]ﬁ /—‘ P /7 o . , .
a)zgleo entnal 24 LZ)L[)L/EL}ZQi

OFFICE OF THE GOVERNOR

CIRCULAR NO. 397
Series of 2003

Pursuant to Monetary Board Resolution Nos. 705 and 1028 dated 22 May
2003 and 24 July 2003, respectively, approving the issuance by banks of
redeemable preferred shares that do not need to be replaced with at least an
equivalent amount of newly paid-in shares upon redemption and the treatment
thereof for purposes of capital adequacy ratio computation, the provisions of the
Manual of Regulations for Banks are hereby amended as follows:

1. Subsection X126.5.a of the Manual is hereby amended to read as follows:

“a. Conditions. Banks may issue redeemable shares subject to the
foliowing conditions:

XXX

(3) The applicant bank after the issuance of redeemable shares shall
comply with the following:

(a) Redemption of shares shall be allowed zt the specific dates or
periods fixed for redemption only upon prior approval of the BSP
and, where the conditions of the issuance specifically state,
oniy if the shares redeemed are repiaced with at least an
equivalent amount of newly paid-in shares so that the total paic-
in capital stock is maintained at the same ievel immediately prior
1o redemption: Provided, That the redemption shall not be eariier
than five (&) years after the date of issuance: Provided further,
That such redemption may not be made where the bank is
insoivent or if such redemption will cause insoivency,
impairment of capital or inability of the bank to meet its debts as
they mature;

XXX

{g) Shares issued with the replacement requirement upon
redemption shall be eligible as Upper Tier 2 capital for
purposes of computing Qualifying Capital as provided in
Subsection X116.1 of the Manual. Shares issued without
such condition shall be eligibie as Lower Tier 2 capital.”
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2. Subsection X116.1.b of the Manual is hereby amended to read as foliows:

“b. Tier 2 (suppiementary) capital which shail be the sum of —
b.1. Upper Tier 2 capital -
X X X

(2) Paid up limited life redeemable preferred stock issued with the
condition that redemption thereof shall be allowed only if
the shares redeemed are replaced with at least an
equivalent amount of newly paid-in shares so that the totai
paid-in capital stock is maintained at the same ievel prior to
redemption;

X XX

{(4) Limited life redeemable preferred stock with the replacement
requirement upon redemption dividends distributable;

X XX

Provided: That the following items shall be deducted from the total
of upper Tier 2 capital:

XXX

(2) Limited iife redeemable preferred stock treasury shares with the
replacement requirement upon redemption; and

{3} Sinking fund for redemption of limited life redeemable preferrad
stock with the replacemeni requirement upon redemption;

and
b2 Lower Tier 2 capfial —

(1) Paid-up limited life redeemabie preferred stock without the
replacement requirement upon redempiion: Provided, That
it shall be subject to a cumulative discount factor of 20%
ner vear during the jast five (5} years to maturity {i.e., 20% if
the remaining life is 4 vears to less than 5 vears, 40% if the
remaining life is 3 years to less than £ vears, efc.};

(2) Limited life redeemable preferred stock without the
repiacement requirement upon redemption dividends
distributable;




(3} With prior BSP approval, unsecured subordinated debt with a
minimum original maturity of at ieast five (5) years, subject to the
foliowing conditions:

X X X

(4) Deposit  for  perpetual and cumulative preferred stock
subscription; and

{5) Deposit for limited life redeemable preferred stock subscription
with the replacement requirement upon redemption:

Provided, That the following items shali be deducted from the
total of iower Tier 2 capital:

{1) Limited life redeemablie preferred stock treasury shares
without the replacement requirement upon redemption;

{2) Sinking fund for redemption of limited life redeemable
preferred stock without the repiacement requirement upon
redemption: Provided, That the amount to be deducted shall
be limited to the baiance of redeemable preferred stogk
after applying the cumulative discount factor:

