IMESSAGE TO SHAREHOLDERS

The Philippine banking industry remained
nd and stable, supported by a resolute
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ECONOMIC OVERVIEW

Despite the challenging global environment,
the Philippine economy remained resilient as it
registered a 5.8% growth in real Gross Domestic
Product (GDP) in 2015, still one of Asia’s top
performers. The economic expansion was
propelled by sustained household consumption,
strong capital formation, and accelerated
government spending amid export growth
slowdown. On the supply side, the growth was
boosted by a substantial gain in the services
sector and a modest increase in the industry
sector.

The lack of supply-side pressure, aided by low
oil prices, tempered inflation to an average of
1.4% in 2015, the lowest since the BSP adopted

n of banking reforms and

the inflation targeting framework in 2002.

Interest rates were on a gradual uptrend amid
uncertainties on the timing of the normalization
of US monetary policy. The US Federal Reserve
raised its policy rates in December 2015, its first
interest-rate-raising cycle since 2008. Meanwhile,
fiscal prudence resulted in a steady decline in
the country’s debt-to-GDP ratio, further reducing
reliance on external financing.

The country’s balance of payments position
improved to a surplus of US$2.6 billion as of
end-2015, reversing the US$2.9 billion deficit
posted a year ago. The surplus is attributed

to sustained overseas Filipinos' remittances, a
growing BPO industry, and net inflows of foreign
direct investments. This allowed the Philippines
to maintain gross international reserves at above
US$80-billion level, sufficient to finance 10.3
months’ worth of imports of goods services.

Despite the country’s strong external
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The Philippine banking industry remained
sound and stable, supported by a resolute
implementation of banking reforms and
regulations. The Banks' balance sheets showed
sustained growth with aggregate resources
increasing by 7.6% to P12.1 trillion and deposits
rising by 8.3% to P9.2 trillion.

Total Banks' loan portfolio expanded by 11.9%
against previous year's level, thus continuing

the industry’s double-digit pace in the last 4
years. Asset quality continued to improve as
gross non-performing loan (NPL) ratio decreased
to 2.1% from 2.3%as of the end of December
2015. Total Industry’s gross NPL ratio was kept
below the pre-Asian crisis level of 3.5% as banks
adopted initiatives to improve their asset quality
coupled with prudent lending regulations. The
NPL coverage ratio reached 118.4%, signifying
that banks had adequate buffers against potential
credit losses.

The capital adequacy ratio of universal and
commercial banks remained high at 15.6% on a
solo basis and 16.4% on a consolidated basis as
of September 2015, far above the BSP-prescribed
minimum ratio of 10%. The profitable operations
of banks as well as the issuance of new shares of
stock and the capital infusion of foreign banks
contributed to the increase in capital ratios.

DELIVERING A STRONGER
FRANCHISE

In 2015, the Philippine National Bank (PNB)
started to see the fruits of the PNB and Allied
Banking Corporation (ABC) merger. Maximizing
the synergies from this integration the Bank
started to deliver greatly improved business and
financial results. Strong gains were achieved

in the Bank's core business as it continues to
show robust loan growth and record income
performance.
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The Group's consolidated Capital Adequacy
Ratio (CAR) of 19.24% and a Common Equity
Tier 1 (CET1) ratio of 16.23% are well above
the minimum 10% and 6% required by BSP,
respectively.

PNB concluded the year with a net income of
P6.3 billion, 15% higher than the previous year’s
level, even as the average income growth for the
industry contracted. This translates to a return on
equity of 6.2%.

During the year, PNB’s net interest income,
comprising 67% of the total operating income,
improved by 7% to P17.7 billion. Despite the
squeeze in margins, interest income on loans
and receivables grew by 13% to P17.1 billion.
Strong lending volumes from the corporate and
commercial/SME sector propelled this growth.

The loan-to-deposit ratio rose to 74%, driven by
the expansion of the Bank's loans, which grew

by 18%, and outpacing the industry’s average
growth of 13%. At the same time, the increase

in interest expense on deposits was contained

at 7% to P3.0 billion despite a 9% growth in
deposits. A greater proportion of this increase
came from low cost funds. PNB's interest expense
on borrowings rose by 20% to P1.0 billion as the
Bank successfully closed and signed a USD150
million 3-year syndicated term loan facility with a
large group of international and regional banks

in April 2015. This marks PNB's return to the
syndicated loan market after more than a decade,
the last being in 1998. The loan facility was 1.5
times oversubscribed, indicating the Bank’s

credit strength and the enhanced confidence of
international creditors.

With synergies from the merger being realized
and with reduced provisioning, operating
expenses were lower this year at P18.9 billion
compared to P19.2 billion during the previous
year.

