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132 BOARD OF DIRECTORS

Powers/Corporate powers of the board of directors. The corporate powers of an institution shall be
exercised, its business conducted, and all its resources controlled through its board of directors. The
powers of the board of directors as conferred by law are original and cannot be revoked by the
stockholders. The directors shall hold their office charged with the duty to exercise sound and objective
judgment for the best interest of the institution.

Composition of the board of directors.

a. Pursuant to Sections 15 and 17 of R.A. No. 8791, there shall be at least five (5), and a maximum
of  fifteen  (15)  members  of  the  board  of  directors  of  a  BSFI:  Provided,  That  in  case  of  a  bank
merger or consolidation, the number of directors may be increased up to the total number of the
members of board of directors of the merging or consolidating bank as provided for in their
respective articles of incorporation, but in no case to exceed twenty-one (21). The board of
directors shall determine the appropriate number of its members to ensure that the number
thereof is commensurate to the size and complexity of the BSFI’s operations.

b. To the extent practicable, the members of the board of directors shall be selected from a broad
pool  of  qualified  candidates.  Non-executive  directors,  who  shall  include  independent  directors,
shall comprise at least majority of the board of directors to promote the independent oversight
of management by the board of directors.

c. At least one-third (1/3) but not less than two (2) members of the board of directors shall be
independent directors: Provided, That any fractional result from applying the required minimum
proportion, i.e., one-third (1/3), shall be rounded up to the nearest whole number: Provided,
further, That in the case of RBs, at least one (1) independent director shall be elected to the
board of directors: Provided, furthermore, That RBs whose business model is deemed complex by
the Bangko Sentral, or as directed by the appropriate supervising department, shall have at least
one-third (1/3) but not less than two (2) members of the board of directors as independent
directors:  Provided,  finally,  That  any  fractional  result  from  applying  the  required  minimum
proportion,  i.e.,  one-third  (1/3)  shall  be  rounded-up  to  the  nearest  whole  number.

d. Non-Filipino citizens may become members of the board of directors of a BSFI to the extent of
the foreign participation in the equity of said BSFI: Provided, That pursuant to Section 23 of the
Corporation Code of the Philippines (BP Blg. 68), a majority of the directors must be residents of
the Philippines.

Qualifications of a director.
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a. A director shall have the following minimum qualifications:

(1) He must be fit and proper for the position of a director. In determining whether a person is fit
and  proper  for  the  position  of  a  director,  the  following  matters  must  be  considered:
integrity/probity,  physical/mental  fitness;  relevant  education/financial  literacy/training;
possession of competencies relevant to the job, such as knowledge and experience, skills,
diligence and independence of mind; and sufficiency of time to fully carry out responsibilities.

In assessing a director’s integrity/probity, consideration shall be given to the director’s
market reputation, observed conduct and behavior, as well  as his ability to continuously
comply with company policies and applicable laws and regulations, including market conduct
rules, and the relevant requirements and standards of any regulatory body, professional
body, clearing house or exchange, or government and any of its instrumentalities/agencies.

An elected director has the burden to prove that he possesses all the foregoing minimum
qualifications and none of the cases mentioned under Sec. 138 (Persons disqualified to become

directors).

A  director  shall  submit  to  the  Bangko  Sentral  the  required  certifications  and  other
documentary  proof  of  such  qualifications  using  Appendix  101  as  guide  within  twenty  (20)
banking  days  from  the  date  of  election.  Non-submission  of  complete  documentary
requirements or their equivalent within the prescribed period shall be construed as his failure
to  establish  his  qualifications  for  the  position  and  results  in  his  removal  from  the  board  of
directors.

The Bangko Sentral shall also consider its own records in determining the qualifications of
a director.

The  members  of  the  board  of  directors  shall  possess  the  foregoing  qualifications  in
addition to those required or prescribed under R.A. No. 8791 and other applicable laws and
regulations.

