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OFFICE OF THE GOVERNOR

Circular No. %09
Series of 2003

Pursuant to Monetary Board Resolution No. 1393 dated 22 September
2002 prescribing the rules, regulations and standards that shall govemn
microfinancing operations of banks, the Manual of Regulations for Banks, the
Manual of Accounts for Universal Banks and Commercial Banks, the Manuai of
Accounts for Thrift Banks and the Manual of Accounis for RrRural Banks are
nereby amended as follows:

Section 1. Portiolio-at-Risk (PAR). PAR ig the outsianaing principal
amount of all ioans that have at least one instaliment past due for one or more
gave. The amount inciudes the unpaid principal balancs but exciudes accrued
nterest. Under PAR, loans are considerec past due if ¢ pavment has falien dus
and remained unpaid. Loan payments are applied first 1o any interest due, then
i any instaliment of principai that is due but unpaic, deginning with the eariies:
instaliment. The number of davs of latenese is basad on the due date of the
sariies! loan instaliment that hag not been fully paic.

Section 2. Accrual of interest earned. interest accrued and/or
booked shall be reversed and no accrual of interest shall be allowed after the

microfinance loan has become past due as defined in Subsec X 306.1.g of the
Wianua! of Reguiztions for Banks.

Section L. Restrustured icans: Refinanced ioane Restructurec
wans areicans thal have been renegotiated or modified 1o either iengther o
nCetpone the origina) scneduied insialiment payments or substantialiy alter tre
origingl terms of the ioans. Any increase in the fase amount of the debt resutiing
o acorued Interest anc assumulstes charges which Mave besn saphiaizes o
TiEQE pET O ine orincipal of restructures 10ans shall be resordes in the unsarmss
moomeraetarrer cradlc accoumt “Caphsiizes interest ang Otner Charges -
=@struciured Loans”.  Upon recaipt of payment the reslizes portion shall De

mortizedforedited to inoame.

i

~efinances s are ioane hal have been disbursed 1o ananis
repavmant of prior icans that would not have been paic in accorsance with the

onginal instaliment schedule. Loans grantad within 2 week or igse from the date
an originai loan with more than 30% 5¢ the original principa! still outstanding had
baen paid in advance shall be considered as refinanced loans. Refinanced isans
shall bz classified and reported as restructured foans.
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Section 4. Subsec. X308.1.g of the Manual of Regulations for Sanxe
is hereby added 1o read as follows:

Subsec. X308.1 Accounts considered past due
The foliowing shall be considered as past due:
X M X
¢. Microfinance Loans — if & payment hag fallen due and remained
unpaid. Loan payments are applied first fc any interest due, then to any
instaliment of principal that is due but unpaid, beginning with the earlies!

such instalimeni. The number of days of Jateness/definguency is based
or the due date of the earliest lvan installment that has notl been fuliv

saic,

Section &£ Vériting off  microfinance ioane as bad debts.
Microfinance loans thatl have been ocast due for 21 davs or more and are fully
nrovisioned may be writter; off in acsorcance with  Subsection X308.5(w) and {c
oF the Manual of Reguiations for Banks.

Section &. Appendix 18 - Guidelines in identifying and Monitoring
Problem Loans and Other Risk Assets and Setting up of Allowance for Probabile
Losses ( Appendix to Sec. X302) of the Manual of Regulations for Banks is
nereby amendad by adding e C. sffer ltem H.B General allowance, to read

sad
zc foliows:
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Provided, that z general provision for losses for microfinance ioans
equivalent tc one percent (1%} of the outstanding balance of
microfinance loans not subject to the foregoing provisioning less
microfinance loans which are considered non-risk under existing
laws/rules/reguiations, if any, shall also be set up.

