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TSPI MUTUAL BENEFIT
ASSQOCIATION, INC,

STATEMENT OF MANAGEMENT'S RESPONSIBILITY
FOR FINANCIAL STATEMENTS

The menagement TSP] Mutwal Beaelit Associntion, Inc. {the “Association™}, i& responsible for
the preparation and fair presentution of the financial statements including the schedules attached
therein, for the years ended December 31, 2017 and 2016, in accordance with the preseribed
financinl reporting framework indicated therein, and for such intermal control as management
determines |s necessary 1o enable the preparation of financial Satements that are free form
material nisstatement, whether due to frend o emmor.

In proparing the financial statements, management is responsible for assessing the Association’s
ability to continue as & going concern, disclosing. as applicable matters related to going concem
and using the going concern basis of accounting unless management either intends 1o hquidate
the Association or to cease operations, or has no realistic aliermative but to do 5o,

The Board of Trustees is responsible for overseeing the Association’s financial reporting process,

The Board of Trustees reviews and approves the financial statements including the schedules
attached therein, and submits the same 1o the members,

R. G. Minabat & Co., the independent auditors mppointed by the members. has audited the
financial statements of the Association in sccordance with Philippine Stndards on Auditing, and
in its report to the members, has expressed i opinion on the faimess of presentation upon
compietion of such audit,
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KPMG

R.G. Manabat & Co.
The KPMG Center, 8/F
B6787 Ayala Avenue, Makati City

Philippines 1226

Teleghone +63 (2} 885 TOO0O

Fax +63 (2) BB4 1985
Internast wrw kprmig,com, ph

Email ph-inquiry@kpmg.com.ph

REPORT OF INDEPENDENT AUDITORS

The Board of Trustees and Members

TSPI Mutual Benefit Association, Inc.

3™ Floor, Tulay sa Pag-unlad Inc. (TSPI) Building
2363 Antipalo St., Guadalupe Nuevo, Makati City

Report on the Audit of the Financial Statemenis
Opinion

We have auditad the financial statements of TSPl Mutual Benelit Association, Inc.

(the Association), which comprise the stalemants of assels, liabilites and fund balance

a5 at Decamber 31, 2017 and 2016, and the statamants of comprahansiva 8,

statements of changes in fund balance and statements of cash flows for then

?mndad. and notes, comprising significant accounting poficies and other EI]:IEIHEI'.::II]I'
‘ormation.

Basis for Opinion CERTIFIED TRUE GO
FROM THE ORIGINAL

Our responsibilities under those standards are :
Responsibilities for the Audit of the Financial Statemge
independant of the Association in accordance with the
Accountants in the Philippines (Code of Ethics) toge b

that are ralevant to our audit of the financial statemeants in the Fhlllpmnas and we ha'u'a
fulfilied our c@garﬂ?nr:al responsibilities in accordance with these requirements and the
Code of Ethics, We believe that the audit evidence we have oblained is sufficient and

appropriate o provide a basis for our opinion.

-
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Responaibiities of Managemen! and Those Charged with Governance for the Financial
Staternents

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

In preparing the financial statements, management is responsible for assessing the
Association's ability to continue as a going concern, disclosing, as applicable,

matters related to going concemn and using the going concern basis of accounting unless
management either intends to liguidate the Assodation or to cease operations, or has no
realistic alternative but to do so.

Those charged with governance are responsible for overseeing the Association's
financial reporiing process.

Auditars' Responsibilities for the Audit of the Financial Stalernents

Our objectives are fo obtain reasonable assurance about whether the financial
stalomenis as a whole are frea from material misstatemeant, whether due to fraud or
error, and to issue an auditors' report that includes our opinion. Reasonable assurancs
is a high level of assurance, but s not a guarantee that an audit conducted In
accordance with PSA will always detect a material misstatement when it exists,
Misstatements can arise from fraud or error and are considered matanal if,

individually or in the aggregate, they could reascnably be axpected lo influence tha
economic decisions of users taken on the basis of these financial statements.