(2) He must have attended a seminar on corporate governance for board of directors. A director
shall  submit  to  the  Bangko  Sentral  a  certification  of  compliance  with  the  Bangko
Sentral-prescribed syllabus on corporate governance for first-time directors and documentary
proof of such compliance: Provided, That the following persons are exempted from complying
with the aforementioned requirement:

(a)  Filipino  citizens  with  recognized  stature,  influence  and  reputation  in  the  banking

https://morb.bsp.gov.ph/138-disqualification-and-watchlisting-of-directors-and-officers/#persons-disqualified-to-become-directors
https://morb.bsp.gov.ph/138-disqualification-and-watchlisting-of-directors-and-officers/#persons-disqualified-to-become-directors
https://morb.bsp.gov.ph/appendix-101-2/
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community  and  whose  business  practices  stand  as  testimonies  to  good  corporate
governance;

(b) Distinguished Filipino and foreign nationals who served as senior officials in central banks
and/or financial regulatory agencies, including former Monetary Board members; or

(c) Former Chief Justices and Associate Justices of the Philippine Supreme Court:

Provided, further, That this exemption shall not apply to the annual training requirements for
the members of the board of directors.

b. Independent and non-executive directors

In selecting independent and non-executive directors,  the number and types of  entities
where the candidate is likewise elected as such, shall be considered to ensure that he will be
able  to  devote  sufficient  time  to  effectively  carry  out  his  duties  and  responsibilities.  In  this
regard,  the  following  shall  apply:

(1) A non-executive director may concurrently serve as director in a maximum of five (5) publicly
listed companies. In applying this provision to concurrent directorship in entities within a
conglomerate,  each  entity  where  the  non-executive  director  is  concurrently  serving  as
director shall be separately considered in assessing compliance with this requirement; and

(2) An independent director of a BSFI may only serve as such for a maximum cumulative term of
nine (9) years. After which, the independent director shall be perpetually barred from serving
as independent director in the same BSFI, but may continue to serve as regular director. The
nine (9) year maximum cumulative term for independent directors shall be reckoned from
2012.

c. Members of the board of directors shall not be appointed as Corporate Secretary or Chief Compliance
Officer.

Chairperson of the board of directors.

a. Roles of the Chairperson of the board of directors. The Chairperson of the board of directors shall
provide leadership in the board of directors. He shall ensure effective functioning of the board of
directors, including maintaining a relationship of trust with members of the board of directors.
He shall: (1) ensure that the meeting agenda focuses on strategic matters including discussion
on risk appetites, and key governance concerns; (2) ensure a sound decision-making process; (3)
encourage and promote critical discussion; (4) ensure that dissenting views can be expressed
and discussed within the decision-making process; (5) ensure that members of the board of
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directors receive accurate, timely, and relevant information; (6) ensure the conduct of proper
orientation  for  first-time  directors  and  provide  training  opportunities  for  all  directors;  and  (7)
ensure  conduct  of  performance  evaluation  of  the  board  of  directors  at  least  once  a  year.

b.  Qualifications  of  the  chairperson  of  the  board  of  directors.  To  promote  checks  and  balances,  the
chairperson of  the board of  directors  shall  be a  non-executive director  or  an independent
director, and must not have served as CEO of the BSFI within the past three (3) years. The
positions of chairperson and CEO shall not be held by one (1) person. In exceptional cases where
the position of chairperson of the board of directors and CEO is allowed to be held by one (1)
person as approved by the Monetary Board, a lead independent director shall be appointed.

For  this  purpose,  the  board  of  directors  shall  define  the  responsibilities  of  the  lead
independent director, which shall  be documented in the corporate governance manual. The
board of directors shall ensure that the lead independent director functions in an environment
that  allows  him  to  effectively  challenge  the  CEO  as  circumstances  may  warrant.  The  lead
independent  director  shall  perform a  more  enhanced function  over  the  other  independent
directors and shall: (1) lead the independent directors at board of directors meetings in raising
queries and pursuing matters;  and (2) lead meetings of independent directors,  without the
presence of the executive directors.

Board of directors meetings. BSFIs shall include in their by-laws a provision that meetings of their
board of directors shall be held only within the Philippines, except in the case of BSFIs with head office
located outside the Philippines, where meetings may be held in their respective places of business.

a. Full board of directors meetings

The meetings of the board of directors may be conducted through modern technologies such
as, but not limited to teleconferencing and video conferencing as long as the director who is
taking part in said meetings can actively participate in the deliberations on matters taken up
therein: Provided, That every member of the board of directors shall participate in at least fifty
percent (50%) and shall  physically attend at least twenty-five percent (25%) of all  meetings of
the board of directors every year: Provided, further, That the absence of a director in more than
fifty  percent  (50%) of  all  regular  and special  meetings  of  the  board of  directors  during his/her
incumbency is a ground for disqualification in the succeeding election.

b. Board-level committee meetings

Board-level committees shall meet as prescribed in their respective charters. Participation of
committee members may likewise be in person or through modern technologies: Provided, That
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the attendance and participation of members in committee meetings shall be considered in the
assessment  of  continuing  fitness  and  propriety  of  each  director  as  member  of  board-level
committees  and  the  board  of  directors.