Provided, further, That the total amount of lower Tier 2 capital that
may be included in the Tier 2 capital shall be a maximum of 50% of
total Tier 1 capital (net of deductions therefrom): Provided,
furthermore, That the total amount of upper and lower Tier 2 capital
that may be included in the gualifying capital shall be a maximum of
100% of totai Tier 1 capital (net of deductions therefrom):”

Z. Subsection X116.3.2e. of the Manual is hereby amended to read as follows:

‘ez Redeemabie preferred siock. This refers to preferrad stock which
mey b2 redeemed ai ihe specific dates wr periods fixed for
redemption, only upon prior approval of the 2SP and, where the
conditions of the issuanhce specifically state, only if the shares
redeemed or replaced with at least an equivalent amount of newly
paid-in shares so that the total paid-in capital stozk is maintained at
the same level immediately prior to redemption: Provided, that
redemption shall not be eariier than five (5) years after the date of
issuance: Provided, further, That such redemption may not be
meade where the bank is insclvent or if such redemption will cause
insolvency, impairment of capital or inability of the bank to meet its
debts as they mature.”




The revised Part | of the prescribed report forms on the Computation of Risk-
Based Capital Adequacy Ratio Covering Credit Risks incorporating the
aforementioned amendments are attached as Annex “A” (for universal banks,
commercial banks and thrift banks) and Annex “B” (for rural banks and cooperative
banks).

Banks which have issues of limited life redeemable preferred shares
compliant with Circular No. 241 and outstanding prior to the effectivity of Circuiar No.
280 shall be allowed to redeem the same prior to the set redemption date, without
the need for replacement with at least an equivalent amount of newly paid-in shares
within one (1) year from the effectivity of this Circular upon prior BSP approval,
provided that:

1. The redeemable preferred shareholders will give consent:

2. The bank meets the required minimum capital adequacy ratic and
minimum capital ievel for the bank category after such redemption; and

3. Such redemption will not cause the inability of the bank to meet iis
obligations as they mature.

This Circular shall take effect fifteen (15) days after its publication either in the
Official Gazette or in a newspaper of general circulation.

FOR THE MONETARY BOARD:

Ay O,

ARWMANDOC L. SURATCE
Officer-in-Charge
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FOR UNIVERSAL BANKS, COMMERCIAL BANKS AND THRIFT BANKS
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ftem

Mature of Hem

£. Tier 1 (Core} Capital

M

2

3

(4)

5

(6)

&)

(&)

=

(10

Al

——
—s

—
a3

Paid up common stock

Paid-up perpetual and non-curmulative preferred stock

Common stock dividends disiributabie

Perpetual and non-cumulative preferred stock dividends distribiiable

Sumtus

Surplus reserves

Undivided profits (for domestic banks only)

Minority interest in the equity of subsidiary financial allied undertakings
which are less than wholly-owned (for consoiidated basis)

Assigned capital (for foreign bank branches)

Net due “to” head office. branches, subsidiaries, and other offices outside
the Philippines, inclusive of eamings not vet remitied to head office per
Subsec. X121.5.¢ {for foreign bank branches) {limited to an amount
prescribed under Subsec. X121.6)

Deductions from Tier 1

Common stock treasury shares (for consolidated basis)

Pemetntal and non-cumulative preferred stock treasury shares

Wet unrealized losses on underwriiten listed eguity securities purchased

Unpooked valuation reserves and other capital adivstmeris based on the
latest ROC as approved by the Monetary Boarc

Tota outstanding unsecured credit accommodaiions, both dwect ang
indirect, 1o DOSRI

Deferred income tax

Goodwill

Net due “from” head office, branches, subsidiaries and other ofiices outside

the Philippines, if any (for foreign bank branches)

Total Dedustions (Sum of A.1{1) to A_1{8))
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ttem MNature of em Amount Amount
A2  TOTAL TIER 1 CAPITAL (Sum of A (1) to A(10) minus A.1(9}) G
e
B, Tier 2 (Supplementary) Capital e

