MAYNILA, PILIPINAS

OfFFICE OF THE GOVERNOR

Circular No. 283
Series of 2001

Pursuant to Menetary Board Resoiution No. 713 dated 10 May 2001, the
provisions of the Manusai of Regulations for banks and for non-bank financial
institutions are hereby amended, as follows:

Section 1, Subsecs. X141.3 and 4141Q.3 are hergby added to the
respective Manual of Regulations, 1o read as follows:

“POWERS AND AUTHORITY OF THE BOARD OF DIRECTORS

The corporate powers of a bank/guasi-bank/trust entity shall be exercised, its
business conducted and all its property shail be controlied and heid by its
board of directors. The powers of the board of directors as conferred by taw
are original and cannot be revoked by the stockholders. The directors hold
their office charged with the duty to act for the bank/quasi-bank/trust entity in
accordance with their best judgment,

Secticn 2. Subsecs. X141.4 and 414104 are hereby added to the Manual of
Regulations to read as follows:

“GENERAL RESPONSIBILITY OF THE BOARD OF DIRECTORS

The position of 2 bani/ouasi-bank/irust antity director iz 2 position of trust. 4
dirgclor assumes certain responsihiities o differsnt  constiluencies or
stakehoiders (e.g. The bank/guasi-bank/irust entity itself, its stockholders, iie
depositors and other creditors, its management anc empiovess, and the
pubiic at large). These constituencies or stakeholders have the right to expect
that the institution is baing run in a prudent and sound manner.”

The board of directors is primarily responsibie for the corporate govamnance of
the bank/quasi-bankitrust entity. To ensure good govemance of the
bank/quasi-bank/trust entity, the board of directors should establish strategic
objectives, policies and procedures that will guide and direct the activities of
the bank/quasi-bank/ trust entity and the means to attain the same as wall as
the mechanism for monitoring management's performance. While the
management of the day-to-day affairsmiihe institution is the responsibility of
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the management team. the board of directors is, however, responsible for
monitoring and overseeing management action.

Section 3. Subsecs. X141.4 and 4141Q.4 are hereby added to the Manual of
Regulations to read as follows:

“SPECIFIC DUTIES AND RESPONSIBILITIES OF THE BOARD OF
DIRECTORS:

1.
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To select and appoint officers who are qualified to administer the
bank/quasi-bank/trust entity affairs effectively and soundly and to
establish adequate selection process for all personnel. it is the primary
responsibility of the board of directors to appoint competent
management team at all times. The board of directors should apply fit
and proper standards on key personnel. Integrity, technical expertise
and experience in the institution’s business, either current or planned,
should be the key considerations in the selection process. And
because mutual trust and a close working relationship are important,
the board's choice shouid share its general operating philosophy and
vision for the institution. The board of directors shall establish an
appropriate compensation package for all personnel which shail be
consistent with the interest of ali stakeholders.

To establish objectives and draw up a business strategy for achieving
them. Consistent with the institution's objectives, business plans
should be established to direct its on-going activiies. The board
should ensure that performance against plan is regularly reviewed,
with correciive action taken as needed.

To conduct the affairs of the institution with fugh degree of integrity.
Since reputation is a very vaiuabie asset, it is in the institution's best
interest that in dealings with the public, it observes a high standard ot
integrity. The board of directors should prescribe corporate values,
codes of conduct and other standards of appropriate behaviour for
itself, the senior management and cther employess. Among others,
activities and transactions that couid resuit or potentially result in
conflict of interest, personal gain at the expense of the institution, or
unethical conduct shall be strictly prohibited. It should provide policies
that will prevent the use of the facilities of the bank/quasi-bank/trust
entity in furtherance of criminal and other illegal activities.

To establish and ensure compliance with sound written poiicies. The
board shouid adopt written policies on all major business activities, i.e.,
investments, loans, assets and liability management, business
planning and budgeting. A mechanism to ensure compliance with said
policies shall also be provided.
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To prescribe a clear assignment of responsibilities and decision-
making authorities, incorporating a hierarchy of required approvals
from individuals to the board of directors. The beard should establish
In writing the limits of the discretionary powers of each officer,
committee, sub-committee and such other group for the purpose of
lending, investing or committing the bank/quasi-bank/trust entity to any
financial undertaking or exposure 1o risk at any time. The board should
have a schedule of matters and authorities reserved to it for decision,
such as. major capital expenditures, equity investments and
divestments.