Specific  duties  and  responsibilities  of  the  board  of  directors.  The  board  of  directors  is  primarily
responsible  for  defining  the  BSFI’s  vision  and  mission.  The  board  of  directors  has  the  fiduciary
responsibility to the BSFI and all its shareholders including minority shareholders. It shall approve and
oversee the implementation of strategies to achieve corporate objectives. It shall also approve and
oversee  the  implementation  of  the  risk  governance  framework  and  the  systems  of  checks  and
balances. It  shall  establish a sound corporate governance framework. The board of directors shall
approve the selection of the CEO and key members of senior management and control functions and
oversee their performance.

a. The board of directors shall define the BSFI’s corporate culture and values. It shall establish a code
of conduct and ethical standards in the BSFI and shall institutionalize a system that will allow
reporting of concerns or violations to an appropriate body. In this regard, the board of directors
shall:

(1)  Approve  a  code  of  conduct  or  code  of  ethics,  which  shall  articulate  acceptable  and
unacceptable activities, transactions and behaviors that could result or potentially result in
conflict  of  interest,  personal  gain  at  the  expense  of  the  BSFI  as  well  as  the  corresponding
disciplinary actions and sanctions. The code of conduct shall explicitly provide that directors,
officers, and all personnel are expected to conduct themselves ethically and perform their job
with  skill,  due care,  and diligence in  addition to  complying with  laws,  regulations,  and
company policies.

(2)  Consistently  conduct  the affairs  of  the BSFI  with  a  high degree of  integrity  and play a  lead
role in establishing the BSFI’s corporate culture and values. The board of directors shall
establish, actively promote, and communicate a culture of strong governance in the BSFI,
through adopted policies and displayed practices. The board of directors shall ensure that the
CEO and executive team champion the desired values and conduct,  and that they face
material consequences if there are persistent or high profile conduct and value breaches.

(3) Oversee the integrity, independence, and effectiveness of BSFI’s policies and procedures for
whistleblowing.  It  shall  allow employees  to  communicate,  with  protection  from reprisal,
legitimate concerns about illegal, unethical or questionable practices directly to the board of
directors or to any independent unit. Policies shall likewise be set on how such concerns shall
be investigated and addressed, for example, by an internal control function, an objective
external party, senior management and/or the board of directors itself. It shall prevent the
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use of the facilities of the BSFI in the furtherance of criminal and other improper or illegal
activities, such as but not limited to financial misreporting, money laundering, fraud, bribery
or corruption.

b. The board of directors shall be responsible for approving BSFI’s objectives and strategies and in
overseeing management’s implementation thereof. In this regard, the board of directors shall:

(1)  Ensure  that  the  BSFI  has  beneficial  influence  on  the  economy  by  continuously  providing
services  and  facilities  which  will  be  supportive  of  the  national  economy.

(2) Approve the BSFI’s strategic objectives and business plans. These shall take into account the
BSFI’s  long-term  financial  interests,  its  level  of  risk  tolerance,  and  ability  to  manage  risks
effectively.  In  this  respect,  the  board  of  directors  shall  establish  a  system  for  measuring
performance  against  plans.

(3)  Actively  engage  in  the  affairs  of  the  BSFI  and  keep-up  with  material  changes  in  the  BSFI’s
business and regulatory environment as well  as  act  in  a timely manner to protect  the
long-term interests of the BSFI.

(4) Approve and oversee the implementation of policies governing major areas of the BSFI’s
operations. The board of directors shall regularly review these policies, as well as evaluate
control  functions  (e.g.,  internal  audit,  risk  management  and  compliance)  with  senior
management  to  determine  areas  for  improvement  as  well  as  to  promptly  identify  and
address significant risks and issues.

c. The board of directors shall be responsible for the appointment/selection of key members of senior
management and heads of control functions and for the approval of a sound remuneration and other
incentives policy for personnel. In this regard, the board of directors shall:

(1)  Oversee  selection  of  the  CEO  and  other  key  personnel,  including  members  of  senior
management  and  heads  of  control  functions  based  on  the  application  of  fit  and  proper
standards. Integrity, technical expertise, and experience in the BSFI’s business, either current
or planned, shall be the key considerations in the selection process. Moreover, since mutual
trust and a close working relationship are important, the members of senior management
shall uphold the general operating philosophy, vision and core values of the BSFI.