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

= |dentify and assess the risks of matenal misstatemant of the financial statemeénts,
whether due to fraud or error, design and perform audit procedures responsive to
those risks, and oblain audit evidence that is sufficient and appropriate to provide a
basis for our opinion. The sk of not detecting a material misstatemant
fram fraud is higher than for one resulting from eror, as fraud may involve ion,
forgery, imtentional omissions, misrepresentations, or the override of internal mnuy

* (Obtain an understanding of internal contral relevant fe-ik (%p
audit procedures thal are appropriate m the circumsRnce

of expressing an opinion on the effectiveness of the @

of accounting and, based on the audit evidence obis
uncertainty exists related to events or conditions .
the Association’s ability to continue as a going
material trcertainty exisis, we are required to draw eI

to the related disclosures In the financial statements or, if such msﬂnsu <+
inadequate, to modify our opinion. Our conclusions-are based on the audit evidence
abtained up to the date of our auditors' report. However, future events or conditions
may cause tha Assaciation to cease to continue as a going concern.
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* Evaluate the overall presentation, structure and content of the financial stataments,
including the disclosuras, and whether the financial statements represent the
underlying transactions and events in 8 manner that achieves falr presentation.

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 the Supplementary Information Required Under Revenue Regulations
No: 15-2010 of the Bureau of Internal Revenue

Chur audit was conducted for the purpose of formimg an opinion on the basic iinancial
statements taken as a whole. The supplementary information in Note 26 to the financial
statements is presented for purposes of filing with the Buraau of Intermal Revenue and is
niat a required part of the basic financdial statements. Such supplementary information is
the responsibility of management. The supplementary information has been subjected to
the auditing procedures applied in our audit of the basic financial statements. In our
opinion, the supplementary information s fairly siated in all material respects in refation
to the basic financial statements taken as a whole.

R.G. MANABAT & CO.

Tonssra P. Uacones

VANESSA P. MACAMOS
Partner
CPA License No, 0102309
IC Accreditation No. F-2017-017-0, valid until Novembser 28, 2020
SEC Accreditation No. 1618-A, Group A, valid until March 15, 2020
Tax identification No. 820-861-311
BIR Accraditation No, 08-001987-38-2016
Isaued December 18, 2016; valid until December 15, 2018
PTR No. 6615138MD
lesued January 3, 2018 at Makati City
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TSPI MUTUAL BENEFIT ASSOCIATION, INC.

Note
ASSETS
Cash and cash equivalents 4
Short-term investments B
Recelvables g
Due from related party 12 8,197,756 -
Available-for-sale (AFS) financial assets 10 751,173,471 761,178 427
Hetd-to-maturity (HTM) investments 11, 19 184,515,887 o7 676,722
Property, eguipment and computer software-net 13 5,872,085 4,281,852
Refirement assat 21 2,133,244 3,623,610
Other assets 14 1,136 417 2,135,085
P1,008,267,192 P8094,126.164
LIABILITIES AND FUND BALANCE
Liabilities
Accrued expenses and olher liabllites 16, 18 P24, 525,348 P39 860,632
Claims payable 15 106,813,789 4,154,358
Apggregate resarves 17 54,794,197 13,132 538
Equity valua rasarves 18 89,918,184 329,884 308
_Due to relaled party 12 - 1,068,200
Total Liabilities 276,067,618 388,110,043
Fund Balance
Guaranty fund reserves 18 104,458,625 90,136 823
General fund balance 20 58,085,811 74,122 867
Funds assigned for members' benefits el 421,204,142 237 459 888
Funds assigned for capacity bullding 20 188,169,987 104,320 428
Remeasurement of retirement assat 21 {1,401,580) E56.604
Fair value reserve on AFS financial assets 10 (31,005,816) (623,897)
Fair value reserva on HTM investmants to be
amortized in profit or loss 10 (7,295,485) 4
Total Fund Balance Ta2,216,6T4 EL‘IH.N%:
P41,008,267,192  P804,126,164
=
%

Sep Nobes [ the Financia) Siafementa,

Bureau of Internal Revenut
RO 50 - South Makati
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TSPI MUTUAL BENEFIT ASSOCIATION, INC.
(A Nonstock, Nonprofit Organization)
STATEMENTS OF COMPREHENSIVE INCOME

