,937 6,101 8140
Preferred 25600 569,073
Common 99,285 12907056
Common 44 086 3,731,570
Common 38,768 5,035 840
Common 29571 3,844 236G
Common 17,635 2,297 550
Commeon 17,635 2,292,550
Cormimon 8739 138,670
Common 8716 1,133,080
Common 3,541 456,430
Comnon 440 57200
Cormmon 150 19,500
Common 142 18,460
Common 16 1,300
Comimon 14 1,300
Common 1¢ E,300
Common I 130
Commaon 1 130
Common i 130
Commeon i 1S,
Common i 130
3,302,493 423,862 500




BILUTION

The merger with Allied Bank will be undertaken via « share-for-share swap
transaction, where all the issued and outstanding common shares of dilied Bunk will
be converted to fully-paid and non-assessable common shares of PNB at a ratio of
130 PNB common shares for each issued Allied Bank common share and all the
outstanding preferred stock of Allied Bank will be converted to Jully paid and non-
assessable PNB common shares at o rafio of 22.763 PNB common shares for each
Allied Bank preferved share, all art an issue price of 870.00.

The book value attributable to PNB’s common shareholders, based on PNB’s audited
financial statements as of December 3 1, 2012, was £38.8 billion, while the book value
per share was at B58.65. The book value represents total equity attributabie to equity
holders of PNB. PNB’s book value per share is computed by dividing the book value
by the number of common shares outstanding less shares held by a subsidiary.

Dilution in book value per share to Allied Bank shareholders represents the difference
between the issue price and the book value per share {excluding goodwill) as of June
30, 2013, The book value per share (excluding goodwill) represents total equity
attributable to equity holders of PNB less goodwill, divided by the number of
common shares outstanding post-merger less shares held by a subsidiary.

The following table illustrates dilution on a per share basis based on the issue price:

Issue price per share B70.00
PNB book value per share as of December 31, 2012 B 5865
Difference in issue price per share and PNB book value per share as of R 1135
December 31, 2012 A
Book value per share (excluding goodwill) as of June 30, 2013 B 5924
Dilution in pro forma book value per share to Allied Bank shareholders 10,70

The following table sets forth the shareholdings and percentage of common shares
outstanding of existing PNB sharcholders and Allied Bank shareholders imimediately
after completion of the issuance:

Common shares

Number Yo
Existing PNB shareholders 662,245 916 6194
Allied Bank shareholders 423,962,300 39%
Total 1,086,208.416 100%
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PLAN OF DISTRIBUTION

As the issuance of shares is limited to the shareholders of Allied Bank and only occurs
by operation of law upon the SEC’s approval of the Merger between Allied Bank and
PNB, there i1s no underwriter or marketer engaged by PNB with respect to this
offering, as such, there is no compensation to be paid to selling agents, underwriters or
marketers with respect to this offering. There is likewise no compensation to be paid
to selling agents or underwriters by PNB with respect to this offering. Further, there
are no brokers/dealers or finders engaged for purposes of this offering.

Designated Shares and Allocations

The shares to be issued under this offering are issued on a limited basis to the
shareholders of Allied Bank as part of the Merger which was undertaken via a share-
for-share swap fransaction. As contained in the Plan of Merger, all the issued and
outstanding Common Stock of Allied Bank will be converted inte fully-paid and non-
assessable Common Stock of PNB at a ratio of 130 PNB Common Shares for each
issued Allied Bank Common Share while all the issued and outstanding Preferred
Stock of Allied Bank will also be converted into fully-paid and non-assessable PNB

Common Shares at a ratio of 22,763 PNB Common Shares for each issued Allied
Bank Preferred Share.

On 17 January 2013, the SEC approved the Merger of PNB and Allied Bank and
simultancously approved the amendment of the Articles of Incorporation of PNB
reclassifying PNB’s 195,175,444 Authorized Preferred Shares mto  Authorized
Common Shares thereby increasing its Authorized Common Shares to 1,250,000,001
corresponding to its Authorized Capital Stock of £350,000,000,040.00. As a
consequence of the approval of the Plan and Articles of Merger and by operation of
law, PNB is then required to issue new PNB Common Shares out of its authorized and
unissued capital stock at an Issue Price of B70.00 per share to swap for the

outstanding Allied Bank Common Shares and Preferred Shares in accordance with the
Plan of Merger.

Said new PNB Common Shares will be listed on the Philippine Stock Exchange
(“})SE”)‘

In case of any resulting fractional shares from the above Exchange Ratio, each holder
of Allied Bank Common Shares and Allied Bank Preferred Shares who would
otherwise be entitled to such fractional share shall be entitled to an amount in cash,
without interest, rounded to the nearest centavo equal Lo the product of (a) the amount
of the fractional share interest in a PNB Common Share to which such holder is
entitled and (b) the average of the closing sale prices for PNB Comimon Shares on the
PSE for each of the thirty (30) consecutive trading days ending on the date of
execution by the parties to the Amended Plan of Merger.
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Applying the Exchange Ratio, all of the sharcholders of Allied Bank are entitled to a
corresponding mumber of PNB shares, as follows:

ALLIED BANK SHAREHOLDERS AND THEIR CORRESPONDING PNB
SHARES:

Type of
ABC Shares

Number of
ARC Shares

Converted
Name of Allied Bank Stockholders

PNB Shares

1. Key Landmark Investments, Lid. Common 729 877 94 KEZ 360
2. True Success Profits Ltd. Commeon 449 152 58,389 760
3. Caravan Holdings Corporation Common 449 152 58,389,760
4. Solar Holdings Corporation Common 449,152 58,389 760
5. Prima Equities & Investments Corporation Common 363,008 51,091,040
6. Infinity Equities, Inc. Common 336,864 43,792 320
7. Virgo Holdings & Development Corporation Cormmon 52,617 6.840,214)
8. Virgo Holdings & Development Corporation Preferred 25,060 509,075
9. lewel Holdings, Inc. Common 77,005 HLOT0,650

10. Tris Holdings & Development Corporation Common 46,937 6,101, M

11. lris Holdings & Development Corporation Preferred 25,000 569,075

12. Lucio C. Tan Common 99285 12,907,050
13. Ignacio B. Gimenez Common 44,089 f 31,570
14. Willy S. Co Common 38,708 . ,.aﬁ.kéa ¥
15. Kings Investment & Development Corporation  Common 29,571 % 844,230
16. Mariano Tanenglian Common 17,635 2,292,550
17. Ramon Lee Clommon 17,635 2,292,550
18. Luz L. Siy Common 8,759 138,670
19, Nelly S. Sy Common 8,716 1,133,080
20. Domingo T. Chua Common 3501 450,430
21. Mariano Khoo Common 440 57,200
22. Ramon L. Siy Common 150 19,500
23. Mariano G. Ordonez Common 142 18.460
24, James Ang Yiok Teck . Common 10 1300
25. Manuel T. Gonzales  Common e 1,360
26. P.O. Domingo Common 10 1,300
27. Michael G. Tan Common 1 130
28. Reynaldo A. Maclang Common | 130
29. Harry C. Tan Common | 130
30. Patrick L. Go Comimon ! 130
31. Anthony Q. Chua Common 1 130
TOTAL 3.3062,495 413 962,56}@



DESCRIPTION OF SECURITIES TO BE REGISTERED

Prior to the approval of the Merger, PNB’s authorized capital stock amounted to
£50,000,000,040.00 divided into 1,054,824,557 common shares at a par value of
£40.00 per share and 195,175,444 preferred shares at a par value of B40.00 per share.
In accordance with the Plan of Merger, the Bank re-classified all its preferred shares to
common shares to accommodate the issuance of 423,962,500 shares to the
shareholders of Allied Bank. On 17 January 2013, the Securities and Exchange
Commission approved the Plan of Merger and the Amended Articles of Incorporation
including the re-classification of 195,175,444 preferred shares to common shares,
thereby increasing the number of common shares to 1,250,000,001 common shares

with a par value of #40.00 per share, of which 423,962,500 are issued to Allied Bank
shareholders.

As of February 28, 2013, the total number of shares issued and outstanding was
1,086,208,416, of which 761,615,541 shares (or 70.11689%) were held by Filipino-
Private Stockholders while the remaining 324,592 875 shares (or 29.88311%) are held

by Foreign-Private Stockholders. The Bank has a total of B43 448 336,640.00
subscribed capital.

At each meeting of stockholders, every stockholder entitled to voie on a particular
question involved is entitled to one (1) vote for each share of stock standing in his
name in the books of the Bank at the time of the closing of the Stock and Transfer

Book for such meeting or on the record date fixed by the Board of Directors (Section
4.9 of PNR'’s Amended By-Laws)

Section 24 of the Corporation Code of the Philippines provides that “x x x every
stockholder entitled to vote shall have the right to vote in person or by proxy the
number of shares of stock standing, at the time fixed by the by-laws, in his own name
on the stock books of the corporation x x x and said stockholder mayv vote such
number of shares for as many persons as there are divectors to be clected or he may
cumulate said shares and give one candidate as many votes as the number of
directors to be elected multiplied by the number of his shares shall equal, x x x.°

The Articles of Incorporation of PNB provides that the sharcholders have no pre-
emptive right on any new issuance of shares.
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DIVIDEND POLICY

PNB is authonized under Philippine law to declare dividends, subject to certain
requirements. The Bank’s ability to pay dividends is contingent on ils ability to set
aside unrestricted retained earnings for dividend distribution. Tn addition, the Bank’s
declaration of dividends, including computation of unrestricted retained garnings, is
subject to compliance with certain rules and regulations prescribed by the Bangko

Sentral ng Pilipinas (BSP) as provided under the Manual of Regulations for Banks
{(MORB).

As of the date of this Prospectus, PNB has not adopted a specific dividend policy

which prescribes a minimum percentage of net earnings to be distributed to its
shareholders.

The Bank has not declared any cash dividend on its common shares for the fiscal years
2011 and 2012.



INTEREST OF NAMED EXPERTS AND INDEPENDENT COUNSEL

There are no experts or independent counsel who will receive @ direct ov indirect
interest in the Issuer or who was a promoter, underwriter, voting trustee, direcior,
officer, or employee of the registrant,

Apart from normal professional fees payable to the following entities which assisted
PNB and ABC with respect to the Merger and this Offer, no arrangement exisis
whereby any of the following will receive any fees, benefits, securities or any direct or
indirect interest from PNB in connection with this Offer:

SGVY & Co. audited the financial statements of the Registrant for the years ended 31
December 2010, 2011, and 2012 included in this prospectus. SGV & Co. does not

have shareholdings in PNB nor any right to neminate persons or subscribe to PNB
shares,

ING Bank, N.V., Financial Advisor to the majority shareholders of PNB and Allied
Bank, proposed the share swap ratio between PNB and Allied Bank for approval by
their respective Boards and for submission to the sharcholders, ING has no direct or
indirect interest in PNB.

Roxas de Los Reyes Laurel Rosarioc & Leagogo Law Offices was engaged as
Transaction Counsel for the Merger. Roxas De Los Reves Laurel Rosario & Leagogo
Law Offices does not have any direct or indirect interest in PN,

UBS Investments Philippines, Inc. (“UBS”) rendered a “Fairness Opinion” as to the
valuation of the PNB Shares and the Exchange Ratio. UBS does not have any direct
or indirect interest in PNB,



INFORMATION WITH RESPECT TO THE REGISTRANT

DESCRIPTION OF BUSINESS OF PNB

A. Business Development

Philippine National Bank (PNB or the “Bank”), the country’s first universal bank, is
the Philippines’ fourth largest private commercial bank in terms of total assets,
deposits, net loans and receivables according to the Bank’s published SEC Form 1 7-0
report, as of 30 Jupe 2013. The Bank was established as a government-owned banking
nstitution on July 22, 1916. As an instrament of economic development, the Bank
led the industry through the years with its agricultural modernization program and
trade finance support for the country’s agricultural exports, pioneering efforts in the
Overseas Filipino Workers (OFW) remittance business, as well as the introduction of
many innovations such as Bank on Wheels, computerized banking, ATM banking,
mobile money changing, domestic traveler’s checks, and electronic filing and payment
system for large taxpayers. PNB has the widest overseas office network and one of the
largest domestic branch networks among local banks.

Pursuant to its policy of rationalizing its involvement in corporate ventures and the
privatization of Government-Owned-and-Controlled Corporations (GOCCs) under
Proclamation No. 50, the Government offered to the Philippine public 30% of the
outstanding shares of the Bank in June 1989, The Government further disposed 10%
and, afterwards, 7.2% of its outstanding shares in the Bank to the Philippine public in
April 1992 and December 1995, respectively.

In July 2002, PNB secured the consent of the Securities and Exchange Commission
(SEC) to undergo a quasi-reorganization which reduced the par value of its shares
from B60.00 to 240.00. This was done in order to accommodate the 27.8 billion debt.
to-equity conversion of the Philippine Deposit Insurance Corporation (PDIC) through
the issuance of 195,175,444 preferred shares and to put in place a rchabilitation
program that will facilitate the turn-around and sustained stability of PNB. These
events resulted in the Government, through the PDIC, inereasing its stake in the Bank
to 44.98%, at par with the 44.98% voting stake of the Lucio Tan Group (LTG)".

In August 2005, the Government offered 186,033,908 shares for sale out of it
257,845,799 shares in the Bank. The companies and persons affiliated/associated with
the LTG, as the other major stockholders, exercised their right of first refusal,

reducing the Government’s aggregate share to 12.5% and raising that of the LTG to
77.43%.

PNB concluded its 5-year Rehabilitation Plan as approved by the Bangko Sentral ng
Pilipinas (BSP) in May 2007. The Bank also settled its 26.1 billion loan with PDIC in
June 2007, more than four (4) years ahead of the loan’s due date. The loan repayment
was a clear indication of the Bank’s renewed financial health.

! A group of companies and individual sharehoiders related To/associalea with andfor hove

given special powers of atfomey to Mr. Lucio ©. Tan.
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In August 2007, PNB completed its Tier 1 Follow-On Equity Offering when it raised
approximately £5.0 billion in Tier 1 Capital. Together with the sale of 89 million
primary shares, 71.8 million secondary shares owned by the Government, through the
PDIC and Department of Finance (DOF), were sold to the public, paving the way for a
complete exit of the Government from PNB.

Merger Developments

On April 30, 2008, the respective Board of Directors of PNB and Allied Banking
Corporation passed resolutions approving the plan to merge the two banks. The plan
of merger was subsequently approved on June 24, 2008 by the affianative vote of
PNB and Allied Bank's respective shareholders representing at ieast two-thirds of the

outstanding capital stock of each bank. The banks submitted the Plan of Merger to the
BSP on July 30, 2008.

In December 2008, the merger, which was expected to have been completed by the
end of 2008, encountered delays due to the requirement on ABC to divest its 27.78%

equity share in Oceanic Bank, a commercial bank based in California, USA, in
compliance with US banking regulations.

PNB and Allied Bank’s respective Boards of Directors passed a resolution in October
2011 approving the execution of a Voting Trust Agreement among PNB, Oceanic
Holding (BVD) Ltd. and Mr. Walter Mix III, the nominated trustee. The agreement
placed all shares of the holding company that directly owned Oceanic Bank in a trusl
to be sold to third parties. Allied Bank owned 27.78% of Oceanic Holding (BV1) Ltd.
which in turn owned Oceanic Bank Holding, Inc., the parent company of Oceanic
Bank in San Francisco, California, U.S.A. PNB, as successor-in-interest of Oceanic
Bank upon merger, assumed all rights and responsibilities under the Agreement. The
US Federal Reserve Board subsequently approved the Voting Trust Agreement in
order to facilitate the merger of PNB and ABC in a manner that addressed US
regulatory concerns.

On March 6, 2012, PNB and Allied Bank separately held Special Stockholders’
Meetings approving amended terms in the Plan of Merger of the two banks. In order
to secure all necessary approvals from the regulators, the banks submitted their

Amended Plan of Merger to the BSP and the PDIC on March 26, 2012 and to the SEC
on April 12, 2012,

On March 27, 2012, the trustee of the shareholders of Oceanic Holding (BVI) Lid.
entered into a definitive agreement with FNB Bancorp (FNBG), the parent company
of First National Bank of North California, whereby the former agreed to sell to

FNBG all of the outstanding stocks of Oceanic Bank Holding, Inc., the pareni
company of Oceanic Bank.

On July 25, 2012, the PDIC granted its consent to the Merger of PNB and Allied
Bank, with PNB as the surviving entity, pursuant to Sec. 2le of R.A, 3591

, a8
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amended (PDIC Charter), subject to certain conditions. This was followed by the
advice from the BSP approving the Plan and Articles of Merger on August 13, 2012,
subject also to certain conditions.

On January 17, 2013, the SEC approved the Amended Plan and Articles of Merger.

Having already gained all necessary regulatory approvals to proceed with the merger,
the Board of Directors of PNB and Allied Bank, in separate Special Board Meetings
held on January 22, 2013 and January 23, 2013, respectively, set the effective date of
the merger on February 9, 2013. Thus, on February 9, 2013, PNB and Allied Bank
merged into one bank,

With the merger, PNB is now the fourth largest private commercial bank in terms of
assets based on the Bank’s published Statement of Condition as of June 30, 2013,

Recent Developments

In the Annual Stockholders’ Meeting of PNB held on May 28, 2013, the stockholders
of PNB approved the increase in authorized capital stock of the bank from
P50,000,000,040.00 divided into 1,250,000,001 common shares with a par value of
Forty Pesos (P40.00) per share to P70,000,000,040.00 divided into 1,750,000,001
commeon shares with a par value of Forty Pesos (P40.00) per share.

B. Business Description

1. Products and Services

PNB, as a Merged Bank, through its Head Office and 654 Domestic Branches and
offices and 87 Overseas Branches and Representative Offices, provides a full range of
banking and financial services to large corporate, middie-market, small medium
enterprises (SMEs) and retail customers, including OFWs, as well as to the Philippine
National Government, national government agencies (NGAs), local government units
(LGUs) and GOCCs- in the Philippines. PNB’s principal commercial banking
activities include deposit-taking, lending, trade financing, bills discounting, fund
transfers/remittance  servicing, asset management, treasury operations, and
comprehensive trust, retail banking and other related financial services.

Its banking activities are undertaken through the following groups within the Bank,
namely:

Institutional Banking Group

The Bank’s Institutional Banking Group is responsible for credit relationships with
large corporate, middle-market and SMEs, as well as with the Government and
government-related agencies and financial institutions. With the substantial reduction
in its non-performing assets, the Bank’s focus has now shifted to developing its loan
portfolio.



Retail Banking Group

The principal focus of the Retail Banking Group (RBG) is the generation of low-cost
funds for the Bank’s operations. In addition, the RBG also cross-sells the different
consumer finance products and services through its retail distribution channels
consisting of 654 branches nationwide.

Consumer Finance Group

The Consumer Finance Group provides multi-purpose personal loans, home mortgage
loans, vehicle financing and credit card services to the Bank’s retail clients.

Global Filinino Banking Group

The Global Filipino Banking Group covers the Bank’s overseas offices which
essentially provide convenient and safe remittance services to numerous OFWs
abroad and full banking services in selected jurisdictions. PNB has the largest
overseas network among Philippine banks with 87 branches, representative offices,
remittance centers and subsidiaries in the United States of America (USA), Canada,
Earope, the Middle East and Asia. PNB also maintains correspondent relationships
with 1,120 other banks and financial institutions worldwide.

Treasury Group

The Treasury Group manages the treasury operations of the Bank and its subsidiaries.
It also monitors PNB's compliance with the reserve requirements and guidelines of the
BSP. It engages in inter-bank lending/borrowing, investment in peso and foreign
exchange denominated bonds and securities, currency trading, equities trading and
investment in structured products,

Trust Banking Group

PNB through its Trust Banking Group (TBG) provides a wide range of personal and
corporate trust and fiduciary banking products and services. Personal trust products
and services for customers include living trust accounts, custodianship, educational
trust, estate planning, guardianship, life insurance trust and investment management.
Corporate trust services and products include trusteeship, securitization, investment
portfolio management, administration of employee benefits, pension and retivement
plans, and trust indenture services for local corporations. TRG’s agency services
include acting as bond registrar, collecting and paying agent, loan facility agent,
escrow agent, share transfer agent and domestic receiving bank.

Remedial and Credit Management Group

The Remedial and Credit Management Group was established to focus on reducing
the level of the Bank’s non-performing loans (NPLs) to within the industry average.



Special Assets Management Group

The main objective of the Special Assets Management Group is the disposal and/or

lease of the Bank’s real and other properties acquired (ROPA) and bank-owned
properties.

2, Competition

PNB faces competition from both domestic and foreign banks, in part as a result of the
liberalization of the banking industry by the National Government which allowed the
entry of more foreign banks. The presence of these foreign banks has also increased

competition in the corporate market, resulting in more domestic banks focusing on
SMEs.

As of 30 June 2013, based on banks’ published statement of condition, the Bank ranks
4th in terms of total assets among the five leading domestic commercial banks in the
Philippines.

(& Billions) | As of 30 June 2013

Total Loans |
Consolidated Total Tatfal & Ehta%

Assefs Capital . Diepasits

Receivables N
BDO Unibank, Inc * 1,330.5 159.8 803.8 LLO15.5
Metropolitan Bank and Trust Co.* 1,222.0 1431 5435 8 876.6
Bank of the Philippine Islands* 1,019.5 103.2 564.5 B23.5
Philippine National Bank* 563.4 §3.3 238.7 419.7
Rizal Commercial Banking Corp.* 374.0 459 1993 247 1

*Source: 17-Q Disclosures with the PSE

3. Revenue by Geographical Location

PNB and its subsidiaries (hereinafter referred to as the “Group™) offer a wide range of

financial services in the Philippines. In addition, the Group provides remittance
services in the USA, Canada, Asia, the Middle East and FEurope. The following shows
the percentage distribution of the consolidated revenues for the past three (3) years
and for the three-month period ended June 30, 2013

June 2013 2012 2011

Philippines 958% 93% 92%

Asia (excluding the Philippines)/ 3% 3% 4%
Middle East

Canada and USA 1% 3% 394
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United Kingdom & Other i 1%
European Union Countries R e
Total 100% 100%

4. New Products and Services

The Bank has launched the following products and services in 2012 and up to April
2013:

- The PNB Debit Mastercard and GFC Prepaid Card
- Cardless ATM Facility

- New PNB Phone Banking

. PNB Visa

- PNB-Allied Bank Mastercard in Control

- Pinnacte Chub

- PNB High Dividend Fund

- Phone Remittance

- Fastcash ATM Account

5. Related Party Transactions

in the ordinary course of business, the Bank has loans and other transactions with its
subsidiaries and affiliates, and with certain directors, officers, stockholders and related
interests (DOSRI). Under the Bank’s policy, these loans and other transactions are
made substantially on the same torms as those of other individuals and businesses of
comparable risk.  Under BSP Circular 423, of the amount of direct credit
accommodations to each of the Bank’s DOSRI, 70% must be secured and should not
exceed the amount of their respective deposits and book value of their respective
mvestments in the Bank. In the aggregate, DOSRI loans generally should not exceed
the Bank’s net worth or 15% of the Bank’s total ioan portfolio, whichever is lower.
As of December 31, 2011, December 31, 2012 and June 30, 2013 PNB is in
compliance with the aforementioned BSP regulations.

Information related to transactions with related parties and with certain DOSRI is

shown under Note 31 of the Audited Financial Statements of the Bank and
Subsidiaries.

6. Patents, Trademarks, Licenses, Franchises, Concessions and Royalty
Agreements

The Bank’s operations are not dependent on any patents, trademarks, copyrights,
franchises, concessions, and royalty agreements.

34




The Bank has licenses to use the following IT software and systems in its operations:

]

Corebanking System (FLEXCUBE) (July 01, 2012 to June 30, 2013} - Provides
suppott services to various bank operations for workflow development.

IBM Websphere MQ Processor (July 1, 2012 to June 30, 2013) ~ As part of the
requirement for the Flexcube implementation, this software is vital for in-house
and other third party systems connecting directly to Flexcube.

Operations Processing Integrated Control System (OPICS) (August 29, 2003 o
August 29, 2013) ~ The agreement will continue for ten (10) vears unless
terminated earlier in accordance with the terms of the contract.

Anti-Virus Software Sophos (January 2010 to December 2013) — Unless revoked
by PNB, the agreement will automatically be renewed on a vear-to-year basis.

[BM Lotus Domino Enterprise Server Processor Value Unit (PVU) License SW
Subscription and Support for 12 months (January 1, 2013 to December 31, 2013)
— Unless revoked by the Bank, the agreement shall automatically be renewed on a
year-to-year basis,

Trust Application Processing Management System (License term is perpetual and
scope of use is for one [1] Production Database, twenty [20] users and twenty-five
[25] Pro-IV Runtime Licenses) — Provides support for trust transactions. There is

continuous payment of the necessary fees to ensure support for use of the
software.

Phonebanking System — Provides support for PNB’s phonebanking system. The
PNB Version is one (1) year from the date of Application Software — PNBH

Version Acceptance. There is a continuocus renewal of annual maintenance
services.

Internet Banking System — Provides support for the Internet Banking Systen: of
the Bank.

- All Microsoft products have Per Seat Licensing.

Tandem/Base24 ATM System

-~ HP Nonstop/Tandem $76 HW/SW (October 8, 2012 to October 7, 2013) -
The platform wherein the Base24 ATM/CMS/FHM application runs. The
machine has to be operational 24/7, hence the requirement for its continuous

renewal of maintenance services. The maintenance agreement will be rencwed
on a yearly basis.

- Atalla A9100/SCA (October 8§, 2012 to October 7, 2013} ~ The hardware

which performs the PIN authentication for ATM and IBS enroliment
transactions. ATM and IBS enrollment services are 24/7, hence the
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requirement for its continuous renewal of maintenance services. The
maintenance agreement is renewed on a yearly basis.

- Safeguard security software (October &, 2012 to October 7, 2013) - Ensures
that the security policies are enforced to protect the HP Nonstop and Base24
processes. The maintenance agreement is renewed on a vearly basis.

- Prognosis Monitoring Software - Allows for the GUl-based monitoring and
downloading of ATMs. Prognosis also makes it possible for the system alerts
and ATM tickets to be broadcasted to specified ¢-mail addresses. It is also
being utilized in report and statistics generation.

- Tandem Himalaya Hardware — The backup machine to be utilized after the
declaration of a disaster involving HP Nonstop in MDC. The machine is
carrently in PNB’s Business Recovery Center in Quezon City. An on-call
maintenance agreement is in place with HP Philippines.

- BaseZ4 ATM/CMS/FHM - The 24/7 ATM system of the Bank. The
maintenance agreement is renewed on a yearly basis.

BaselZ4 Application Software Maintenance — PNB version and iis components will
operate and perform substantially in accordance with the published specifications
from the date of the User Acceptance of Application Software — PNB Version.
The maintenance agreement is renewed on a yearly basis.

PNB Debit Card and Prepaid MasterCard Banknet Software Licenses and Support
Services {December 7, 2011 to December 6, 2015) - Enables the Bank to launch a
Debit and Prepaid MasterCard that will replace the existing PNB ATM Card and
Global Filipino Card allowing international ATM and Point-of-Sale (POS) access.

GIFTSWEBB and Enhanced Due Diligence System (November 5, 2012 (o
November 5, 2013) — Provides support services to various bank operations for
workflow development.

Cash Management System License (Perpetual renewal starting August 9, 2009) -
Provides support services to various bank operations for workflow development,

ASG Zena — Job Scheduler (December 22, 2012 to December 21, 2013} -
Provides support services to various bank operations for workflow development.

IVRS Hardware Upgrade ~ Provides support services to various bank operations
for workflow development. Maintenance support under negotiation.

Microsoft MS Premiere Support Agreement — 180 hours (December 28, 2012 (o
December 27, 2013) — Provides support services, problem resolution and technical
advice on issues/problems on all Microsoft software products.



¢ PNB Public TP Address and Auntonomous Systern Number {February 1, 2013 w©
January 31, 2014) — Enables the Bank to have its own Internet identity in the
World Wide Web and helps achieve a lower latency response by maintaining a
standard routing system in the Internet.

¢ Security/Network Devices — Purchase of McAfee Nitro Solution to deliver full
Security Information and Events Management (SIEM) function was approved 1n
January 2013. The solution will handle 94 security/network devices and 189

Windows servers. The benefit of acquiring this solution will enhance the Rank’s
security capability.

» FEnterprisc Monitoring System (January 1, 2013 to December 1, 2013) -
OpenView support maintenance.

» Oracle Adaptive Access Manager (November 9, 2012 to November 8, 2013) -
Maintenance support for OAAM Authentication System.

= ePLDT (formerly MySecuresign)

Verisign Global Server ID (IBS Internet) - 1BS, PNB.COM.PH (March 13,
2013 to March 12, 2015)

- Verisign Global Server ID for MDC GCash Servers (GCASH.PNB.COM PH
and CGASH2 PNB.COM.PH) (October 9, 2012 to October 7, 2013)
Verisign Global Server ID (128-bit Encryption Strength) Verisign Digital
Server License — Portal OAAM (July 6, 2012 to July 6, 2014)
Verisign Global Server ID (128-bit Eneryption Strength) Verisign Digital
Server License — IRS World Application (October 4, 2012 to October 4, 2014)
Verisign Global Server ID for CMS (September 5, 2012 to September 5, 2014)

7. Government Approval of Principal Preducts or Services

Generally, e-banking products and services require BSP approval. New deposit
products require notification to the BSP. The Bank has complied with the ‘
aforementioned BSP requirements.