(2) Approve and oversee the implementation of performance standards as well as remuneration
and other incentives policy. The policy should be consistent with the long-term strategic
objectives  and  financial  soundness  of  the  BSFI  and  should  promote  good  performance,
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convey acceptable risk-taking behavior, and reinforce the BSFI’s operating and risk culture.

(3) Oversee the performance of senior management and heads of control functions:

(a)  The  board  of  directors  shall  regularly  monitor  and  assess  the  performance  of  the
management  team and heads  of  control  functions  based  on  approved  performance
standards.

(b) The board of directors shall hold members of senior management accountable for their
actions and enumerate the possible consequences if those actions are not aligned with
the  board  of  directors’  performance  expectations.  These  expectations  shall  include
adherence to the BSFI’s values, risk appetite and risk culture, under all circumstances.

(c)  The  board  of  directors  shall  regularly  meet  with  senior  management  to  engage  in
discussions, question, and critically review the reports and information provided by the
latter.

(d) Non-executive board members shall meet regularly, other than in meetings of the audit,
risk oversight, corporate governance, and related party transactions committees, in the
absence of senior management, with the external auditor and heads of the internal audit,
compliance and risk management functions.

(4) Engage in succession planning for the CEO and other critical positions, as appropriate. In this
respect, the board of directors shall establish an effective succession planning program. The
program should include a system for identifying and developing potential successors for the
CEO and other critical positions.

(5) Ensure that personnel’s expertise and knowledge remain relevant. The board of directors
shall  provide  its  personnel  with  regular  training  opportunities  as  part  of  a  professional
development program to enhance their competencies and stay abreast of developments
relevant to their areas of responsibility.

(6)  Ensure  that  employee  pension  funds  are  fully  funded  or  the  corresponding  liability
appropriately recognized in the books of the BSFI at all  times, and that all  transactions
involving the pension fund are conducted at arm’s length terms.

d. The board of directors shall be responsible for approving and overseeing implementation of the BSFI’s
corporate governance framework. In this regard, the board of directors shall:
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(1) Define appropriate governance structure and practices for its own work, and ensure that such
practices are followed and periodically reviewed:

(a) The board of directors shall  structure itself  in a way, including in terms of size and
frequency  of  meetings,  so  as  to  promote  efficiency,  critical  discussion  of  issues,  and
thorough review of  matters.  The board of  directors  shall  meet regularly  to properly
discharge its functions, and likewise have discussions on values, conduct, and behaviors.

(b)  The  board  of  directors  shall  create  committees  to  increase  efficiency  and  allow  deeper
focus in specific areas. The number and nature of board-level committees would depend
on the size of the BSFI and the board of directors, the BSFI’s complexity of operations, as
well as the board of directors’ long-term strategies and risk tolerance.

(c) The board of directors shall regularly review the structure, size and composition of the
board of directors and board-level committees with the end in view of having a balanced
membership. Towards this end, a system and procedure for evaluation of the structure,
size and composition of  the board of  directors  and board-level  committees shall  be
adopted which shall include, but not limited to, benchmark and peer group analysis. The
results of assessment shall form part of the ongoing improvement efforts of the board of
directors.

(d) The board of directors shall adopt policies aimed at ensuring that the members of the
board of directors are able to commit to effectively discharge their responsibilities, which
shall include policy on the number of directorship positions and/or other internal/external
professional  commitments  that  a  director  may  have,  commensurate  with  the
responsibilities placed on the director, as well as the nature, scale and complexity of the
BSFI’s operations.

(e) The board of directors shall ensure that individual members of the board of directors and
the  shareholders  are  accurately  and  timely  informed  of  a  comprehensive  and
understandable  assessment  of  the  BSFI’s  performance,  financial  condition,  and  risk
exposures. All members of the board of directors shall have reasonable access to any
information about the BSFI at all times. The board of directors shall also ensure that
adequate and appropriate information flows internally and to the public.

(f) The board of directors shall assess at least annually its performance and effectiveness as a
body, as well as its various committees, the CEO, the individual directors, and the BSFI
itself,  which may be facilitated by the corporate  governance committee or  external
facilitators. This exercise shall cover the assessment of the ongoing suitability of each
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board member taking into account his or her performance in the board of directors and
board-level committees.