Net service fees and commissions increased by
25% to P3.6 billion, principally generated from
underwriting and credit-related transactions. The
improvements in core revenues compensated
for the reduced trading gains that declined by
55% ending at P574 million due to challenging
conditions in both the local and international
financial markets. Operating income was
augmented by gains from the sale of PNB's
foreclosed assets, which improved by 10% to P1.6
billion.

As of the end of 2015, PNB's total consolidated
resources stood at P679.7 billion, up P54.2 billion
or 9% from year-ago level. Loans and receivables
reached P365.7 billion, posting a significant growth
of 15.7%. Asset quality significantly improved

as non-performing loans were reduced to P9.0
billion by the end of 2015. Non-performing loan
(NPL) ratios decreased to 0.25% (net of valuation
reserves) and 2.61% (at gross) from 0.92% and
3.42%, respectively, a year ago. NPL coverage
improved to 125.57% from 99.19% end of 2014.
The Bank’s real and other properties acquired
(ROPA) declined by P7.0 billion due to sustained
disposal off foreclosed properties. Hence, ratio of
non-performing assets to total assets declined to
2.1% in 2015 from 3.7% a year-ago.

The Group's consolidated Capital Adequacy
Ratio (CAR) of 19.24% and a Common Equity
Tier 1 (CET1) ratio of 16.23% are well above
the minimum 10% and 6% required by BSP,
respectively.

As validation of PNB's efforts at fortifying its
business and in recognition of the Bank's drive
toward its long-term corporate goals of high
profitability and a strong balance sheet, two
credit rating agencies upgraded its outlook on
PNB. Last May 2015, Moody's Investors Service
upgraded PNB's long-term and short term rating
by two levels to reach investment grade, from
Ba2/NP to Baa3/P-3. In October 2015, Fitch
Ratings Agency gave the Bank a higher credit
rating of “BB"” with a stable outlook, reflecting
the Bank’s strong franchise and high capital ratios.

OPERATIONAL HIGHLIGHTS

ADDRESSING NEEDS

The year saw the execution of key retail banking
initiatives with the goal of establishing the retail
segment as one of the Bank’s major business
pillars. Recognizing the needs of our modern-
day customers and complementing the Bank'’s
strengths in the corporate, commercial and
financial market businesses, we underwent a
rebranding program. We renovated our retail
branches and enhanced the overall banking
experience. We transformed our branches to
feature the new retail branch design, which
offers a more comfortable banking atmosphere
with improved amenities and efficient customer
service. With a combined total of 740 domestic,
overseas offices and representatives in its
network, PNB continues to be one of the banks
with the broadest geographical reach in the
industry.

In order to address the customers’ evolving
needs, PNB continues to listen and provide
products that serve their diverse requirements.
In partnership with the Social Security System
(SSS), PNB launched the PNB SSS Pension Loan
Program for SSS pensioners. This loan product
provides a faster turnaround time at more
affordable rates with value-added benefits such
as Credit Insurance and ATMSafe - a pioneering
product in the country which ensures the safety
of ATM cardholders and their accounts. Over
one million PNB clients enjoy the benefits of this
revolutionary product, along with the Healthy
Ka Pinoy (HKP) Emergency Medical Card. HKP
provides emergency hospital care for accidents
and sicknesses at a very minimal cost.

While PNB's branches continued to be the
primary platform for sales and services, the

Bank expanded and fortified other cost-efficient
distribution channels. Out of the 1,000 ATMs
ordered in 2014, 665 units were delivered in 2015.
In addition, a total of 394 ATMs were upgraded
with units that have: more user-friendly features,
improved operating systems, and anti-skimming
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Overall, our corporate segment’s loan portfolio
grew significantly by 22% year-on-year. For

the fourth consecutive year, PNB's Institutional
Banking Group (IBG) has shown a double-digit
increase in its lending portfolio driven mainly by
growth in its key corporate, middle market and
commercial accounts.
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solutions. These ATMs are Europay/MasterCard/
Visa (EMV) compliant. As of year-end, total ATMs
reached 900.

Trust Assets Under Management (AUM) grew by
20%. The Bank's roster of trust products includes
retail Unit Investment Trust Funds (UITF), two

of which have delivered top performances in
2015 — the Peso Money Market Fund and the
Dollar Long Term Bond Fund. The Trust Banking
Group also launched another first in the industry:
UITF placements via ATMs. This facility will make
investing more convenient and accessible for the
retail market, broadening PNB's market reach and
UITF availability.

2015 likewise marked the first full year of
operations of PNB Savings Bank (PNBSB), formed
through the consolidation of Allied Savings

Bank and PNB Consumer Finance Group. This
strategic initiative achieved considerable success
by turning its consumer loan business around
and growing its total loan portfolio. At the end of
2015, total loan portfolio stood at P19.1 billion,
more than double the P9.0 billion level posted in
2014. This growth was achieved through effective
partnerships with dealers and developers as well
as through aggressive marketing strategies and
promotions throughout the year. PNB Savings
Bank ended the year with 36 branches.