E.1 Upper Tier 2 Capital

ok 5
{1} Paid-up perpetual and cumulative preferred stock i
{2y Paid-up imited fife redesmable preferred stock with the replacement ;
reqguirement upon redemption '1 :
3 Perpetual and cumulative preferred stock dividends distributable i ‘i
(4} Limited life redeemable preferred stock with the replacement reguirement %‘3 : o ’Ra
upon redemption dividends distributable St Oy
- SENAAL: 2%
5 Appraisal increment reserve — bank premises, as authorized by the
Wonetary Board 5
{5} et unrealized gains on underwritten listed equity securities purchased ik ]
(subject to a 55% discount) i z
B
N General joan loss provision (imited to 1 28% of gross risk-weighted assets

computed per Fart V, item B(4))

(&) Unsecured subordinated deb! with a minimum original maturity of at iezst 7 )k \
10 years {subject o a cumulative discourt factor of 20% per vear during the | ; : :
tast 5 years to maturity, i.e., 20% if the remaining bfe is 4 years to tess than o
5 years, 40% if the remaining life is 3 years to less than 4 years, etc.) %

LT

" " L . L AT 4 i
(G Deposit for common stock sabscenption s i

e ;
407 Deposit for perpetual and non-cumuiative preferred stock subscription Rl H

B.1.s Dreductions from Upper Tier 2

h Perpetial anc cumuiative preferred stock reasury shares (for consolidated L & 2
hasts) ! i
|
]
{23 Limited life redeemabie preferred stock treasury shares with the i
replacement reguirement upon redemption (for consolidated basis) ]
;
3] Sinking fund for redemption of imited life redeemable preferred stock with 5 : S
the replacement requirement upon redemption . g S
=

(4)  Total Deductions (Sum of B.1.1{1) to B.1.1.(3)) I
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Fage 4 of b pagas

Amournit

i
P Hem Wature of Hem j Amount
|

Bi2 Total Upper Tier 2 Capital (Sum of B.1{1} to B.1{10) minus B.1.1(4)}

B.2 Lower Tier 2 Capital

[4)] Paid-up limited life preferred stock without the replacement requirement
upon redemption (subject to a cumulative discount factor of 20% per year
during the last 5 years to maturity, i.e., 20% if the remaining life is 4 years
to less than § vears, 40% if the remaining fife is 3 years to less than 4
years, etc.}

{2} Limited life redeemabie preferred stock without the replacement
requirement upon redemption dividends distributable

(3} Unsecured subordinated debt with a minirmum onginal maturity of at least 5
years (subject to & cumulative discount factor of 20% per year during the
last 5 years to maturity, 1.e., 20% if the remaining life is 4 years to less than
5 years, 40% if the remaining life is 3 years to less than 4 years, etc)

{4} Deposit for perpetual and cumulative preferred stock subscription

{5) Deposit for limited life redeemable preferred stock subscription with the
replacement reguirement upon redempon

E2.1 Deductions from Lower Tier 2

(13 Limited {ife redeemable preferred stock treasury shares without the
replacement requirement upon redemption (for consolidated basis)

{2} Sinking fund for redemption of limited life redeemable prefetred siock
without the repiacement requirement upon redemption (limited to the
paiance of redeemable preferred stock afier appiying the cumuiative
discount factor)

kS

Towal Deductions {Sum of B2.H{1 1o B.2.1.{2))

m
o

Toiai Lower Tier 2 Capital (Sum of B.2{1) fo B2(5) minus B.2,1{3%

1554

m
73

. 3 Efigible Amount of Lower Tier 2 Capitai
i {limitec e 50% of tota! Tier 1 capital per Part [, itlem A2}

Bz TCTAL TIER 2 CAPITAL (Sum of B.1.2 and B.2.3}

B4 ELGIBLE AMOUNT OF TIER 2 CAPITAL {iimited to 100% of total Tier 1
capital per Part |, ltem A.2}