Years Ended December 31
Note 2017 2016
NET MEMBERS' CONTRIBUTIONS AND
PREMIUMS
Members' contributions and premiums 12 P286,436,026 P151,267 358
Members' contributions and premiums ceded
to reinsurers (291,449) (225 5600)
286,144 5676 151,041 856
CLAIMS AND BENEFITS EXPENSES
Claims and banafits 15 53,087,373 39,286,339
Increase in aggregate resenves 17 41,661,661 710,854
Increase in equity value reserves 18 43,498,336 31,735,310
138,247,370 71,741,803
GENERAL AND ADMINISTRATIVE
EXPENSES
Salaries and other employee benefits 12 21, 22 50,963,049 48,043,133
Marketing and salas 12, 23,25 43,667,989 17,061,584
Planning, meatings and conferences 4,241.874 2,885 507
Depreciation and amortization 13 3,733,772 4 085,036
Repairs and maintenance 2,830, 382 1,396 528
Communication, light and watar 1,378,486 827625
Professional fees 662,978 Tries
Transportation and travel 474373 297 938
Advertising and promation 311,528 27,122
Dues and fees 186,611 216,715
Representalion and entertainment 87,861 67 376
Donation 35,283 50,000
Taxes and licenses 20,819 10,725
Miscallaneous 669,449 705,724
110,958,658 T9.277.031
OPERATING INCOME 38,938,648 23222
OTHER INCOME (EXPENSE)
Interest incomea 7.8 8 10, 11 35,768,598 33 ﬁ 921
Dividend income 10 480,601
Gain on sale of investments 10 86,987 31 3.,1'1’
Other income (expense) - net (12,918) 158,
Interest axpanse 18 762 473 B:DB.-II
NET INCOME
= I -"I

AMALIAN, Y .
COLLES TION (RFFICK




Years Ended Decembar 31

2017 2018

OTHER COMPREHENSIVE INCOME
ltem that may be reclassified to profit or
loss

Met change in fair value of reserve on AFS
financial assets 10

Item that will not be reclassifled to profit or
loss

Remeasurament gain (loss) of retirement asset 21

(P30,381,819)  (P7,204,013)

(1,958,284) 166,025

(32,340,103) (7,037 888)

TOTAL COMPREHENSIVE INCOME

P40,159,360 P26.432,228

Sews notes fo e Snancial Shafomonts.

RIMD 50 - South Makatt
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TSPI MUTUAL BENEFIT ASSOCIATION, INC.
(A Nonstock, Nonprofit Organization)
STATEMENTS OF CASH FLOWS

Years Ended December 31

Note 2017 2016
CASH FLOWS FROM OPERATING
ACTIVITIES
Mel income PT72,499,453 P33.470.216
Adjustments for:
Increase in equity value reserve 158 43,498,336 31,735,310
Increase in apgregale reserves i 41,661,661 718,954
Interest income 7.88 1011 (35,768,598) (33,335, 821)
Depreciation and amortization 13 3,733,772 4,085,036
Provision for claims incurred but not yet
reported 15 1,136,951 (6534 ,081)
Interest expense 18 762,473 BOB 418
Dividend income 10 (480,601) (450 343)
Ratirement axpense 21 457,082 248 606
Gain on sale of investments 10 (86,897) (313,171)
Loss on sale of assels 13,046 4,623
Oparating Incoma before working capital
changeas 127,425,578 36,338,648
Decreasa (increass) in:
Recelvables {6,034,856) 1,765,084
Due from related pary 12 (8,197,755) 5,197,277
Other assets 14 999,668 (1,190,538)
Increase in short-term investmants (25,668) (25,482)
Increase (decrease) in:
Claims payable 17,620,076 (222,018)
Accrued expenses and other liabilities (4,607,174) 3,346,889
Due to related party 12 (1,068,209) 1,068,209
Refund of equity value reserve 18 (1,061, 444) {18,277,516)
Cash generated from operations 125,150,176 28,001,573
Interest paid (4,816,471) (1,049,967)
Contribution to retirement asset 21 (925,000) (900,000)
MNet cash provided by operating activities 119,408,706 ..ﬁ.ﬁ.-ﬂﬁ‘l,ﬁﬂﬂ
CASH FLOWS FROM INVESTING rd
ACTIVITIES {_%
Acquisitions of: —— 7
Available-for-sale financial assets i A4S %EIJ

Held-to-matunty investmants
Property, equipmant and computer software
 Dleposal of avallabie-for-sale financia 3} TSR, o, 208
aval -gale i assels i W Loty
s Disposal of held-to-maturity investments it ;?h Yot ‘;?ﬂgg
| 10 80801,

Dividend received
Net cash usad in investing activities

Forsard




Years Ended Decamber 31

Note 2017 2018
CASH FLOWS FROM A FINANCING
ACTIVITY
Utilization of members' benefit fund (P11,804,728)  (P2,008,015)
MNet cash used in financing activity (11,904,728) (2,008,015)