(g)  The board of  directors  shall  maintain  appropriate  records  (e.g.,  meeting minutes  or
summaries of matters reviewed, recommendations made, decisions taken and dissenting
opinions) of its deliberations and decisions. The board of directors shall also ensure that
independent views in meetings of the board of directors shall be given full consideration
and all such meetings shall be duly minuted.

(2) Develop a remuneration and other incentives policy for directors that shall be submitted for
approval of the stockholders. The board of directors shall ensure that the policy is consistent
with the long-term interest of the BSFI, does not encourage excessive risk-taking, and is not
in conflict with the director’s fiduciary responsibilities.

(3)  Adopt  a  policy  on  retirement  for  directors  and  officers,  as  part  of  the  succession  plan,  to
promote dynamism and avoid perpetuation in power.

(4) Conduct and maintain the affairs of the BSFI within the scope of its authority as prescribed in
its  charter  and  in  existing  laws,  rules  and  regulations.  It  shall  ensure  effective  compliance
with  the  latter,  which  include  prudential  reporting  obligations.  Serious  weaknesses  in
adhering to  these duties  and responsibilities  may be considered as  unsafe  or  unsound
banking.

(5) Maintain, and periodically update, organizational rules, by-laws, or other similar documents
setting out its organization, rights, responsibilities and key activities. The board of directors
shall ensure that the BSFI’s organizational structure facilitates effective decision-making and
good governance. This includes clear definition and delineation of the lines of responsibility
and accountability.

(6) Oversee the development, approve, and monitor implementation of corporate governance
policies. The board of directors shall ensure that corporate governance policies are followed
and periodically reviewed for ongoing improvement.

(7)  Approve  an  overarching  policy  on  the  handling  of  RPTs  to  ensure  that  there  is  effective
compliance with existing laws, rules and regulations at all times, that these are conducted on
an arm’s length basis, and that no stakeholder is unduly disadvantaged. In this regard:

(a) The board of directors shall approve all material RPTs, those that cross the materiality
threshold, and write-off of material exposures to related parties, and submit the same for
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confirmation  by  majority  vote  of  the  stockholders  in  the  annual  stockholders’  meeting.
Any renewal or  material  changes in the terms and conditions of  RPTs shall  also be
approved by the board of directors. All final decisions of the board of directors on material
RPTs,  including  important  facts  about  the  nature,  terms,  conditions,  original  and
outstanding individual and aggregate balances, justification and other details that would
allow  stockholders  to  make  informed  judgment  as  to  the  reasonableness  of  the
transaction, must be clearly disclosed during stockholders meetings and duly reflected in
the minutes of board of directors and stockholders’ meetings.

(b) The board of directors shall delegate to appropriate management committee the approval
of RPTs that are below the materiality threshold, subject to confirmation by the board of
directors.  This shall,  however,  exclude DOSRI transactions,  which are required to be
approved by the board of directors. All decisions under the delegated authority must be
properly recorded in the minutes of the committee meetings.

(c) The board of directors shall establish an effective system to:

(i)  Determine, identify and monitor related parties and RPTs;

(ii)  Continuously  review  and  evaluate  existing  relationships  between  and  among
businesses and counterparties; and

(iii) Identify, measure, monitor and control risks arising from RPTs. The system should be
able to define related parties’ extent of relationship with the BSFI; assess situations in
which  a  non-related  party  (with  whom  a  BSFI  has  entered  into  a  transaction)
subsequently becomes a related party and vice versa; and generate information on
the type and amount of exposures to a particular related party. The said system will
facilitate submission of accurate reports to the regulators/supervisors. The system as
well  as  the  overarching policies  shall  be  subject  to  periodic  assessment  by  the
internal audit and compliance functions and shall be updated regularly for their sound
implementation. The overarching policy and the system shall be made available to
the Bangko Sentral and audit functions for review. Any changes in the policies and
procedures shall be approved by the board of directors.