GROSS QUALIFYING CAPITAL (Sum of A2 and B.4)

0
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tem Nature of tem Amount
€1 Deductions from Gross Qualifying Capital A
[&D)] Investments in equity of unconsckdated subsidiary banks and other ; S
subsidhaty financial alied undertakings, but excluding insurance companies :
{for solo basis)
(2) investments in debt capital instruments of unconsolidated subsidiary banks
{for soio basis)
3 Investments in equity of subsidiary insurance companies and subsidiary
non-financial allied undertakings
%) Reciprocal investments in equity of other banksfenterprises
{5) Regciprocal investrnents in unsecured subordinated term debt instruments of
other banks, in excess of the iower of (i) an aggregate ceiling of 5% of total 3
Tier 1 capital of the bank; or (i) 10% of the total outstanding unsecured R i
subordinated term debt issuance of the other bank L i
e
:‘r o 5 : ,,J»r"_z
() Tota! Deductions (Sum of C.5(3) 1o C.1(5) b
RN y
SRR
TOTAL QUALIFYING CAPITAL (C minus C.1(6)) g i ; s
S N B T d
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FOR RURAL BANKS AND COOPERATIVE BANKS

(Name of Bank)

(Code)

T

{Address)
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PART |. QUALIEYING CAPTTAL {Amounts in RQ DOD milion)
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ltem

Nature of ttem

M

2

{3

)

(5}

{6}

)

G

®)

40

&

{9

A. Tier 1 {Core} Capita!

Paid up common stock

ST et T

Paid-up perpetual and non-cumulative preferred stock

Common stock dividends distributable

Pempetual and non-cumulative preferred stock dividends distributabie

Surplus

Surplus reserves

Undivided profits {for domestic banks only)

Minority interest in the ecuity of subsidiary financial aliied undertakings
which are less than wholly-owned (for consolidated basis)

Assighed capital (for foreign bank branches)

PR

Nei due “ic” head office, branches, subsidiaries, and other offices outside
the Philippines, inclusive of eamings not yet remitted to head office per
Subsec. X121 5.¢ {for foreign bank branches) (kmited to an amount
prescribed under Subsec. X121.6)

Deductions from Tier 1

Common stock treasury shares {for consolidatec basis)

Amount

Amount

Ferpetual and nor-cumuiative preferred stock weasury shares

het unreslized losses on underwritten listed eduity securites purchased

Unboeked valuation resarves and other capital adjusiments based on the
jarest ROZ as approved by the Monetary Boarc

Total outstanding unsecured credit accommodations, both direct anc
indirect, to DOSRI

Deferred income 1ax

Goodwill

Net due “from” head office, branches, subsidiaries and other offices outside
the Philippines, if any {for foreign bank branches)

Total Deductions (Sum of A.1(1} 1o A.1(8))
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hem Nature of ftem I Amourt

Amount

A2 TOTAL TIER 1 CAPITAL {Sum of A (1} to A{10) minus A 1{3)}

B. Tier 2 (Supplernentary) Capital

B.1 lipper Tier 2 Sapital

(1) Paid-up perpetual and cumulative preferred stock

{2) Paid-up limited fife redeemable preferred stock with the replacement
requirement upon redemption

{3} Perpetual and cumulative preferred stock dividends distributable

{4) Limited life redeemable preferred stock with the replacement requirement
upon redemption dividends distributable

5 Appraisai increment reserve — bank premises, as authorized by the
Monetary Board
|
(8} Net unreaiized gains on underwritien listed equify secunties purchased

(subjest to & 55% discount)

1) (General loan joss provision (imited 1o 1.25% of gross nsk-weighted assets
computed per Part V, rem B(4))

: (8) Unsecured subordinated debt with 2 minimum original maturity of at least
10 vears (subject to a cumulative discount factor of 20% per year during the
: last 5 years to maturty, i.e., 20% if the remaining fife & 4 years to less than

: & years, 40% if the remaining fife is 3 years to less than 4 years, etc.)