NET INCREASE IN CASH AND CASH
EQUIVALENTS

30,287,654 1,150,528

CASH AND CASH EQUIVALENTS
AT BEGINNING OF YEAR Fil ‘ﬂlﬂilﬂﬁ 13,878,076
CASH AND CASH EQUIVALENTS
AT END OF YEAR 7 P45,314,459 P15,026,605
Sae Noles fo the Finencial Stalmmemniz
&7
F
%
f I!"""'-'-'lrr.'-ni.‘:'|:.|_fI-:.-i;n-n.._n:_'-._;-r
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TSPI MUTUAL BENEFIT ASSOCIATION, INC.
{A Nonstock, Nonprofit Organization)
NOTES TO THE FINANCIAL STATEMENTS

1. Reporting Entity

TSPl Mutual Benafit Association, Inc. (the Association) was regisiered with the
Philippine Securities and Exchange Commission and was given loanse to operate as
a mutual benefit association by the Insurance Commissicn (IC) on May 12, 2006 and
Decambaer 22, 2008, respectivaly, The Association was organized primarily to extend
finAncial assistance to the members and immeadiate members of their families in the
form of death benefits, medical reimbursement, pension, loan redamption
assistance, dizability benefit and other services for the banefit of the members.

On January 25, 20186, the IC renewed the Association's licensa as a mutual benafit
association until December 31, 2018.

As provided in Section 30 (&) of the National Internal Revenue Code, the Association
is exempt from the payment of income tax with respect to income i receives as a
nonstook, nonprofit organization.

The Association's registered address |s at 3@ Floor, Tulay sa Pag-uniad Inc. (TSPI)
Building, 2363 Antipolo St Guadalupe Nuevo, Makati City,

2. Basis of Preparation

Statement of Compliance

Thesa financial statements have been prepared in compliance with Philippine
Finandcial Reporting Standarde (PFRS). PFRS are based on International Financial
Reporting Standards issved by the Infemational Accounting Standards Board. PFRS
which are issued by the Philippine Financial Reporti Eimdarduﬂmm:i] ﬂunﬁ:a.'tuf
PFRS, Philippine Accounting Standards (PAS), and FHiTppime ; _

Basis of Measurement

ltems Meas el

Available-for-sale (AFS) financlal gssets  Fair vl

Ratirameant assel Fair vijlue
value(p

ﬂuﬁma!mmmhﬁmnﬂun are presented in Phi . which
s also tha Association’s functional currency. All financial information In
F’hmppmepaﬁuhaaham rounded off to the nearest peso, axcapt when

The ﬂnandﬂl nu na aiamlh:sr ﬂmwar endad December 31, 2017 was
approved by the Execufive Commitlee as authorized by the Board of Trustees on
April 27, 2018.



Use of Judgments and Estimates

The preparation of financial statements In accordance with PFRS requires
management to make judgments, estimates and assumptions that affect
amounts reported in the financial statements and accompanying notes.
estimates and assumptions are based on historical experience and various
factors that are believed to be reasonable under the circumstances, the resulls of
which form the basis of making the judgments about the carmying values of assels
and liabilities that are readily apparent from ofher sourcas. Actual results could differ
from thesa estimates.

5733

Estimatas and undarlying assumptions are reviewed on an ongoing basis. Revisions
to accounting estimates are recognized in the period in which the estimate s revised
and in any future period affectad.

In particular, information about significant areas of estimation uncertainty and crifical
judgments in applying accounting policies that have the mosl significant effect on the
amounis recognized in the financial statements are described in Note 4 to the
finzncial stalemants.

3. Significant Accounting Policies

The accounting policies set out balow have been applied consistently to all years

presented in these financial statements, except for the changes in accounting
policies as explained below.

Cartain comparative amounts in the statements of comprehensive income have baan
reclassified a5 a result of change in the classification of cartain accounts In 2017
{sea Mote 25).

Adoption of Amendments to Standand
The Association has adopled the following amendmenlis to standard starting
January 1, 2017 and accordingly, changed its accounting policias,

= Disclosure Initiathve [(Amendments lo PAS 7 Statement of Cash Flows).
The amendments require entities to provide disclosures that anable users of
financial statements to evaluate changes in [iabilties arsing from financing
activities, including both changes arising from cash flows and non-cash changes.
On initial application of the amendments, entities are not required to provide

comparative information for preceding periods. Early application of the
amendments is permitted.