8. Estimate of Amount Spent for Research and Development Activities

This is not applicable to the Bank.

9. Number of Employees

The total employees of the Bank as of 30 June 2013 is 8,696 wherein 3,520 were

classified as Bank officers and 5,176 as rank and file employees. The Bank shall

continue to pursue selective and purposive hiring strictly based on business
requirements.



With regard to the Collective Bargaining Agreement (CBA), all original rank and file
employees of the Bank, except those who are assigned in selected offices, are covered
by an agreement which will expire on June 30, 2014,

Former ABC rank and file employees, except those who are assigned in selected
offices, are covered by a separate CBA which will expire on September 30, 2014.The
Bank has not suffered any strikes, and the Management of the Bank considers its
relations with its employees and the Union as harmonious and mutually beneficial,

10. Risk Management

The risk management function is embedded in all levels of the organization. Headed
by the Chief Risk Officer (CRO) and reporting to the Risk Management Committee,
the Risk Management Group (RMG}) is primarily responsible for the risk management
functions to ensure that a robust organization is maintained. The RMG, independent
from the business lines, is organized into 4 divisions: (i) Credit Risk and BASEL 1
and ICAAP Implementation Division, (i) Market & ALM Division, (iii) Operational

& Information Technology Security Risk Management, and (iv) Business Intelligence
Divigion.

Each division maintains, monitors and enhances, as needed, policies for risk
management applicable to the organization. These policies clearly define the kinds of
risks to be managed, set forth the organizational structure and provide appropriste
training necessary. The policies also provide for audits to measure the effectiveness
and suitability of the risk management structure. In line with these basic policies, the
RMG continues to implement the following risk management tools and reporting
requirements to strengthen and enhance the sophistication of the Bank’s risk
management system and address the volatile risk environment.

Market Risk

1. Price Risk in the Trading Portfolio

The Bank’s trading positions are sensitive to changes in the market prices and rates.
PNB is subject to trading market risk in its position-taking activities for fixed income,
foreign exchange and equity markets. To caleulate the risks in the trading portfolio,
the Bank employs the Value-at-Risk (VAR) methodology with 99% confidence level
and a one (1) day holding period (equities and FX VAR) to a ten {10) day holding
period for fixed income VAR.

VAR limits have been established annually and exposures against the VAR limits are
meonitored on a daily basis. The VAR figures are back-tested against actual (interest

rates) and hypothetical profit and loss figures (FX and equities) to validate the
robustness of the VAR model.

The Bank also employs the stop-loss monitoring tools to monitor the exposure in the
price risks. Stop-loss limits are set up to prevent actual losses resulting from mark-to-
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market. To complement the VAR measure, the Bank performs stress testing and

scenario analysis wherein the trading portfolios are valued under several market
SCenarios.

2. Structural Market Risk

Structural interest rate risk arises from mismatches in the interest profile of the Bank’s
assets and liabilities. To monitor the structural interest rate risk, the Baok uses a
repricing gap report wherein the repricing characteristics of its balance sheet positions
are analyzed to come up with a repricing gap per tenor bucket. The total repricing gap
covering the one-year period is multiplied by the assumed change in interest rates
based on observed volatility at 99% confidence level to obtain an approximation of
the change in net interest earnings. Limits have been set on the tolerable level of
Earnings-ai-Risk (EAR). Compliance with the limits is monitored regularly.

3. Liquidity and Funding Risk

Liquidity risk is generally defined as the current and prospective risk to earnings or
capital arising from the parent company’s inability to meet its obligations when they
fall due. Liquidity obligations arise from withdrawal of deposits, extension of credit,
working capital requirements and repayment of other obligations. The Bank seeks to
manage its liquidity through active management of liabilities, regular analysis of the
availability of liquid asset portfolios as well as regular testing of the availability of
money market lines and repurchase facilities aimed to address any unexpected
liquidity situations. The tools used for monitoring liquidity include gap analysis of
maturities of relevant assets and Habilities reflected in the maximum cumulative
outflow (MCO} report, as well as an analysis of sufficiency of liquid assets over
deposit liabilities and regular monitoring of concentration risks in deposits by tracking
accounts with large balances. The MCO focuses on a 12-month period wherein the

12-month cumulative outflow is compared to the acceptable MCO limit set by the
Bank.

Credit Risk

Credit Risk is defined as the potential risk when a bank borrower fails to meet its
obligations in accordance with agreed terms, thus subjecting the bank to financial loss.
Sources of credit risk are: defaulting borrowers, counterparties, issuers, or guarantors.
It arises any time bank funds are extended, committed, invested, or otherwise exposed
through actual or implied contractual agreements, whether reflected on or off the
balance sheet. '

1. Credit Policies and Procedures

All credit risk policies issued by the regulatory bodies (i.e. BSP, SEC, PDIC, BIR,
etc.) automatically form part of the Bank’s board-approved risk policies. These nsk
policies reflect the Bank’s lending profile and focus on:



(a) the risk tolerance and/or risk appetite
(b) the required return on asset that the Bank expects to achieve
(¢} the adequacy of capital for credit risk

2. Credit Risk Functional Organization

The credit risk functional organization of the Bank conforms to BSP regulations. This
ensures that the risk management function is independent of the business line. In order
to maintain a system of “checks and balances”, the Bank observes three (3) primary
functions involved in the credit risk management process, namely:

(&) risk-taking personnel
(b) risk management function
{c) the compliance function

The risk-taking personnel are governed by a code of conduct for account officers and

related stakeholders set to ensure maintenance of the integrity of the Bank’s credit risk
management culture.

The approving authorities are clearly defined in the Board-approved Manual of
Signing Authority (MSA).

3. Credit Limit Structure

The Bank adopts a credit limit structure (regulatory and internal limits) as a
quantitative measure of the risk tolerance duly approved by the Board. Breaches in the

limits are monitored via the monthly credit dashboard reported to the Risk Oversight
Committee.

4. Stringent Credit Evaluation

Repayment capacity of prospective borrowers is evaluated using an effective internal
risk rating model for corporate and micro small medium enterprise (MSME) accounts
and appropriate credit scoring program for consumer loans. These models are
validated to determine predictive ability.

5. Reporting Svstem

An effective management information system (MIS) is in place and, at a minimum,
has the capacity to capture accurate credit risk exposure/position of the Bank in real
time. A monthly credit dashboard is used as the reporting tocl for appropriate and
timely risk management process,
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6. Remedial Management System

A work-out system for managing problem credits is in place. Among others, these are
renewals, extension of payment, restructuring, take-out of loans by other banks, and
regular review of the sufficiency of valuation reserves.

7. Bvent-driven Stress Testing

Techniques are conducted to determine the payment capacity of affected borrowers’
accounts. A Rapid Portfolio Review Program is in place to quickly identify possible
problem credits on account of evolving events both domestic and global. Results of
the stress testing show minimum impact and have no material effect on the Bank’s
NPL ratio and capital adequacy ratio (CAR).

Operational Risk

i, People Risk

In most reference books and articles, it is mentioned that the most dynamic of all
sources of operational risk factors is the people risk factor. Internal controls arc ofien
blamed for operational breakdowns, whereas the true cause of many operational losses
can be traced to people failures, Every Chief Executive Officer has argued that people
are the most important resource, yet the difficulty in measuring and modeling people

risk has often led management to shy away from the problem when it comes to
evaluating this aspect of operational risk.

In PNB, operational losses may be attributed to human error which can be brought
about by inadequate training and management. This issue is being addressed through
formal means (continuously conducted trainings) or informal means (monthly
meetings and discussing issues at hand). These trainings also address the issue of
relying on key performers instead of cross-training each team member.

Further, there is the risk of “non-fit” personnel being “forced” to occupy positions
they are not qualified for. Annual evaluation and the implementation of balanced

scorecards are used to ensure that ill-fitted personnel are re-trained, re-tooled or re-
skilled to equip them better.

2. Process Risk

In financial institutions, most processes are designed with audited fail-safe features
and checking procedures. Since processes interact with other risky variables - the
external environment, business strategy and people - it is difficult to sound the all-
clear. However, processes can make the institution vulnerable in many ways. To
address this risk, the Bank has documented policies and procedures duly approved by
the Board. The Internal Audit Group, as well as the various officers tasked with the

review function, regularly monitors the implementation of these documenied policies
and procedures.



3. Business Stratesy Risk

Strategic Risk can arise when the direction/strategy of a bank can lead to non-
achicvement of business targets. This results from a new focus of a business sector
without consolidating it with the bank’s overall business plan and strategy. At PNR,
strategy risk is managed through each business sector performing “actuals vs. targets”
sessions and reporting to the Board of Directors through regular management
profitability reporting sessions. In addition, coordination between business sectors is
done through regular meetings by the Senior Management Team to ensure that overall
business targets are continually revisited.

4, Business Environment Risk

Banks tend to have the least control over this source of operational risk yet it stil]
needs to be managed. Business environment risk can arise from unanticipaied
legislative changes such as consumer affairs, physical threats such as bank robberies,

terrorist attacks, natural disasters and regulatory required financial report change, new
or otherwise.

New competitive threats such as faster delivery channels, new products, new entrants
and the ever-increasing rationalization of the banking industry are driving banks to
become much more nimble-footed. The flexibility required to remain in the game

leads some banks to take shorteuts that eventually expose them to some new source of
operational risk.

PNB is involved and engaged in the Product Management Business Framework where
old and new products alike are monitored by assigned product managers who
coordinate with the various business sector heads in achieving the Bank’s business
plan. Further, a Product Committee composed of senior managers has been convened
and meets regularly to ensure that business environment is closely monitored as to

competition and delivery channels and that overall service levels are kept at
acceptable level.

Information Technology Risk

The growing dependence of financial institutions on 1T systems is a key source of
operational risk. Data corruption problems, whether accidental or deliberate, have
been sources of embarrassing and costly operational mistakes. The Bank’s
Information Technology Group (ITG) has introduced risk mitigation measures which
include, but are not limited to, ensuring the existence of run sheets. These run sheets
provide guidance as to the operational requirements of specific systems.

Losses may also result from a simple change in program which may end up being
incorrectly tested prior to cut-over for production. The process for system cut-over,
from development to testing to production, is always subject to review. Each review
reduces the probability of errors being introduced into the production version. Further,



the sector’s strict compliance to the system rell-out life cycle can very well cut these
losses.

In addition, more often, only IT personnel (who are sometimes far removed from the
banking business) have a full understanding of the technology/technical aspects
behind many new banking systems. Those in the business may not have a thorough
understanding of how IT can enable their processes and make them more efficient.
This then may contribute to systems not being utilized properly, whether wrongly or
inadequately utilized. To close this gap, meetings are conducted continuously.

The Bank has institutionalized and implemented the IT Governance Committee which
is composed of members of the Senior Management Team, who discuss the monthly

ITG Dashboard prior to it being presented to the Risk Oversight Committee. Among
the topics commonly discussed are as follows:

(a) Bank’s IT Strategic Plan

(b) Incident Reporting

(¢} Business Continuity Management
{d) Major IT Projects

(¢} Enterprise Project Management

Farther, the Bank has formalized the Project Implementation Process for defined
systems implementation fo include, among others, the creation of a Project Steering

Committee to oversee the project’s progress and to ensure that the project’s objectives
are achieved.

Business Intelligence

The primary determinant of an enterprise’s risk management program rests on the
availability and accuracy of information ~ when needed. While the Bank’s core
banking and other related transactional systems provide for the efficient processing of
the bank’s products and services, it is necessary for the Bank to have a good

management information system for various uses — regulatory reporting, performance
management and risk management.

At PNB, the Business Intelligence Division was set up under the auspices of the Risk
Management Group (RMG). This division manages the design and implementation of
enterprise data warehouse as the single source of truth for reporting, analytics and
implementation of various decision support systems. It ensures the enterprise-wide
data quality management process; formulates statistical and database management
policies and procedures; and assists other divisions/units of the RMG in managing the

group’s database(s), statistical model development & calibration, and database
analysis.

Further, the benefit of the Enterprise Data Warehouse Global Banking Data Model

(EDW-GBDM) is now evident as a single source of information for the other business
groups particularly, Retail Banking Group, Institutional Banking Group and Corporate
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Credit Group. The EDW-GBDM continuwously provides dashboards for business
managers’ decision support. The EDW-GBDM for Treasury Group is currently being
developed. It is the intent that the complete model for the Enterprise [Data Warehouse
will provide a whole picture of the Bank’s balance sheet with an in depth examination
of individual transactions.

Regulatory Capital Requirements under BASEL 11 — Pillar 1

The Bank's fotal regulatory requirements as of December 31, 2012 are as follows:

Total Credit risk-weighted assets 183 598,708
Total Market risk-weighted assets 3.255.293
Total Operational risk-weighted assets 23,385.190
Total Risk-Weighted Assets 210,239.191
PNB’s Risk-based Capital AdequacyRatio 18.12%

Operational Risk — Weighted Assets

The Bank adopted the Basic Indicator Approach in quantifying the risk weighted asset
for Operational Risk. Under the Basic Indicator Approach, the Bank is required to
hold capital for operational risk equal to the average over the previous three vears of a
fixed percentage (15% for this approach) of positive annual gross income (figures in
respect of any year in which annual gross income was negative or zero are excluded).

2009 12,867 1,930
2010 13,377 2,067
2011 (last year) 11,171 1,677
Average for 3 vears 1,871
Adjusted capital Charge Avex 125% 2,338
Total Operational Risk weighted Asset 23,385

Credit Risk ~Weighted Assets

The Bank still adopts the standardized approach in quantifying the risk weighted
assets. Credit risk exposures are risk weighted based on third party credit assessments
of Fitch, Moody's, Standard & Poors and Philrating agencies. The ratings of these
agencies are mapped in accordance with the BSP. Following are the consolidated
credit exposures of the Bank and the corresponding risk weights:

Cash & Cash ltems 5,589 5,332 267
Due fom BEP 36,537 36,537
Bue from Other Banks 6,387 1,364 3G [t )
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Financial Asset at FVPL

Available for Sale

Unguoted Debt Securitics

Loans & Recetvables

Sales Contracts Reccivable

Securities held under Agreements to resell
Real & Other Properties Acquired

Other Assets

Total On Balance Sheat Asset

Risk Weiglted Asset - On-Balance Sheet

Total Off-Balance Sheot Asset

Total Risk Weighted Off-Balance Sheet Asset

1,30
53,207
6,204
113,087
3,760
18,307
11,126
22,386
27ER2
180,264
4,084
y338

(]

28,499

18,307

88,6738

3616
8

1,134

F3,366

16,731
3346
313
i)

3,385

7,748
3,874
4,645
2,323

4,680

4,080
3510

t9y
198

1,311

[
Loy
ih
=i
e

J968
§7.754

2910

22,388

F4G.593
140,843
12

712

5,236
02

794G
26

19 094
28,041
i
i

*Net of specific provision and risk mitigants

Market Risk -Weighted Assets

® For market risk, the Bank’s regulatory capital requirements uses the Standardized
Approach (“TSA”) under which a general market risk charge for trading portfolio
is calculated based on the instrument’s coupon and remaining maturity with risk
weights ranging from 0% for items with very low market risk (i.e., tenor of less
than 30days) to a high of 12.5% for high risk-items (i.e., tenor greater than 20
years). Further, capital requirements for specific risk are also calculated for
exposures with risk weights ranging from 0% to 8% depending on the issuer’s

credit rating.

Capital Requirements by Market Risk Type under Standardized Approach

nterest Rate Exposures 176.134 2,201.680
Foreign Exchange Exposures 53,424 667803
Equity Exposures 30.864 385.808
Totat 260,422 32585293

The following are the Bank’s exposure with assigned risk weights held for

trading portfolio:

Interest Rate Exposures
Specific Risk

» Specific Risk from the Held for Trading Portfolio is B85.058M. ROPs compose
50% of the portfolio with risk weight of 8%, 45% in peso government bonds
with zero risk weight and 5% are corporate bonds with remaining maturity over 2
years and rated AAA which carries 1.60% risk weight.

65



PartIV.ia
INTEREST RATE EXPOSURES - SPECIFIC RISK Risk Weight
(Amounts in B3.000 million)

(0.80% 1.60% 8.00% Total
PHP-denominated debt securities issued by the Philippine] 935644 -
National Government {NG) and BSP
FCY-denominated debt securities issued by the Philippine - 1.038342
NG/BSP
Debt securities/derivatives with credit rating of AAA to BRB- -1 101486 -
issued by other entities
Subtotal - 1.624 83147 54 771
Specific Risk Capital Charge for Credit Default Swaps - - - 0287
SPECIFIC RISK CAPITAL CHARGE FOR DEBRT 85054
SECURITIES AND DEBT DERIVATIVES

General Market Risk —Peso

* The Bank's exposure to Peso General Market Risk is B67.197M, brought about by
Debt Securities and the Bank's Interest Rate Swaps Contracts (IRS). Peso debt
securities have average remaining maturity of 7 years hence, the risk weight
ranges from 2.25% to 6.0%. Risk weight of two (2) IRS contracts is less than 1%
respectively as these are expected to mature in six months’ time. One [RS

contract which is expected to mature in 4 years’ time attracts a risk weight of
2.25%.

Currency: PESO T
PART IV.1d GENERAL MARKET RISK (Amounts in 80,606 million)
Zong Times Bands individual Positions Risk Weight \%;Gi;iill_‘d 130351‘1‘()1}3
Tenal
Coupon 3% or more Coupon jess than 3% : s
Long Short Long shorg

i month or Jess i month or less {.00% ‘
Crver | month to 3 moaths Over T month to 3 months (.972 2,349 467 (.2409% el 4.6

l Over 3 months 10 6 months Over 3 months o 6 months 8,202.231 2033210 0,4();;3 31849 G133
Over 6 months to 12 months Over 6 months 10 12 months 1873 N 0.T0% Unl 5
Over 1 year to 2 ye&rs Over 1.0 vear to 1.9 years 1.476 i.23%

2 Over 2 vears 1o 3 yoars Over 1.9 years 1o 2.8 vears 67405
Over 3 vears 1o 4 years Over 2.8 years ip 3.6 years 2168396 l;i 6,721
Over 4 yvears 1o 5 vears Over 3.6 years to 4.3 yeary 117.812 )
Over 5 years to 7 vears Over 4.3 years 1o 5.7 years S8 060
QOver 7 years to 10 yoars Orver 5.7 years 10 7.3 yoars 340455 37159 12767
COver 10 years to 13 years Over 7.3 years (0 9.3 yoars 41.719 - 4.50% 181:

? Over 15 years to 20 years Over 8.3 vears 10 1.6 yoars He. 72 AN 3.25% fsk. 1248
Orver 20 years CQvar 10.6 years to 12 years 158.583 6.{)(3‘3:’: 9.515

Over 12 yems to 20 years l B.00%
Over 20 vears - ‘ iZit}“/: B
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Totat

11,345.704 |

6,499.304

120.200

all 458

Overall Net Open Position

Vertical Disallowance

Hortzontst Disallowance

TOTAL GENERAL MARKET RISK CAPITAL CHARGE

39 743

General Market Risk - Dollar

¢ The Bank's exposure on General Market Risk of the dollar denominated HET
portfolio is P23.879M brought about by Debt Securities and the Bank's Forward
Contracts, Approximately 48% of Dollar Denominated debt securities have an
average remaining maturity of less than | year hence the risk is less than 1%, 19%
are in the up-to-3 years bucket with risk weight of 1.75% while 33% are
distributed in the Over 4 years to over- 20 vears bucket with risk weight ranging
from 2.75% to 6%. On the other hand, the Bank’s forward contracts have less than
one year remaining maturity thus, attracting a risk weight of less than 1%.

PART IV.3d GENERAL MARKET RISK. (Amounts in PD.OGO miltion}

Cuwrrency: USD

Maturity Methed 1/

Times Bands Individual Positions
Fone Debt Secaritios & | Lwterest Rate Dusivatives Totod Risk Welghted Fositions
Coupon 3% or move Coupon less than 3% Delst Derivatives Waiglt
Long Short Long Short Long Shen
I month or jess i month or loss 11,373 588 !1.;73.;38% 0 ml‘u
Over | month to 3 months . Over | month to 3 months 1,992,918 1.992.518 0.20% --
: Over 3 wmonths to 6 months Over 3 months {0 6 months 516.557 451,550 3,546.784 962,107 3:54{7:—?84 0 447(}%7 .
OQver 6 months 10 12 months | Over 6 months o 12 months - 531630 533,650 (. 705
Gvar 1 yesr (o 2 years Over 1.0 year to 1.9 years -
2 Orver 2 voars to 3 vears Orver 1.9 vears t0 2.8 vears 346 - - 200,346
Over 3 years (0 4 vears Over 2.8 vears 10 3.6 years - -
Over 4 yoars to § vears Orver 3.6 yoars in 4.3 years 2318 42318 voest
Over 5 vears to 7 years Ower 4.3 years 1o 5.7 years 1051 - 7051
Over 7 years o 14 vosss Over 5.7 years fo 7.3 years 23214 - 11.214 0§33
1 Over 10 years to 13 years Over 7.3 vears to 9.3 vears 290.20% 190209 4.50% i3y
Over 15 years to 28 years Qver 9.3 yeoars 10 10,6 years 7.396 396 5.25%
Over 20 years Qver 10.6 yoars to 12 years 21353 2% 233 m!; Ol '
Over 12 years o 20 years -
Over 20 voars 12.50%
Total 1,061,544 433107061 3346 7841 15413255 | 3,346,784 618
Overall Net Open Position
Vestical Disatlowance )
Horizontal Disallowance
TOTAL GENERAL MARKET RISK CAPITAL CHARGE ]
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Foreign Exchange Exposures

» The Bank's exposure to Foreign Exchange Risk atfracts a capital charge of
£53.424M Dbased on 8% risk weight. The exposure arises mostly from FX assets
and FX liabilities in USD/PHP. The Bank also holds Third Currencies such as
Euro, JIPY, GBP, CAD and other currencies.

Part IV. 3 FOREIGN EXCHANGE EXPOSURES
Ciosing Rz 4108
o Miliion USD Equivalant i Million |
Pesos
Nei_Lgngx@noﬂ) F’()S}}um Net Trelea- _— ol Net
Tem Natuee of lem Currency {excluding options) Weighted |, iii %fﬁ Lim Long
i e RS hort) e
Banks Subsidiaries iﬁaéblti(}i}b ot Pi:&i[i()‘z}s i_fhh.oal;
i AR iates EX Options Posiizon
1 2 3 LR R ] 3
A, | Currency .
A4 | Pound Sterling GBP 0132 .132
A% e EUR (3.696 {696
Ab Canadian Dollar CAD 0.068 (14368
AT Australian Dollar ALID G111 G
A8 Singapore Dollar 3GD 0.267 03267
AS Foreign cwrrencies not separstely specified above {1.691 I
A.10 | Sum of net long positions
AL | Sum of net short positions
Overall net opes positions
€. 1 Risk Weight
Total Capital Charge For Foreign Bxchange Exposures
(B.nmes C.}
E. | Adjusted Capilal Charge For Foreign EBxchange 665 2
Exposures (D. times 125%) it
F. {Total Risk-Weighted TForeign Exchange Exposures,
Excluding Incremental Risk-Weighted Foreign Exchange $H7805
Exposures Arising From NDF Transactions (E. times 10} ;
G | Incremental Risk-Weighted Foreign Exchange Snposures
Arising From NDE Transactions (Part 1V.3a, ltem F)
H. | Total Risk-Weighted Foreign Exchange Exposures {Sum
of F.and 1)
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Equity Exposures

¢ The Bank’s exposure to Equity Risk attracts a capttal charge of B30.865M. The
Bank’s holdings are in the form of common stocks traded in the Philippine Stock

Exchange thus it attracts an 8% risk weight both for specific and general market
risk.

PART 14.2. EQUITY EXPOSURES (Amounts in £0.000 million)
Stock
Item Nature of ltem Positions | Markets
Philippines
Long 192.904
Al Common Stocks S ——
Short
A8 Options relating to individual equities Short
long
A9 Others -
short
i Long 192.904
A10 TOTAL (SUM of A1 t0 A9)
Short
B. Gross (long plus short) positions (A1) 192 904
C. Risk Weights 8%
D. Specific risk capital (B. times C.) 15432 15432
E. Net long or short positions 192904
E Risk Weights 8%
G General market risk capital charges (E. times F)) 15432 15432
H. Total Capital Charge For Equity Exposures (sum of . and 3) 30863
L Adjusted Capital Charge For Equity Exposures (H. times 125%) 38581
I TOTAL RISK-WEIGHTED EQUITY EXPOSURES (1. X HY 385 808

C. Business Development/Description of Significant Subsidiaries
PNB, through its subsidiaries, engages in a number of diversified financial and related

businesses such as remittance servicing, non-life insurance, investment banking, stock
brokerage, leasing, and other related services.

The following represent the Bank’s significant subsidiaries:

Domestic Subsidiaries:

PNB Capital and Investment Corporation (PNB Capital), « wholly-owned
subsidiary of the Bank, is an investment house with a non-quasi-banking license. It
was incorporated on June 30, 1997 and commenced operations on October § the same
year. Its principal business is to provide investment banking services which include
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debt and equity underwritings, private placements, loan arrangements, loan
syndications, project financing and general financial advisory services, among others,
PNB Capital is authorized to buy and sell, for its own account, securities issued by
private corporations and the Philippine Govermment.

PNB Capital distributes its structured and packaged debt and equity securities by
tapping banks, trust companies, insurance companies, retail investors, brokerage
houses, funds and other entities that invest in such securities. It is licensed to operate
as an investment house by the SEC with the Certificate of Registration No. 01-2008-
00234, It renewed its license on November 27, 2012,

The main competitors of PNB Capital are other investment houses and
consultancy/financial advisory firms. PNB Capital’s principal competitors are BDO
Capital & Investment Corporation, First Metro [nvestment Corporation, BPI Capital
Corporation, SB Capital & Investment Corporation, and RCBC Capital Corporation.
To compete with these firms, PNB Capital builds on the quality of its services and its
ability to provide valuable analysis and advice to clients. It also leverages its synergies
with the Bank to tap the latter’s funding capability and other banking services.
Moreover, PNB Capital depends on services provided by a number of the Bank’s
departments, including Human Resources, Legal, Risk Management, Compliance,
Security and Maintenance, among others.

Investment banking is a highly regulated industry. Regulatory agencies overseeing
PNB Capital include the BSP, SEC, BIR, as well as several affiliates, support units
and regulatory commissions of these entities.

The biggest risks in the business are underwriting risk, reputational risk and lability
risk. Underwriting risk pertains to the risk of unacceptance by the market of securities
being offered and underwritten by PNB Capital. PNB Capital will have to purchase
the securities it offers for its own account in this case, Reputational risk arises from
the possibility that PNB Capital may not be able to close mandated deals as
committed. Liability risk is from being held liable for any tosses incurred by the client
due to non-performance of committed duties, or gross negligence by PNB Capital.

These risks are addressed by:

e ensuring that the staff is well-trained and capable, at the functional and technical
level, to provide the services offered by PNB Capital;

» understanding the clients’ specific needs and goals;

¢ claritying and documenting all goals, methodologies, deliverables, timetables, and
fees before commencing on a project or engagement, and including several
indemnity clauses to protect PNB Capital from being held liable for actions and
situations beyond its control. These indemnity clauses are revised and improved
upon after each engagement, as and when new protection clauses are identified;
and

@ all transactions are properly documented and approved by the Investment
Committee and/or Board of Dircctors.
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As of 31 December 2012 and 30 June 2013, total assets of PNR Capital were B584.8
million and R490.1 million, respectively, while total captfal was 8436.0 million and
$483.4 million, respectively. For the year ended 31 December 2012 and semester
ended 30 June 2013, net income was 835.8 million and B51.6 mitlion, respectively.
PNB Forex, Ime. (PFI), a wholly-owned subsidiary of the Bank which was
incorporated on October 13, 1994 as a trading company, is engaged in the buying and
selling of foreign currencies in the spot market for its own account and on vehalt of
others. The company temporarily ceased its operations in foreign currency trading as
of January 1, 2006. It currently derives 100% of its revenues from inferest income
earned from the cash/funds held by the corporation.