(d)  The board of  directors  shall  maintain adequate capital  against  risks associated with
exposures to related parties. In this regard, material risks arising from RPTs shall be
considered in the capital planning process. The prescribed scenario/stress tests under the
capital planning process shall also capture RPTs in order to determine whether the BSFI is
well-insulated from any going concern issue of related parties.
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(e) The board of directors shall oversee the integrity, independence, and effectiveness of the
policies and procedures for whistleblowing. The board of directors should ensure that
senior management addresses legitimate issues on RPT that are raised. The board of
directors  should  take  responsibility  for  ensuring  that  staff  who  raise  concerns  are
protected  from  detrimental  treatment  or  reprisals.

(8)  Define  an  appropriate  corporate  governance  framework  for  group  structures,  which  shall
facilitate effective oversight over entities in the group. The board of directors of the parent
company shall  ensure consistent adoption of corporate governance policies and systems
across the group. In this regard:

(a) The board of directors shall define and approve appropriate governance policies, practices
and structure that will enable effective oversight of the entire group, taking into account
the nature and complexity of operations, size and the types of risks to which the BSFI and
its subsidiaries are exposed. The board of directors shall also establish means to ensure
that such policies,  practices and systems remain appropriate in light  of  the growth,
increased complexity and geographical expansion of the group. Further, it shall ensure
that the policies include the commitment from the entities in the group to meet all
governance requirements.

(b) The board of directors shall define the risk appetite for the group, which shall be linked to
the process of determining the adequacy of capital of the group.

(c) The board of directors shall  ensure that adequate resources are available for all  the
entitles in the group to effectively implement and meet the governance policies, practices
and systems.

(d)  The  board  of  directors  shall  define  and  approve  policies  and  clear  strategies  for  the
establishment  of  new  structures.

(e) The board of directors shall understand the roles, the relationships or interactions of each
entity in the group with one another and with the parent company. The board of directors
shall understand the legal and operational implications of the group structure and how
the  various  types  of  risk  exposures  affect  the  group’s  capital,  risk  profile  and  funding
under normal and contingent circumstances. The board of directors shall ensure that the
group’s corporate governance framework includes appropriate processes and controls to
identify and address potential intragroup conflicts of interest, such as those arising from
intragroup transactions.
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(f)  The  board  of  directors  shall  develop  sound  and  effective  systems  for  generation  and
sharing of information within the group, management of risks and effective supervision of
the group.

(g)  The board of  directors  shall  require  the risk  management,  compliance function and
internal audit group to conduct a periodic formal review of the group structure, their
controls and activities to assess consistency with the board of directors approved policies,
practices  and  strategies  and  to  require  said  groups  to  report  the  results  of  their
assessment directly to the board of directors.

In  cases  where  the  BSFI  is  a  subsidiary/affiliate  of  a  non-Bangko  Sentral  regulated
parent  company:

(i)  The  board  of  directors  shall  define  and  approve  policies  and  clear  strategies  for  the
establishment of new structures (e.g., subsidiaries/affiliate of the BSFI). The board of
directors shall also report to the Bangko Sentral any plan to create additional group
structures.

(ii) The board of directors shall understand the roles, relationships or interactions of each
entity in the group with one another and with the parent company. The board of
directors  shall  understand  the  legal  and  operational  implications  of  the  group
structure  and how the various  types  of  risk  exposures  affect  the  BSFI’s  capital,  risk
profile and funding under normal and contingent circumstances.

e.  The board of directors shall  be responsible for approving BSFI’s risk governance framework and
overseeing management’s implementation thereof. In this regard, the board of directors shall:

(1) Define the BSFI’s risk appetite. In setting the risk appetite, the board of directors shall  take
into account the business environment,  regulatory landscape,  and the BSFI’s  long term
interests and ability to manage risk.

(2) Approve and oversee adherence to the risk appetite statement (RAS), risk policy, and risk
limits.

(3)  Oversee the development of,  approve,  and oversee the implementation of  policies  and
procedures relating to the management of risks throughout the BSFI.

(4)  Define  organizational  responsibilities  following  the  three  lines  of  defense  framework.  The
business  line  functions  will  represent  the  first  line  of  defense,  the  risk  management  and
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compliance functions for the second line of defense, and the internal audit function for the
third line of defense. In this regard:

(a) The board of directors shall ensure that the risk management, compliance and internal
audit  functions  have  proper  stature  in  the  organization,  have  adequate  staff  and
resources, and carry out their responsibilities independently, objectively and effectively.

(b) The board of directors shall ensure that non-executive board members meet regularly,
with  the  external  auditor  and  heads  of  the  internal  audit,  compliance  and  risk
management  functions  other  than  in  meetings  of  the  audit  and  risk  oversight
committees, in the absence of senior management.