To effectively supervise the bank’s/quasi-bank’s/trust entity's affairs.
The board of directors shouid establish a system of checks and
balances which applies in the first instance to the board itself. Among
the members of the board, an effective system of checks and batances
must exist. The system should aiso provide a mechanism for effective
check and control by the board over the chief executive officer and key
managers and by the latter over the line officers of the bank/quasi-
bank/trust antity.

To monitor, assess and control the performance of management. The
board shail put in place an appropriate reporting system so that it is
provided with relevant and timely information to be able to effectively
assess the performance of management. For this purpose, it may
constitute a governance committee.

To adopt and maintain adequate risk managemean: policy. The board
of directors shall ba responsible for the formulation and maintenance of
wittien policies and procedures relating to the management of risks
throughout ths institution. The risk management oolicy shall inciuds:

- 2 comprenansiva risk management aporozor;
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detailed structure of limits, guidslines =nd other paramsters
used 1o govern risk-iaking;

- a clear defineation of fines of responsibilities for managing risk;
- an adeguate system for measurning risk; anc

- effective internal controls and a comprehensive risk-reporting
process.

The board may constitute a commitiee for this purpose.
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To constitute the following commitiees (optional for banks with net
worth of less than P20 miliion but mandatory if a subsidiary of other
banks):

a.  Audit committee, which shall be comprised of independent board
members, preferably with accounting and finance experience -
the audit commitiee provides oversight of the institution’s internal
and external auditors. It shall be responsible for the setting-up of
the intermal audit department and for the appointment of the
internal auditor as well as the independent external auditor. it
shall monitor and evaluate the adequacy and effectiveness of the
interma! control system.

b. Nomination committee - the nomination committee shall be
composed of at least three (3) members of the board of directors,
preferably all independent members. [t shall review and evaluate
the qualifications of all persons nominated to the board as well as
those nominated to other positions requining appointment by the
board of directors.

To meet regularly. To properly discharge its function, the board of
directors shall meet regularly. Independent views in board meetings
shall be given full consideration and all such meetings shall be duly
minuted.

Te keep the individual members of the board and the shareholders
informed. 1t is the duty of the board {¢ present to all its members and
to the shareholders a balanced and understandable assessment of the
bank’s/ quasi-bank’s/trust entity's performance and financial condition.
It should also provide appropriate information that flows internally and

0 the public. All members of the board shall have reasonabie access
1o any information about the institution.

To ensure that the bank/guasi-bankfirust entity have beneficial
infiuence on the economy. The board has a continuing responsibility
to provide those services and facilities which will be supportive of the
national economy.

To assess at least annually its performance and effectiveness 2s a
body, as weli as its various committegs, the chief executive officer and
the bank itself. The compesition of the board shall also be reviewed
reguiarty with the end in view of having a balanced membership.
Towards this end, a system and procedure for evaluation shall be
adopted which may include, but not fimited to, the setting of benchmark
and pesr group analysis. '
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To keep their authority within the powers of the institution as prescribed
in the articles of incorporation, charter, by-laws and in existing laws,
rules and regulations. To conduct and maintain the affairs of the
institution within the scope of its authority as prescribed in its charter
and in existing laws, rules and regulations, the board shall appoint a
compiiance officer who shall be responsible for coordinating,
monitoring and facilitating compiiance with existing laws, rules and
regulations. The compliance officer shall be vested with appropriate
authority and provided with appropriate support and resources. It may
also constitute a compliance committee.

Section 4. Subsecs. X141.5 and 4141Q.5 are hereby added tc the Manual of
Reguiaﬂons to read as foilows:

“Specific duties and responsibiiities of a director:
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To conduct fair business transactions with the bank/guasi-bank/trust
entity and (o ensure that personal interest does not bias board
decisions. Cirectors shouid, whenever possible, avoid situations that
would give rise to z confict of interest. I transactions with the
institution cannot be avoided, it should be done in the regular course of
business and upon terms not less favorable to the institution than
thosz offered to others. The basic principie to be observed is that a

director should not use his position to make profit or to acquire benefit

or advantage for himself and/or his related interests. He shouid avoid
situations that would compromise his impartiality.

