MAYNILA PILIPINAS

OFFICE OF THE GOVERNOR

Circular No. 247
Series of 2000

The Monetary Board, in its Resolution No. 783 cated May 12, 2000
approved the amendment of Circular No. 210 dated September 9, 1899 on the
guidelines in the classification of loans, and the provisioning requirements for
classified loan accounts.

SECTION 1. As a general policy, banks must obsarve the provisions of
Section 78 of R A. No. 337, as amended, to wit:

‘Before granting & loan, banks must sxercise
proper caution to ascertain that the debtor is
capable of fulfilling his commitments to tha
bank.

xou”

SECTION 2. Classification of L.oans. in addition to classifying
ioans as either current or past due, the same should be qualitatively appraised
and grouped as Unclassified or Classified.

A Unclassified Loans. These are ipans that do nct have a
greater-than-normal risk and do not passass the characteristics of
clzssified loans as defined in lem B of this Section. The borrower
has ne apparant ability to satisfv his obligations in full and
thereiore no loss in ultimate collection is anticisated. The foliowing
:0zns, among othere, snali not be sublect 1o classificstion:

cans o portions  thersof sscured by holo-suts  on
eposits/depesit substitutes mzaintained in the iending institution,
nd margin deposits, or governmani-supponad sacurities;

t

Loans with tachnical defecis, and deficiencies in documeantation
and/or coliateral requirements. Thase deficiencies are isolated
cases where the exceptions invoived are not material nor is the
bank's chance to b2 repaid or the borrowear's ability to liquidate
the Ioan in an orderly manner undermined. These exceptions
should bz brought io Management's attention for corrective
action during the examination and these nct corrected shall bs
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inciuded in the Report of Examination under *Miscellaneous
Exceptions — Loans”. Moreover, deficiencies which remained
uncorrected in the following examination shall be classified as
“Loans Especially Mentioned”.

The following are examples of loans to be cited under

“Miscellaneous Exceptions — Loans”.

a.

0

@

Loans with unregistered mortgage instrument which is not in
compliance with the lcan approval;

Loans with improperly executed supporting deed of
assignment/pledge agreement/chattel mortgage/real estate
morigage,;

Loans with unnotarized mortgage instruments/agreements;

Loans with coliaterals not covered by appraisal reports or
appraisal reports not updated;

Loan avaiiments against expired credit line; availments in
excess of credit line; avaiiments against credit line without
prior approval by appropriate authority;

Loans with collaterals not insured or with inadeguate/expired
insurance policies or the insurance policy is not endorsed in
favor of the bank;

Loans granted beyond the limits of approving authority;

Loans granted without compliance with conditions stated in
the approval; and

Loans secured by property ths titis to which bears an
uncancelled annotation or lien or encumbrancs.

Classified Loans. These are ioans which possess the
characteristics outlined hereunder. Classified loans are subdivided
into (1) loans especially mentioned; (2) substandard: (3) doubtful;
and (4) loss.

I. Loans Especially Mentioned, These are loans that have
potential weaknesses that deserve Management's close
attention. These potential weaknesses, if left uncorrected, may
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affect the repayment of the loan and thus increase credit risk to
the bank. Their basic characteristics are as follows:

a. Loans with uniccated collateral folders and documents
including but not limited to title papers, mortgage instruments
and promissory notes;

b. Loans to firms not supported by board resolutions
authorizing the borrowings;

c. Loans without credit investigation report;

d. Loans with no latest income tax returns andfor latest audiied
financial statements;

e. Loans the repsyment of which may be endangered by
economic or market conditions that in the future may affect
the borrower's zability to meet scheduled repaymsants as
evidenced by a declining trend in operations, illiquidity, or
increasing leverage trend in thz borrower's financial
statements;

Loans to borrowers whose properties securing the toan
(previously well-secured by coliaterals) have declined in
value or with other adverse information;

¢. Loans past due for more than thiry (33) days up to ninsly
{90) days,

“Miscelianaous Txceptions” stili

r. Loans previously cited as
it Bangro Sentral examination.

Jneorrected in the cuirer
Substandard. These zre iosns or particns thereof which
appear to involve a substantial and unreasonabie degree of risk
to the institution because of unfavorabie racord or unsatisfaciory
characteristics. There exists in such loans the possibility of
future loss to the institution uniess given closer supervision.
Those classified as “Substandarg’ must have a well-defined
weakness or weaknesses that jeopardize their fiquidation. Such
wall-defined weaknesses mey inciuge adverse trends or
deveiopment of financial, managerial, economic or political
nature, or a significant weakness in coliateral. Their basic
characteristics are as follows:
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Secured Loans

1. Past due and circumstances are such that there is an
imminent possibility of foreclosure or acquisition of the
collateral because of failure of all collection efforts;

ii. Past due ioans to borrowers whose properties securing
the ioan have declined in value materially or have been
found with defects as to ownership or other adverse
information;

ui. Current loans to borrowers whose audited financial
statements show impaired/negative net worth except for
start-up firms which should be evaluated on a case-to-
case basis.