PNB Heldings Corporation (PHC), formerly Philippine Exchange Co., Inc., is a
wholly-owned subsidiary of the Bank established on May 20, 1920. PHC is the parent

company of PNB General Insurers Co., Inc. (PNB Gen) which was acquired on
February 13, 1991,

PNB General Insurers Co., Inc. (PNB Gen) is a wholly-owned subsidiary of PNB
Holdings Corporation was established in 1991. It is a non-life insurance company that
offers fire and allied perils, marine, motor car, aviation, surety, engineering, accident
insurance and other specialized lines. PNB Gen is a dynamic company providing and
continuously developing a complete range of highly innovative products that will
provide total protection to its customers at competitive terms, It started operations
with an initial paid-up capital of 13 million. To date, PNB Gen’s patd-up capital is
P312.6 million, one of the highest in the industry. Its net worth is B1.407 billion as of
December 31, 2012 afier declaring B200 million in dividends in 2007, Premiom
production stood at B1.416 billion, so far the highest level attained by PNB Gen in
years, breaking the R1.0 billion production which classifies PNB Gen as 4 large
insurance company. As of 30 June 2013, total assets and total capital of PNB Gen
was at #5.8 billion and B1.5 billion, respectively. As of the same period, its net
income stood at £133.6 million. PNB Gen is also one of the most profitabl
companies in the industry with an average ROE of 9.2%.

e

PNB Gen’s compliance risk involves the tisk of legal and regulatory sanctions,
financial loss, and damage to the reputation of the company as a result of failure to
comply with all applicable laws, regulations, codes of conduct and standards of good
practice. PNB Gen developed its own compliance program in recognition of its duty
to adhere to relevant regulations based on a culture of accountability and transparency.
PNB Gen is committed to put in place the appropriate processes to ensure a coramon
understanding of and compliance with insurance laws and existing rules and
regulations, through a continuing training and education program, and enhanced
monttoring and enforcement.

PNB Securities, Inc. (PNBSI), a wholly-owned subsidiary of the Bank which was
incorporated on January 18, 1991, is engaged in buyving and setling all kinds of
securities for its own account and on behalf of others.



It ranked 31% among the 132 active members of the Philippine Stock Exchange with a
0.51% market share in terms of value furn-over as of December 31, 2012, The areas of
competition have been identified as commission rate and quality of service, PNBSPs
main source of income is the commission earned from its stockbrokerage business
which accounted for 34% of its total revenues in 2012 with a client hase of
approximately 7,276,  As of 30 June 2013, total assets, total capital and net income
were £344.0 million £229.3 million and £23.2 million respectively.

Relative to its competitors, PNBSI's strength lies in the fact that it is backed up by

PNB, a universal bank with consolidated resources of 8331.0 billion as of December
31,2012,

Inherent to all engaged in the stockbrokerage business, PNBST is exposed to risks like
operational risk, position risk, counterparty risk and large exposure risk. To address,
identify, assess and manage the risks involved, PNBSI submits monthly to the SEC
the required Risk Based Capital Adequacy (RBCA) Report which essentially
measures the broker’s net liquid capital considering said risks.

Japan-PNB Leasing and Finance Corporatien (Japan-PNB), formerly PF Leasing
and Finance Corporation, was incorporated on April 23, 1996 under the auspices of
the Provident Fund of the Bank. PF Leasing was largely inactive until it was used as
the vehicle for the joint venture between the Bank (60%), IBJ Leasing Co Ltd., Tokyo
(35%), and Industrial Bank of Japan, now called Mizuho Corporate Bank (5%). The
corporate name was changed to Japan-PNB Leasing and Finance Corporation and the
joint venture company commenced operations as such in February 1998, Japan-PNB
operates as a financing company under RA 8556 (the amended Finance Company
Act). Its major activities are financial leasing, chattel mortgage loans and installment
note discounting. 86% of the principal products or services comes from peso leases
and loans. All the leasing and lending activities of Japan-PNB are in the damestic
market.

Effective January 31, 2011, PNB increased its equity interest in Japan-PNB Leasing
from 60% to 90%. The Bank’s additional holdings were acquired from minority
partmers, IBJ Leasing Co., Ltd. (IBJL) and Mizuho Corporate Bank, which divested
their 25% and 5% equity interests, respectively. IBJL remains as an active joint
venture partner with a 10% equity inferest.

As of 31 December 2012, J-PNB Leasing had an authorized capital of B150.0 million,
represented by 1,500,000 shares with a par value of B100 per share, which are fully
subscribed and paid up. As of 30 June 2013, J-PNB’s total assets and fotal equity
stood at £3.6 billion and B353.1 million, respectively. Its net income for the year

ended December 2012 and for the semester ended 30 June 2013 were Ba0.8 billion
and £50.3 billion, respectively
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Japan-PNB Equipment Rentals Corporation is a wholly-owned subsidiary of
Japan-PNB Leasing and Finance Corporation, which in furn is 90% owned by PNB. It
was incorporated in the Philippines on July 3, 2008 as a rental and leasing company
and started commercial operations on the same date. It is engaged in the business of
renting or leasing all kinds of real and personal properties.

Allied Savings Bank (ASB), formerly First Malayan Development Bank, is a thrifi
bank registered with the SEC and a wholly-owned subsidiary of ABC. Tt was renamed
First Allied Development Bank but, after obtaining the license to operate as a savings
bank in January 17, 1996, it was again renamed to First Allied Savings Bank, then
again to Allied Savings Bank in July 10, 1998. ASB is authorized by the BSP
engage in thrift banking business by offering deposit products, loans and trade
finance, On January 6, 1996, ASB was granted a foreign currency deposit license by
the Monetary Board of the BSP. In addition to its head office at the Allied Bank
Center, 6754 Avala Avenue in Makati City, as of December 31, 2012, ASB has 27
branches throughout Metro Manila and Southern Tagalog, Northern Tagalog, Bicol
Region, Western Visayas and Northern Mindanao. Its main businesses are deposit
products, remittance, loans, and trade finance.

PNB Life Insurance Inc. traces its roots from New York Life Insurance Philippines,
Inc, (NYLIP) as a Philippine subsidiary of US-based New York Life International,
LLC and commenced operations in August 2001, Its main business is wmsurance, In
2003, ABC gained minority interest in NYLIP offering bancassurance to the bank’s
branches nationwide. In 2007, New York Life International, LLC divested its interes
in NYLIP in favor of Allied Bank and its principals, with Allied Bank holding 75%.

In May 2008, the company changed its corporate name to PNB Life lnsurance, fne.
reflecting the change in ownership and in expectation of the impending merger of
Allied Bank and PNB, signifying the company’s decper appreciation of the Philippine
market and the dynamism of the Filipino consumer. In October 2009, PNB acquired a
5% stake in PNB Life, paving the way for the expansion of its bancassurance market,

In 2011, the company strengthened its presence in Luzon with the opening of two
regional business centers in Pampanga and La Union to serve as business hubs for
Central and North Luzon, respectively. It also launched Asian Summit, its first capital
guaranteed unit-linked product which resuited in historie premiums and hit the billion
mark. In 2012, it opened the Zamboanga Regional Business Center to serve as
business hub in the Zamboanga Peninsula region.

As a 100% Filipino owned and managed company, PNB Life is now even more
dedicated to strengthen and broaden its role in the financial services market, Today,
PNB Life offers innovative financial solutions through a variety of platforms, through
its bancassurance with Allied Bank and PNB, and altermnative distribution channels.

Ranked among the top life insurance companies in the countrv in terms of premium
income and a leading provider of variable life products, PNB Life remains stead fast in

providing new beginnings in people’s lives and aims to be the dominant provider of

financial security to Filipinos worldwide.



Foreign Subsidiaries:

PNB International Investment Corporation (PNB 11C), formerly Century Bank
Holding Corporation, a wholly-owned subsidiary of the Bank, is a U.8. non-bank
holding company incorporated in California on December 21, 1979, It changed its
name to PNB International Investment Corporation on December 1, 1999,

PNB HC owns PNB Remittance Centers, Inc. (PNB RCI) which was incorporated in
California on October 19, 1990. PNR RCI is a company engaged in the business of
transmitting money to the Philippines. As of December 31, 2012, PNB RCI has 20
branches in 9 states. PNB RCI owns PNB RCI Holding Company, Lid. which was
incorporated in California on August 18, 1999 and PNB Remittance Company,
Nevada (PNB RCN) which was incorporated in Nevada on June 12, 2000, PNB RCN
is engaged in the business of transmitting money to the Philippines. PNB RCTH olding
Company, Ltd. is the holding company for PNB Remittance Company Canada (PNB
RCC). PNB RCC is also a money transfer company incorporated in Canada on April
26, 2000. PNB RCC has 8 branches in Canada as of year-end 20172,

PNB RCT is regulated by the U.S. Internal Revenue Service and the Department of
Financial Institutions of the State of California and other state regulators of financial
institutions while PNBRCN is regulated by the Nevada Department of Business and
Industry — Division of Financial Institutions. PNB RCC is regulated by the Office of
the Superintendent of Financial Institutions of Canada and Financial Transactions and
Reports Analysis Centre of Canada.

PNB [IC does not actively compete for business, being only a holding company. PNB
RCI, PNB RCN and PNB RCC have numerous competitors from local 1.8, banks,
Philippine bank affiliates doing business in North America, as well as other money
transfer companies like Western Union, Money Gram, Lucky Money and LBC.

PNB Global Remittance & Financial Company (HK) Limited (PNB Global), &
wholly-owned subsidiary of the Bank, is registered with the Registrar of Companies in
Hong Kong. On July 1, 2010, PNB Global took the remittance business of PNB
Remittance Center, Ltd. with the former as the surviving entity. It now operates as a
money lender and remittance company. As of December 31, 2012, PNB Gilobal

maintains seven (7) offices in Hong Kong. 1t is regulated by the Customs and Excise
Department of Hong Kong.

PNB Global’s major competitors are the remittance subsidiaries of Metrobank, BDO,
RCBC, BPI, and DBP and non-bank competitors such as Frankie Money Changer,
Czarina, Kabayan, I-Remit and LBC. Effective August 2012, PNB Global launched its
tie-up arrangement with Western Union strengthening its cash pick-up services
throughout the Philippines.

PNB (Europe) Ple (PNBE) was originally set-up as a PNR London Rranch in 1976,
In 1997, it was converted into PNB (Europe) Ple, as a wholly-owned subsidiary of the



Bank, incorporated in the United Kingdom with a full banking license. It s also
authorized to provide cross-border services to 18 member statcs of the European
Economic Area (EEA). In 2007, PNBE opened its branch in Paris, France which is
engaged in remittance services. PNBE is regulated by the United Kingdom Financial
Services Authority while its Paris branch is governed by the Banque de France. In
order to streamline its operations, PNBE applied for an Authorized Payment
Institution (API) license in the United Kingdom in November 2011, This application
is still currently being processed by the Financial Services Authority.

The major competitors of PNBE are Metro Remittance UK Lid., Bank of the
Philippine Islands (Europe) Ple, BDO, Peso Express (RCBC), Philrem, I-Remit, CBN,
and Money Gram. Competition in Paris consists of BP} (tie-up with Bangue D
Escompte), Money Gram, and RIA.

PNB Italy, SpA, a wholly-owned subsidiary of the Bank, was mcorporated in 1994 as
a Financial Intermediary (FI). On July 17, 2012, PNB ltaly’s license was converted
into a Payment Institution. It is authorized to do money transfer services, lis main
office is located in Rome while its branches are situated in Milan and Florence. It also

has 19 individual agents and 2 remittance partners. PNR Italy s regulated by the
Banca d’Italia (Bank of ltaly).

PNB ltaly’s major competitors include Metrobank, BPL, BDO, RCBC, Land Bank,
Western Union, Money Gram, [-Remit, Telegiro, RIA, T Transfer, and NYBR,

Allied Commercial Bank (ACB), formerly known as Xiamen Commercial Bank and
90% owned by PNB (post-merger with Allied Bank) | was established in Xiamen in
September 1993 as a foreign- owned bank. A branch in Chongging was established in
2003. As approved by the China Banking Regulatory Commission, ACH may otfer
foreign currency denominated banking products to foreign companies: forei gn-funded
companies in China, representative offices of foreign companies meluding those of
Hong Kong, Macau and Taiwan; foreign nationals including compatriots from Hong
Kong, Macau and Taiwan. These products are as follows: deposits, short, medium
and long term loans, discounting and acceptance of notes and bills, trading of
government bonds, freasury bills and non-stock securities, letter of credit services and
guarantees, domestic and international settlements, foreign exchange trading and
brokering, foreign currency conversion, inter-bank call foans, credit cards, satoty
deposit boxes, credit information services, and other banking business approved by
the China Banking Regulatory Commission.

It may also offer the foreign currency denominated banking products to non forei an-
funded companies in China, such as deposits from proceeds of loans, export
settlements, import financing, and remittances.

Allied Banking Corporation (Hong Kong) Limited (ABCHKL), a private limited
company incorporated in Hong Kong in 1978, and is licensed as a restricted license
bank under the Hong Kong Banking Ordinance. It is being regulated by the Houg
Kong Monetary Authority. A branch in Kowloon was established in 9 September
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1981, ABCHKL was Allied Bank’s first majority-owned overseas subsidiary at 51%
ownership. It provides a full range of commercial banking services predominantly m
Hong Kong, which include lending and trade financing, documentary credits,
participation in loans syndications and other risks, deposit taking, money market and
foreign exchange operations, money exchange, investment and corporate services.
ABCHKL's core revenue primarily comprises interest income from its lending
activities complemented with fees and commissions from other fee-based services.
ABCHKL has a wholly owned subsidiary, ACR Nominees Limited, a private limited
company incorporated in Hong Kong, which provides management and corporale
services to its customers, It also holds and operates one branch office in Tsimshatsui,
Kowloon. In addition to its normal banking services, ABCHKL acts and is licensed as
an insyrance agent. lts main businesses are property mortgage loans, trade finance,

deposits (not less than hk$§500,000), remittances, foreign exchange and secretarial and
nominee services.

Allied Bank Philippines (UK) Ple, (ABUK), a wholly-owned subsidiary of ABC,
formally commenced operations in 1992 after functioning as Allied Bank's
representative office in the 1970s and as a branch in the mid 1980s. ABUK was the
first Philippine private commercial bank in London to be granted the status of licensed
deposit taker by the Bank of England under the Financial Services and Markets Act
2000. It is being regulated by the Financial Services Authority. ABUK mainly
operates to facilitate trade between the Philippines and the United Kingdom, service
the banking requirements of the growing Filipino population in the United Kingdom
and other Huropean countries, and promote foreign investments to the Philippines. [t
has remittance partner banks in Germany, Ireland and Luxembourg. Its main business
are remittances, deposit taking (GBP and USD savings accounis), passporting,
advisory and confirmation of letters of credit {LC) opened by Allied Bank 1o favor of
beneficiaries located in the UK, and when nominated, ABUK acts as paying and
reimbursing bank for LCs opened by Allied Bank.



DESCRIPTION OF PROPERTY

PNB’s corporate headquarters, the PNB Financial Center, is housed in a sprawling
modern eleven (11)-storey building complete with all amenities, located at a well-
developed reclaimed area of 99,999 square meters of land on the southwest side of
Roxas Boulevard, Pasay City, Metro Manila, bounded on the west by the President

Diosdado P. Macapagal Boulevard and on the north by the World Trade Center
building.

The PNB Financial Center is located in a property where bustting cultural, financial
and tourism activities converge. It also houses PNB’s domestic subsidiaries. Some
offices are presently leased to various companies/private offices. The said property is
in good condition and is not subject to liens and encumbrances.

Please Refer to Exhibit 1 for the list of Bank-owned properties as of 31 Marvch
2013.

The Bank leases the premises occupied by some of its branches. Lease contracts are

generally for periods ranging from 1 to 25 years and are renewable upon mutual
agreement of both parties under certain terms and conditions.

Please refer to Exhibit {1 for the list of the Bank’s branches that are under lease
as of 31 March 2013.

The Bank does not have any current plans to acquire any property within the next
twelve (12) months.
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LEGAL PROCEEDINGS

The Bank and some of its subsidiaries or affiliates are parties to various legal
proceedings which arose in the ordinary course of operations. None of such legal
proceedings, either individually or in the aggregate, are expected to have a material
adverse effect on the Bank and its subsidiaries or affiliates or their financial condition.
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MARKET PRICE AND DIVIDENDS ON COMMON __EQUITY AND
RELATED STOCKHOLDER MATTERS

Market Information

All issued PNB common shares are listed and traded on the Philippine Stock
Exchange, Inc. The high and low sales prices of PNB Shares for each quarter for the
last two (2) fiscal years and second guarter of 2013 are:

2011 2012 2013
. High Low High —Low Lo High o Rew
Jan - Mar 64.25 42.05 75.95 56.25 107.60 B1.40
Apr - Jun 68.60 56.00 77.80 67.40 17,00 75,95
Jul - Sep 65.20 41.00 76.55 68.75
Oct ~ Dee 60.00 43.00 96.20 70.20

The trading price of each PNB common share as of July 31, 2013 was R§1.25.

Holders

There were 30,790 and 30,809 shareholders of common stock as of January 31, 2013
and February 9, 2013, respectively. The top twenty (20) holders of common sl
the number of shares held, and the percentage to total shares
as of 31 January 2013 are as follows:

1ares,
outstanding held by each

BEFORE THE MERGER
(As of January 31, 2013) o -
Number of Shares
No. Stockholders Percentage
1 i PCD Nominee Corporation (Filipino) 101,288 487 13.2946940937
2 _| PCD Nominee Corporation (Non-Filipino} 70,312,124 10.6172227418
3 | Leadway Holdings, Inc. 46,493 880 7.0200387294
4 | Pioneer Holdings Equities, Inc. 24,386,295 3.0823624504
5__| Multiple Star Holdings, Corporation 21,923,853 33108324975
6 | Donfar Management Lid, 21,890,077 33054302746
7.1 Uttermost Success, Lid. 21,523,715 325010013372
8 | Mavelstone Infl Ltd. 21,055,186 31793606410
9__| Kenrock Holdings Corporation 18,522961 | 27969913521
10 | Fil-Care Holdings, Inc. 18,119.078 2. 1360041885
11 | Fairlink Holdings Corporation 17,945,560 2.7098634460 |
12 | Purple Crystai Holdings, Inc, 17,374,238 26235326757
13 | Kentron Holdings & Equities Corporation 17,343,270 20188564672
14 | Fragile Touch Investment, Ltd. 16,157,859 24398578549 |
15 | Pan Asia Securities Corporation 15,622 881 23590754767
16 | Ivory Holdings, Inc. 14,780,714 22319071576
17 i Allmark Holdings Corporation _ 14,754 256 22278119650
18 1 Profound Holdings, Inc. 12,987,043 19610604892
19 | Fast Return Enterprises, Ltd, 12,926 481 1.9519155479
20 | Merit Holdings & Equities Corporation 12,377,119 1.8685611670
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Applying the Exchange Ratio, the number of common shareholders was expected to
increase to 30,809 as of 9 February 2013, As of 31 July 2013, there were 30,573
common shareholders. The top twenty (20) holders of common shares, the number of

shares held, and the percentage to total shares outstanding held by each as of 31 July
2013 are as follows:

AFTER THE MERGER 't
(As of July 31, 2013) B
| Number of Shares
No., Stockholders Percentage
1. __| PCD Neminee Corporation (Filipino) 98,802,143 80960575839
2. Key Landmark Investments, Ltd. 94 883 360 | 8.7352812409
3. PCD Nominee Corporation (Non-Filipino) 76,098 504 7.0058842188
4, True Succass Profits Lid, 58,380 760 53755576867
5. Caravan Holdings Corporation 38,389 760 53755576867
6. | Solar Holdings Corporation 38,389,760 53755576867
7. | Prima Equities & Investments Corporation 31,091,640 4.7036120759
8. | Leadway Holdings, Inc. 46,495 880 42805670915
9. 1 Infinity Equities, Inc. 43,792 320 4.0316682650
10. | Pioneer Holdings Equities, Inc. 24 386,295 22450843154
11. | Multiple Star Holdings Corporation 21,925,853 20183677700
12. | Donfar Management Ltd. 21,890,077 20152741111
13. | Uttermost Success, Ltd, 21,523,715 1.9815455932
14. | Mavelstone Int'l Led, 21,055,186 19384112376
15. | Kearock Holdings Corporation 18,522,961 1.7052860876
16. | Fil-Care Holdings, Inc. 18,119,074 1.6681030761
17. | Fairlink Holdings Corporation 17,945 960 1.65216543490 |
18, | Purple Crystal Holdings, Inc. 17,374,238 1.59953G7847
19, Kentron Holdings & Equities Corporation 17,343,270 153966797605
28. 1 Fragile Touch Investment, Ltd, 16,137,856 1 4R75468429

Generally, there was a reduction on the ownership percentage of the stockholders of
the bank as a result of the issuance of the additional PNB common shares.

(i) Before the issuance of additional shares, the bank had 3 stockholders OWnIng more
than 5% of the bank’s capital stock, twe of whom were the PCD Nominee

Corporation. After the issuance, the stockholders who owned more than 5% of the
bank’s capital stock increased to 6.

(i)The directors own only minimal shares of stock in the bank. The percentage of
ownership of Director Lucio Tan, however, has increased from 10 common shares

to 12,907,060 (or 1.1882673537%) due to his Allied Bank common shares which
were converted to PNB common shares.

(1i)All directors and officers as a group also own minimal shares of stock in the bank.
From 0.0254221273% as of January 31, 2013, the group (including the additional
directors and Allied Bank Senior Officers as a result of the merger of PNB and

Allied Bank) owned 1.2096864475% of the total capital stock of the bank as of
February 28, 2013



(1v) As a result of the issuance of additional shares, the percentage owned by foreign
stockholders had increased by almost 5% from 24,77805% in January 31, 2013 o
29.88311% as of February 28, 2013, The public ownership, on the other hand, has
decreased from 31.15% in Yanuary 31, 2013 to 18.99% in February 28, 2013,

Dividends

The Bank has not declared any cash dividends on its common shares for the fiscal
years 2011 and 2012 nor in the first semester of 2013,
The Bank’s ability to pay dividends is contingent on its ability to set aside unrestricted
retained eamings for dividend distribution. In addition, the Bank’s declaration of
dividends, including computation of unrestricted retained earnings, is subject to
compliance with certain rules and regulations prescribed by the Bangko Sentral ng
Pilipinas (BSP) as provided under the Manual of Regulations for Banks (MORB).

Recent Sales of Unregistered or Exempt Securities, including Recent Fssuance of
Securities Constituting an Exempt Transaction
There are no securities of PNB sold by it within the past three (3) vears which were

not registered under the SRC. The new shares issued pursuant to the Merger are the
subject of the instant Offering,

With respect to the absorbed company, Allied Bank, it did not have any recent sal
unregistered or exempt securities nor recent issues of securities
transactions in the last three (3) vears.

es of
constituting exempt

Computation of Public Ownership

As of December 31, 2012, PNB’s Public Ownership Level was at 31.15% which is
above the minimum ten percent (10%) public ownership requirement for a listed

company, in compliance with the requirement of the Philippine Stock Exchange
(PSE).

Applying the Exchange Ratio, the public ownership level as of 31 daly 2013 was at
19.24 %, still above the minimum public ownership requirement of the PSE.
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MANAGEMENT’S DISCUSSION AND ANALYSIS

The financial statements of PNB and its subsidiaries (the “Group”} have beeu
prepared in accordance with Philippine Financial Reporting Standards (PFRS).

First-Time Adoption of PFRS

The financial statements (FS) for the year ended December 31, 20172 are the first £S
the Group has prepared in accordance with PFRS. For periods up to and including the
year ended December 31, 2011, the Gronp prepared its financial statements in

accordance with generally accepted accounting principles in the Philippines for banks
(Philippine GAAP for banks).

Accordingly, the Group has prepared financial statements which comply with PFRS
applicable for periods ending on or after December 31, 2012, together with the
comparative periods as of and for the year ended December 31, 2011 and 2010, as
described in the summary of significant accounting policies. The Group applied PFRS
1, First-Time Adoption of PFRS, in preparing the accompanying financial statements.
In preparing these financial statements, the Group’s opening statement of financial
position was prepared as of January 1, 2010, the Group’s date of transition to PFRS.

Philippine GAAP for banks mainly differs from PFRS on the reclassification as
permitted by the BSP for prudential regulation and the SEC for financial reporting
purposes, of certain investments in Republic of the Philippines (ROP) credit-linked
notes that were permitted to be reclassified out of Financial Assets at FVPL or AFS
investments to Loans and Receivables or HTM investments without bifurcating the
embedded derivatives from the host instrument. Prior to the adoption of PERS, HTM

investments of the Group include investments in ROP credit-linked notes where the
related embedded derivatives have not been bifurcated.

Upon the adoption of PFRS, the Group bifurcated the credit derivatives embedded in
ROP credit-linked notes classified as HTM Investments as required by Philippine
Accounting Standards (PAS) 39, TFinancial Instruments: Recognition  and
Measurement. The effect of this adjustment resulted in the recognition of a derivative
asset (included in Financial Assets at FVPL) amounting to B64.0 million and
derivative liability (included in Financial Liability at FVPL) amounting to BI6.2
million, decrease in HTM Investments and increase in Surplus amounting to B12.5
million and B35.4 million, respectively, as of J anuary 1, 2010,

In 2011, the Parent Company divided the eredit derivatives when it reclassified the
HTM investments to AFS investments. Had PNB bifurcated the embedded
derivatives prior to the reclassification date of the HTM investments to AFS
investments, net unrealized gain on AFS investmenis in 2011 should have been

reduced by B 30.5 million. The transition from Philippine GAAP for banks to PFRS
has not had a material impact on the statements of cash fows,



Estimates under al transition date

The estimates as at J anuary 1, 2010 are consistent with tho

se made for the same dates
in accordance with Philippine GAAT for banks.

Exemptions from other PFRSs

Under PFRS 1, an entity may elect to use one or more exemptions contained in PFRS
1 which are meant to ease the burden of first-fime adoption that
when applying all PFRSs fully retrospectively.
applicable to the Group:

might otherwise occur
The following exemptions were

e  Employee benefits

PFRS 1 permits entities to recognize all actnarial gains and losses at the date of
transition to PFRS in the opening statement of financial position retained earnings.
This election is available regardless of which policy the entity chooses for
recognition of actuarial gains and losses after first time adoption {use of a

“corridor” approach). However, past service costs are not covered by this
exemption.

At transition date, the Group has not applied this exemption.
¢ Cumulative translation difference

There is an exemption from calculating the cumulative translation differences on
the translation of the net assets of foreign subsidiaries at the date of transition, If

elected, the cumulative translation differences for all foreign operations

are
deemed to be zero at the transition date,

At transition date, the Group has not applied this exemption.

Prior Period Adjustments

Sale of Non-Performing Assets to Special Purpose Vehicle ( SPY) companies

To take advantage of incentives under Republic Act (RA) No. 9182, The Special
Purpose Vehicle (SPV) Act of 2002, and at the same time improve its chances of
recovering from its non-performing assets (NPAs), PNB sold certain NPAs to SPV
companies. In accordance with regulatory accounting policies (RAP) prescribed by the
BSP for banks and financial institations availing of the provisions of RA No. 0182,
the losses from the sale of the NPAs to the SPV companies were deferred and are
being amortized over a ten-year period. As of January 1, 2012, 2011 and 201 0, the

deferred losses from the sale of NPAs to SPV companies amounted to £ 2.6 billion, £
3.1 billion and 2 3.7 billion, respectively.
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In 2006 and 2007, PNB sold Opal Portfolio Investments (SPV-AMC), Inc. (OPID and
certain NPAs, under a transaction that qualified and was approved by the BSP, as a
legal true sale. The losses from the sale of the NP As were again deferred by PNB. As
of January 1, 2012, 2011 and 2010, the deferred losses from the sale of the NPAs 1o
OPI amounted to B 2.1 billion, ® 2.5 billion and 2 2.8 billion, respectively.

In 2012, PNB restated its 2011 and 2010 financial statements to recognize the losses
from the sale of NPAs to SPVs in the years the NPAs were sold as required by PFRS.

Consolidation of Opal Portfolio Investments (SPV-AMC), Inc.

As discussed above, PNB sold OPIl and certain NPAs, under a transaction that
qualified and was approved by the BSP, as a legal true sale. OPIl holds the NPAs
sold by PNB. Under Standing Interpretations Committee (SIC) No. 12, Consolidation
of Special Purpose Entity (SPE), control over a SPE may exist even in cases where an
entity owns little or none of the SPE’s equity, such as when an entity retains majority
of the residual risks related to the SPE on its assets in order to obtain benefits from iis
activities. In accordance with SIC 12, the accounts of OPI should have been

consolidated into the Group’s accomnts. Prior to 2012, the accounts of OPI were not
consolidated.

In 2012, the Group restated its 2011 and 2010 financial statements to consolidate the
accounts of OPIL The consolidation of the accounts of OPII into the Group accounts
resulted in an increase in other assets, other liabilities and non-controlling interests by
 514.0 million, B 29.6 million and R 484 .4 million as of Famary 1, 2012; B 493 1
million, £ 86.6 million and B 406.5 million as of I amnary 1, 2011; and £ 1.3 billion, 2
1.3 billion and (B 39.7 million) as of January 1, 2010, respectively. Other income,
other expense, provision for income tax and income attributable to non-controlling
interests increased by B 762.8 mitlion, B 109.2 million, ® 33.0 million and B 779

million in 2011 and ® 942.3 million, ® 95.5 million, P 157.6 million and P 44672
million in 2010, respectively.
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The following summarizes the sp
the prior period adjustments.

