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Report on the Audit of the Financial Statements
Opinion

We have audited the accompanying financial statements of Land Bank of the
Philippines and Subsidiaries (the Group) and of Land Bank of the Philippines (the
Parent) which comprise the statements of financial position as at December 31, 2018
and 2017, and the statements of comprehensive income, statements of changes in
capital funds and statements of cash flows for the years then ended, and notes to
financial statements, including a summary of significant accounting policies.

In our opinion, the accompanying financial statements present fairly, in all material
respects, the financial position of the Group and the Parent as at December 31, 2018
and 2017, and their financial performance and their cash flows for the years then ended
in accordance with Philippine Financial Reporting Standards (PFRS).

Basis for Opinion

We conducted our audit in accordance with International Standards of Supreme Audit
Institutions (ISSAI). Our responsibilities under those standards are further described in
the Auditor’s Responsibilities for the Audit of the Financial Statements section of our
report. We are independent of the Group and the Parent in accordance with the ethical
requirements that are relevant to our audit of the financial statements in the Philippine
Public Sector, and we have fulfilled our other ethical responsibilities in accordance with
these requirements. We believe that the audit evidence we have obtained is sufficient
and appropriate to provide a basis for our opinion.

Emphasis of Matter

We draw attention to Note 12 to the Financial Statements which disclosed, among
others, that the LBP's Fair Value Through Other Comprehensive Income account
includes the undelivered 3,366,800 MERALCO shares with market value of P1.279
billion as of December 31, 2018. Likewise, the corresponding cash dividends earned
amounting to P403.481 million and P358.446 million as at December 31, 2018 and
2017, respectively, and property dividends of 9,488,394 shares of stock in Rockwell
Land Corporation, were still unpaid to LBP. To compel MERALCO to comply with the



Supreme Court decision, LBP filed the Petition to cite MERALCO and other
Respondents in Indirect Contempt before the Supreme Court on April 14, 2015. The
Supreme Court has issued a Resolution dated March 5, 2018 which (1) Noted LBP’s
Motion for Early Resolution with Manifestation dated February 6, 2018; (2) Gave due
course to LBP’s Petition; and (3) Required parties to submit their respective Memoranda
within thirty (30) days from notice thereof. On June 22, 2018, the LBP's Memorandum
was filed in compliance with the Supreme Court Resolution dated March 5, 2018.

Further, as discussed in Note 2.4 to the Financial Statements the Group will adopt
PFRS 15 effective 1 January 2019 retroactive 1 January 2018. The deferred adoption of
PFRS 15 has insignificant impact on the financial statements of the Group.

Our opinion is not modified in respect to these matters.

Responsibilities of Management and Those Charged with Governance for the
Financial Statements

Management is responsible for the preparation and fair presentation of the financial
statements in accordance with PFRSs, and for such internal control as management
determines is necessary to enable the preparation of financial statements that are free
from material misstatement, whether due to fraud or error.

In preparing the financial statements, management is responsible for assessing the
Group’s and the Parent’s ability to continue as a going concern, disclosing, as
applicable, matters related to going concern and using the going concern basis of
accounting unless management either intends to liquidate the Group and the Parent or
to cease operations, or has no realistic alternative but to do so.

Those charged with governance are responsible for overseeing the Group's and
Parent’s financial reporting process.

Auditor’s Responsibilities for the Audit of the Financial Statements

Our objectives are to obtain reasonable assurance about whether the financial
statements as a whole are free from material misstatement, whether due to fraud or
error, and to issue an auditor's report that includes our opinion. Reasonable assurance
is a high level of assurance, but is not a guarantee that an audit conducted in
accordance with ISSAI will always detect a material misstatement when it exists.
Misstatements can arise from fraud or error and are considered material if, individually
or in the aggregate, they could reasonably be expected to influence the economic
decisions of users taken on the basis of financial statements.

As part of an audit in accordance with ISSAI, we exercise professional judgment and
maintain professional skepticism throughout the audit. We also:

+ Identify and assess the risks of material misstatement of the financial statements,
whether due to fraud or error, design and perform audit procedures responsive to
those risks, and obtain audit evidence that is sufficient and appropriate to provide a
basis for our opinion. The risk of not detecting a material misstatement resuiting



from fraud is higher than for one resulting from error, as fraud may involve collusion,
forgery, intentional omissions, misrepresentations, or the override of internal control.

« Obtain an understanding of internal control relevant to the audit in order to design
audit procedures that are appropriate in the circumstances, but not for the purpose
of expressing an opinion on the effectiveness of the Group's and the Parent's
internal control.

+ Evaluate the appropriateness of accounting policies used and the reasonableness of
accounting estimates and related disclosures made by management.

+ Evaluate the overall presentation, structure and content of the financial statements,
including the disclosures, and whether the financial statements represent the
underlying transactions and events in a manner that achieves fair presentation.

+ Conclude on the appropriateness of management's use of the going concern basis
of accounting and, based on the audit evidence obtained, whether a material
uncertainty exists related to events or conditions that may cast significant doubt on
the Group’s and the Parent’s ability to continue as a going concern. If we conclude
that a material uncertainty exists, we are required to draw attention in our auditor’'s
report to the related disclosures in the financial statements or, if such disclosures
are inadequate, to modify our opinion. Our conclusions are based on the audit
evidence obtained up to the date of our auditor's report. However, future events or
conditions may cause the Group and the Parent to cease to continue as a going
concern.

« Evaluate the overall presentation, structure and content of the financial statements,
including the disclosures, and whether the financial statements represent the
underlying transactions and events in a manner that achieves fair presentation.

« Obtain sufficient appropriate audit evidence regarding the financial information of the
entities or business activities within the Group and the Parent to express an opinion
on the financial statements. We are responsible for the direction, supervision and
performance of the group audit. We remain solely responsible for our audit opinion.

We communicate with those charged with governance regarding, among other matters,
the planned scope and timing of the audit and significant audit findings, including any
significant deficiencies in internal control that we identify during our audit.



Report on Other Regulatory Requirements

Our audit was conducted for the purpose of forming an opinion on the basic financial
statements taken as a whole. The supplementary information in Note 25 to the 2018
financial statements is presented for purposes of filing with the Bureau of Internal
Revenue and is not a required part of the basic financial statements prepared in
accordance with PFRS. Such supplementary information is the responsibility of
management and has been subjected to the auditing procedures applied in our audit of
the basic financial statements. In our opinion, the supplementary information is fairly
stated in all material respects in relation to the basic financial statements taken as a
whole.
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