. Unsecured Loans

i. Renewed/extended ioans of borrowers with declining
trend in operations, iltiquidity, or increasing leverage
trend in the borrower's financial statements without at
least twenty percent (20%) repayment of the principal
before renewal or extension;

i, Current ioans of borrowers with unfavorable results of
operations  for two (2} consecutive years or with
impaired/negative nst worth except for start-up firms
which should be evaluated on a case-to-case basis.

Loans under iitigation;
Loans past dua for more than ningiy {20) davys;

L oans granted without reguiring submission of the Iatest
audited financial statements (AFS)/ income tax retumns
and/or statements of assais and liabilities to determing
paying capacity of the borrower,;

Loans with unsigned promissory notes or signed by
unauthorized officers of the borrowing firm,

Loans classified as “Loans Especially Mentioned” in the last
Bangko Sentral examination which remained uncorrected in
the current examination.



Doubtful. These are ioans or portions thereof which have the
weaknesses inherent in those classified as “Substandard”, with
the added characteristics that existing facts, conditions, and
values make collection or hguidation in full highly improbable
and in which substantial loss is probabie.  Their basic
characteristics are as follows:

a. Past due clean loans classified as “Substandard” in the iast
Bangko Sentral examination without at least twenty percent
(20%) repayment of principal during the succeeding twelve
{12) manths or with current unfavorable credit information,;

b. Past due loans secured by collaterais which have declined in
value materially such as, inveniories, receivables,
equipment, and other chattels without the borrower offering
additional collateral for the loans and previously classified
“Substandard” in the last Bangko Sentrai examination;

c. Past due lpans secured by real estate morigage, the titie to
which is subject to an adverse claim rendering settlement of
the loan through foreclosure doubtful;

¢. Loans wherein the possibility of less is extremely high but
hecause of certain important and reasonably specific
pending factors that mzy work io the advantage and
strengthening of the asset, iis ciassification as an estimatad
icss is defarred until a more exact status is determinec.

oss. Tnese ara {csns o pordons thereoi which are
consigeres uncolieciinie or wor m‘e_,. nd o such littie value that
“mair continuance as pankabiz zesels i not warranted although
he loans may have soms r or salvage value. The
amount of loss is difficull to me and it is not practicai or
desirable to defer writing off these basically worthless asse

aven though rartial recovery may be obiained in the futt.*'e.

J’

Their basic characterisiics are s follows:

m
)
2

<

b
5

z. Past due clean loans the interest of which is unpaid for a
period of six (3) months;

b. Loans payable in instaliments whers amortization applicable

10 interest is past due for a period of six (6) months, unless
the ioan is weil secured,
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When the borrower's whereabouts is unknown, or he is
insolvent, or his earning power is permanently impaired and
his co-makers or guarantors are insoivent or that their
guaranty is not financially supported;

Where the collaterals securing the loans are considered
worthtess and the borrower and/or his co-makers are
insolvent;

Loans considered as absolutely uncollectible;

Loans classified as “Doubtful” in the last Bangko Sentral
examination and without any payment of interest or
substantial reduction of principals during the succeeding
twelve (12) months, or have current unfavorable credit
information which renders collection of the loans highly
improbable.

SECTION 3. Aliowance for Probable Losses. An allowance for
probable iosses on the loan accounts should be set up in accordance with the

following schedule:

B
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The

Classification Allowance
Unclassified Q%
Loans Especizily Mentionad 5%
Substandard — Secured 6% to 25%
Supbstandarg - Unsecured 25%
Doubiful 50%
Loss 100%

percentage of aliowance within the specified range 0 be

nrovided on icans classified “Substandard —~ Secured” shall be based on
sound judgment taking into account, among others, the nature of
collateral, the location of the property, in case of real estate collateral, the
assessment of borrower's current capacity to pay as shown by updated
cash fiow projections, credit rating given by credit rating agencies and
expactations on the industry of the borrowsr.

The allowance for probable losses shall be adjusted accordingly for
additional allowance required by the BSP.
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Management is encouraged {0 provide additional allowance as it
deems prudent and to formulate additional specific guidelines within the
context of the herein-described system.

This Circular shall supersede other BSP rules inconsistent herewith and
shall take affect immediately.
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