Section 7. The following General Ledger accounts shall be added to
the Manua! of Accounts for Universa! Banks and Commercial Banks, the Manual
of Accounts for Thrift Banks, as well as the Manual of Accounts for Rural Banks:

1. Microfinance Loans (GL ACCT CODE)

This represents small loans granted to the basic sectors such as farmer-
peasant, artisanal fisherfolk, workers in the formal and informai sector, and
migrant workers, indigenous peoples anc cultural communities, women,
differently-abled parsons, sanior citizeng, victims of caiamities and disasters.
vouth ant stuoems, chiidren, end urban poor, as defined in the Social
Feform and Poverly Alieviation Act of 1987 (R.A. No. 8425), and other ioanq
granted to poOr anc low-income households for therr microenterprises ang
small businesses. The maximum principal amount of microfinance ioans shz!,
nat excees ¥ 150,000 anc may be amoriized on a daily, weekly, ser
monthly or monthiy basis, depending on the cash fiow conditions of the
borrowers. 3aid loans are usually unsecured, for relatively short periods of
time (180 days) and often featuring joint and several guarantees of one or
more Persons.

Z.  =estryctured Loans — Micrafinance Loans (GL ACCT CODEY

This represents microfinance ioans thar nave been renagotiatec or madifies
o either igngthen or postpone the origina! schedules instaliment saymenn_
or substantially alter the original terms of fne loans. Restructured oans wniz-

P ] ~ [ . Wm e
shal include refinanced 1gans, shall be freared 2o “ion-nerisrmi e anl no
Y L fi b dmaeaw g s,
intarast incoms shal e accrust thareon,
e e atine il '\,f-) ja
uwe-COTS SOT0U

o Temod M bt gy o Lk d : o e o -

oo Zasl Jus Restructured Losne — Microfinance Loans (3L ATCT CODE

This represenis restructured microfinance ioans which are considerea pas
due under existing rules and reguiations. The ican shali remain in t‘nés
account untit fuliy paid; "rangemants are formalized for its renewsy/
restructuring or colleciion cass has been filed in court.
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Sub-control azcount

ftems in Litigation ~ Restructured Microfinance Loans (GL ACCT CODE)

This represents restructured microfinance ioans for which collection cases
have been filed in court. The loan shall remain in this account during the
pendency of the proceedings, uniil full payment, restructuring of the
obligation, or such other disposition is made as wouid cause such
proceedings 1o cease. All expenses incurred incidental to the litigation shall
be charged 10 ope'"ationc and iodged under ‘“Litigation/Assets Acquired
Expenses” sccount. Corresponding memorandum entries for the expenses
shall be made on ’:ﬁe individual subsidiary ledger of the account concerned

rPast Due Wicrofinance togns (BL ACCT CODEY

This represenis microfinance loans  which are considered past gue undsr
existing rules ang reguiations. The loan shall remain in this account uniil fuliv
oaia; arrangameante are formalized for its reactivation/renewalfrestructuring or
colieciion case has been filed in court.

ltems in Litigation - Microfinance Loans (GL ACCT CODE)

T hie represents microfinance loans for which colieciion cases have bean fiies
nooourl. The ioan snall remain in this account during the pendensy of the
oroceedinge, untdil fuli payment, restructuring of the nilgatwn or SJu oin
disposition & made as woulc cause such proceedings (0 ceas Al
axpenses ncurred incicental o the litigation shizii :)~ chargeg 0 oma'ﬁ*s ar:
Znc 0oges unoer “LibganoryAssets Acouires Dxpenses’ eviellise
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Silpwancs for ~robabls Losses — Microfinance Loans /GL ACCTT CODE

This represents (N amount sel up against current operations 1 provias for
i2sses which may arise from non-collection of microfinance isans.  Unger
angsting regulation, this account is also kKnown as “valuation reserve”.
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Section 8. Sanctions, Vioiations of the provisions of this Section shal!
be subject to any or all of the following sanctions:

a) Disgualification of the bank concerned from the credit facilities of the
B3P except as may be aliowed under Section 84 of R.A. No. 7653;

b) Prohibition of the bank concerned from the extensicn of additiona!
microfinance ioans; and

¢} Penalties and sanctions provided under Sestions 35 and 37 of R.A. No.
76853,
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nmie Circuiar shall take effect on January 1, 2004,
FOR THE MONETARY BOARD:
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