Other Financial
Statement Item e Jamuary 1
Surplus (Deficit) - Consolidated Affected 2012 2001
As previously reported 6,947,384 3,091,554
To recognize fair value changes of credit
derivatives embedded in credit linked Financial Assets
notes at FYFL - 85,621
To reverse gain from reclassification of
credit linked notes from HTM Unrealized gain
investments to AFS investments on AFS 30476 .
As restated but before prior period
adjustments 6,977 860 3177175
To write-off deferred losses on NPAssoldto  Other Assets -
OPll Deferred Charges  (2,141,91 9)  (2,466,434)

To write-off deferred losses on NPAs sold to Other Assets -
other SPV companies Deferred Charges

(2,589,?2§Lﬁ1@;§’3§.)

ecific impact of the first time adoption of PFRS and

2000
425365

460,718
(2,774,663

2,246,213 (2A414.870)  (5,975,439)
Other Financial
Statementhem _ Janvaryl i
Surplus (Deficit) - Parent Company Affected 2012 2o
As previously reported 5,107,645 1,206,080 (1,353 71y
To recognize fair value changes of credit
derivatives embedded in credit linked Financial Assets
notes at FVPL - 85,621 35353
To reverse gain from reclassification of
credit linked notes from HTM Unrealized gain
mvestments to AFS investments _on AFS 30476 o
As restated but before prior period
adjustments 3,138,121 1,291,701 {1.518,35%
To write-off deferred losses on NPAs sold to Other Assets -
GPI Deferred Charges (3,141,519} (2,466,434} (2,774 .66%)
To write-off deferred losses on NPAs sold to Other Assets -
other SPV companies Deferred Charges  (2,589,728) (3,120,611} (3,661,494) B
406,474 (4.300.344y {7934 518)
Consolidated Parent Company
Net Income 2011 2010 2008 2010
As previously reported 3,872,552 2,691,728 3909334 2,764.942
To recognize fair value changes of credit
derivatives embedded in credit linked
otes (55,145) 50,268 (53.145) 50268
As restated but before prior period
adjustments 3817407 2,741,996 3,854 689 2813210
To reverse amortization of deferred losses 860,308 844112 860,308 844,112
To recognize net income of SPV companies 71,887 446,179 e -
As restated 4,755,692 4,032,287 4,715,087 3,650322
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Note: For Changes in Accounting Policies and Disclosures effective as of January 1,

2013, please refer to page 3 of the PNB March 31, 2013 Audited Financial Statements
attached hereto.

1. Financial Condition

The following are the discussions on the consolidated financial condition and resulis

of operations of the Group based on the Audited Financial Statements as of and for
the interim financial statements ended fune 30, 2013,

June 2013 vs, December 2012

* The Group’s consolidated assets expanded to B563.4 bhillion as of June 30, 2013,
£232.4 billion or 70.2% higher compared to 2331 billion total assets reported by
the Bank as of December 31, 2012. The significant increase was mainly attribuied
to the merger of the Philippine National Bank (PNB) and Allied Banking
Corporation (ABC) which become effective on February 9, 2013, Changes (imore
than 5%} in assets were registered in the following accounts;

Cash and Due from Banks of the merged Bank fotalled R144.6 biilion,
208.9% or B97.8 billion, higher compared to the December 31, 2012
level of P46.8 billion. The increase came from Deposits with the BSP
which grew by B82.3 billion while the increases in Cash and Other Cash
Items and Due from Banks accounts of B2.8 billion and R12.7 biilion

respectively, pertains mainly fo ABC accounts which were brought in to
the merged Bank.

- Interbank loans Receivable is at 6.6 billion for June 2013 or a decline
of 42.7% compared to the December 2012 level of P11.5 billion due
mainly to lower interbank lending transactions to various banks in June.

Securities Held Under Agreements to Resell stood at P20.1 billion or
£1.8 billton higher compared to the December 2012 of #18.3 billion due
mainly to higher lending transactions of the Bank with the BSP.

Financial Assets at Fair Value Through Profit or Loss at P92 billion,
grew by B5.2 billion, from P4.0 billion accounted for by the £4.6 billion
Segregated fund assets from ABC. Segregated fund assets designated as
financial asset at FVPL refer to the considerations received from unit-
linked insurance contracts invested by PNB Life Insurance, Inc. (PNB
LIT} in designated funds. Segregated fund assets and the corresponding
segregated fund liabilities are designated as financial assets and labilities
at FVPL since they are managed and their performances are evaluated on

a fair value basis, in accordance with a documented tisk management or
investment strategy.

Available for Sale Investments went up 1o B80.6 billion in June, R13.6
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billion or 20.3% higher than the P67.0 billion level in December
considering net acquisition of various securities as well as AFS securities
holdings of the former ABC.

Loans and Receivables now stood at 2387 billion, from B144.7 biltion
in December attributable mainly to the 280.0 billion total loans brought
in by the former ABC to the merged Bank, of which more than 80% are

cotporate accounts. New loan releases also contributed to the increase in
Loans and Receivables.

Investment Properties was P18.8 billion, up by P4.3 billion from the

P14.5 billion reported in December 2012. This came from the P4.6
billion ROPA accounts of the former ABC.

Property and Equipment (PPE) amounted to £23.0 billion in Jane, an
increase of £6.5 billion from the December level of R16.5 billion on
account of the merged ABC PPE accounts

Investment in Subsidiaries and Associate was down to 25 0 million from
£2.9 billion in December 2012 due to the increase in ownership of Allied
Commercial Bank (ACB) from 39% to 90% after the merger. ACB is
now consolidated line-by-line in the financial statements.

Other Assets jumped to 820.7 billion in June, £17.7 billion higher than
the December level of .3 billion. PB16.0 billion of the increase came
from Goodwill representing the difference between the fair value of the

net assets and labilities of ABC and market value PNB sh
line with the merger.

ares issued in
e The total consolidated liabilities of the merged bank increased by P188.8
billion from P291.3 billion ag of December 31, 2012 to B480.1 billion as of
June 30, 2013. Major changes in liability accounts were as follows:

- Deposit Liabilities of the merged Bank increased by B178.9 billion from
P240.9 billion to P419.7 billion in June attributed to ARC deposit

balances. Demand, Savings and Time deposits increased by £70.9
billion, P83.1 billion and 24.9 billion, respectively.

- Financial Liabilities at FVPL decreased by 1.2 billion to 5.3 billion in
June 2013 from P6.5 billion as of December 2012, The decrease was
primarily due to the redemption of the B6.0 billion subordinated notes
due in 2018 which the Parent Company 1ssued on June 19, 2008 partially
offset by the P4.6 billion segregated fund liabilities from ARC. The
subordinated note and segregated fund liabilities are part of a group of
financial instruments that together are managed on a fair value hasis, in

accordance with the Group’s documented risk management and
investment strategy.
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- Bills and Acceptances Payable decreased by £6.0 billion, from R13.1

billion to £7.1 billion on account of the settlement of various borrowings
from other banks.

- Accrued Expenses and Other Liabilities also increased from P30 8
billion to P47.9 billion in June.

» The consolidated equity now stood at P83 .3 billion as of June 30,2013, up by
P43.6 billion from R39.7 billion as of December 31, 2012, The increase in
capital accounts was accounted for by the following:

- P41.4 billion market value of 423,962,500 PNB common shares issued
in line with the PNB-ABC merger

5.3 billion net income for the six-months period ended June 30,2013

P2.9 billion increase in the minority interest on the merged PNB,

P0.7 billion increase in the accumulated translation adjustiment account

Partly offset by the-24.4 billion mark-to-market loss on AFS and-P] |

billion increase of cumulative amount of actuarial losses taken up in

compliance with PAS 19.

2012 vs, 2011

The following are the discussions on the consolidated financial condition and results
of operations of the Group based on the Audited Financial Statements as of and for
the years ended December 31, 2012, 2011 (as restated) and 2012 (as restated).

® The Group’s consolidated assets expanded to B331.0 billion as of December 31,

2012, P18.9 billion or 6.1% higher compared to B312.1 billion as of December

31, 2011. Significant changes (more than 5%) in assets were registered in the
following accounts:

Loans and Receivables grew a respectable 14.6% or PI8.5 billion, from

B126.2 billion to P144.7 billion, attributable mainly to new loan releases
during the period.

Available for Sale Investments increased by R14.7 billion, from £52.3 billion
to 267.0 billion, attributed mainly to purchases of government securities.

Investment Properties decreased by R1.6 billion, from B16.1 hillion to P14.5
billion, primarily due to sale of foreclosed properties and provision for loss on

a certain property which was destroyed by fire.

Due from Other Banks decreased by P2.4 billion, from P64 billion to 4.0
billion.
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Financial Assets at Fair Value Through Profit or Loss was lower by B2.9

billion, from R6.9 billion to P4.0 billion, attributed mainly to the sale of various
investment securities.

Interbank Loans Receivable decreased by B5.6 billion, from P17.1 hillion to
P11.5 billion, in view of lower interbank lending.

- Other Assets declined by 80.9 billion, from #3.9 billion to £3.0 billion

The consolidated labilities increased by R14.2 billion from R277.1 billion as of
December 31, 2011 to £291.3 billion as of December 31, 2012. Major changes in
liability accounts were as follows:

Deposit Liabilities increased by R3.4 billion, from B237.5 billion to 22400
billion, attributed mainly to the P8.1 billion increase in savings deposit, partly

offset by the B1.7 billion and R3.0 billion reductions in demand and time
deposits.

Bills and Acceptances Payable increased by R4.6 billion, from £8.5 billion to

P13.1 billion, mainly due to BSP rediscounting and various borrowings from
other banks.

Subordinated Debt increased by 23.3 billion, from £6.4 billion to F9.9 billion.
On May 9, 2012, the Bank issued P3.5 billion worth of Unsecured

Subordinated Notes to finance asset growth and strengthen the Bank’s capital
base.

Other liabilities increased by R2.8 biltion, from B14.0 billion to 216.8 billion,
mainly due to the accrual of provision for loss on certain court cases,

additional insurance liability of the Bank's subsidiary PNB Gen. Insurers, and
increment in accounts payable.

® The consolidated equity stood at 239.7 billion as of December 31, 2012, up by
P4.7 billion from P35.0 billion, as of December 3 t, 2011, The increase in capital
accounts was mainly accounted for by the BS5.0 billion net income for the year
ended December 31, 2012. As mentioned in item 1 above, Surplus as of
December 31, 2012 and December 31, 2011 are already net of SPV losses
previously being deferred in accordance with the SPV Law.

2011 vs. 2010

® The Group’s consolidated assets amounted to B312.1 billion as of December 31,
2011, B15.0 billion or 5.0% higher compared to 8297.1 billion, as of December
31, 2010. The growth in resources was funded by the increase in deposits and
proceeds from the issuance of B6.5 billion unsecured subordinated notes eligible
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as Tier 2 Capital in June 2011. Significant changes (more than 5%) in assets were
registered in the following accounts:

- Loans and Receivables grew by 14.4% or B15.9 billion, from B116.3 billion to
£126.2 billion, attributable mainly to new loan releases during the period to

different industry sectors, e.g., power, telecommunications, government,
manufacturing and transportation,

= Due from BSP increased by 213.9 billion, from 2243 billion to 2382 billiom,
accounted for by the increase in reserve deposit account with BSP.

Securities Held Under Agreements to Resell went up by B11.5 billion, from
B6.% billion to P18.3 billion, as lending transactions with RSP increased.

Securities Held under Agreement to Resell includes government securities
purchased under reverse purchase with BSP.

Interbank Loans Receivable grew by 4.4 billion, from R12.7 billion to B17. 1
billion, due to increase in lending to BSP.

Financial Assets at Fair Value Through Profit or Loss was lower by B9}
billion, from R16.0 billion to B6.9 billion, attributed mainly to the sale of
government and other investment securities.

On October 12, 2011, the Bank had identified a clear change of tntent to exit
or trade in the short term its HTM investments rather than o maturity. The
Bank disposed of a more than insignificant amount of its HTM investments.
The disposal necessitated the reclassification of the remaining HTM
investments to AFS securities in accordance with PAS 39,

Available for Sale Seccurities was higher by R17.8 billion, from 2345 hillion to
B52.3 billion, on account of purchases of government securities and the
reclassification of the remaining HTM to AFS,

Due from Other Banks was higher by 1.3 billion, from 25.1 billion to B6.4
billion,

Investment Properties declined by B1.8 billion, from R17.9 billion to B16.1
billion, mainly due to sale of properties.

Other Assets was lower by 0.6 billion, from £4.5 billion to £3.9 billion.

The consolidated liabilities increased by B84 billion from £268.7 billion as of

December 31, 2010 to B277.1 billion as of December 31, 2011, Major ch

anges in
liability accounts were as follows:

= Deposit Liabilities grew by B11.1 billion, from P226.4 billion to P2375

billion. The growth came from £13.4 billion and P19 billion ncrease in
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savings deposits and in demand deposits, respectively,

partly offset by the
decline of 24.2 billion in time deposit,

Bills and Acceptances Payable and Acerued Taxes, Interest and Ot
Expenses decreased by B3.5 billion and R0.3 billion, from B12.0 bil
P8.5 billion, and from 84.3 billion to B4.0 billion, respectively.

ter
hon to

Subordinated Debt increased by R1.0 billion, from B5.5 billion to 26.5 billion,
On June 15, 2011, the Bank issued 26.5 billion in Unsecured Subordinated
Notes eligible as Tier 2 Capital to refinance the Banks B5.5 bithon Lower Tier
2 Subordinated Notes which were redeemed in August 2011 and to raise
additional Tier 2 Capital in order to finance asset

growth and strengthen the
Bank’s capital base.

® The consolidated equity stood at R35.0 billion as of December 31, 2011, up by
£6.6 billion from 228 .4 billion as of December 31 . 2010. The increase in capital
accounts came primarily from the 4.7 billion annual net income and 1 9 billion

recovery from net unrealized losses on mark to market valuation of available for
sale.

2. Results of Operations

June 2013 vs. June 2012

 The Group’s net income reached 5.3 billion for the first semester of the vear,
£3.0 billion or more than double the £2.3 billion net income reported for the
same period last year. The Bank attributes its mmproved performance to the
merger and to the country’s strong and favorable economic environment that
created numerous business opportunities and which drove a more robust
trading and investment market which increased treasury income for the Banle

Net interest income amounted to 25.9 billion in June 2013, exceeding by P22
billion the net interest income for the same pertod last year of £3.7 billion.
Interest income was up by B2.9 billion, from B5.8 billion to P87 billion,

Interest expense is however also higher at 2.8 billion, or by 0.7 billion from
P2.1 billion last year.

Net service fees and commission income ixproved fo P1.2 billion in June
2013 compared to R1.0 billion reported for the same period last vear.

Fee-based and other income increased by £4.2 billion to B8.3 billion for the
semester ended June 30, 2013, from 4.1 billion for the same period last vear.
The increase came from gains on Trading and investment securifies which was
higher by 3.1 billion, from B2.6 billion to £5.7 billion mainly atlributed o
trading gains on investment securities.
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¢ Administrative and other operating expenses totalled £8.7 billion, P2.8 billion
more than last year's £5.9 billion. Increases were registered in Compensation
and Fringe benefits by P1.0 billion, Taxes and licenses by P03 billion and
Other Miscellaneous expenses by £1.0 billion. Provision for impairment and
credit losses, Occupancy and equipment-related costs and Depreciation and

amortization also increased by R0.1 billion, ~R0.2 billion and PO.2 billion,
respectively.

Provision for income tax was at 21 4 billion and 0.4 billion for the semesters

ended June 30, 2013 and 2012, respectively with the increase primarily due to
higher taxable revenues during the current period.

2012 vs. 2011

The Group posted a P5.0 billion consolidated net income for the vear ended

December 31, 2012, 5.7% higher than the 24 8 billion net income for the same
period last year.

Net interest income stood at £7.0 billion in 2012, slightly tower by 0.2 billion
compared to the net interest income for the same period last year, Intercst
income declined by B1.1 billion, from 212.5 billion to P11 4 biilion. Tnterest
expense decreased by 20.9 billion, from 5.3 billion to 24 .4 billion.

Net service fees and commission income was slightly lower at £1.9 hillion in
2012 compared to £2.1 billion reported for the same period last vear,

Fee-based and other income increased by BO.7 billion for the vear ended
December 31, 2012 to 8.7 billion, from B8.0 billion for the same period last
year. The increase came from gains on Trading and investment securities
which expanded by P1.5 billion, from 23.6 billion to BS | billion, mainly
attributed to gain on sale/redemption of Available for Sale Securities.

Administrative and other operating expenses was lower by BO.1 billion, from
B11.7 billion to 211.6 billion.

Provision for income tax was at B0.9 billion for the years ended December 31,
2012 and 2011, respectively.

2011 vs. 2010

- The Group posted a P4.8 billion consolidated net income for the vear ended

December 31, 2011, 20.8 billion higher than the 2010 net income of 24 0
billion.

Interest income from loans and receivable grew by a respectable 7.1
B0.5 billion to B7.5 billion for the year ended December 3, 2011

Y or up by
, from B7.0



billion in the same period last year attributed mainly to higher ADB on loans
and receivables. Interest income from Investment securities

other banks was slightly lower at 24.3 billion and R0.7
billion and 0.9 billion, respectively. Interest expense on d
higher by £0.6 billion, from P3.4 hillion to P4.0 bil
average daily balance of deposit liabilities.

and deposits with
billion, from R4.4
epostts was slightly
lion, due to increase in

Net service fees and commission income increased slightly with the reduction
in service expenses and an improvement in remittance and trast fees at B2 14

billion for the year ended December 31, 2011 compared to ¥2.12 billion
reported for the same period last year.

Fee-based and other income increased by £0.3 billion to 8.0 hil
7.7 billion in the previous year. Trading and investment

significantly increased by 20.5 billion, from B3.1 billion to 23.6 billion, as the
bank took advantage of opportunities in the financial market and made a
strategic call of unloading substantial holdings of security investments. Both
miscellaneous income and foreign exchange net gains went up by 80.3 billion
each. Net gain on sale or exchange of assets is lower at 2] 4 billion for the

year ended December 31, 2011 compared to 2.1 billion for the same period
last year,

hon, from
net gains

Administrative and other operating expenses decreased by (.7 billion, from
£12.4 billion to R11.7 billion, largely due to lower provision for impairment
and credit losses, depreciation and amortization and mi
B0.8 billion, R0.2 billion and 203 billion, respectively. On the other hand,
Compensation and fringe benefits, taxes and licenses and occupancy and

equipment-related costs slightly increased by R0.4 billion, P01 billion and
P0.1 billion, respectively.

scellancous expense by

Provision for income tax was the same at P09 b

illion for the vears ended
December 31, 2011 and 201 0, respectively.

Key Performance Indicators

1. Capital Adequacy

Capital Management

The primary objective of the Parent Company’s capital manageraent is to ensure it
complies with externally imposed capital requirernents and maintains strong credit

ratings and healthy capital ratios in order to support its business and to maximize
shareholders’ value.

The Parent Company manages its capital structure and makes adjustinents to it in the
light of changes in economic conditions and the risk characteristics of its activities, In
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order to maintain or adjust the capital structure, the Parent Company may adjust the
amount of dividend payment to shareholders, retarn capital structure, or issue capital

securities. No changes were made in the objectives, policies and processes from the
previous periods.

The Bank and its individual regulatory operations have complied with all externally
imposed capital requirements throughout the period.

Regulatory Qualifying Capital

Under existing BSP regulations, the determination of the Parent Company’s
compliance with regulatory requirements and ratios is based on the amount of the
Parent Company’s “unimpaired capital” (regulatory net worth) reported to the BSP,

which is determined on the basis of regulatory policies, which differ from PFRS
some respects,

[n addition, the risk-based capital ratic of a bank, expressed as a percentage of
qualifying capital to risk-weighted assets, should not be less than 10.00% for both
solo basis (head office and branches) and consolidated basis {parent bank and
subsidiaries engaged in financial allied undertakings but excluding insurance
companies). Qualifying capital and risk-weighted assets arc computed based on BSP
regulations. Risk-weighted assets consists of total assets less cash on hand, due from
BSP, loans covered by hold-out on or assignment of deposits, loans or acceptances

under letters of credit to the extent covered by margin deposits and other non-risk
items determined by the Monetary Board (MB) of the BSP.

In 2002, the BSP approved the booking and recognition of additional appraisal
increment of B431.8 million on properties in determining the capital adequacy ratio.
On the same year, the BSP also approved the booking of translation adjustment of
P1.6 billion representing the increase in peso value of the investment in foreign
subsidiaries for purposes of the quasi-reorganization and rehabilitation of the Parent
Company, provided that the same shall be excluded for dividend purposes.

The regulatory qualifying capital of the Bank consists of Tier | {Core} and Tier 2
(Supplementary) capital. Core Tier 1 capital consists of paid-up common stock,
additional paid in capital, retained earnings (including current year profit) and
cumulative foreign currency translation adjustments less required deductions such as
unsecured credit accommodations to DOSRI and deferred income tax. For Tier 2
Capital, Upper Tier 2 includes appraisal increment reserves on bank premises and

general loan loss provision while Lower Tier 2 inchudes the unsecured subordinated
debt to the extent of 50% of Tier 1 Capital.

Under BSP Circular No. 360, effective July 1, 2003, the capital-to-risk assets ratio
(CAR) is to be inclusive of a market risk charge. In August 2006, the BSP issucd
Circular No. 538 which contains the implementing guidelines for the revised risk-
based capital adequacy framework to conform to Basel I recommendations.

Under
the tevised framework, capital requirements for operational risk, credit decivaliy

¢s and
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securitization exposures are to be included in the caleulation of the Parent Company’s
capital adequacy. The revised framewok also prescribes a more granular mapping of
external credit ratings to the capital requirements and recognizes more types of
financial collateral and guarantees as oredit risk mitigants. Changes in the credit risk
weights of various assets such ag foreign currency denominated exposures to the
Philippine National Government, noen-performing exposures and ROPA, were also

made. Exposures shall be tisk-weighted based on third patty credit assessment of the

individual exposure given by eligible external credit assessment mstitutions. Credit
risk-weights range from 0.00% to 150.0

0% depending on the type of exposure and/or
credit assessment of the obligor. The new guidelines took effect last July 1, 2007

The Group’s consolidated capital adequacy ratic combined credit,
operational risks computed based on BSP Circular No. 538 were 18.1
19.4% as of December 31, 2012, 2011 and 2010, tespectivel
above the minimum 10% requirement of BSP. The tol

capital as reported to BSP as at December 31, 201
billions):

market and
%, 21.7%, and
v, improving and well
lowing table sets the regulatory
2, 2011 and 2010 (amounts in

CAPITAL ADEQUACY RATIO (CAR)

As of the Periods Indicated Conselidated Solo o
2002 2 Hio i 2611 2016
Tier 1 {core) Capital 29,950,786 34,546,554 31,226,240 3,744,150 35.173.686 31.762.165

Common stock 26,489,537 26,489.837 26,48% 837 26,489 837 26,489 837 37

Additional Paid in Capitat 2437292 2031272 2,037.272 2037372 2037272

Retained Barnings : 2278793 6,313.204 2,972,893 2278793 8313204

Cummiative Foreign Currency Translation {(809.161) (340.611) (427334} (G175 333573

Undivided profits - - . . .

Minority inferest in subsidiary financial allied

undertakings which are less than wholly-owned

(for consolidated basis) 54,039 46.886 133,562
Beductions from Tier | Capital 3442213 4,045.702 3983936 3343048 3977010 3

Unsecnred DOSRI §7.181 TI882 631556 87.181 11882

Deferred incomme tax, 3,355.032 3,327,828 3,350.380 2,258.467 3259328
Gruss Tier 1 Capital 26,508,567 30,500,886 27,247.304 27,398,502 o ahi%eels
Upper Tier 2 Capital 1,452,880 3134202 2,265.023 1,442.058 2061340

Appraisal Increment Reserve, Bank Premises 291725 291725 481,420 291725 291 Fas

auth by MB

General loan loss provision {limited to 1.60%

cradit risk-weighted assets computed per Part E,161.155 1,842,477 1,846.403 EE54.332 Pio8.618 i.?

T, Hem B.}

Lower Tier 2 Capital {limited to 50% of Tier H 13,254.284 12,931,643 11,961,086 3699251 12,931 643 11301088
Capital}

Unsecured Subordinated Debt 16,134.886 12,931.643 11,961.086 16,134 886 12,931.642 11,961 086
Total Tier 2 Capital 14,707,164 13,063.845 14,226.109 15, 141308 14,992 953 14,158,479
Gross Tier 2 Capital (limited to 100% of Tier | 14,707,164 15,065,845 14,226.10% 13,147 .308 14,597 953 14,158 479
Capital}

Peductions from Qualifying Capital 3,122.608 155,483 G.426 2473213 6,311.277
Total qualifying capital 38,093.063 45407248 41,467.987 33,867,508 39675382
The risk-weiglted assets of the Group and Parent Company as of December 31, 20012, 20471 and 2010 are as follows:
Risk-weighted on;
Balance sheet assets: 180,263 416 184,351 138 180,745,684 172427340 173,521,304 74,4401 14

20% 3,346.152 2,752,834 3,850.835 3316042 2,573,707 3,763,933

56% 3874130 5,383 404 8,317.2902 3,833.812 3,374,547 8,183,300

5% 3,50%.684 2,504.075 24,340,699 3,509.684 2,504.0758 2,540.659

100% 140,892,358 137,279.025 129,185,631 133,200 840 130,796,580 123,290 245

i50% 28,641,002 32431710 36.851.232 28537992 32272401 36,659 Y36




CHEBglance sheet asgeds: 2,462.837

2,680.680 1,569,933 2,013.627 2224307
0% 74.208 - 0.732 14208 -
50% 1,782.022 §.734 B34 1,782.022 §.334
75% » b - : :
1069 &06.607 1671948 2,560.472 137 397 2315383 107 988
150%: - - - -
Total Counterparty Risk-Weighted Assets in the
Banking Book (Derivatives and Repo-siyle 073881 LOIRIT0 1,230.330 673 881 LT 1,230.3450
Transactions)
Tota Counterparty Risk-Woighted Assets in the
Trading Book (Derivatives and Repo-style 198574 196.664 114359 198 574 194 884 HERSS
Transactions)
Total Risk-Weighted Amount of Crodit Linked
Notes in the Banidng Book -
Total Risk-Weighted Scourifization Exposures - - B
General loan loss provision fin excess of the amount
petmitied to be inchuded in Uppsr Tier 2) - 187.732 574368 - 350385
Total Cradit Risk Weighted Assets 183,598.7068 184,089.920 184,083 758 V75313432 176,711 070
Market Risk Weighted Assets 3255203 3,982,760 9,260.220 3,241,655 3883 760
Operationa} Risk-Weighted Assels 23,385,190 21,638.200 20,310,350 20306380 1 2358040 17
Total Risk Weighied Assets 210,239.194 209,690.978 213,656 348 198 861 857 200132 870
Capita] Ratiog,
Tier | capital tatio 11.886% 14.568% 12.750% 11.396% 138619 FEITIY
Tier 2 capital ratio &.253% F14T7% 6058 %, S.23:% 5.865% J370%,
CAR 18119% 21.654% 19.409% 16 628% FREMY LTARG

As of 30 June 2013, total capital adequacy ratio was at 21.6% while Tier 1 Capital
Ratio was 18.0%

2. Asset Quality

Non-performing loans (NPL), net of loans classified as “Loss™ in the latest BsP
Report of Examination which are fully provided with allowance for credit losses, have
been further reduced to B3.8 billion as of year-end 2012, from R4.6 billion and 84 9

billion as of year-end December 2011 and 2010, respectively. As of 31 March 2013
net NPL was 82,7 billion.

3. Profitability

June 30, December 31
2013 2012 2011 2016
(as restated)  (as restated)
Return on Average Bquity ¥/ 12.8% 12.7% 15.0% 13.6%
Return on Average Assets ¥ 1.9% 1.4% 1.5% 1.2%
Net Taterest Income ¥ 2.5% 2.6% 3.0% 3.4%

! net income {excluding non-contrelling interesti divided by average equity attrilusable to equity holders of the PNE
? net income {excluding non-controlling interest) divided by average fotal assets
net interest income divided by average interest-earning asseiy
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4. Liquidity

The ratios of liquid assets to total assets were 46.4%, 44.6%, 46.3% and 35.3¢

5 as of
30 June 2013, 31 December 2012, 31 December 2011 and 31 December 2010,
respectively.

The Bank is in compliance with the liquidity and 1

egal reserve requirements of BSP
for deposit liabilities.

5. Cost Efficiency

The ratios of total operating expenses (excluding provision for impairment and credit
losses) to total operating income were 52.6%, 60.9%, 58.7% and 57.7%

for June
2013, December 2012, December 2011 and December 2010, respectively,

Known trends, demands, comumitments, events and uncertainties

The Bank presently has more than adequate liquid assets to meet known funding
requirements and there are no known trends, demands, commitments, events or
uncertainties that will have a material impact on the Rank’s liquidity.