{2 Dieposit for common stock subscription

{135 Deposh for perpetual ang non-cumiative preferrec stock subscription
PoEAS Dedustions from Upper Tier 2
? V1) Perpeniat and cumtative preferred siock treasury shares (for consolidated
;
: DasIs)
i 2: Limited life redeemable preferred stock treasury shares with the

replacemernm requirement upon redemption (for consolidated basis)

{3 Sinking fund for redemption of iimited life redeemable preferred stock with
ihe replacemert requirement upon redemption

4) Total Deductions {Sum of B.1.1(f} to 8.1.1.(3)) ‘




Annex “B”
Fege 4 of 5 pages

ftemn MNature of fiem Amousnt Amount

B12  Total Upper Tier 2 Capital {Sum of B.1(1) to B.}(10) minus B.1.1{4))

B.2 Lower Tier 2 Capita!

{1} Paid-up limited ife preferred stock without the replacement requirement 2
upon redemption (subject to a cumulative discount factor of 20% per year SRl ;
during the tast 5 years 1o maturity, i.e., 20% if the remaining iife is 4 years o i
to less than 5 years, 40% if the remaining life is 3 years to less than 4 fibor
years, etc.)

(V41 Limited life redeemabie preferred stock without the teplacemert
requirement upon redemption dividends distributable

3) Unsecured subordinated debt with a mintmum original maturity of at least 5 %
years {subject to a cumulative discount factor of 20% per year during the ) il
fast & years to maturity, i.e., 20% if the remaining life is 4 years to less than e
5 years, 40% if the remaining life is 3 years to less than 4 years, etc.) i o b

(4} Deposit for perpetual and cumulative preferred stock subscription

{5) Deposit for limited life redeemable preferred stock subscription with the e
repiacement requirement upon redemption s

B.2.1 Deductions from Lower Tier 2

(1) Limited life redesmable preferred stock treasury shares without the
replacement requirement upon redemption (for consolidated basis)

Sinking fund for redemption of limited lite redeemable preferred stock ; :
without the replacement requirement upoen redemption (fimited te the i
hatance of redeemable preferred stock after applying the cumuiative
discount factor) t
eri Y

3 Totat Deductions (Sum of EZ {1} 1o B.2.1.2) R i i

i
I}
,&
3
]
i
r
o
i
3
.
3

1
L]
0
-2}
g,
[
(=
3
=4
S
m
4]

i
g
m
v
b
o

g
2
5
m
iy

=

I

4]
[
€

Eligiple Amount of L.ower Tier 2 Capitai Rt il
{iimited to 50% of tota! Tier 1 capita! per Part |, kem A2} R

i
IS

TOTAL TIER 2 CAPITAL (Sum of B.1.2and B.2.3}

B4 ELIGIBLE AMOUNT OF TIER 2 CAPITAL (limited to 100% of total Tier 1 e
capital per Part |, tem A.2)

C. GROSS QUALIFYING CAPITAL (Sum of A.2 and B.4)
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Rem

Nawre of ltem

{1)

{2)

{4)

5

(6}

Deductions from Gross Qualifving Capital

investments in equity of unconsolidated subsidiary banks (for solo basis)

Investments in debt capital instruments of unconsolidated subsidiary banks
(for solo basis)

Investments in equity of subsidiary insurance companies and subsidiary
non-financial allied undertakings

Reciprocal investments in equity of other banks/enterprises

Regiprocal investments in unsecured subordinated term debt instruments of
ofher banks, in excess of the lower of (i) an aggregate ceiling of 5% of total
Tier 1 capital of the bank; or (i) 10% of the total outstanding unsecured
subordinated ferm debt issuance of the other bank

Total Deductions (Sum of C.1(1} to C.1(5))

TOTAL QUALIFYING CAPITAL (C minus C.1(6))