7o act honestly and in good faith, with loyalty and in the best interest of
the institution, its stockholgers, regardiess of the amount of their
stocknoldings, and ciher stakeholders such as its depositors,
mvesters, borrowers, other clients and the general public. A director
must always act in good faith, with the care which an ordinarily prudent
man would exercise under similar circumstances.  Whiie & director
snouid always strive o promote the interest of all stockhoiders, he
should also give dus regard to the rights and interests of other
stakeholders.

To devote time and atention necessary to propary discharge their
duties and responsibilities. Directors should devote sufficient time to
familizrize themselves with the institution's business. They must be
constantly aware of the institution’s condition and ba knowliedgeable
enough to contribute meaningfully to the boarc’s work, They must
attend and actively participate in board and committee meetings,
reguest and review mesting materials, ask questions, and request
explanations. If a person cannot give sufficient time and attention to
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the affairs ¢f the institution, he should neither accept his nomination
nor run for eiection as memper of tha board.

4, T¢ act judiciously. Before d*"‘idin any meatiter brought before the
board ©f direstors, everv girecio ,.-hould thorougnly evaluate the
issues, ask gussions and ssek canfiications when riecessary.

gJ'l

Te exgrcise independent ludgmerd. A director should view each
problem/fsituation objectively.  When a disagreemant with others
aocurs, he shouid carsfully evaiuzte | ‘“tc situation and state his position.
He should not Le afraid (© ke a posiion even though it might be
unpopuiar.  Corgidarnly, he shouid ow.ser‘f pians and ideas that he
thinks will be heneficial 1o the instution.

g Tec have a working rnowisugs of the siatulcry and regulatory
requirements affecting the inslitution, inciuding the content of its
articles of incorparation and by-iaws, the reguirsments of the Bangko
Sentral ng Filipinas, and wners applicable, the reguirements of other
reguiatory sgencies. A direcior shouid aiso kees himself informed of
the indusiry deveiopments and businass rmd‘* in order to safeguard
the nstituiion’s competitivensss.
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To observe confidentiality. Directors must observe the confidentiality

of non-pultiic information accuirsc by reason of their position as

directors. "{‘ ‘s' 5, TEy not oxgc:f“;:e: zid inforrnation 1o any other person
without the authonty of the boars

Section & Subsscs. X141 3 and 4040105 grs heredy audsd o the Mapual of

Regulations to read as foiiows:

Banks/guasi-barks/trug! entifies shall furmish alt of their dirsctors with a
copy of the specific duties and responsibiliii § board of directors
prescrbed under subsecs Xidi 4 and 41 s the specific duties
and responsibilitiss of 2 cireclor under Su 5 and 4141Q.5 within
thirty (30) banking cays from (dale of this Crcuiar} in cases of incumbent
girectors and zt the tims of slection in cases of directors slecied after (date of
this Circular).

}

The directors concamed shall each be reguired (¢ aeknowledge receipt
of the copies of such specific duties and resuonsibilities and shall certify that
they fully understand the same.

Copies of {ha e;-':::'h;l el :
be submitted io th-ﬁ f 500
SES within fiftesn (13] L._kys s gae therso!
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report (category a-2) and delay in its submission shall be subject to penalty in
accordance with existing regulations.

Section 6. Subsection X141.7 and 4141Q.7 are hereby added to the manual
of reguiations to read as follows:

Without prejudice to the other sanctions prescribed under section 37 of
R.A. No. 7653 and to the provisions of section 16 of RA. No. 8791, any
director of a bank/quasi-bank/trust entity who viclates or fails to observe
and/or perform any of the above responsibilities and duties shall for each
violation or offense, be penalized as follows:

P30,000 for directors of commercial banks and expanded commerciat
banks;

P15 000 for directors of thrift banks, Islamic banks and quasi-banks;
P5,000 for directors of rural banks and national cooperative banks,; and
P1,000 for directors of iocal cooperative banks.
Section 7. Repealing clause. The provisions of Circular No. 130 dated 6
June 1997 which may be inconsistent with the provisions of this Circular are hereby

repealed.

This Circular shall take effect immediately.

FOR THE MONETARY BOARD:
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RAFAEL B. BUENAVENTURA
Governor
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