Events that will trigger direct or contingent financial ebligations

In the normal course of business, the Group makes various commitments and incus
certain contingent labilities that are not presented in the financial
including several suits and claims which remain unsettled. No specific disclosures on
such unsettled assets and claims are made because any such disclosures would
prejudice the Group’s position with the other parties with whom it is in dispute. Such
exemption from disclosures is allowed under PAS 37 ., Provisions,
Liabilities and Contingent Assets. The Group and its legal counse
losses arising from these contingencies which are not specifically
not have a material adverse effect on the financial statements,

statements,

Contingent
I believe that any
provided for will
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ance sheet transactions, arrangements or obligations

s a summary of various commitments and contingent liabilities of the
ne 30, 2013, December 31, 2012 and 2011 at their equivalent peso

nnis:
6/30/2013 §2/30/2012 123172001
{In Thousand Pesos)

Trust department accounts 106,856,771 55976479 35,565,213
Deficiency ¢laims seceivable 11,794,819 6,309 340 6,334 850
Credit card Hnes 10,708,863

Ivward bills for collection 500,99¢ 140,548 1,542 449
Outstanding guarantees issued 1,282,163 628,422 T28.343
Outward bills for collection 463,225 115,020 123 724
Unused commercial letters of credit 59,559 36,096 83,280
Other contingent accounts 539 874 41,317 41,265
Confirmed export letters of credit 81,312 78,126 5,261
Ttems held as collateral - 244 259

Capital Expenditures

The Bank plans to purchase hardware and software requirements needed for the
implementation of new ATM acquisitions & security gadgets, Windows Operating
Systems upgrades, Cash Management System Enhancement, Mobile Commerce
System and Trust System upgrades among others.

Significant Elements of Income or Loss
Significant elements of net income of the Bank come from its continuing operations.

Seasonal Aspects

There are no seasonal aspects that have material effect on the Bank’s financial
condition or results of operations.

Accounting Policies

The accounting policies adopted by the Group are consistent with those of the
previous financial years except that the Group has adopted the following policies:
Philippine Financial Reporting Standards {(PFRSs), amendments to Philippine
Accounting Standards (PAS) and Philippine Interpretations effective last January 1,

2012 and did not have significant impact on the financial position or performance of

the Group.
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New Standards and Intergretaﬁons:

PFRS 7, Financial instruments: Disclosures - Offsetiing Financial Assets and
Financial Liabilities (Amendments)

These amendments require an entity to discl
related arrangements (such as collateral
required for all recognized financial instry

PAS 32. These disclosures also apply to recognized financial instruments that are
subject to an enforceable master nefting arrangement or ‘similar agreement’,
urespective of whether they are set-off in accordance with PAS 32, The amendments
require entities to disclose, in a tabular format unless another format is more
appropriate, the following minimum quantitative information. This is presented
separately for financial assets and financial liabilities recognized at the end of the
reporting period:

ose information about rights of sei-off and
agreements).  The new disclosures are
ments that are set off in accordance with

a) The gross amounts of those recognized financial assets and recognized financial
Habilities;

b) The amounts that are set off in accordance with the criteria in PAS 32 whep
determining the net amounts presented in the statement of financial position:

¢) The net amounts presented in the statement of financial position;

d) The amounts subject to an enforceable master netting arrangement or simil
agreement that are not otherwise included in {b) above, including:

. Amounts related to recognized financial instruments that do not meet some or
all of the offsetting criteria in PAS 32; and

i Amounts related to financial collateral (including cash collateral); and
e) The net amount after deducting the amounts in (d) from the amounts in (¢) above.

ar

The amendments to PFRS 7 are to be retrospectively applied and are effective for
annual periods beginning on or affer Januwary 1, 2013

The amendments affect
disclosures only and have no impact on the Group’s financial

position or performance.

PERS 10, Consolidated Financial Statements

PFRS 10 replaces the portion of PAS 27, Consolidated and Separate Financial
Statements, that addresses the accounting for consolidated financial statements. 1t also
includes the issues raised in SIC 12, Consolidation - Special Purpose Entitics. PERS
10 establishes a single control model that applies to all entities including special
purpose entities. The changes introduced by PFRS 10 will require management fo
exercise significant judgment to determine which entities are conirolled, and
therefore, are required to be consolidated by a parent, compared with the requirement
that were in PAS 27. The standard becomes effective for annual
or after Janmary 1, 2013.

periods beginning on
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PYRS 11, Joint Arrangements

PEFRS 11 replaces PAS 31, Interests in Joint Ventures, and SI1C 13, Joinily Controlled
Entities - Non-Monetary Contributions by Venturers. PFRS 11 removes the option (o
account for jointly controlled entities using proportionate comsolidation. Instead,
jointly controlled entities that meet the definition of a joint venture must be accounted

for wsing the equity method. The standard becomes effective for annual periods
beginning on or after January 1, 2013.

PFRS 12, Disclosure of Interests in Other Entities

PFRS 12 includes all of the disclosures related to consolidated financial statements
that were previously in PAS 27, as well as all the disclosures that were previously
included in PAS 31 and PAS 28, Investmenis in Associates. These disclosures relate
to an entity’s interests in subsidiaries, joint arrangements, associates and structured
entities. A mumber of new disclosures are also required. The standard becomes
effective for annual periods beginning on or after January 1, 2013

The adoption of PFRS 12 will affect disclosures only and have no impact on the
Group’s financial position or performance.

PYRS 13, Fair Value Measurement

PFRS 13 establishes a single source of guidance under PFRSs for all fair value
measurements. PFRS 13 does not change when an entity is required to use fair value,
but rather provides guidance on how to measure fair value under PFRS when fair
value 1s required or permitted. This standard should be applied prospectively as of the
beginning of the annual period in which it is initially applied. lis disclosure
requirements need not be applied in comparative information provided for periods

before initial application of PFRS 13, The standard becomes effective for annual
periods beginning on or after January 1, 2013,

The Group is currently assessing the impact of adopting this standard.

PAS 1, Presentation of Financial Statements - Presentation of liems of (ther
Comprehensive Income or OCT {Amendments)

The amendments to PAS 1 change the grouping of items presented in OCL Items that
can be reclassified (or “recycled™ to profit or loss at a future point in time (for
example, upon derecognition or settlement) will be presented separately from items
that will never be recycled. The amendments affect presentation only and have no
impact on the Group’s financial position or performance. The amendment becomes
effective for annual periods beginning on or after July 1, 2012. The amendments will

be applied retrospectively and will result to the modification of the presentation of
items of OCL
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PAS 19, Emplopee Benefits (Revised)

Amendments to PAS 19 range from fundamental changes such as removing the
corridor mechanism and the concept of expected returns on plan assets to
clarifications and rewording. The revised standard also reqquires new disclosures such
as, among others, a sensitivity analysis for each significant actuarial assumption,
information on asset-liability matching strategies, duration of the defined benefit
obligation, and disaggregation of plan assets by nature and risk.

simple

The adoption of PAS 19 (Revised) which required restrospective application, resulted
in the restatement of previously reported retirement obligation/asset of the Group.
The adjustment amounts were determined by the Group with the assistance of an
external actuary. The Parent Company and certain subsidiaries had chosen to close
‘Surplus’ the net effect of all transition adjustments as at January 1, 2011 (the
transition date) upon retrospective application of PAS 19 (Revised). The Group will

retain the remeasurements recognized in other comprehensive income and will not
transfer these to other items in equity.

The effects of retroactive application of PAS 19 (Revised) and PFRS 10 are detailed
below:

December 31, 2012

Effect of Effect of
retroactive refroactive
Aspreviously  application of  application of
_ reported PAS 18R PFRS 10 As tostated
Consolidated statements of financial
position
Assets
Other assets-net £7,964 425 28429 (BR16,217) B2 178,637
Liabilities
Other Habilities 16,846,393 450,807 {11,94%) 17,285,251
Eauity
Remeasurement losses on
retivement plan - {781,900) - (781,900}
Surplag 6,888 348 331,500 46,219 1,266,067
Non-controlling interests 904,693 22 (850,457 54,228
Jamuary 1, 2012
Effect of Effect of
retroactive retroactive
As previously  application of  application of
reported PAS 16R PFRE 10 Asreslated
Consolidated statements of financial
position
Assets
Other assets-net 3,897,388 (®1,211 B314,00 £3.382 169
Liabilities
Other Uabilities 14,015,963 681,915 (29,6411 14,068,239
Equity
Remeasurement losses on
retirement plan - (1,004,057} (1,004,057
Surplus 2,246213% 320,965 - 2567 178
Non~controiling interests 531,247 {39 (484,361 46,847
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Other income, other expenses, provision for income tax and income attributable to non-

controlling interests decreased by P989.4 million, 623.3 million and #46.2 million, and
£366.1 million for the year ended December 31, 2012,

PAS 27, Separate Financial Statements (as vevised in 2011)

As a consequence of the issuance of the new PFRS 10, Consolidated Financial
Statements, and PFRS 12, Disclosure of Interests in Other Entities, what remains of
PAS 27 is limited to accounting for subsidiaries, jointly controlled entities, and
associates in the separate financial statements. The adoption of the amended PAS 27
will not have a significant impact on the separate financial statements of the entities in

the Group. The amendment becomes effective for annual periods beginning on or after
January 1, 2013,

PAS 28, Investments in Associates and Joint Ventures (as vevised in 2011

As a consequence of the issuance of the new PFRS 11, Joint drrangements, and PERS
12, Disclosure of Interests in Other Entities, PAS 28 has been renamed PAS 28,
Investments in Associates and Joint Ventures, and describes the application of the
equity method to investments in joint ventures in addition to associates. The

amendment becomes effective for annual periods beginning on or after J anuary 1,
2013,

Philippine Interpretation IFRIC 20, Stripping Costs in the Production Phase of a
Surface Mine

This interpretation applies to waste removal costs (“stripping cosis™) that are incurred
in surface mining activity during the production phase of the mine {(“production
stripping costs”). If the benefit from the stripping activity will be realized in the
current period, an entity is required to account for the stripping activity costs as part of
the cost of inventory. When the benefit is the tmproved access to ore, the entity should
recognize these costs as a non-current asset, only if certain criteria are met (“stripping
activity asset”). The stripping activity asset is accounted for as an addition 1o, or as an
enhancement of, an existing asset. After initial recognition, the stripping activity asset
is carried at its cost or revalued amount less depreciation or amortization and less
impairment losses, in the same way as the existing asset of which it is a part. The
Group expects that this interpretation will not have any impact on its financial

position or performance. This interpretation becomes effective for annual periods
beginning on or after January 1, 2013.

PAS 32, Financial Instruments: Presentation - Offsetting Financial Assets and
Financial Liabilities (Amendments)

The amendments clarify the meaning of “currently has a legally enforceabl

e night o
set-off”

and also clarify the application of the PAS 32 offsetting criteria to settlement
systems (such as central clearing house systems) which apply gross settlement
mechanisms that are not simultanecous. The amendments affect prosentation onty and



have no impact on the Group’s financial
PAS 32 are to be retrospectivel
January 1, 2014,

position or performance. The amendments {o
y applied for anmual periods beginning on or after

PERS 9, Financial Instruments

PFRS 9, as issued, reflects the first phase on the replacement of PAS 39 and apph
the classification and measurement of financial assets and liabilities as
39, Financial Instruments: Recognition and Measuremen:. Work on impairment of
financial instruments and hedge accounting is still ongoing,

with a view to replacing
PAS 39 in its entirety, PFRS 9 requires all financial assets to be measured at fair
value at initial recognition. A debt financial asset may,

if the fair value option (FVO)
is not invoked, be subsequently measured at amortized cost if it 18 held within a

business model that has the objective to hold the assefs to collect the contractual cash
flows and its contractual terms give rise, on specified dates, to cash flows that are
solely payments of principal and interest on the principal outstanding. All other deht
instruments are subsequently measured at fair value through profit or loss, All equity
financial assets are measured at fair value either through other comprehensive income
(OCI) or profit or loss. Equity financial assets held for trading must be measured at
fair value through profit or loss. For FVO liabilities, the amount of change in the fair
value of a liability that is attributable to changes in credit risk must be presented in
OCL  The remainder of the change in fair value is presented in profit or loss, unless
presentation of the fair value change in respect of the liability’s credit risk in OC]
would create or enlarge an accounting mismatch in profit or loss. All other PAS 39
classification and measurement requirements for financial liabilities have been carried
forward into PFRS 9, including the embedded derivative separation rules and the
criteria for using the FVO. The adoption of the first phase of PERS 9 will have an
effect on the classification and measurement of the Group’s financial assets, the

Group is still evaluating the effects of the adoption of PFRS 9. PFRS 9 is effective for
annual periods beginning on or after J anuary 1, 2015,

188 o
defined in PAS

Philippine Interpretation IFRIC 18, 4

greemenis for the Construction of Regl
Estate

This interpretation covers accounting for revenue and associated expenses by entitics
that undertake the construction of real estate directly or through subcontractors. The
interpretation requires that revenue on construction of real estate be recognized only
upon completion, except when such contract qualifies as coustruction contract to be
accounted for under PAS 11 or involves rendering of services in which case revenue
is recognized based on stage of completion. Contracts involving provision of services
with the construction materials and where the risks and reward of ownership are
transferred to the buyer on a continuous basis will also be accounted for based on
stage of completion. The SEC and the Financial Reporting Standards Council (FRSC)
have deferred the effectivity of this interpretation until the final Revenue standard is
issued by the International Accounting Standards Board (IASB) and an evaluation of

the requirements of the final Revenue standard against the practices of the Philippine
real estate industry is completed.
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Annual Improvements to PFRSs (2009-2011 cycle)

The Annual Improvements fo PFRSs (2009-2011 cycle) contain non-urgent but
necessary amendments to PFRSs. The amendments are effective for annual periods

beginning on or after January 1, 2013 and are applied retrospectively.  FHarlier
application 1s permitted.

P¥RS 1, First-time Adoption of PFRS - Borrowing Costs

The amendment clarifies that, upon adoption of PFRS, an enfity that capitalized
borrowing costs in accordance with its previous generally accepted accounting
principles, may carry forward, without any adjustment, the amount previously
capitalized in its opening statement of financial position at the date of transition.
Subsequent to the adoption of PFRS, botrowing costs are recognized in accordance

with PAS 23, Borrowing Costs. The amendment does not apply to the Group as it is
not a first-time adopter of PFRS.

PAS 1, Presentation of Financial Staiements - Clarification of the reguirements for
comparative information

The amendments clarify the requirements for comparative information that are
disclosed voluntarily and those that are mandatory due to retrospective application of
an accounting policy, or retrospective restatement or reclassification of items in the
financial statements. An entity must include comparafive information in the related
notes to the financial statements when it voluntarily provides comparative information
beyond the minimum required comparative period. The additional comparative period
does not need to contain a complete set of financial statements. On the other hand,
supporting notes for the third balance sheet (mandatory when there is a retrospective
application of an accounting policy, or retrospective restatement or reclassification of
items in the financial statements) are not required. The amendments affect disclosures
only and have no impact on the Group’s financial position or performance.

PAS 16, Property, Plant and Equipment - Classification of servicing equipment

The amendment clarifies that spare parts, stand-by equipment and servicing
equipment should be recognized as property, plant and equipment when they meet the
definition of property, plant and equipment and should be recognized as inventory if

otherwise. The amendment will not have any significant impact on the Group’s
financial position or performance.

PAS 32, Financial Instruments: Presentation - Tax effect of distribution to holders
of equity instruments

The amendment clarifies that income taxes relating to distributions to equity holders
and to transaction costs of an equity transaction are accounted for in accordance with
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PAS 12, Income Taxes. The Group expects that this amendment will not have any
impact on its financial position or performance.

PAS 34, Interim Financial Reporting - Interim financial veporting and segment
information for total assets and liabilities

The amendment clarities that the total assets and liabilities for a particular reportable
segment need to be disclosed only when the amounts are regularly provided to the
chief operating decision maker and there has been a material change from the amount
disclosed in the entity’s previous annual financial statements for that reportable
segment. The amendment affects disclosures only and has no impact on the Group's
financial position or performance.



CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON
ACCOUNTING AND FINANCIAL DISCLOSURE

The Bank and its subsidiaries have had no disagreement with the Bank’s auditors on
any matter of accounting principles or practices, financial statements disclosure, or
auditing scope procedure.

In compliance with SEC Rule 68, as amended, and BSP Circular 660, Series of 2000,
which require that the external anditor or rotation of the engagement and concurring
partner every five (5) years, Ms. Janeth T. Nufiez, the Partner-in-Charge for the last
five (5) years (2008 to 2012), was be replaced by Ms. Vicky B. Lee-Salas, SGV's
Leader for Market Group 5 and one of the more experienced audit partners in the
banking industry.

EXTERNAL AUDIT FEES
Audit and Other Related Fees

The following are the engagement fees billed and paid for each of the last two fiscal
vears for the professional services rendered by the Bank’s external auditor:

1. Audit

2012

o P7.5 million engagement fee for the audit of the Bank’s Financial Statement as of
December 31, 2012 (inclusive of out-of-pocket expenses but excluding value
added tax).

2011

o P6.91 million engagement fee for the audit of the Bank’s Financial Statement as of
December 31, 2011 (inclusive of out-of-pocket expenses but excluding value
added tax).

2. Other Related Fees

2012
o P0.995 million for the professional services rendered relative to the issuance of
P3.50 billion Subordinated Notes, as Tier 2 Capital in May 2012,

2011

o P3.92 million engagement fee for the review of interim condensed Financial
Statements (September 30, 2009 and 2010) relative to the issuance of £6.50
billion subordinated notes, as Tier 2 Capital in June 2011,

o P1.176 million engagement fee for the due diligence review relative to the
issuance of 3.1 billion Long Term Negotiable Certificates of Time [eposit in
November 2011,



MANAGEMENT CERTAIN SECURITY HOLDERS

PROFILE OF DIRECTORS TOGETHER WITH THEIR BUSINESS EXPERIENCE
COVERING AT LEAST THE PAST FIVE (3} YEARS

FLORENCIA G. TARRIELA, 66, Filipino, first elected as a Director on May 29,
2001, has been serving as Chairman of the Roard of the Bank since May 24, 2005, and
as an Independent Director since May 30, 2006. She also serves as an Independent
Director of PNB Capital and Investment Corporation, Director of PNB Life Insurance,
Inc., and LT Group, Inc. She is a Director of PNB’s overseas subsidiaries, namely,
PNB RCI Holdings Co., Ltd. and PNB (Burope) Ple. She obtained her Bachelor of
Science in Business Administration degree, Major in Economics, from the University
of the Philippines and her Masters in Economics degree, from the University of
California, Los Angeles, where she topped the Masters Comprehensive Examination.
Ms. Tarriela is currently a columnist for “Business Options” of the Manila Bulletin.
She is a Life Sustaining Member of the Bankers Institute of the Philippines
(BAIPHIL), a Trustee of FINEX Foundation, TSPI Development Corporation, and the
Summer Institute of Linguistics (SIL). She was formerly an Independent Director of
the Philippine Depository and Trust Corporation,
Exchange Corporation and the Philippine Dealing System Holding Corporation. Ms.
Tarriela was also former Undersecretary of Finance, and an alternate Member of the
Monetary Board of the Bangko Sentral ng Pilipinas (BSP), Land Bank of the
Philippines (LBP) and the Philippine Deposit Insurance Corporation (PDIC). She was
formerty Deputy Country Head, Managing Partner and the first Filipino female Vice
President of Citibank N. A., Philippine Branch, Ms. Tarriela is a co-author of several
inspirational books- “Coincidence or Miracle? Books 1, T, 1II {"Blessings m
Disguise™), and IV (“Against All Odds™), and gardening books- “Oops ~ Don’t Throw

Those Weeds Away!” and “The Secret is in the Soil”. She is an environmentalist and
practices natural ways of gardening.

the Philippine Dealing and

FELIX ENRICO R. ALFILER, 63, Filipino, was elected as Independent Director of
the Bank effective January 1, 2012. Mr. Alfiler completed his undergraduate and
graduate studies in Statistics at the University of the Philippines in 1973 and 1976,
respectively. He undertook various continuing education programs, including
financial analysis and policy at the IMF Institute of Washington, D.C. in 1981 and on
the restructured electricity industry of the UK in London in 1996, He has published
articles relating to, among others, the globalization of the Philippine financial market,
policy responses to surges in capital inflows and the Philippine debt crisis of 1985.
Among the various positions he held were: Philippine Representative to the World
Bank Group Executive Board in Washington, D.C., Special Assistant to the
Philippine Secretary of Finance for International Operations and Privatization,
Director of the Bangko Sentral ng Pilipinas, Assistant to the Govemnor of the Central
Bank of the Philippines, Advisor to the Executive Director at the International
Monetary Fund, Associate Director at the Central Bank and Head of the Techuical
Group of the CB Open Market Committee. Mr. Alfiler was also the Monetary Policy
Expert in the Economics Sub-Committee of the 1985-198%6 Philippine Debt
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Negotiating Team which negotiated with over 400 private international creditors for
the rescheduling of the Philippines’ medium- and long-term foreign debts. In the
private sector, Mr. Alfiler was an Advisor at Lazaro Tiu and Associates, Inc.,
President of Pilgrims (Asia Pacific) Advisors, Ltd., President of the Cement
Manufacturers Association of the Philippines (CeMAP), Board Member of the
Federation of Philippine Industries (FPT), and Vice President of the Philippine
Product Safety and Quality Foundation, Inc. and Convenor for Fair Trade Alliance.

OMAR BYRON T. MIER, 66, Filipino, was appointed as the Bank’s President and
Chief Executive Officer (CEO) on February 9, 2013 after serving as Acting President
since July 17, 2012. He has been serving as Director of the Bank since May 25, 2005
and was formerly President and CEQ of the Bank until May 24, 2010. Mr. Mier, a
Certified Public Accountant, obtained his degrees in Bachelor of Science in Business
Administration, Major in Accounting, and Bachelor of Arts in Economics from the
University of the Philippines. He is cwrrently Chair of PNB Capital and Investment
Corporation, PNB Forex, Inc., Japan-PNB Leasing and Finance Corporation, Japan-
PNB Equipment Rentals Corporation, Bulawan Mining Corporation, PNB ltaly SpA,
PNB (Europe) Plc and PNB RCI Holdings Co., Ltd. He is also a Director of PNR
Holdings Corporation, PNB General Insurers Co., Inc., PNB Securities, Inc.,
Management Development Corporation, and PNB Global Remittance and Financial
Co., HK, Ltd. He was formerly the Chairman of Victorias Milling Company, inc. and
a Director of Citra Metro Manila Tollways Corporation and Credit Information
Corporation. Prior to his election as a member of the Board of the Bank, he served as
Executive Vice President and Chief Credit Officer from August 16, 2002 to April 10,
2005 then was appointed as Acting President on April 11, 2005. He worked with
Citibank N.A. (Manila and Malaysia) for 24 years where he held the posttions of
Country Risk Manager/Senior Credit Officer and Head of the Risk Management
Group and World Corporation Group. Before joining the Bank in 2002, he served as

Dreputy General Manager & Corporate Banking Department Head of Deutsche B ank,
Manila from 1995 to 2001.

FLORIDO P. CASUELA, 71, Filipino, has been serving as a Director of the Bank
since May 30, 2006. A Certified Public Accountant, he obtained his degree in
Bachelor of Science in Business Administration, Major in Accounting, and his
Masters in Business Administration from the University of the Philippines. He took
the Advanced Management Program for Overseas Bankers conducied by the
Philadelphia National Bank in conjunction with the Wharton School of the University
of Pennsylvania. Mr. Casuela was one of the ten (10} awardees of the 2001
Distinguished Alumni Award of the UP College of Business Administration. He is
currently a Director of PNB Holdings Corporation, PNB Securifies, Inc., PNB
Remittance Centers, Inc., and PNB RC! Holdings Co., Inc. He is also a Director of
Surigao Micro Credit Corporation and a Senior Adviser of the Rural Bank of Makati,
Inc. He is a Director of Sagittarius Mines, Inc. as well as its subsidiaries namely:

Tampakan Mineral Resources Corporation, PacificRim Land Realty Corporation and

Hillerest, nc., where he is also the President. He is a Trustee of th

e LBP Countryside
Development Foundation, Ine.

He was formerly the Presidemt of Maybank

108



Philippines, Inc. from February 1992 to July 1993, Land Bank of the
July 1998 to August 2000, and Surigao Micro Credit Corporation fr
November 2004. He was formerly a BSP Consul
National Bank. Mr. Casuela was also form
Livelihood Support Fund, LBP Countryside
Insurance Brokerage, Tnc., LBP Leasing Co
Corporation, Masaganang Sakahan, Inc., LBP

Planters Bank Venture Capital. He was Vice Chairman of the Land Bank of the

Philippines, People’s Credit Finance Corporation and Westmont Forex. Mr. Casucla
was also a Member of the Board of Directors of the Cotton Development Authority,
National Food Authority, Philippine Crop Insurance Corporation, Asean Finance
Corporation, Ltd. (Singapore), Manila Electric Company, All Asia Capital and Trust
Corporation, Petrochemical Corporation of Asia Pacific, Pacific Cement Corporation,
EBECOM Holdings, and Westmont Securities, Inc.

Philippines from
om June 2001 to
tant/Senior Adviser for the Philippine
erly the Chairman of the National
Development Foundation, Ine., LBP
rporation, LBP Realty Development
Financial Services SPA, and Republic

ANTHONY Q. CHUA, 61, Filipino, was appointed as the Bank’s Senior Executive
Vice President and Chief Operating Officer on February 9, 2013 concurrent to his
position as Director. He served as a Director/President of Allied Banking Corporation
since May 21, 2009. He is also the Chairman of Allied Savings Bank and a Director of
Super Travel Inc. and Asian Insular Holdings Corporation. He is the Chairman of
Japan-PNB Leasing and Finance Corporation and a Director of PNB General Insurers
Co., Inc,, PNB Securities, Inc., PNB Forex, Inc., Japan-PNB Equipment Rentals
Corporation, and Management Development Corporation. He finished his Bachelor of
Arts and Bachelor of Science degrees, Major in Accounting (Cum Laude), at the De
La Salle University, Manila, and obtained his MBA and doctorate in Business degrees
from the Michigan State University. A Certified Public Accountant, he st
banking career with Citibank in 1981 where he held the positions of Rel
Manager for the Institutional Banking Group, Risk Manager and Product
Development Unit Head for the Investment Banking Group, Transaction Banking
Head, and later Global Asset Management Head until 1995, He was President of the
Philippine Bank of Commumications from 1997 to 1998, In 1999, he joined
SGV/Arthur Andersen, Manila as Project Consultant and later became Partner of the
Business Consulting Group in 2000 and the Risk Consulting Group in 2001. From
2002 to 2008, he was an Executive Vice President of the Philippine National Bank.

arted his
ationship

LEONILO G. CORONEL, 66, Filipino, obtained his Bachelor of Arts, Major in
Economics degree from the Ateneo de Manila University in 1967 and finished the
Advance Management Program of the University of Hawaii in 1977. He became a
Fellow of the Australian Institute of Company Directors in 2002, Presently, he is the
Managing Director of the Bankers Association of the Philippines (BAP) - Credit
Bureau, Inc., an Independent Director of Megawide Construction Corporation aned
DBP-Aiwa Securities SMBC Phils. Inc., a Director of Software Ventures Int’L, and an
Executive Director of Rafael Buenaventura Micro Finance Foundation. Prior to his
present positions, Mr. Coronel was a Consultani of BAP, Land Bank of the
Philippines, Arthur Young/U.S. AID and Economic Development Foundation. He
also previously served as the Treasurer of PDS Holdings, a Director of the Philippine
Clearing House Corporation, the Philippine Dealing System and the Philippine
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Depository & Trust Corporation, a Trustee/Treasurer and member of the Capital
Market Development Council Institute, a member of the Executive Commities of the
Philippine Business for Social Progress and the President of Cebu Bankers

Association. He also worked with Citibank, Manila for twenty (20) vears, occupying
various positions.

REYNALDO A. MACLANG, 75, Filipino, was elected as a Director of the Bank on
February 9, 2013. He holds a Bachelor of Laws degree from the Ateneo de Manila
University. He was a Director of Allied Bank since August 15, 2001, He is also a
Director of Allied Leasing and Finance Corporation, Allied Savings Bank and Fton
Properties Philippines. He was formerly the President of Allied Savings Bank from
1986 to 2001, and became President of Allied Banking Corporation in 2001 up to

2009. He has been with the Bank since 1977, Previous to that, he had been connected
with other commercial banks and practiced law.