Specific duties and responsibilities of a director. The position of a director is a position of trust. A
director assumes certain responsibilities to different constituencies or stakeholders, i.e., the BSFI itself,
its stockholders, its depositors and other creditors, its management and employees, the regulators,
deposit insurer and the public at large. These constituencies or stakeholders have the right to expect
that the institution is being run in a prudent and sound manner. The members of the board of directors
should exercise their “duty of care” and “duty of loyalty” to the institution.

a.  To  remain  fit  and  proper  for  the  position  for  the  duration  of  his  term.  A  director  is  expected  to
remain  fit  and  proper  for  the  position  for  the  duration  of  his  term.  He  should  possess
unquestionable  credibility  to  make  decisions  objectively  and  resist  undue  influence.  He  shall
treat board directorship as a profession and shall have a clear understanding of his duties and
responsibilities as well as his role in promoting good governance. Hence, he shall maintain his
professional integrity and continuously seek to enhance his skills, knowledge and understanding
of the activities that the bank is engaged in or intends to pursue as well as the developments in
the banking industry including regulatory changes through continuing education or training.

b. To conduct fair business transactions with the BSFI and to ensure that personal interest does not bias
board decisions. Directors should, whenever possible, avoid situations that would give rise to a
conflict of interest. If transactions with the institution cannot be avoided, it should be done in the
regular course of business and upon terms not less favorable to the institution than those offered
to others. The basic principle to be observed is that a director should not use his position to
make profit or to acquire benefit or advantage for himself and/or his related interests. He should
avoid situations that would compromise his impartiality.

c.  To  act  honestly  and  in  good  faith,  with  loyalty  and  in  the  best  interest  of  the  institution,  its
stockholders, regardless of the amount of their stockholdings, and other stakeholders such as its
depositors, investors, borrowers, other clients and the general public. A director must always act in
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good  faith,  with  the  care  which  an  ordinarily  prudent  man  would  exercise  under  similar
circumstances. While a director should always strive to promote the interest of all stockholders,
he should also give due regard to the rights and interests of other stakeholders.

d.  To  devote time and attention necessary to  properly  discharge their  duties  and responsibilities.
Directors should devote sufficient time to familiarize themselves with the institution’s business.
They must be constantly aware of the institution’s condition and be knowledgeable enough to
contribute meaningfully to the board’s work. They must attend and actively participate in board
and committee meetings, request and review meeting materials, ask questions, and request
explanations. If a person cannot give sufficient time and attention to the affairs of the institution,
he should neither accept his nomination nor run for election as member of the board.

e. To act judiciously. Before deciding on any matter brought before the board of directors, every
director  should  thoroughly  evaluate  the  issues,  ask  questions  and  seek  clarifications  when
necessary.

f.  To  contribute  significantly  to  the  decision-making  process  of  the  board.  Directors  should  actively
participate  and  exercise  objective  independent  judgment  on  corporate  affairs  requiring  the
decision  or  approval  of  such  board.

g.  To exercise independent judgment.  A director should view each problem/situation objectively.
When a disagreement with others occurs, he should carefully evaluate the situation and state his
position.  He  should  not  be  afraid  to  take  a  position  even  though  it  might  be  unpopular.
Corollarily, he should support plans and ideas that he thinks will be beneficial to the institution.

h.  To have a working knowledge of the statutory and regulatory requirements affecting the institution,
including the content of its articles of incorporation and by-laws, the requirements of the Bangko
Sentral and where applicable, the requirements of other regulatory agencies. A director should also
keep himself informed of the industry developments and business trends in order to safeguard
the institution’s competitiveness.

i.  To  observe  confidentiality.  Directors  must  observe  the  confidentiality  of  non-public  information
acquired by reason of their position as directors. They may not disclose said information to any
other person without the authority of the board.

BSFIs shall furnish aII of their first-time directors within a BSFI with a copy of the specific duties and
responsibilities of the board of directors and as an individual director prescribed under Sec. 132, upon
election. The BSFI must keep on file certification under oath of the directors concerned that they have
received copies of  such specific duties and responsibilities and that they fully understand and accept

https://morb.bsp.gov.ph/132-board-of-directors/
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the same.

(Circular No. 969 dated 22 August 2017)

http://www.bsp.gov.ph/downloads/regulations/attachments/2017/c969.pdf

