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RISK MANAGEMENT  
 
The Company is exposed to a variety of financial risks which result from both its operating, 
investing and financing activities and the business in which it operates.  
 
The Company’s risk management is coordinated with its parent company, in close 
cooperation with the Board of Directors, and focuses on actively securing the Company’s 
short to medium-term cash flows by minimizing the exposure to financial markets. 
  
The Company does not engage in the trading of financial assets for speculative purposes 
nor does it write options. The significant financial risks to which the Company is exposed 
to are described below. 

 
1. Interest Rate Risk 
   
Interest rate risk arises from the differences between the timing of the rate changes and 
the timing of cash flows (repricing risk). The Company is exposed to changes in market 
interest rates through its cash and cash equivalents, loans and receivables and bills 
payable. All other financial assets and financial liabilities are non-interest bearing.  
 
The Company’s cash and cash equivalents are subject to insignificant risk of changes in 
value. Loans and receivables and bills payable have fixed interest rates throughout their 
short term durations and are not sensitive to prevailing market rate fluctuations. 

The Company manages this risk by carefully analyzing interest rate risk exposure based 
on the interest rate gap of its portfolio of cash and cash equivalents, loans and receivables 
and bills payable. The focus of the analysis is the impact of changes in interest rates of 
its interest sensitive liabilities relative to the fixed interest rate for its loans and receivables. 
The Company ensures that its loanable funds are offered to borrowers at a reasonable 
price and interest which would give favorable interest margin over the term of the 
instruments. In certain cases, the Company will reprice its loans and leases depending 
on the agreement with customers and/or market price. 

 
2. Credit Risk  
 
Credit risk is the risk of financial loss if a counterparty to a financial instrument may fail to 
meet its contractual obligations to the Company. Credit risk is found in all activities where 
success depends on counterparty, issuer or borrower performance. It arises any time 
when the Company funds are extended, committed, invested or otherwise exposed 
through actual or implied contractual agreements, whether reflected on or off the 
statements of financial position. Credit risk is not limited to the loan portfolio.  
 



The Company manages this risk through the establishment and use of risk asset 
acceptance criteria when initially considering a prospect. When the prospect does not 
meet these criteria, the Company normally does not further pursue the account. When 
the prospect passes the criteria, the Company performs qualitative and quantitative 
analyses to determine creditworthiness of the prospect. The qualitative analysis includes 
evaluation of the borrower’s ownership, management, product, production/process, 
industry, security and collateral, suppliers, customers, etc. The quantitative analysis 
includes review of past and present financial condition and future expectations based on 
assumptions and projections.  
 
The Company is also required to follow rules and regulations of the BSP on directors, 
officers, stockholders and related interests (DOSRI), single borrower’s limit, account 
classification, general and specific loan reserve policy and others. With respect to bank 
deposits, the Company’s BOD approves the banks with which the Company shall deal 
with. 

 
3. Liquidity Risk  
 
Liquidity risk is the current and prospective risk to earnings or capital arising from the 
Company’s inability to meet its obligations when they become due without incurring 
unacceptable losses. The Company manages this risk by widening its money market 
customer base, maintaining adequate credit facilities with banks, and following guidelines 
set by the BSP on statutory and liquidity reserve policy.  
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