ESTELITO P. MENDOZA, 83, Filipino, was elected as a Director of the Bank
effective January 1, 2009. He obtained his Bachelor of Laws degree from the
University of the Philippines and Master of Laws degree from the Harvard Law
School. A practicing lawyer for more than sixty years, he has been consistenily listed
for several years as a “Leading Individual in Dispute Resolution” among lawyers in
the Philippines in the following directories/journals: “The Asia Legal 5007,
“Chambers of Asia” and “Which Lawyer?” yearbooks. He has also been a
Professional Lecturer of law at the University of the Philippines, and served as
Solicitor General, Minister of Justice, Member of the Batasang Pambansa and
Provincial Governor of Pampanga. He was the Chairman of the Sixth (Legal)
Committee, 317 Session of the UN General Assembly and the Special Committee on
the Charter of the United Nations and the Strengthening of the Role of the
Organization. He currently serves as a member of the Board of Directors of
Philippine Airlines, Inc., San Miguel Corporation, Meralco, and Petron Corporation,

CHRISTOPHER J, NELSON, 54, British, was elected as an Independent Director
of the Bank on March 21, 2013, subject to regulatory approval. He holds a Bachelor of
Arts degree in History and Masters of Arts degree in History both from the Emmanuel
College, Cambridge University. He was the President of Philip Morris Forfune
Tobacco Corporation, Inc. (PMFTC, Inc.) and concwrrently served as Managing
Director of Philip Morris Philippines Manufacturing, Inc. up to Apnl 30, 2013, He
has 31 years of experience in the tobacco business, 25 years of which is with Philip
Morris International holding various positions including Philip Morris Area Director
for Saudi Arabia, Kawait, Gulf Cooperation Council, Yemen, and the Hom of Africa.
Mr. Nelson is also involved in various business and non-profit organizations that work
for the social and economic uplifiment of communities. He is a Director of the
American Chamber of Commerce, the Philippine Band of Mercy and the Federation
of Philippine Industries. He is also Vice President of the American Chamber of
Commerce Foundation and the Tan Yan Kee Foundation.
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WASHINGTON Z. SYCIP, 91, American, has been serving as a Director of the
Bank since May 30, 2000. He is the founder of SGV Group, the Philippines’ largest
professional services firm. He is also one of the founders and Chairman Emeritus of
the Asian Institute of Management; member of the Board of Overseers of the
Graduate School of Business at Columbia University; Honorary Chairman of the
BEuro-Asia Centre of INSEAD in Fontainebleau, France; and Honorary Life Trustee of
The Asia Society. He is presently an Independent Director of Belle Corporation,
Lopez Holdings, Commonwealth Foods, Inc., First Philippine Holdings Corp.,
Highlands Prime, Inc., Philippine Equity Management, Inc., Philippine Hotelier,
Inc., Philamlife, Realty Investment, Inc., the PHINMA Group, Stateland, Inc. and
Century Properties, Inc. He is the Chairman of Cityland Development Corporation,
Lufthansa Technik Philippines, Inc., MacroAsia Corporation, STEAG State Power,
Inc. and State Properties Corporation. He is a member of the Board of Directors of a
number of other major corporations in the Philippines and other parts of the world.
Mr. SyCip served as President of the International Federation of Accountants (1982-
1985), member of the International Advisory Board of the Council on Foreign
Relations (1995-2010), Vice Chairman of the Board of Trustees of The Conference
Board (2000-2004), and Chairman of the Asia Pacific Advisory Committee of the
New York Stock Exchange (1997-2004). He also served on the International Boards
of the American International Group, AT&T, Australia & New Zealand Bank.
Caterpillar, Chase Manhattan Bank, Owens-lllinois, Pacific Dunlop and United
Technologies Corporation, among others. He was a member of the Board of Trustees
of the Ramon Magsaysay Award Foundation (2005-2008) and Eisenhower Exchange
Fellowship (1999-2010). Among his awards are the Order of Lakandula, Rank of
Grand Cross, conferred by Philippine President Benigno 8. Aquino, Il on June 30,
2011; Lifetime Achievement Award given by Columbia Business School in 2010 and
Asia Society in 2012; Ramon Magsaysay Award for International Understanding in
1992; the Management Man of the Year given by the Management Association of the
Philippines in 1967; the Officer’s Cross of the Order of Merit given by the Federal
Republic of Germany in 2006; Star of the Order of Merit Conferred by the Republic

of Australia in 1976; and the Officer First Class of the Royal Order of the Polar St
awarded by H.M. the King of Sweden in 1987.
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HARRY C. TAN, 67, Filipino, has been serving as a Director of Allisd Banking
Corporation since November 1999, He holds a Bachelor of Science degree in
Chemical Engineering from Mapua Institute of Technology. Mr. Tan is the President
of Century Park Hotel, Landcom Realty Corporation and Oceanic Holdings BVT f.1d.
He is also the Vice Chairman of Lucky Travel Corp., Tanduay Holdings, e,
Tanduay Distillers, Inc., Eton Properties Philippines, Inc., Eton City Inc., Belton
Communities, Inc. and First Homes, Inc. He is the Managing Director/Vice Chairman
of Charter House Inc. and is a member of the Board of Directors of various private
firms which include Asia Brewery, Inc., Dominium Realty and Construction Corp.,
Sharcholdings Inc., Himmel Industries, Inc., Tobacco Recyclers Corporation, PMFTC
Inc., Fortune Tobacco Int’l. Corp., Basic Holdings Corporation, Pan Asia Securities
Inc., Absolut Distillers, Inc., Allied Bankers Insurance Corporation, Asian Alcohol
Corp., REM Development Corporation, Tanduay Brands International Inc., Foremost
Farms, Inc., Grandspan Development Corp., Manufacturing Services and Trade
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Corporation, Progressive Farms, Inc., PAL Holdings, Inc. and Oceanic Bank, e is
also a Director/Chairman for Tebacco Board of Fortune Tobacco Corporation,

LUCIO C. TAN, 78, Filipino, has been serving as a Director of the Rank since
December 8, 1999. He studied at Far Eastern University and later obtained his
Chemical Engineering degree from the University of Santo Tomas (UST). In 2003, he
earned the degree of Doctor of Philosophy, Major in Commerce, from UST. From
humble origins, Dr. Tan became the Chairman of Allied Bavking Corporation from
1977 to 1999, He is presently the Chairman and CEO of Philippine Airlines, Ing.,
Eton Properties Philippines, Inc., Lucky Travel Corporation, PAL Holdings, Inc.,
Tanduay Holdings, Inc. and Tanduay Distillers, Inc. He is also the Chairman of Asia
Brewery, Inc., Basic Holdings Corporation, Himmel Industries, Inc., Fortune Tobacco
Corporation and PMFTC Inc. Dr. Tan is the President of Grandspan Development
Corporation and a Director of PNB Life Tnsurance, Ine. Despite Dr. Tan’s various
business pursuits, he continues to share his time and resources with the community. In
1986, he founded the Tan Yan Kee Foundation, Inc., of which he is Chairman and
President. He is likewise Chairman Emeritus of the Federation of Filipino-Chinese
Chambers of Commerce and Industry, Inc. (FEFCCCH). He is also the founder and
Vice Chairman of the Foundation for Upgrading the Standard of Education, Ine.
(FUSE). He is the Adviser/Benefactor of the medical scholarship program of Asia
Brewery, Inc. and Benefactor/Honorary Adviser of other professional and socio-civie
groups. For his outstanding achievements and leadership, Dr. Tan received the
following honorary degrees: Doctor of Humane Letters, Umversity of Guam (Guam,
USA); Doctor of Applied Agriculture, Central Luzon State University {Mufioz, Nueva
Eeija); Doctor of Technology Management, Western Visayas College of Science and
Technology (La Paz, Hoilo), Doctor of Science in International Business and
Enfrepreneurship, Cavite State University (Cavite); Doctor of Humanities, Westemn
Mindanao State University (Zamboanga); Doctor of Business Management, St. Paul
University Philippines (Tuguegarao, Cagayan); Doctor of Institutional Development
and Management, Isabela State University (Cauayan, Isabela); Doctor of Humanities,
University of Mindanao (Davao City); Doctor of Business and Industrial Management
Engineering, Central Philippine University (Tloilo City); Doctor of Humanities in
Business and Entrepreneurship, Lyceum-Northwestern University (Dagupan City,
Pangasinan); and Doctor of Humanities, San Beda College (Manila) He was chosen
as a Lifetime Achievement Awardee by the Dr, Jose P. Rizal Awards for Excellence,
adopted to the Ancient Order of the Chamorri and designated Ambassador-at-Large of
the U.S. Island-territory of Guam, and conferred the Diploma of Merit by the Socialist
Republic of Vietnam, one of the highest honors conferred by the Viecinamese
Government on foreign nationals. Dr. Tan was named OQutstanding Manilan for the
year 2000 by the City Government of Manila and conferred the UST Medal of
Excellence in 1999, the highest award given by the Pontifical and Roval University of
Santo Tomas. Aside from being named Most Dnstinguished Bicolano Business lcon in
2005, Dr. Tan was also conferred the following awards: “2003 Most Outstanding
Member Award” by the Philippine Chamber of Commerce and Industry (PCCH in
recognition of his altruism and philanthropy, business acumen, hard work and
perseverance in his numerous business ventures, Award of Distinction by the Cebu
Chamber of Commerce and Industry, Award for Exemplary Civilian Service of the



Philippine Medical Association, Honorary Mayor and Adopted Son of Bacolod City
and Adopted Son of Cauayan City, Isabela. He was named Entreprencurial Son of
Zamboanga, awarded as distinguished fellow during the 25" Conference of the
ASEAN Federation of Engineering Association, and conferred the 2008 achievement
award for service to the chemistry profession during the 10" Burasia Conference on
Chemical Sciences. In recognition of his achievements, the City of San Francisco,
U.S.A. declared May 11 of each year as Dr. Lucio Tan's Day in the Bay area. The
island-territory of Guam also celebrates Lucio Tan Day on November 2 of each year.

LUCIO K. TAN, JR., 46, Filipino, has been serving as a Director of the Bank since
September 28, 2007, He obtained his Bachelor of Science in Civil Engineering
(Minors in classical Chinese Mandarin and Mathematics) degree from the University
of California Davis in 1991. He completed the academic requirements for his MBA at
the J.1.. Kellogg School of Management of Northwestern University and the School of
Business and Management of the Hong Kong University of Science and Technology
in 2006. He also attended courses in Basic and Intermediate ] apanese Language. He
works with MacroAsia Corporation, where he held the rank of President and Chief
Executive Officer for 7 years. Mr. Tan is currently the President of Tanduay Distillers,
Inc. He is a member of the Board of Directors of Phillip Mortis Fortune Tobacco
Corporation (PMFTC), Inc., Bulawan Mining Corporation, PNB Capital and
Investment Corporation, PNB RCI Holding Co. Lid., PNB {(Europe) Plc, PNR Ttal
SpA, Philippine Airlines, Inc., PAL Holdings, Inc., Air Philippines Corporation,
MacroAsia Corporation, Tanduay Holdings, Inc., Allied Bankers Insurance
Cotporation and Eton Properties Phils., Inc. He is also a Board Advisor of PNB
Remittance Centers, Inc. (RCI), Executive Director of Dynamic Holdings Limited,
and Executive Vice President (EVP) of Fortune Tobacco Corporation,
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MICHAEL G. TAN, 47, Filipino, was elected as a Director of the Bank on February
9, 2013. He is President/Director of LT Group, Inc., the holding firm of the Lucio
Tan Group of Companies. He also served as a Director of Allied Banking
Corporation since January 30, 2008 until the ABC’s merger with PNB on February 9,
2013. He is also the Director/Chief Operating Officer of Asia Brewery, Inc. and a
member of the Board of Directors of the following companies: Abacus Distribution
Systems Phils., Inc., Allied Commercial Bank, Allied Bankers Insurance Corp.,
Absolut Distillers, Inc., Air Philippines Corporation, Philippine Aarhines, Inc., PAL
Foundation, Inc., PAL Holdings, Inc., Lucky Travel Corporation, Eton Properties
Philippines, Inc., Bton City, Inc.,, PMFTC Inc., shareholdings, Inc., and Victorias
Milling Company, Inc. He holds a Bachelor of Applied Science in Civil Engineering
degree from the University of British Columbia, Canada.

DEOGRACIAS N. VISTAN, 69, Filipino, was appointed as an Independent Direcior
of the Bank on August 1, 2011. He obtained his AB and BSBA degrees from the De
La Salle University and earned his MBA from Wharton Graduate School. Mr.
Vistan’s extensive banking experience includes being Chairman of United Coconut
Planters Bank (2003-2004), Vice Chairman of Metropolitan Bank and Trust Company
(2000-2001), and President of Equitable-PCl Bank (2001-2002), Solidbank
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Corporation (1992-2000) and Land Bank of the Philippines {1986-1992). He also
served as President of FNCB Finance (1979-1980). Mr. Vistan likewise held various
management positions in Citibank Manila, Cebu and New York (1968-1986). He is a
former Presidential Consultant on Housing (2002-2003) and President of the Bankers
Association of the Philippines (1997-1999). He is currently a member of the Board of
PNB Capital and Investment Corporation, PNB Italy SpA, PDS Holdings Corporation,
Lorenzo Shipping Corporation and U-bix Corporation. He also serves as Board

Advisor of PNB Remittance Centers, Inc. and as Chairman of Creamline Dairy
Corporation,

DORIS 8. TE, 32, Filipino, was appointed as Corporate Secretary of the Bank on
January 20, 2012. She obtained her degree in Bachelor of Science in Business
Management in 2001 and earned her Juris Doctor in 2005 at the Ateneo de Manila
University. She began her law career as a Junior Associate in Zambrano & Gruba
Law Offices. She was a Junior Associate in Quiason Makalintal Barot Torres Iharra
& Sison Law Office before she joined the Bank in 2009. Prior to her appointment,
she was Assistant Corporate Secretary and later Acting Corporate Secretary of the

Bank. Presently, she also serves as a Director and Corporate Seeretary of Valuehub,
Inc., a family-owned distribution company.

PROFILE OF SENIOR OFFICERS TOGETHER WITH THEIR RUSI NESS
EXPERIENCE COVERING AT LEAST THE PAST FIVE (5) YEARS:

OMAR BYRON T. MIER, 66, Filipino, was appointed as the Bank’s President and
Chief Executive Officer (CEO) on February 9, 2013 after serving as Acting President
since July 17, 2012, He has been serving as Director of the Bank since May 25, 2005
and was formerly President and CEQO of the Bank until May 24, 2010, Mr. Mier, a
Certified Public Accountant, obtained his degrees in Bachelor of Science in Business
Administration, Major in Accounting, and Bachelor of Arts in Economics from the
University of the Philippines. He is currently Chairman of PNB Capital and
Investment Corporation, PNB Forex, Inc., Japan-PNB Leasing and Finance
Corporation, Japan-PNB  Equipment Rentals Corporation, Bulawan Mining
Corporation, PNB Italy SpA, PNB (Europe) Ple and PNB RCI Holdings Co., Lid. He
is also a Director of PNB Holdings Corporation, PNB General Insurers Co., Inc., PNR
Securities, Inc., Management Development Corporation, and PNB Global Remittance
and Financial Co., HK, Ltd. He was formerly the Chairman of Victorias Milling
Company, Inc. and a Director of Citra Metro Manila Tollways Corporation and Credit
Information Corporation. Prior to his election as a member of the Board of the Bank,
he served as Executive Vice President and Chief Credit Officer from August 16, 2002
to April 10, 2005 before being appointed as Acting President on April 11, 2005. He
worked with Citibank N.A. (Manila and Malaysia) for 24 years where he held the
positions of Country Risk Manager/Senior Credit Officer and Head of the Risk
Management Group and World Corporation Group. Before joining the Bank in 2002,

he served as Deputy General Manager & Corporate Banking Diepartment Head of
Deutsche Bank, Manila from 1995 to 2001.



ANTHONY Q. CHUA, 61, Filipino, was appointed as the Bank’s Senior Executive
Vice President and Chief Operations Officer on February 9, 2013. He served as a
Director/President of Allied Banking Corporation since May 21, 2009, He is also the
Chairman of Allied Savings Bank and a Director of Super Travel Inc. and Asian
Insular Holdings Corporation. He is the Chairman of J apan-PNB Leasing and Finance
Corporation and a Director of PNB General Insurers Co., Inc., PNB Securities, Inc.,
PNB Forex, Inc., Japan-PNB Equipment Rentals Corporation, and Management
Development Corporation. He finished his Bachelor of Arts and Bachelor of Science,
Major in Accounting (Cum Laude) at the De La Salle University, Manila, and
obtained his MBA and doctorate in Business degrees from the Michigan State
University. A Certified Public Accountant, he started his banking career with
Citibank in 1981 where 'he held the positions of Relationship Manager for the
Institutional Banking Group, Risk Manager and Product Development Unit Head for
the Investment Banking Group, Transaction Banking Head, and later Global Asset
Management Head until 1995. He was President of the Philippine Bank of
Communications from 1997 to 1998. In 1999, he joined SGV/Arthur Andersen,
Manila as Project Consultant and later became Partner of the Business Consuliting
Group in 2000 and the Risk Consulting Group in 2001. From 2002 to 2008, he was an
Executive Vice President of the Philippine National Bank. {retired  effective
September 1, 2013)

HORACIO E. CEBRERO 111, 51, Filipino, Executive Vice President, is Head of the

Treasury Group. He obtained his Bachelor of Science in Commerce degree, Major in
Marketing, from the De La Salle University.  Prior to joining PNB, he was an
Executive Vice President and the Treasurer of EastWest Banking Corporation. He
also held the post of Senior Vice President and Deputy Treasurer of Rizal Commercial
Banking Corporation, Vice President Head of the Foreign Exchange Desk of Citibank
Manila and Vice President/Chief Dealer of the Treasury Group of Asian Bank
Corporation. He brings with him 29 years of experience in the banking industry
starting from Loans and Credit, Branch Banking, Fixed Income Sales, Trust Banking,

Foreign Exchange and Fixed Income Trading, Portfolioc Management and other
Treasury-related activities.

CHRISTOPHER C. DOBLES, 69, Filipino, Executive Vice President, is Head of
the Bank’s Corporate Security Group and concurrently the Bank Security Officer of
Allied Savings Bank. He served as the Chairman of the Investigation Committee, the
Business Continuity Committee and the Labor Management Relations Commiitee. He
was formerly the Head of Allied Bank’s Credit Investigation and Appraisal
Department. He was also appointed as the Internal Affairs Officer of the Anti-Fraud
Committee. He was a member of the Allied Bank’s Senior Management Committee
and the Personnel Comumittee. Before joining PNB, he was with Allied Bank SInGe
1977. He holds a Bachelor of Arts degree from the University of Sto. Tomas and took
up units in Masters in Business from the Ateneo Graduate School He is also a
commissioned officer with the rank of Major in the Philippine Constabulary Reserve
Force. Prior to becoming the Bank Security Officer, he has held key positions with the
Allied Banking Corporation including Head of the Corporate Affairs. He was also a



tormer President of the Bank Security Management Association (BSMA) and was

consistently elected as a member of the Association’s Board of Directors up to
present.

JOVENCIO B. HERNANDEZ, 60, Filipino, Executive Vice President, is Head of
the Retail Banking Group. A Certified Public Accountant, he obtained his Bachelor of
Science in Commerce degree, Major in Accounting, from the De La Salle College.
Prior to joining PNB, he was a Senior Vice President and the Head of the Consumer
Banking Group of Security Bank and was also the Senior Vice President for Retail
Banking of Union Bank of the Philippines in 2004, Commercial Director of Colgate
Palmolive in 1996, Senior Country Operations Officer of Citibank in 1 995, and Group
Product Manager of CEC Corporation and Unilever in 1982 and 1980, respectively.
He was formerly the President of Security Finance in 2004 and First Union Plans in
2003. He was also a Director of SB Forex and Security - Phil Am. He was

a
Treasurer, Director and Executive Committee Member of Rancnet in 2004

MA. ELENA B. PICCIO, 64, Filipino, Executive Vice President, is Head of the
Institutional Banking Group since February 2008. She obtained her Bachelor of Arts
in Business Administration degree from Maryknoll College (Dean’s List). She worked
with Citibank, N.A. for twenty-eight (28) vears and held various positions including
Group Head of the Financial Institutions Division and the Global Relationship
Banking Group until 2003. She was a project consultant for Asian Development Bank

in 2004 and ING Asia Pacific Hong Kong Limited up to January 2008, (retired
effective August 15, 2013)

RAMON EDUARDO E. ABASOLO, 49, Filipino, First Senior Vice President, is
‘Head of the Information Technology (IT) Group. He obtained his Bachelor of Science
in Management Engineering degree from the Ateneo de Manila University. He began
his career in technology in 1985 with Citibank Philippines and also worked in
Citibank Tokyo from 1990 to 1998. He has served as Country Technology Head for
Citibank Philippines and Couniry Technology Infrastructure Head for Citibank

Indonesia.  Before joining PNB in 2010, he was Senior Vice President for IT in
Banco de Oro.

YOLANDA M. ALBANO, 62, Filipino, First Senior Vice President (FSVP), is Head
of the Bank’s Commercial Banking Group. She was previously the FSVP and Head
of Allied Bank’s Institutional Banking Group, comprising the Account Management
Division and the Merchant Banking Division, She joined Allied Bank in 1077,
starting off as an Account Officer at the Business Development Division and moving
on as Head of the Credit and Research Department, concurrent Head of the Corporate
Affairs Department, Head of the Account Management Division, and Head of the
Institutional Banking Division. At preseni, she is a member of the Financial
Executives Institute of the Philippines (FINEX) and the Makati Business Ciub. She is
a past President of the Bank Marketing Association of the Philippines (BMAP) and
the Credit Management Association of the Philippines (CMAP).  Me  albans



completed her AB-Economics degree in fhree years with a Dean’s Award for
Academic Excellence from the University of the Philippines.

CENON C. AUDENCIAL, JR., 54, Filipino, First Senior Vice President, is Head of
the Corporate Banking Group and the Government Banking Group. Before joining
the Bank in 2009, he headed the Institutional and Corporate Bank of ANZ, prior to
which he was a Senior Relationship Manager of Corporate Banking and Unit Head of
Global Relationship Banking for Citibank N.A. He previously served as Vice
President and Unit Head of Standard Chartered Bank’s Relationship Management
(roup, and was a Relationship Manager in Citytrust Banking Corporation, Before his
20-year stint as a Relationship Manager, he was a Credit Analyst for Saudi French
Bank and AEA Development Corporation. Mr. Audencial obtained his Bachelor of
Arts in Economics degree from the Ateneo de Manila University.

ZACARIAS E. GALLARDO, JR., 63, Filipino, First Senior Vice President, was
appointed as Chief Financial Officer and Head of the Financial Management and
Controllership Group of the Bank on October 1, 2012. Mr. Gallardo, a Certified
Public Accountant, obtained his degree of Bachelor of Science in Commerce (Summa
Cum Laude) from the Far Eastern University in 1969. He has eamed units for h
Masters in Business Administration degree at De La Salle College, Bacolod City. He
had served with the Central Bank of the Philippines for 24 years where he was
extensively exposed to all phases of banking. He worked with consultancy firms and
published a reference book on Regulations on Trust and Fiduciary Business and
Investment Management Activities. He joined Allied Bank in 1996 and served as il

e
bank’s Controller from 2001 until he Joined PNB in 2012, He also headed the Allied

Bank’s ICAAP Core Team and Business Continuity unit.
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MIGUEL ANGEL G. GONZALEZ, 54, Filipino, First Senior Vice P
Chief Credit Officer and Head of the Remedial and Credit Management Group. He
entered the bank in March 2010 as Senior Vice President for Commercial Banking
Group. He obtained his Bachelor of Science in Industrial Engineering degree from the
University of the Philippines and Masters in Business Management degree from Asian
Institute of Management. He started his banking career with Citibank NA in 1984, He
then headed the Branch Banking Group of Land Bank of the Philippines in 1989 then
joined Union Bank of the Philippines in 1994 where he was Sendor Vice President and

head of Credit and Market Risk Group. In 2007, he became the Country Manager for
Genpact Services LLC.

resident, is the

RAMON L. LIM, 62, Filipino, is the President and CEQ of FNB Securities, Inc., a
wholly-owned subsidiary of the Bank. He obtained his Bachelor of Science in
Commerce degree, Major in Accounting (Magna Cum Laude), from the Unlversity of
San Carlos in April 1971 and is a Certified Public Accountant. He completed his
Masters in Business Management at the Asian Institute of Management (AIM) in 1980
as a full scholar under the Post-Graduate Scholarship Program of Citibank Manila
where he worked from 1975 to 1993. He began his overseas postings at Citibank’s
Head Office in New York in 1984; next, at its Taipet Branch as Vice President and
Deputy Treasurer; and finally, at its Hong Kong Regional Office as Senior Trader and
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Currency Fund Manager. He then moved to become the Managing Diirector of Solid
Pacific Finance Ltd., Hong Kong from 1993 to 1995, and Investment Manager of
MHK Properties and Investment Litd, HK from 1996 to 1997, He was Treasurer, then
Business Manager and Trust Officer of Union Bank of the Philippines from 1997 to
2002. He joined the Bank in November 2002 as Deputy Head of the Treasury Group.
He was designated as Head of International and Branch Offices Sector in 2005 and
2006. He was re-assigned back to the Treasury Group as its Head in Tanuary 2007
until July 2010. He was designated the Chief of Staff of the PNB President from May
2010 until July 2011, at that time, in concurrent capacity as President and CEQ of

PNB Securities, Inc. He has been a Fellow of the Institute of Caorporate Dhrectors
since May 2011.

EDGARDO T. NALLAS, 56, Filipino, FSVP was seconded to Japan -PNB Leasing
and Finance Corp. as its the President and CEQ effective May 1, 2013. He obtained
his degree in AB Economics (Accelerated) from the De La Salle University in 1977
and has earned units in Masters in Business Administration (MBA) from said school.
He started his career in Human Resource in 1977 with PhilBanking Corporation.
Prior to PNB, he held various HR positions at SolidBank Corporation (1992-1995),
BA Savings Bank (1997) and Philippine Bank of Communications {1998-200%).

BENJAMIN J. OLIVA, 60, Filipino, First Senior Vice President, is Head of the
Global Filipino Banking Group (GFBG) which manages PNB’s overseas network of
branches and remittance subsidiaries in Asia, Burope, the Middle Bast, and North
America. Mr. Oliva obtained his Bachelor of Science in Commerce degree, Major in
Accounting (Com Lande) from the De La Salle University. He started his career with
ENCB Finance, Inc. where he held various junior managerial positions from 1973-
1978. He moved to Jardine Manila Finance in 1978 as Vice President of Metro
Manila Auto Finance. In 1980, Mr. Oliva started his career as a banker at the State
Investment Bank where he was Head of Corporate Sales Lending Division. 1n 1981,
he moved to PCI Bank and handled the Corporate Banking Division. He joined
Citibank, NA in 1988, where he exhibited his expertise in sales and headed different
sales divisions (Corporate Banking, Loans, Cards and Citiphone Banking). He
became a Director for various divisions such as Country Sales, Credit Cards Business,
Business Development and Personal Loans from November 1999 to January 2006,
On Janunary 2006, he was hired by Citibank Savings, Inc. as its President. From June
2009 to July 2011, he held concurrent positions as Commercial Banking Director of
Citibank NA and Board Member of Citibank Savings, Inc. Since September 2011, he
has been a designate Consultant for Consumer Banking of United Coconut Planters
Bank. Mr. Oliva joined PNB on September 10, 2012,

EMMANUEL GERMAN V. PLAN 11, 60, Filipino, First Senior Vice President, is
Head of the Special Assets Management Group. He holds a Bachelor of Science
Degree in Commerce, Major in Accounting, from the University of Santo Tomas and
took up Masteral Studies at the Letran College. Prior to joining the Bank, he was the
Senior Vice President of the Special Assets Group of Allied Banking Corporation. He
concurrently held the position of Senior Vice President of State Investment Trust and

State Properties Corporation. He also acted as Managing Duector of Bear Stearns
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Asia and Northeast Land Development Corporation. He has exposure in investment
banking, account management, credit and collection. He has been involved in
acquired assets management and in real estate development since 1997, Mr. Plan is
also into social, religious and charitable undertakings through his active involvement
in different educational and religious foundations like Sambayan Educational

Foundation, Inc., LSQC Scholarship Foundation, UST-EHSGAA and Magis Deo, to
name a few,

ELFREN ANTONIO S. SARTE, 53, Filipino, First Senior Vice President, is Head
of the Consumer Finance Group and Consumer Credit and Collection Division. He
obtained his Bachelor of Science in Industrial Management Engineering degree,
Minor in Mechanical Engineering, from the De La Salle University. From 1995 to
2010, he was connected with the Unionbank of the Philippines, holding various
positions the latest of which was First Vice President and Head of Retail Risk
Management Division responsible for the management and approval of consumer loan
products. He was also concurrent Head of Retail Collections (2008-2009). Previous to
that, from 1983 to 1995, he was the Business Unit Manager of Credit Information

Bureau, Inc. (CIBI). He was also a Rating Analyst with the Credit Rating Division of
CIBIL

RAFAEL Z. SISON, JR., 57, Filipino, holds a Bachelor of Science in Business
Administration degree, Major in Management, from the Ateneo de Davao University.
He was appointed as the First Senior Vice President and Head of the Branch Banking
Group on February 9, 2013. Prior to his appointment, he served as Head of Allied
Banking Corporation’s Retail Banking Group since February 2010, Tn May 2011, he
accepted the offer to join Planters Development Bank as their Branch Banking Group
Head with the rank of Senior Vice President. After a short stint, he returned to Allied
Bank. He has an extensive experience in both Branch Banking sales and operations.
He started his career in the Bank of the Philippine Islands in 1978 and went up the
corporate ladder in various banks with stints at Citytrust Banking Corporation (1987-
1994), Solid Bank (1994-2000), United Overseas Bank (2000), Rizal Commercial
Banking Corporation (2000-2002), Chinatrast Commercial Bank Corporation (2002-
2006), and Philippine National Bank (2006-2010).