For the Global market, PNB provided more
value-adding services to the Overseas Filipino
Workers (OFWs). Together with its remittance
services, PNB's overseas branches offered HKP
and ATMSafe to the remittance beneficiaries. By
partnering with more real estate developers, we
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provided more options to the Own a Philippine
Home Loan (OPHL) program. Likewise, the
Bank’s Overseas Bills Payment System (OBPS)
was further improved with the acquisition of
new billers. As of year-end, the Bank recorded
223 total partnerships and affiliated remittance
agents. The Bank forged tie-ups with non-
traditional channels such as M Lhuillier and
Cebuana Lhuillier to provide more convenient
ways for beneficiaries to receive their funds. In
recognition of its exemplary efforts, PNB was
given the Excellence in Retail Financial Services
award under the “Best Remittance Business in
the Philippines” category by the international
publication, The Asian Banker.

Overall, our corporate segment’s loan portfolio
grew significantly by 22% year-on-year.

For the fourth consecutive year, PNB's
Institutional Banking Group (IBG) has shown a
double-digit increase in its lending portfolio
driven mainly by growth in its key corporate,
middle market and commercial accounts.

To support the country’s economic growth,

PNB continued its roles as a major lender to
priority infrastructure programs. PNB and its
subsidiary, PNB Capital Investment Corporation,
actively led the financing of a number of Public-
Private Partnership (PPP) projects: the Energy
Development Corporation (EDC) Burgos Wind,
Metro Manila Skyway Stage 3, Pagbilao Energy
Corporation, Mactan Cebu International Airport,
and San Buenaventura Power. These five landmark
deals amounted to a total of P144.1 billion.

EXEMPLIFYING FILIPINO BANKING
EXCELLENCE

For its market leadership and product
enhancements, PNB won numerous awards
and recognitions from international award-
giving bodies such as The Asset Triple A Asia
Infrastructure Awards, Global Banking Finance
and Review, and the Asian Banking and Finance
Retail Banking Awards.

Most notable are the four awards given by The
Asset Triple A Asia Infrastructure Awards for the
following deals: a) Best Project Finance Deal of
the Year and b) Best Transport Deal, both for the
P31 billion project finance syndicated term loan
facility for Metro Manila Skyway Stage 3 Project; ¢)
Best Transport Deal, Highly Commended for the
P23.3 billion financing facility for GMR Megawide
Cebu Airport Corporation Project; and d) Best
Power Deal for the P33.3 billion financing facility
for Pagbilao Energy Corporation Project.

In every aspect of the Bank's operations, we

are inspired to pursue excellence. PNB was
honored with a Silver Anvil for its 2014 Annual
Report during the Public Relations Society of the
Philippines’ (PRSP) 51st Anvil Awards. The Anvil is
the symbol of excellence in public relations in the
Philippines, awarded by a distinguished jury for
outstanding public relations programs and tools.

TRANSFORMING TO
SERVE YOU FIRST

PNB opened its doors to the publicin 1916 in an
event that was hailed as “the beginning of a new
financial life in the country.” Ninety-nine years
later, PNB's promise to be of service to Filipinos
around the world remains steadfast, innovative,
and evolving. Following our successful merger
with Allied Banking Corporation in 2013 and a
redesigned brand look, we continue to transform
as we anticipate and serve our customer’s needs
first and foremost. We adapt as necessary, with
the aim of providing them with service that is

not only effective, but also caring and sincere.
You can count on us to provide better financial
solutions that will make every banking transaction
convenient and intuitive.

The Bank’s operations were likewise managed
through well-established organizational structures
and strong policies embodied in manuals
approved and periodically reviewed by the
management and the Board. PNB maintains

a high level of integrity, accountability, and
transparency in the conduct of its business. For
its sound corporate governance, the Philippine
Stock Exchange (PSE) recognized the Bank as one
of the Top Ten Bell Awardees.

As we celebrate our 99th year, we are mindful

of our responsibility to the community and the
country. In 2015, we engaged in Corporate Social
Responsibility (CSR) initiatives that empowered
the youth through education & the promotion of
financial literacy and philanthropic activities to
help uplift the lives of the Filipinos.

On behalf of the Board of Directors, we offer

our deep gratitude to our loyal customers and
business partners. We thank our employees

for the dedication and hard work that have
contributed to the Bank'’s effort in achieving

its goals. We are also grateful to our Board of
Directors for their valuable guidance and support.

As we mark our 100th year in 2016, our
commitment remains: to be the bank that

customers can lean on. At PNB, we look forward
to serving You First.

W
FLORENCIA G. TARRIELA

Chairman

. )/.71,4[%7:
REYNALDO A. MACLANG

President and CEO
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