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The Philippine Economy and Banking ingustny

The year 2003 was another challenging year for the
Philippine economy. Though Gross National Product
(GNP) grew 1% more to 5.5%, and GDP growth was a
respectable 4.5%, it was not as hroad-based as o
benefit a larger segment of the population. Most of
the growth came from the 18.9% increase in income
from foreign sources, maostly Filipino Overseas Workers.
Services. grew 5.9% bannered by the double-digit
growth in telecommunications. Merchandise exports
anly registered a 3.2% expansion, one of the lowest in
years, reflecting the slowdown in warld economy,
Importsan the aother hand, went up by 10035,



The country ended the year with anather huge fiscal
defigit of PRP195 Billion. Total debt stock ballooned
tomorethan FhP3.3 Trillion, and promizes to continue
1o be 3 major strain on the national budgel. As an
indication, government consumption dropped 1.8%.
While a million jobs were reportedly created,
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uncmployment remaimed at 11.4% duc to the faster
pace of labor farce expansion.

The commercial banking industry on the other hand
continued o under-perform.  While there has been
same improvement in 03, the ndustry has yet to
tully recover from the ill effects of the 1987 Southeast
Azian crisis, political shocks, and the slowdown in world
economy in Lhe last 2 years, The industry registered
modest 50% incrcase in total resourees and loan |evel
nnly grew by 3.0%, Adjusted for the 3.1% inflation in
2003, the industry actually went slightly below wera it
was the previous year.

Operating Results
Income Results

Met income for 2003 was al PhP433.0 Million; 2 23%
inerease from the PhPAs2.3 Million of 2002

Like the rest of the industry, your bank was affected by
the lower average interest rates. The lower rates resulted
in lower income as interest spreads were squeceed
and peso fixed income trading gains went down.
This was particularly pronounced among banks with
significant CASA deposits and substantial exposures
in government bonds. CASA depos:is have a lixed
Igve interest rate which genesally docs not adjust
gawnwards even if interest rates go loveer, Thus,
inspite of the overall improvement in our

funding mix, net interest income

was 229 loveer al PhP 1463 Billione O Lhe otbier hand,
Erading income from Foeed Incame Securities dropped
23% to PhP360 Million.

The income statement shows a PhP165 Millicn forgign
exchange trading income. Howewver, we wish to clarifly
that PhF135 Million of thisis actually interest income
representing fareign exchange forward premiums, We
hawe enosen to wse the Met Present Value metiod in
accounting For Torward contracts instead of
amorbizing the preomums as this presents @ better
valuation methadalogy. Otherwise, BRP135 Millian
in 2003 and PnPai Million in 2002 would have been



booked as interest income, The consequent adjusted
result would have been a marginal increase in net
interest income of 2.4% instead of the 2.2% decline.

For 2003, we boaked an addilional PRP140 Million in
provisions for probable losses. This brings our Lotal
provisions to PhP2.6 Billion and our NPL and NEA
provisioning cover to 53.1% and 35.0% respectively.
This favarably comparcs with industry average of
53.0% and 32,6% for NPLs and NPAs, respectively,
Tetal provisions are more than what is required by
the B5SP.

Operating expenses stood-at PhP1.565 Billion, 2.21%
lower from the previous year. Our headcount refmained
flat at 1,400 vithough man power expenscs went up 9,70
to PhP526.5 Million. We have made progress in

managing our costs and expenses while cantinuing to
give due attention to our key resource, our people. We
maintained our policy of giving compelitive
compensation packagesand investing heavily in training
and development of our staff.

mieant pursuing initiatives that would prepare the bank,
not only to seize opportunities, but to make
opportunities happen

We ended the year with tolal resources of PhP439
Billian, a 13.5% increase from PhP38.7 Billion in 2000
[he increase in assers was funded mostly by the 15.2%
increase i deposilts which wient up from PhP31.1 Billion
ta PhP35.8 Billion. Significantly, bulk of the increase
came from low cosl transactional deposits, Current
Account and Savings Accounts [CASA), which wenl up
33%: The result is much better funding mix.

True Lo the consolidation thrust, we invested these
deposits and the cashllows gencrated from operations
in liquid governmenl securitics and short term
investments in the interbank market which increased
26% and 709 respectively. We ended 2003 with liguid
assets of PhP19.8 Billion which now accounts for 450
of total resources. Meanwhile, loan levels remained fat
a5 we wail for beller limes to expand. These balance
sheet movemenls signilicantly improved the risk profile

Our Balance Sheet

As we mentioned in our 2002 reporl, in anticipation of
the uncertain econamic environmenl, we pursued &
consolidation strategy. We concentrated on improving
our funding mix and asset quality, maintained a high
level of liquidity, and exerted cffort to manage costs
antl expenses more effectively. Consolidation also

of our assets and labilities. This also positioned the bank
well for future expansion when the macroeconomic
environment and the loan market improve.

Betler Quality of Earnings

Ineame before taxes was at PhFE04.9 Million or morne
than double the PAP273.2 Million in 2002, The PhP337



vet, we were able to maintain the level of our net
interest income. What this means is we stand a gond
chanee of further improving our bottom line onee
interest rates normalize.

Third, a good portion of new business generated
happened in the second halt of the year. Thus, their
full impactis not yvet r«_:ﬂtttﬂd'in 2003. Asan indication,
we ended the year with a balance sheet that had an
earning capacity almaost double from where we started
the year.

Lastly, the relstively high level of provisioning in the
last few years has brought the bank to a point where
we expect future provisions for probable losses to
stabilize at a much lower amount.

Barring any external shocks, we expect theése
developments to result in better operating performance
in the future.

Making Things Happen

The continuous improvement of our balance sheet and
aperating results over the years affirms the soundness
of our strategy. There are three areas we focused our
attention on. First of course is the most important
resource of any service company, its people. Secand,
aur physical infrastructure. And third, how we managed
the interplay of our human and physical resourees and
translate these into competitive strengths by honing a

‘Course and Account Associate Development Program.

We alsa formalized a Succession Flanning Framewnrk
for senior officers to ensure continuity of leadership,

To better cope with the challenges of an expanding
business, we fine-tuned the organization. All retail
businesses are now concentrated in the Retail Banking
Cluster which includes branches and consumer loans.
We also consolidated all finance functions under the
newly created Financial Management Cluster. This unit,
headed by the Chief Financial Officer now handles
Accounting and Controllership, Capital Budgeting,
Corporate Planning, Asset-Liability Management,
Productivity Management, Performance Management
and the administrative supervision of Risk Management.

Infrastructure and Product Development

We pursued our infrastructure expansion and
improvement programs. We added 2 new branches,
bringing our total network to 71. We would have
wanted to build more if not for the difficulty in getting
new licenses. We continued to implement our new
core banking solution, Globus. This project will migrate
all aur core banking solutions into a single platform
and thereby improve customer service and efficiency,
Your bank 15 also migrating to the latest and more
robust version of Oracle Financials. When completed,
iBank will be one of the few banks which will have
truly integrated system architecture. We expect to
leverage this into a competitive strength.