EMELINE C. CENTENQ, 54, Filipino, Senior Vice President, is Head of the
Corporate Planning and Research Division. She obtained her Bachelor of Science in
Statistics degree (Dean’s Lister) and completed the coursework in Master of Arts in
Economics (on scholarship) from the University of the Philippines. She joined PNB
in 1983, rose from the ranks and held various positions at the Department of
Heonomics and Research, Product Development, Monitoring and Implementation
Division and the Corporate Planning Division before assurming her present position as
Head of the merged Corporate Planning and Research Division. Ms. Centeno was
awarded as one of the Ten Outstanding Bmployees of the Bank in 1987

ALICE Z. CORDERO, 56, Filipino, Senior Vice President, was appointed Chief
Compliance Officer of the Bank on June 16, 2010 with oversight on the Parent Bank
including all subsidiaries, affiliates and foreign branches. She is concurrently the



Corporate Governance Executive of the Bank. She obtained her degree of Bachelor of
Science in Business Economics from the University of the Philippines - Diliman, Q.C.
She has earned units in Masters in Business Administration at the Ateneo Graduate
School of Business. Prior to joining the Bank, she was the Chief Compliance Officer
of Allied Banking Corporation (2007-2010). She worked with Citibank N A - Manita
Branch (1988-2007) for nineteen (19) years and held various senior positions in the
Consumer Banking Group, including Compliance and Control Director {2000-200%)
and concurrent Regional Compliance and Control Director for the Philippines and
Guam (2004). Her 31 years of banking experience include working for Allied
Banking Corporation (1979-1983; 2007-2010), First National Bank of Chicago -
Manila Branch (1983-1986), Far Fast Bank and Trust Company (1986-1988) and
Citibank N.A. ~ Manila Branch (1988-2007), holding department head positions in
Credit Policy, Credit & Research Management, Financial Control,
Regulatory Reporting, Asset Strategy,
Compliance.

Corporate
Business Development, Risk Management and

SOCORRO D. CORPUS, 61, Filipino, Senior Vice President, is Head of the Human
Resource Group. A graduate of the Assumption College with a Bachelor of Ars
degree, Major in Psychology as well as an Associate in Commercial Science degree,
she has been an HR practitioner for almost 40 years. She started her carcer with
China Banking Corporation in 1973 as an HR specialist prior fo joining the Allied
Banking Corporation in 1977 as an Assistant Manager. Her professional affiliations
include the following: founding member and a Board Member of the Organization
Development Professional Network (ODPN), past President and member of the
Bankers’ Council for People Management, member of the Personnel Management

Association of the Philippines, and the regular Bank representative to the Banking
Industry Tripartite Council.

MARIA PAZ D. LIM, 52, Filipino, Senior Vice President, is the Corporate
Treasurer. She obtained her Bachelor of Science in Business Administration degree,
Major in Finance and Marketing, from the University of the Philippines and Master in
Business Administration from the Ateneo de Manila University. She joined PNR on
June 23, 1981, rose from the ranks and occupied various officer posifions at the

Department of Economics & Research, Budget Office and Corporate Disbursing
Office prior to her present position.

JOHN HOWARD D. MEDINA, 43, Filipino, Senior Vice President, is Head of the
Global Operations Group. He has a Bachelor of Science in Industrial Engineering
degree from the University of the Philippines and an MBA from the Shidler Coliege
of Business at the University of Hawai’i at Manoa. He was an East-West Center
Degree Fellow and the recipient of a full scholarship while at the University of
Hawai’i. He also attended the Handelshojskolen T Arhus (The Aarhus School of
Business), Pacific Asian Management Institute and the European Summer School for
Advanced Management for additional graduate studies, He started his banking career
as a management consultant to Citibank-Asia Pacific for several vears. Mr. Medina

later worked with Union Bank of the Philippines where he conceptualized

and
implemented electronic banking products and services. Prior to

heading the Global
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Operations Group, he was Head of the Business S

where he facilitated the policy, process and technology retooling of the Bank
culminating in the replacement of its core banking systems in the Philippines, US,
UK, Japan, Singapore and Hong Kong. Aside from his banking career in t
Philippines, Mr. Medina was a process consultant to US banks. He founded 1.il
private consultancy firm based in Delaware that specialized in
reengineering processes for financial institutions and electronic comme

ystems Support Group at PNB

he
yoal, a
designing and
roe firms.

AIDA M. PADILLA, 64, Filipino, Senior Vice President, is Head of the Remedial
Management Division. She is chief strategist as regards problem and distressed
accounts. A seasoned professional, she rose from the branch banking ranks at the
Philippine Banking Corporation to become Vice President for Marketing at the
Corporate Banking Group. She obtained her Bachelor of Science m Commerce
degree, Major in Accounting, from St. Theresa’s College.
CARMELA A. PAMA, 36, Filipino, Senior Vice President, is the Bank’s Chief Risk
Officer. A Certified Public Accountant, she obtained her Bachelor of Science in
Business Administration and Accountancy degree from the University of the
Philippines and Masters in Business Administration degree from the Stern School
Business, New York University. She started her banking career with Citib
(Phils.) where she held various positions in the areas of
Marketing, and Operations and Quality Development. She left Citibank with the rank
of Vice President and moved to Banco Santander to open its operations in the
Philippines. She moved back to Citibank, N.A. (Phils.) in 1996 to head various
operation units. Prior to joining PNB on October 9, 2006, she was a Consulting
wervices Practice Manager at Oracle Corporation (Phils.) from 1999 to 2005. Further
to her role as CRO, she also coordinates the ICAAP implementation of the PNRB
Group. The ICAAP is the enterprise-wide program to ensure the group continually
reviews its level of risk and ensures the adequacy of capital commensurate 1o its risk
taking abilitics. She has been involved in the merger/integration team since its
inception and is member of the Integration Management Office. Her more than 6 years

with PNB has continually improved her proficiency in all facets of banking
operations.

of
ank N.A.
Treasury Trading and

EMMANUEL A. TUAZON, 49, Filipino, Senior Vice President, is the Bank’s Chief
Marketing Officer and Head of the Marketing Group. He obtained his Bachelor of
Science degree, Major in Mathematics, from the University of the Philippines. He
started his banking career in 1984 and held various positions
banking and consumer banking at Citibank, Bank of the Phil
Bank, PBCOM, Jardine Pacific Finance, ABN AMRO Savings Bank, and Robinsons
Bank. Prior to joining PNB, he was Vice President for Marketing of Security Bank.

in marketing, branch
ippine Istands, Solid

MANUEL C. BAHENA, JR., 51, Filipino, First Vice President, is the Officer-in
Charge of the Legal Group. He joined PNB in 2003 and was appointed as Head of
Documentation and Research Division of the Legal Group in 2009. Before joining
PNB, he was the Cotporate Secretary and Vice President of the Legal Department of
Multinational Investment Bancorporation. He also served as Corporate Secretary and
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Legal Counsel of various corporations, among which are: the Corporate Partnership
for Management in Business, Inc., Orioxy Investment Corporation, Philippine Islands
Corporation for Tourism and Development, Cencorp (Trade, Travel and Tours), Inc.,
and Central Bancorporation General Merchants, Inc. He obtained his Bachelor of
Science in Business Administration degree from Lyceum of the Philippines in 1981
and his Bachelor of Laws degree from Arellano University in 1987.

DIOSCORO TEODORICO L. LIM, 58, Filipino, First Vice President, is Chief
Audit Executive (CAE) of the Bank. He is also a Director of the Rosehills
Management Development Corporation. A Certified Public Accountant, he holds a
Bachelor of Science in Commerce degree, Major in Accounting, from the University
of San Carlos - Cebu. He started his career in 1976 with SGV as a staft Auditor, and
after a year was Field in Charge until 1978 before Joining Allied Banking Corporation
in 1979 as a Junior Auditor. He rose from the ranks to become an Audit Officer in
1986, and in 2000, was designated as Head of the Internal Audit Division of Allied
Banking Corporation until his appointment as CAE of PNB on February 9, 2013, He
also served as Compliance Officer of Allied Savings Bank {seconded officer) from
August 2001 to August 2006. He is a member of the Institute of Internal Auditors
(I1A) Philippines, Association of Certified Frand Examiners (ACFE) - Philippines
and Philippine Institute of Certified Public Accountants.

Significant Employees

There is no person who is not an executive officer who is expected to make a
significant contribution to the business.

Family Relationships

Directors Harry C. Tan and Lucio C. Tan are brothers. Directors Lucio K. Tan, Jr. and
Michael G. Tan are sons of Mr. Lucio C. Tan.

Involvement in Certain Legal Proceedings

Neither the Directors nor any of the Executive Officers have, for a period covering the
past five (5) years, reported:

i. any petition for bankruptcy filed by or against a business with which they are
related as a general partner or executive officer;

ii. any criminal conviction by final judgment or being subject to a pending criminal
proceeding, domestic or foreign other than cases which arose out of the ordinary



course of business in which they may have been impleaded in their official
capacity,

iii. being subject to any order, judgment, or decree of a competent court, domestic or
foreign, permanently or temporarily enjoining, bamring, suspending or Hmiting
their involvement in any type of business, securities, commodities or banking
activities; and

iv. being found by a domestic or foreign court of competent jurisdiction {in a civil
action), the Commission or comparable foreign body, or a domestic or foreign
Exchange or other organized trading market or self-regulatory organization, to
have violated a securities or commodities law or regulation, and the judgment has
not been reversed, suspended, or vacated.

Executive Compensation

§) General

Annual compensation of executive officers consists of a 16-month guaranteed cash
emolument. Directors, on the other hand, are entitled to a reasonable per diem for
each Board or Board Committee meeting attended. Total per diem given to the Board

of Directors of the Bank for the vears 2011 and 2012 amounted to P3.970 million and
P4.275 million, respectively.

Other than the above-stated, there are no other arrangements concerning compensation
for services rendered by Directors or executive officers to the Bank and its
subsidiaries.

(2) Summary Compensation Table

Annual Compensation (In Pesos)

Name and Principal Position Year Salary Rouvus Others

Total

Omar Byron T. Mier'

Carlos A. Pedrosa®

President/Chief Executive Officer &
Vice Chair

1. Horacio E. Cebrero 111
Frecutive Vice President

2. Jovencio B. Hermnandez
Executive Vice President

3. Carmen G. Huang"
Executive Vice President




4. Ma. Elena B, Piccio
Executive Vice President

CEO and Four (4) Most Highly | Actoal 2011 24,939,050 8,633,884 13,592,934
Compensated Executive Qfficers Actual 2012 24 864,276 7,890,083 32 854 359
Projected 2013 28,600,000 9,200,000 37 800,000
All other officers and directors (as a | Actnal 2011 750,471,380 248,191 703 U8 663 U85
group unnamed) Actual 2012 794,199 788 271,597 114 1,065,791 802
Projected 2013 | 913,300,000 | 312,300,000 - 1,225,600.000

1/ Assumed as Acting Fresident effective July 17 2012
2/ Resigned as President and CEQ effective February 9, 2013
3/Resigned effective August 17, 2012

3 Employment Contracts and Termination of Employment and Change-in-
Control Arrangements

All executive officers are covered by the Bank’s standard employment contract which
guarantees annual compensation on a 16-month schedale of payment. In accordance
with the Bank’s Amended By-Laws, Article V1, Sec. 6.1, all officers with the rank of
Vice President and up hold office and serve at the pleasure of the Board of Directors.

(4)  Warrants and Options Outstanding: Repricing

No warrants or options on the Bank’s shares of stock have been issued or given to the
Directors or executive officers as a form of compensation for services rendered.




Security Ownership of Certain Record and Beneficial Owners and Management.

(1) Security Ownership of Certain Record and Beneficial Owners {more than 5%
of any class of voting securities as of July 31, 2013)

Title of
Class

Name & Address of
Record Owner and
Relationship with
Issuer

Mame of
Beneficial
Owner and
Relationship
with Record
Owaer

Citizenship

Ma. of Shares
dield

Common

Allmark Holdings
Corporation
- Quezon City -
14,754,256 shares

Shareholder

Common

Caravan Holdings
Corporation

~ Marikina City -

58,389,760 shares

Shareholder

Common

Donfar
Management Ltd,
- Makati City -
21,890,077 shares

Sharehoider

Common

Dunmore
Development Corp,
(X-496)

- Makati City -
10,779,000 shares

Sharehoider

Common

Fast Return
Eaterprises, Ltd.
- Makati City -
12,926,481 shares

Shareholder

Owned and
Controlled by

LT Group, Inc.

Filpino

British

Filipino

Rritish

§27.628.036

Percentage of
Orwaershin




Title of
Class

Name & Address of
Record Owner and
Relationship with
Issuer

MName of
Beneficial
Owner and
Relationship
with Record
Owaer

Citizenship

Mo, of Shares
EHeld

Percentage of
Owpership

Common

Fragile Touch

Investment Ltd.

- Makati City -
16,157,859 shares

Shareholder

Common

Ivory Holdings, Inc.
- Makati City -
14,780,714 shares

Shareholder

Common

Kenrock Holdings
Corporation
- Quezon City -
18,522,961 shares

Shareholder

Common

Key Landmark
Investments, Lid.
- British Virgin
islands -
04,883,360 shares

Sharchoider

Common

Leadway
Holdings, Inc.
- Quezon City -
46,495,880 shares

Shareholder

Common

Mavelstone
International Ltd.
- Makati City -
21,055,186 shares

Shareholder

Owned and
Controlled by

LT Group, Inc.

British

Filipino

Filipino

British

Filipino

British
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Title of
Class

Name & Address of
Record Owney and
Relationship with
{ssuer

Name of
Beneficial
Owner and
Relationship
with Reeord
Orwner

Citizenship

No. of Shares
Held

Percentage of
Ownership

Common

Merit Holdings and
Equities Corporation
- Quezon City -
12,377,119 shares

Shareholder

Common

Mutltiple Star
Holdings
Corporation
- Quezon City -
21,925,853 shares

Sharehoider

Common

Pioneer Holdings
Haquities, Inc.
- Pasig City -
24,386,295 shares

Shareholder

Common

Solar Holdings
Corporation
- Pasig City -
58,389,760 shares

Shareholder

Common

True Success
Profits, Ltd.
- British Virgin
Islands -
58,389,760 shares

Shareholder

Common

Uittermost
Success, Lid.
- Makat: City -
21,523,715 shares

Shareholder

Owned and
Counirolled by

LT Group, Inc.

Filipino

Filipino

Filipino

Filipino

British

British
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Title of | Name & Address of Name of Citizenship | No. of Shares | Percentage of
Class Record Owner and Beneficial Held Ownership
Relationship with Owner and
Issuer Relationship
with Record
Owner
Common All Seasons Realty The records in | Filipino 198,216,993 b8 2598
Corporation the possession of
- Makati City - the Bank show
7,123,387 shares  [that the beneficial
ownership of
Shareholder these companies /
individuals
belongs to the
Common Domingo T. Chua | shareholdersof | Filipino
-~ Quezon City - record of said
210,220 shares companies or to
the individual
Shareholder himself, as the
case may be.”
The Bank has
Common Dreyfuss Mutual not been Filipino
Investments, Inc. advised
- Pasay City - otherwise.
7,833,794 shares
Shareholder
Common Dynawerld Filipino
Holdings, Inc.
- Pasig City -
8,107,051 shares
Shareholder
Common Fairlink Holdings Filipino
Corporation
- Makati City -
17,645,960 shares
Shareholder

2 . . , : . -
“The companies issue proxies/spacial powers of attorney (SPAs) to Mr. Lucio C. Tan as thelr authorized proxy/attorney-in-fact 1o

vote their shares oduring stockholders’ msetings.

shareholders on a year-tg-year basis,
Other than the proxies/SPAs mentioned above, the Bank Is nof aware of any other relationship between My, Tan and the above-

stated comparies. Mr. Domingo T. Chua is a brother-in<aw of Mr. Lucio C. Tan.

Said proxies/special powers of attorney are renswed by ihe foregoing

bz
fre




Title of
Class

Mame & Address of
Record Owner and
Relationship with
issuer

Name of
Beneficial
Owaoer and
Relationship
with Record
Owaer

Citizenship

Nao, of Shares
Held

Percentage of
Ownership

Common

Fil-Care
Holdings, Inc.
- Quezon City -
18,119,076 shares

Shareholder

Common

Integrion
Investments, Inc.
- Pasay City -
7,833,794 shares

Shareholder

Common

Kentron Holdings
and Equities Corp.
- Pasig City -

17,343,270 shares

Sharcholder

Common

Kentwood
Development
Corporation
- Pasig City -
12,271,396 shares

Shareholder

Filipino

Filipino

Filipino

Filipino

Common

La Vida
Development
Corporation
~ Quezen City -
3,587,300 shares

Shareholder

Filipino




Title of
Class

MName & Address of
Record Owner and
Relationship with
Essuer

Name of
Beneficial
Owner and
Relationship
wiih Record
Owner

Citizenship

Mo. of Shares
Held

Percentage of
Ownership

Common

LaVida
Development
Corporation
A/CH2423
- Quezon City -
10,371,574 shares

Shareholder

Comumon

{.ocal Trade and
Development
Corporation
- Makati City -
5,836,153 shares

Sharcholder

Common

Luvs Securities
Co., Inc.

- Makati City -

17,898 shares

Shareholder

Common

Mandarin Securities
Corporation
- Makati City -
13,281 shares

Shareholder

Common

Opulent
Land-Owners, Inc.
- Quezon City -
4,105,313 shares
Shareholder

Filiptno

Filipino

Filipino

Filipine

Filipino




Title of
Class

Mame & Address of
Record Owner and
Relationship with
Issuer

Name of
Beneficial
Owner and
Relationship
with Record
Owaer

Citizenship

Ng. of Shares
Held

Percentage of
Owaership

Common

Power Realty
Development
Corporation
- Quezon City -
589,268 shares

Shareholder

Common

Profound
Holdings, Inc.
- Mandaluyong City -
12,987,043 shares

Shareholder

Common

Purple Crystal
Holdings, Inc.
- Mandaluyong City
< 17,374,238 shares

Sharehoider

Common

Safeway Holdings &
Equities, Inc.
- Quezon City -
8,377,826 shares

Shareholder

Common

Society Holdings
Corporation
~ Quezon City -
12,315,399 shares

Sharcholder

Filipino

Filipio

Filipino

Filipino

Filipino




Titie of
Class

Name & Address of
Record Owner and
Relationship with
Issuer

Name of
Beneficial
Orwier and
Relationship
with Record
Owaer

Citizenship

No. of Shares
Held

Common

Total Holdings
Corporation
- Pasig City ~
11,387 186 shares

Shareholder

Common

Witter Webber
& Schwab
Investment, Inc.
- Pasay City -
7,833,795 shares

Shareholder

Common

Zebra Holdings, Inc.
- Marikina City -
6,432,773 shares

Sharcholder

Filipino

Filipino

Filipino

Percentage of
Owirership




(2) Security Ownership of Management (Individual Directors and Executive
Officers as of July 31, 2013)

(R}

Amount and
Title of Name of Beneficial Nature of Percentage of
Class Owner Beneficial Citizenship Chwaership
Ownership
Common | Florencia G. Tarriela 2 shares Filipino (.0000001841
Shares | Chairman £80.00
Independent Director (R)
Felix Bnrico R, Alfiler 100 shares Fitipino 0.0000092063
Independent Director £4,000.00
(R}
Omar Byron T. Mier 120,200 shares Filipino 0.0110660163
£4,808,000.00
President and Chief (R}
Executive Officer
Florido P. Casuela 100 shares Filipino 00000092063
Director £4.000.00
(R)
Anthony Q. Chua 1,130 shares Filiping 0.0001040316
Director 843,200.060
Senior Hxecutive Vice R
President & Chief
Operations Officer
Leonilo G. Coronel 1 share Filipino 0.0000000921
Director P40.00
()
Reynaldo A. Maclang 2,130 shares Filipino | 0.0001960050
Director #85,200.00
(R)
Estelito P. Mendoza 1,000 shares Filipino 0.0000920634
Director 240,000.00
(R
Christopher 1. Nelson 100 shares British 0.0000092063
Independent Director £4.0600.00
(R)
Washington Z.. SyCip 34,010 shares Awmerican | 0.0031310750
Dhirector £1,360,400.00




Amount and

Title of Name of Beneficial Natore of Percentage of
Class Owner Beneficial Citizenship Ownership
Ownership
Common | Harry C. Tan 230 shares Filipino 0.000021 1746
Shares | Director £9,200.00
(R)
Tacio C. Tan 12,907,060 shares Filipino 11882673537
Director 8516,282,400.00
R)
Lucio K. Tan, Ir. 2,000 shares Filipino 00001841267
Director B80O,000.00
(R)
Michael G. Tan 15350 shares Filipino 00014131726
Director B614,000.00
(R)
Deogracias N. Vistan 100 shares Filipine 0.0000092063
Independent Director £4.000.00
(R)

Sub-total

13,083,513 shares

#523,340,520.00

(R)
All Directors & Executive 13,139,817 shares 1.2096957459
Officers as a Group B525,592,680.00

(R}

(3)  Voting Trust Holders of 3% or More

There are no voting trust holders of 5% or more of PNB shares.

(4}  Changes in Control

On March 6, 2012, PNB and Allied Banking Corporation {Allied Bank) separately
held Special Stockholders” Meetings approving the amended terms of the Plan of
Merger of the two banks. The merger was to be effected via a share for-share swap.
Under the approved terms, PNB would serve as the surviving eatity whereby it would
issue to Allied Bank shareholders 130 PNB shares for every Allied Bank common

share and 22.763 PNB shares for every ABC preferred share. The PNB shares had

issue price of 870.00 per share.

an




On July 23, 2012, the Philippine Deposit Insurance Corporation (PDIC) granted its
consent to the merger of PNB and Allied Bank pursuant to Sec. 21c of R_A. 3591,

amended (PDIC Charter), subject to certain conditions. Subsequently, the Monetary
Board (MB) of the Bangko Sentral ng Pilipinas (BSP), in its Resolution No. 1270

dated August 2, 2012, approved the Plan of Merger and Asticles of Merger, subject to
certain conditions.

@3

On January 17, 2013, the Securities and Exchange Commission (SEC) approved the
Plan of Merger and Articles of Merger of PNB and Allied Bank. With this, the two
banks successfully obtained all the hecessary regulatory approvals to finally

implement the merger. Thus, on February 9, 2013, PNB and Allied Bank merged info
one bank.

PNB and Allied Bank merged to form a bigger and stronger bank that can compete
more aggressively in the industry. The PNB-Allied Rank merger is an alliance, with
each bank bringing its own strengths that can help generate significant opportunities
and growth prospects for the new bank. With the merger, the new bank is now the
fourth largest private domestic bank across all indicators and with the largest
international footprint across Asia, Europe, the Middle East and North America.

{(d) Certain Relationships and Related Transactions.

In the ordinary course of business, the Bank has loans and other transactions with its
subsidiaries and affiliates, and with certain Directors, Officers, Stockholders and
Related Interests (DOSRI). Under the Bank’s policy, these loans and other
transactions are made substantially on the same terms as with other individuals and
businesses of comparable risks. Of the amount of direct credit accommodations to
each of the Bank’s DOSRI, 70.00% must be secured and should not exceed the
amount of their respective deposits and book value of their respective investments in
the Bank. In the aggregate, DOSRI loans generally should not exceed the Bank's
equity or 15.00% of the Bank’s total loan portfolio, whichever is lower. As of June

30, 2013, December 31, 2013, December 31, 2011 and December 31, 201 0, the Bank
was in compliance with such regulations.

Information related to transactions with related partics and with certain directors,
officers, stockholders and related interests {DOSRYI) is shown under Note 31 of the
Audited Financial Statements of the Bank and subsidiaries, as replicated hereunder:

1. Related Party Transactions

In the ordinary course of business, the Parent Company has loans and other
transactions with its subsidiaries and affiliates, and with certain Drrectors, Officers,
Stockholders and Related Interests (DOSRY). Under the Parent Company’s policy,
these loans and other transactions are made substantially on the same terms as with
other individuals and businesses of comparable risks. The amount of direct credi



accommodations to each of the Parent Company’s DOSRI, 70.00% of which must
be secured, should not exceed the amount of their respective deposits and book
valae of their respective investments in the Parent Company.

In the aggregate, DOSRI loans generally should not exceed the Parent Company’s
equity or 15.00% of the Parent Company’s total loan portfolio, whichever is lower.

As of June 30, 2013 and December 31, 2012, the Parent Company was in
compliance with such regulations,

The information relating to the DOSRI loans of the Group follows:

June 30, Precember 31,
2013 2002

Total Qutstanding DOSRI Accounts B3.941214 B2650.526
Percent of DOSRI accounts granted prior to

effectivity of BSP Circular No. 423 to total

loans 1.71% 2.03%
Percent of DOSRI accounts granted after effectivity

of BSP Circular No. 423 to total loans 1.77% 2.03%
Percent of DOSRI accounts to total loans 1.77% 2.02%
Percent of unsecured DOSRI accounts to total

DOSRI accounts 1.54% 3.29%
Percent of past due DOSRI accounts to total DOSRI

accounts 0.00% 0.00%,
Percent of nonaccruing DOSRI acecounts to total

DOSRI accounts 0.00% 0008

In accordance with existing BSP regulations, the reported DOSRI performing

loans exclude loans extended to certain borrowers before these borrowers became
DOSRIL

On January 31, 2007, BSP Circular No. 560 was issued providing the rules and
regulations that govern loans, other credit accommodations and guarantees granted
to subsidiaries and affiliates of banks and quasi-banks. Under the said Circular,
total outstanding exposures to each of the bank’s subsidiaries and affiliates shall
not exceed 10.00% of a bank’s net worth, the unsecured portion of which shall not
exceed 5.00% of such net worth. Further, the total outstanding exposures to
subsidiaries and affiliates shall not exceed 20.00% of the net worth of the lending
bank. BSP Circular No. 560 is effective on February 15, 2007.
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Details on significant related party transactions of the Group follow (transactions

with subsidiaries have been climinated in the consolidated financial
Transactions reported under subsidiaries represent companies wher
Company has control. Transactions reported under other related parti

companies which are under common control.

- statemends).
¢ the Parent
es reprasent

As of June 30, 2013, 2013

Amount/  Outstanding

Category Valume Baiance Nature, Terms and Conditions

Subsidiaries

Receivables from customers B564,000  Revolving credit lines with fixed annual interest rate
of 4.25% and maturity tenms of less than 90 davs
Unsecured - B364.0 million with no impairment

Accounts receivable 84,155  Advances to finance deficit in pension Hability,
remittance cover and additional working capital
Non-interest bearing; unsecured; payable an demand

Accrued interest receivable 825 lInterest in receivables from customers

Deposit labilities 2,183,625  With annwal rates ranging from 0.10% to 3.00% and
matunity terms ranging from 30 days 1o one {1} vear

Bills payable 1,124,317  Foreign currency-denominated bills payable with
{ixed annual interest rate of 0.85% and maturity term
of 180 days; unsecured

Accrued interest payable 2,193 Interest on deposit lisbilities and bills payable

Due to other banks 221,089 Clearing accounts for funding and settlement of
remittances

[ue from other banks 2977715 With annual fixed interest rates ranging from 0.01%
to 4.50% including time with maturities of up to
90 days

Operating lease 243

Advance rental deposit received for 2 vears and
3 months

Six Months Ended June 30, 2013

Interest income

BI1L,878 Interest income on receivable from custamers
Interest expense 6,492 Interest expense on deposit liabilities and bills
payable
Rental income 11,538 Rental income with Isase terms ranging from 2 o
5 years and annusl escalation tates ranging from
3.00% to 10.00%

Fees and commissions 219,314 Professional fees on service agresment
Other expense 1,602 Share in utilities expense
Securities transactions:

Purchases 16,918,365 Cutright purchase of securitios

Sales 4,721,302 Qutright sale of securities

Trading gains 247,154 Gain from sale of investment secupities

As of June 30, 2013 -
Amount/ OQuistanding

Category Valume Balance Nature, Terms and Conditions
Other Related Parties
Receivable from customers $5,522,494  Loans with interest rates ranging from 0.50% to

Sales contract receivables

Agccrued interest receivables
{Forward)

105,750

10,256

16.50% and maturity terms ranging from 11 months
to 25 years

Secured - 82,8 billion and unsecured - RO, billion;
without impairment

Collaterals include bank deposits hald-out, real
estates and chattel wmortgages

Arising from sale of nvestment property; title will be
transferred upon full payment; non-interest bearing
loan payable within one vear

Secured - $105.8 million; with no impalrment
Collateral pertains to Investment property sold
Accrued interest of receivables from cusiomers



As of June 30, 2013

Amount/  Outstanding
Category Volume Balance Mature, Terms and Counditions _
iills pavable 60,000  With annual interest rates ranging from 5.00% to
3,50%:; maturity terms ranging from 90 10 188
days; unsecured
Deposit liabilities 11,906,323 With annual interest rates ranging from 0.38% (o
1.93% and maturity terms ranging from 30 days
to one (1} yesr
Acomed interest payable TTE  interest on deposit Habilities and hills payable
Operating lease 283 Advance rental deposit received for 2 years and
3 months
Due from other banks 4,192,317 With annuai fixed interest rates ranging from
0.01% to 4.50% including time with maturities
of up to 90 days and savings with intarest rate of
13.00%
Sis Montbs Ended Jupe 39, 2013
Interest income B66,920 Interest income on receivabie from customers and
due from other banks
Tuterest expense 17,361 Tnterest expense on deposit liabilities and bilis
paysble
Rental income 14,691 Rental income with lease terms ranging from 2 o [0
yeoars and annual escalation rates ranging from 35 0%
o 10.0%
Rental expense 14,163 Monthly rent payments to telated parties with rerms
ranging from 24 to 240 months
es and cominissions expense
28,291 Expense on professional fees on service agrecment
Deposits 50,319,148 Dreposits for the period
Withdrawals 48,738,630 Withdrawals for the period
1.oan releases 56,237 Loan drawdowns
Loan collections 1,376,599 Settlement of loans and interest
_As of December 31, 2012
Amount/!  Outstanding
Category Volume Balance Mature, Terms and Conditions
Subsidiaries
Receivables from 2564,000  Revolving credit linos with fixed annual interest
customers rate of 4.23% and maturity terms of less than 31
days
Unsecured - #564.0 mitlion with no impatrment
Accounts receivable 106458 Advances to finance deficit in pension lisbitity,
remittance cover and additional working capital
Non-interest bearing, unsecured, payable on
demand
wcerued interest receivable 1,026 Interest on receivables from customers
Deposit Habilities 352,297 With annual vates ranging from (.10% 10 3.00%
and matunity terms ranging from 30 days to one (1)
year
Rills payable 863,579 Foreign currency-denominated bills payable with
fixed annual intevest rate of 1.03% and matuity
term of 180 days; unsecured
Agcrued interest payable 3473 Interest on deposit liabilities and bills pavable
Due to banks 203,480 Clearing accounts for Rmdin g and settlement of

remittances
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Yenr Ended Decomber 31, 7017

Amount/ Qutstanding
Category Volume Balance Nafure, Terms and Conditions
Interest income ®28271 Faterest income on receivable from customers
Interest expense 12,772 Tnterest expense on deposit liabilities and bitls
payable
Other income 1,618 Rental income with lease term of three {3} vears and
annual escalation rate of 10.00%
Other expense 2,004 Share in utilities expense
_Asof December 31, 2012
Amount/  Outstanding
Category Volume Balance Nature, Terms and Conditions
Other Related Parties
Receivable from customers P2,873,011  Loans with interest rates ranging from 0.50% 1o
16.50% and maturity terms ranging from one (1 }
month to 25 years.
Secured - BLE billion and wnsecured - BO.1 bilkon.
with no impairment
Collateral includes bank deposit hold-out, real estaie
and chattel meortgages
Sales Contract Receivables 105,750 Arising from sale of investment property
Title will be iransterred upon full payment
Non-interest bearing loan payable within one yesr
Secured - B105.8 million; with no impairment
Collateral pertains to investment praperty sold
Accrued interest 1,647
receivables Interest on recetvables from customers
Bills payable 554,175 Foreign currency-denominated bills pavable with
lixed annual interest rate of 1.77% and maturity
terin of 181 days, no collateral
Deposit liabilities L272.976  With annual rates ranging from 0.38% to 1 73% and
maturity terms ranging from 30 days to one (1} vear
Drue from other banks 196,977 Includes savings deposits with interest rate of 0 | 394
Investment securities 270,212 52,443 860 shaves of stock classified as AFS
investments with allowance for impainnent loss of
B270.0 million.
Year Ended December 31, 2012
Amount/  Outstanding
Category Yolume Balance Nature, Terms and Condi tions
Interest income £154,464 Interest income on receivable fom customors
Profit from asset sold 39,095 Gain from sale of lavestment property
Interest expense 10,626 Interest expense on deposit liabilities
Other income 16,830 Rental income with lease torm of 19 years from
November 1, 2007 to October 3 F, 2017 and annual
escalation rate of 5.00% starting sixth year of the
lease ferm
Securities fransactions:
Purchases 16,431,445 Outright purchisse of securities
Sales 11,884,060 Cutright sale of securities
Trading gains 19,017 Gain from sale of investment securitios
Loan releases 512,941 Loan drawdovwns
Loan collections 2,326,502

The related party transactions shall be settled in cash. There are no prov
credit losses for the six-month periods ended June 30, 2013

amounts from related parties,

Settiement of loans and ntevest

is1ons for
and 2012 i relation 1o

£39



The compensation of the key management personnel follows:

Three Months Ended
March 31, March 31,
2013 2012
* Short-term employee benefits £69,755 £33.337
Post-employment benefits 12,211 4911
' PR1,966 B3R 748

The Parent Company and EPPI signed two JVA for the development of two
properties under ‘Real estate under joint venture (JV) agreement’ by the Parent
Company with book values of 1.2 billion. These two projects are among the
Parent Company’s strategies in reducing its non-performin g assets.

The Parent Company contributed the aforementioned properties into the IV as
approved by BSP. EPPI, on the other hand, contributed its resources and technical
expertise for the completion of the said JV. The Parent Company is prohibited to
contribute funds for the development of the JV. Hence, there are no receivables
from each party with respect to the JV. Income from the sale of the properties
under the IV will be shared by the Parent Company and EPPL in accordance with

the terms of the JVA. This JVA does not fall as joint venture arrangement under
PFRS 11,

Transactions with Retirement Plans

Management of the retirement funds of the Group is handled by the Parent
Company’s Trust Banking Group {TBG). The fair values and carrying values of

the funds amounted to £2.3 billion and ®1.3 billion, respectively, as of March 31,
2013, 2013 and December 31, 2012.

Relevant information on Funds’ assets/liabilities as of March 31, 2013 and
December 31, 2012 and income/expense for the three-month period ended Fune
30, 2013 and for the year ended December 31, 2012 are as follows:

March 31, December
2013 31,2012
Investment securities:
Held for trading B791 213 B2 875
Available-for-sale 789,769 212,437
Held-to-matuarity 66,307 68,000
Deposits with other banks 453,225 263,830
Deposits with PNB 334 50,792
Loans and other receivables 183,323 37,807
Total Fand Assets £2,284 261 B1.345. 741
Trust Fees Payable B 2754
Accrued Expense 841 -
Due to BIR 320 .
Total Fund Liabilities Bl.211 B754




March 31, 2013 December 31, 2012
Fund Income

(Three Months) (One Year)
Interest income B16,58]1 BI( 738
Trading gain 1,142
Dividend income 6 L
Unrealized gains on HFT (PNB) - 271,049
Gains on sale of investment securities - . 72
218,279 B201 839
Fund Expense
Trust fees BROY 82,447
Other expenses 2,381 20
' £3,280 B2712

As of March 31, 2013 and December 31, 2012, the retiremeni fund of the Group
include 7,833,795 shares of PNB classified under HEFT, No limitations and
restrictions are provided and voting tights over these shares are exercised by a
trust officer or any of its designated alternate officer of TBG

As of March 31, 2013 and December 31, 2012, AFS and HTM investme
include government and private debt securities and various funds.
other banks pertain to Special Deposit Accounts (SDA) placement with BSP
Loans and other receivables include accrued interest amounting to £0.04 million
as of March 31, 2013 and December 31, 2012 and income include interest
deposit with PNB amounting to 0.3 million and 1.0 million for the three-month
periods ended March 31, 2013 and 2012, respectively, for the Group, Investments
are approved by an authorized fund manager or officer of TRG.

nfs
Beposits with

o1l

Other fund managed by TBG
The TBG manages the sinking fund established by
with the Parent Company. As of March 31
sinking fund amounted to 5.3 billion and BS

PSC to secure its borrowings
» 2013 and December 31, 2012, the
-2 billion, respectively (see Note 9).



The information relating to the DOSRI loans of the Group pertaining to years
2011-2012 are as follows:

Consolidaied Parent Company ]
December 31 December 31, Janvary 1, Tiecember 31 Decamber 31 X January |
2012 2011 2011 Wiz 2011 011
Total Owstanding DOSRI Accounts 82,658,526 PE916,441 B2I91313 RLe80528  BEDI6441  RLI91 219
Pereent of DOSRI sccounts
granted prior to effectivity
of BSP Circular No. 423
to total joans 2.83% 4.34% 2.35% 204%, 4.36% 2.36%
Percent of DOSRI accounts
gravted after effectivity of
BSYP Circular No, 423 to
total loans 2.03% 4.34% 2.35% 204% 4. 36% 2.36%,
Percent of DOSRI aceounts to
total loans 2.83% 4.34% .35% 2.84%, 136%, 7 38%
Percont of unsecured DOSRI
accounts to total DOSRY
socoumts 3.39% 14.60% 23.95% 3.29% 14.60% 23.95%;
Percent of past due DOSRI
accounts to total DOSRI
accounts 0.00% (3.00% (.00% G482 (.00% 0 .00%
Percent of non-acerning DOSRI
accounts to total DOSRI
ageounts 0.86% 0.00% 0.00% 8.06% 0.00% O 0%

In accordance with existing BSP regulations, the reported DOSR] performing

loans exclude loans extended to certain borrowers before these borrowers |

DOSRIL

Details on significant related party transactions of the Group and the Pare
Company follow (transactions with subsidiaries have been of

consolidated financial statements). Transactions reported under
represent companies where the Parent Company has control
under other related parties represent companies which are un

pocame

et
iminated in the
subsidiaries
- Transactions reported
der common control

Becember 31, 2812

Ameunt/ Ontstanding

Category Volume Balance Nature, Terms and Conditions

Subsidiaries

Receivables from B564,000  Roevolving credit lines with fxed armual interest rate

customers of 4.25% and maturity terms of lass than 31 days
Unsecured - 83640 million with no impairment
No collateral

Accounts receivable 106,458 Advances to finance deficit in pension liability,
remittance cover and sdditional waorking capital
Non-interest bearing, utisecured, pavable on demand

Accrued interest receivabls 1,026  Interest on receivables from custormers

Deposit liabilities 352297 With annual rates ranging from 0.1% o 3.0% and
maturity terms ranging fom 30 days o one (13 year

Bills Payable BG63,57%  Foreign curtency-denominated bills payable with
fixed annual interest tate of 1.03% and marurity wrm
of 180 days; unsecured
No collateral

Accrued interest payable 3473 Tnterest on deposit liabilities and bills pavable

Due to Banks 205,480 Clearing accounts for funding and settlement of
reritiances

Interest ncome ®28.271 Interest income on receivable from customers

interest expense 12,772 Interest expense on deposit Habilities and bills
pavable

Other income 7,615 Rental income with lease term of three (3) yoars and
annual escalation rate of 10%

Other expense 2,004

Share in utilitics expense



Other Related Parties

Lanaivabls from suwsbomers

2,873,011 Loans with inerest rates ranging from 0.5% 1o
16.5% and maturity terms ranging from one (1)
month to 25 vears,
Secured - B2.8 billion and unsecured - RO.O7 billion;
with no impairment
Colateral includes bank deposit hold-out, real esiate
and chattel mortgages
Sales Contract Receivables 105,750 From sale of investent property
Title will be transferred upon full payment
Non-interest bearing loan payable within one year
Secured - B105.8 million: with no inpairment
Collateral pertains to investment property sold
Accrued interest B,647
receivables Inferest on receivables from customess
Bills payable 554175 Foreign curency-denominated bills pavable with
fixed annual interest vate of 1.77% and maturity term
of 181 days, no collsteral
Deposit liabilities L272,976  With annual rates ranging from 0.38% to 1.73% and
maturity terms ranging from 30 days to one €1} year
interest income 154,404 Interest income on receivable from customers
Profit from asset sold 39,053 Gain from sale of investiment property
(Forward)
December 31, 2012 -
Amonat’  Outstanding
Category Volame Ralance Natare, Terms and Conditions
Interest expense 810,626 Interest expense on deposit Lisbilities -
Other income 16,830 Rental income with lease term of 10 years from
November 1, 2007 to Ootober 31, 2017 and snnual
escalation rate of 5% starting sixth vear of the lease
term
Due from other banks 196,977 Includes savings deposits with interest rate of
0.13%
Investment securities 210212 52,443,860 shares of stock classified as AFS
investments with allowance for impairment loss of
#270.0 million.
Securities transactions:
Purchases 16,431,445 Outright purchase of scouritics
Sales 11,884,060 Ouiright sale of securities
Trading gains 19,017 Gain from sale of investment securities
Loan releases §iz,941 Loan drawdowns
Loan collections 2,326,902 Settlement of loans and interest _
December 31, 2011 __
Amount/  Chsistanding
Category Volume Balance Nature, Terms and Conditions B
Subsidiaries
Due from banks B223,548  Clearing accounts for funding and settlernent of
remittances
Receivables from 600,000  Revolving credit lines with fixed annual interest
customers rates ranging from 4.90% to 3.15% and maturity
terms of less than 31 days
Unsecured - #600.0 million with no nnpairment
Coltateral includes bank deposit hold-out, reat
estate and chattel mortgages
Agcounts receivable 28,364 Advances for working capital
Non-interest bearing, nnsecured, pavable on
demand
Accrued interest receivable 1,255 Interest on receivables from custoroers
Deposit liabilities 946,379 With annual rates ranging fFom 0.38% w0 1.73% and
maturity terms vanging from 30 days to one (1) vear
Accounts payable 235 Loan repayments received on behalf of subsidiary
clients
Accrued interest payable 537 Tnterest on deposit Liabilities
e to Banks 250,360 Clearing accounts for funding and settlement of
remittances
Interest income B17,860 Interest income on receivable frp;}:t_ customers
Interest sxpense 18,576 interest expense on deposit lizbilities and bills



pavable

Other income 7,228 Rental income with lease torm of three (3} years and
annual escalation rate of 10%

Other expense 2.004 Share in utilities expense

Cther Related Parties

Receivable from customers 4,781,525 Loans with interest rates ranging from 1.0% to
13.0% and maturity terms ranging from six (6)
months to 25 years
Secured - 4.1 billien and unsscured - B0O.7 billion;
with no impairment
Coliateral includes bank deposit hold-out, real
estate and chatte! mortgages and collateral
participation certificates

Accrued interest 28.958

receivables Interest on receivables from customers

Deposit liabilities 653,960 With annual rates ranging from 0.5% to | 449 and
maturity terms ranging from 30 days to one (1) WOHT

Interest income 118,917 Interest income on receivable from customers

Interest expense 5,356 Interest expense an deposits and bills payable

Other expense 4,174 Marketing cxpense - foint Venture

(Forward)
December 31, 2011
Amount!  Outstanding

Category Yolume Balance Nature, Terms and Conditions

Other income 16,830 Rental income with lease term of 10 vears from
November i, 2007 to October 31, 2017 snd annual
escalation rates of 5% starting sixth vear of the icase
termn.

Drue from other banks B163,594  Includes savings deposit with interest iate of (1,13%

Investment securities 270,212 52,443,860 shares of stock classified as AFS
Investments with allowance for impaitment foss of
8270.0 mitlion.

Securities transactions:

Purchases 12,718,836 Quiright purchase of securities

Sales 11,049,302 Outright sale of securities

Trading loss {125,414} Loss from sale of investment securities

Loan releases 3,222,193 Loan drawdowns

Loan collections 545419 Settlement of loans and interest

December 31, 20610
Amount/  Quistanding

Category Volume Balance Mature, Terms and Conditions -

Subsidiaries

BPrug from banks #23.615  Clearing accounts for funding and sciilement of
remittances

Interbank loans receivable 28,987 With snnual interest rate of 0.79% and maturity term
of 30 days; unsecured

Agcounts receivable 28,987  Advances for additional working capital
Non-interest bearing, wnsecured, payable on demand

Accrued interest receivable 8 Interest on receivables from customers

Due to banks 14,004 Cleartng accounts for funding and settfament of
remiftances

Deposit liabilities 713,963 With annual interest rates ranging from 0.38% 0
1.73% and maturity terms ranging from 30 days o
one {1) year

Bills payable 1,676,160 Forsign currency-denominated bills pavable with
interest rate ranging from 0.23% to 1.07% and
maturity terms from one {1) to three (3) months;
unsecured

Accounts payable 291 Loan repayments received on belalf of subsidiary
clients

Accrued interest payable 531 Interest on deposit labilities

Interest income 2193 Interest income on interbank Joans receivables

Interest expense 15,496

Interest expense on deposit labilitics and bills
payabie
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Other income 5,856

Rental income with lease term of three (3) vears and

annual escalation rate of 10.0%

Utilities expense. 1,606 Share in utilitics expense

Other Related Parties ' T

Receivable from customers 2,191,013 Loans with interest rates ranging from 2.5% to
16.5% and maturity terms ranging from one [
monih to 25 vears
Secured - £1.7 billion and unsecured - #0.5 mitlion
with 1o impairment
Collateral includes bank deposit hold-out, teat estate
andl chattel mortgages and collateral participation
certificates

Bue from other banks 77,502 Includes savings deposit with interest rate of §.175%

Investment securities 212 52,443,860 shares of stock classifind as AFE
imvestments with allowance for impaitment loss of
#269.0 million

Accrued interest receivables 7918 Interest on receivables from customers

{Forward)

December 31, 2010

Amount/  Qutstanding

Category Volume Balance Nature, Terms and Conditions

Deposit liabilities ' 21,020,194 With snnual rates ranging from 0.5% to 1. 44% and
maturily terns ranging from 36 days to one (1} vear

interest income Bi47210 Interest income on receivable from custoners

Interest expense 10,565 Interest expense on deposit liabilities

Other income 16,830 Rental income with lease term of 10 years from
Noverber 1, 20067 to October 31, 2017 and annual
escalation rate of 5.0% starting sixth vear of the lease
€T

Other expense 11,916 Marketing expense - Joint Venture

Loan releases 153,091 Louan drawdowns

Lean collections 222,492 Setdlement of tnans and interest

The related party transactions shall be settled in cash. Th

€re are no provisions for
credit losses in 2012, 2011 and 2010,

The compensation of the key management personnel follows:

2010

Consolidated _ Parent Company
2012 2011 2010 2012 2011
Short-term employee benefits 135,347 152,623 BI161.80% R1IB,187 888,996 B34 800
Post-employment benefits 19,642 14,683 24,908 19,138 12,109 21,227

RIS4.980 RI67306  RIBS7I6  RI37,325 101105  P108034

The Parent Company and EPPI signed two JVA for the development of two
properties under ‘Real estate under joint venture (JV} agreement’
and Parent Company with book values of B1.2 billion. EPPI and the Group are

under common control. These two projects are among the Bank’s strategies In
reducing its non-performing assets.

by the Group

The nature of the transactions is purely joint venture undertaking where the pisks
and benefits are shared by both parties based on the agreed parameters.  Fxit

mechanisms and warranties were provided in the JVA to protect the interests of
both parties.
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The Parent Company contributed the aforementioned properties into the IV as
approved by BSP. EPPI, on the other hand, contributed its resources and technical
expertise for the completion of the said JV. The Parent Company is prohibited to

confribute funds for the development of the JV. Hence, there are no receivables
from each party with respect to the JV.

Transactions with Retirement Plans

Management of the retirement funds of the Group and the Parent Company is
handled by the PNB Trust Banking Group (TBG). As of December 31, 2012, the
fair values and carrying values of the funds amounted to B1.32 billion for the
Parent Company and #1.35 billion and 1.34 billion for the Group, respectively.



The Bank adheres to the highest principles of good corporate governance as embodied
in its Amended By-Laws, the company’s Code of Conduct and its Corporate
Governance Manual. It subscribes to the philosophy of integrity, accountability and
transparency in its manner of doing business, dealing fairly with its clients, investors,
stockholders, related parties, the communities affected by the Bank’s activities and its

various publics; with professionalism among its Board of Directors, executives and

other employees of the Bank in managing the company, its subsidiaries and affiliates,
and respect for the laws and regul

ations of the countries affecting its businesses.
Internally, it follows a philosophy of rational checks and balances as well as a
structured approach to its operating processes,

The Bank’s operations is managed through a properly established organizational
structure and adequate policies and procedures embodied in manuals approved by the
management committees and the Board. These manuals are subjected to periodic
review and update to be consistent with new laws and regulations and generally
conform to international best practices. The Corporate Governance Framework of the
Bank is embodied in the Corporate Governance Manual already aligned with recently
issued regulatory guidelines and new reportorial disclosures for entities within the
group structure and significant transactions among related parties.

The Bauk is a proud recipient for two consecutive years (2011-2012) of the Silver
Award for good corporate governance from the Institute of Corporate Directors (1CDy,
in recognition of the institution’s existing organization composed of dedicated
corporate directors and senior management committed to the professional practice of
corporate directorship in line with global principles of modern corporate governance.

Board Committees

The seven Board Comumittees have been instrumental i

n setting the tone for the
corporate governance practices of the Bank.

L3

The Executive Committee was created to perform the functions and duties as the
Board may confer upon it in accordance with law and the By-Laws of PNR.

= The Board Audit and Compliance Committee has oversight responsibility relating
to the integrity of the Bank’s financial statements, internal controls and
compliance with legal and regulatory requirements.

The Board Overseas Oversight Committee was creat
oversight on the international operations and to
consistent with the Bank's strategic goals,

ed in June 2012 to provide
preserve their long-term viability
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The Risk Oversight Committee has the primary task to assist the Board in the
management of the risks the Bank is exposed to and development of risk
management strategies to prevent losses and minimize financial impact of losses.

The Corporate Governance/Nomination Committee ensures the Board’s
effectiveness and adherence to corporate governance principles and guidelines and
the selection of members of the Board and senior executives of the Rank as well
as in the appointment of the members of the respective Board committees.

The Board ICAAP Steering Committee was created to perform periodic evaluation
and approval of the Bank’s capital planning, risk assessment policies and

procedures and provide active oversight on the consistent adoption of the Bank’s
ICAAP Program.

The Trust Committee provides direction for the trust business and management of
trust assets, fiduciary accounts, investments and trust services,

Board of Directors

The Board of Directors is primarily responsible for approving and overseeing the
implementation of the Bank’s strategic objectives, risk management strategy,
corporate governance and corporate values. Compliance with the hi ghest standards in
corporate governance principally starts with the Board of Directors which has the
responsibility to foster the long-term success of the Bank and secure its sustaiped
competitiveness and profitability in accordance with its fiduciary responsibility. In the
same manner, every employee of the entire organization is expected to embrace the
same degree of commitment to the desired level of corporate standards.

The Board of Directors is currently comprised of 15 members, including four
Independent Directors (Chairman Florencia G. Tarriela, Directors Deogracias N.
Vistan, Felix Enrico R. Alfiler and Christopher J. Nelson) who are highty qualified
business professionals with excellent educational credentials, The member of the
Board of Directors undergo continuing training and collectively hold a broad range of
expertise and related banking experiences that provide value to the strengthening and
upholding of good corporate governance practices in the Bank. In the Board, two
directors were inducted “fellow” and one director certified as an “associate” by the
Institute of Corporate Directors, in recognition of their distinguished reputation and

commitment to the highest standards of corporate governance principles, ethics and
social responsibility.

Recognizing the importance of the role of independent directors, the Board has elected
the independent directors to act as Chairman of the Board, the Executive Commitiee,
the Corporate Governance/Nomination Committee, the Board ICAAP Steering
Committee, the Board Overseas Oversight Committee, Board Audit and Compliance
Committee and the Trust Committee. The independent directors are a

Iso members of
the Risk Oversight Committee wherein the Chairman is o non-gxesutive director and

148



the former president of a government bank with a universal banking license. In these

Board Committees, the independent directors play an active role in the formulation of
the business strategies and priorities of the Bank as stipulated in the Board-approved
Five Year Strategic Rusiness Plan of the Bank, subsidiaries and its affiliates. The
Board and the Committees continue to review and strengthen the

Corporaie
governance policies to adopt consistency in the corporate governance framework in
the Bank, its subsidiaries, and affiliates.

Operations Management

The responsibility of managing the day-to-day operations of the R
implementing the major business plans rests on the
Officer and the Chief Operations Officer. Critical jss
deliberated in the pertinent management committees: Senior Management Committee,
Asset and Liability Committee, Senior Management Credit Committee, Information
Technology Governance Commiitee, Non-Performing Assets Committee, Acquired
Assets Disposal Committee, Promotions Committee, Operations Comimittee, Product
Committee, Bids and Awards Committee, Information Technology Evatuation
Comumittee, Senior Management ICAAP Steering  Committee, AML Review
Committee and the Integration Monitoring Committee. Committes meetings arc
conducted in a manner that ensures Open communication, meaningful participation
and timely resolution of issues. The business plans, significant issues aund is
resolutions are escalated to the level of the Board as part of a strong culture of
accountability and transparency embedded in the entire organization,

ank and
President and Chief Bxeontive
ues, policies and guidelines are

Most of the management committees have the President as the Chairman with the
members comprised of senior management of the Bank and key officers of the various
business segments, the Risk Management Group, Office of the Chief Legal Counsel,
hnternal  Audit Group and Global Complianc
appointment of senior officers in the different m
periodically and reorganized as necessary in line

e Group. The composition and
anagement commiitees are assessed
with the business priorities.

Compliance System

The Bank actively promotes the safety and sounduess of its operations through a
compliance system that fully adheres to banking laws, rules and regulations and
maintains an environment that is governed by high standards and best practices of
good corporate governance. This is achieved primarily through the formulation of
policies and procedures, an organizational structure and an effective compliance
program that will support the Bank's compliance system.

The Global Compliance Group, which reports directly to the Board Audit and
Compliance Committee, is primarily responsible for promoting compliance with the
laws and regulations of the different jurisdictions, corporate policies and procedures



and infernational best practices. The Chief Compliance Officer has direct
responsibility for the effective implementation and management of the enterprise
compliance system covering the Bank and its domestic and foreign branches, offices,
subsidiaries and affiliates. To further strengthen good corporate governance, the
Board of Directors appointed the Chief Compliance Officer as the Corporate
Governance Executive tasked to assist the Board and the Corporate Governance
Committee with the discharge of their corporate governance oversight functions.

Global Compliance Group continues to evolve to reinforce the Bank’s compliance
system with the creation of the Global Compliance Testing Review Division to
institutionalize compliance testing reviews among the bank units, branches and
business vehicles. This is aimed to complement the other three magor divisions
namely: Global AML Compliance Division, Regulatory Compliance Division, and
Business Vehicle Compliance Division. Moreover, a Corporate Governance
Monitoring Unit was established to provide support to the Chairman of the Board,

through the Chief Compliance Officer as the designated Corporate Governance
Executive.

The Bank’s existing Compliance Program defines the seven key elements of an
effective compliance framework with a proactive Board and exccutive level oversi ght,
effective compliance organizational structure, standardized policies and procedures
across all businesses, periodic monitoring and assessment, robust MIS and compliance
reporting, comprehensive compliance and AML awareness training and independent
compliance testing reviews. The Compliance Program also incorporates the new
policies, laws and regulations and enhancements to corporate standards which
Philippine National Bank, as the Parent Bank, and its local and foreign branches,
subsidiaries and affiliates are required to be fully aware of. The Compliance Program

has been implemented consistently in the various bank units, branches and business
vehicle entities.

The Bank’s AML/CFT Policy Guidelines and Money Laundering and Terrarist
Financing Prevention Manual are two major manuals approved by the Board in
November 2012. The Bank is fully committed to adhers to existing and new AMI,

laws, regulations, rules and implementing guidelines issued by both local and foreign
regulators.

The Bank has policies and procedures embracing the compliance framework, the
corporate governance guidelines and the AML Risk Rating System issued by the RSP
and foreign regulators on AML/CFT laws and regulations. With a comprehensive
compliance system effectively implemented enterprise-wide, there has been no
material deviation noted by the Chief Compliance Officer.
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FINANCIAL STATEMENTS

The Audited Financial Statements of the Bank for the Years ended 31 December 201 1
and 2012 and 31 March 2013 are included as exhibits,



EXPENSES OF ISSUANCE AND DISTRIBUTION

All expenses relative to the issuance and listing of the Shares shall be for the account
of PNB, estimated as follows:

Nature Amount
SEC Registration Fees P 8,061,662.1%8
Documentary Stamp Taxes 84,792,500.00
Cost of Printing 50,000.00
Listing Fees 33,248,660.00

There are no premiums to be paid by PNB on any policy to insure or indemni Ly

director or officers against any liabilities they may incur in the registration, offering or
sale of these securities.
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SIGNATURES

Pursuant to the requirements of the Code, this registration statement is si gned
on behalf of the registrant by the undersigned, thereunto duly authorized, in the City

of _ on , 2013,
By f’:
4 FYa o
o QA0
JOWN%D@ HERNANDEZ CHRISTOPHER C. DOBLES
Fxecutive Vite President Executive Vice President
@M é, ,h) /ili)"\ "}\‘Q--xwyﬂ}
DORIS S.TE LIGAYA RVGAGOLINAN
Cerporate Secretary Acting Chief Financial Officer

SUBSCRIBED AND SWORN to before me this _ day of e
2013 affiants exhibiting to me their Competent Evidences of Identity, as follows:

NAMES Competent Evidence of Identity/Date/Place of issue

JOVENCIO DB HERNANDEZ

Phil. Passport No. EB71447814 /Jan. 14, 2013/ Manila
CHRISTOPHER C. DOBLES

Phil. Passport No EB8382815. Jung 13, 2013/ Manila

LIGAYAR. GAGOLINAN

Phil. Passport No, XX1961648/March 22. 2010/Manila
DORISS.TE

Phil, Passport No. EB0993396/Sept. 20, 2010/ Manila
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