The Association has no financing activity that involves liabilities. The
Association's financing activity in 2017 s merely related to the utilization of the
funds assigned for members’ banafits,



lagsification of | [

The Association issues contracts that transfer insurance or financial sk or both.
Insurgnce contracts @re those confracts that transfer significant instrance risk
Such rizk includes the pm:ahlrt[.r of having to pay benefits on the occurrence of an
insured esvent such as dﬂm accident or disability,. The Association may also
transfer insurance risk in inm:rama contracts through its reinsurance arrangement 1o
hedge a greater possibility of claims oceurring than expected, Sioh cantracts may
alse ransfer financial risk. As a general guideline, the Association defines significant
insurance risk as the possibility of having to pay benefits on the ocourrence of an
insured event that is more than the benefits payable if the insured event did not
occur, Investment contracts are those confracts that transfer financial risk with no
significant insurance risk.

Cnce a contract has been classified as an insurance contract, £ remains as an
insuranoe contract for the remainder of its life, even if the Insurance risk reduces
significantly during the period, unless all righis and obligations are extinguished or
explred. Investment contracts can, however, be reclassified as insurance contracts
after inception if tha insurance risk becomaes significant.

Insurance Contracis
The Associafion issues membership cerlificates, goveming rules and regulations,
and application forms thal transfer insurance risk,

Convanfional Annual Insurance Caonfracis

These contracts insure evants assaciated with human life (death or survival) over an
annual duration, Members' contributions and pramiums are recognized as revenue
when paid by the cerfificate holder. Benefits are recognized as an expense when
they are Incumed.

A liability for contractual benefils that is expecied ta be Incurrad in the future is
recognized for policies that are in-force as at the reporting dates. The proportion of
written members' contribution and premium attributable to subsequent periods or to
risks that have not yet expired is deferred as “Aggregate resarves” in the statements
of assets, lisbilities and fund balance. The change in the provision for uneamed
mambars' contribution and premium is teken to profit or loss In the order that
revenus |5 recognized over the period of risk. VWhen the anficipated lossas, loss
adjustmeant expenses, incantives and other acquisition cosls, and mainlanance costs
exeeed the recorded aggregate reserves, and any future installment members'
contributions and premiums on existing poficies, a deficiency reserve shall be
racognized by recording an additional liability for the deficiency, with a comesponding
charge to profit or loss,

Liabifity Adequacy Tesls

Al each reporting date, liability adequacy tests are performed for polides with
coverege that extend to beyond one year o ensure the adequacy of the contract
liabilities. In performing these tests, cumant bast estimates of future contractual cash
flows and claims handling and administration expenses, as well as investment
income from assats backing such liabilities, are used. Any deficiency is immediataly
recognized in profit or loss.

As at Decamber 31, 2017 and 2018, the Association doas not have any policies with
coverage of more than one year.



Reinsurance Conltracts Held

Contracts entered into by the Association with reinsurer which compensates tha
mmmmmmumurmummmwwmmmwm
meat the classification reguirements for insurance contracts are classified as
reinsurance conbecls held, Contracls thet do nol meet these classification
requirements are classified as financial assets.

s

The benefils recoverable to which the Association is entitled under its reinsurance
contracts held are recognized &s reinsurance assets. These assels consist of
amounts due from reinsurers classified within insurance receivables. Reinsurance
liabdities are primarily members' contributions and premiums payable for reinsurance
contracts and are recognized as espanse when due, Amounts racoverable from or
due to reinsurers are measured consistently with the amounts associated with the
reinsured insurance contracts and in accordance with terms of each minsurance
confract

The Association assesses s ralnsurance assets for impalment at least annuafly.
if there is objective evidence thal the reinsurance asse! s impaired, tha Association
reduces tha carmying amount of the reinsurance assets to its recoverable amount and
recogiizes that impairment loss in profit or loss. The Association gathers the
objective evidence thal a reinsurance assel is Impaired using the same process for
financlal assets.

Financial Instryments

Dale of Recognilion

Financial instruments: are recognized in the statements of assets, liabiliies and fund
balance when the Asscclalion becomes a parly to the confractual provisions of the
instrument. Purchases or sales of financial assels thal require delivery of assets
within the time frame established by regulation or convention in the markaipiace are
recognized on the trade date. The trade date is the date that an entity commits itself
o purchase or sell an assel

Initial Recogmition

Financial instruments are recognized nitially at fair value of the consideration given
fin case of an asset) or received (in case of a fiability). Excepl for financial
instruments -at fair value through profit or loss (FVPL), the initial measurement of
financial Instruments includes transaciion costs. Tha Association classifies iis
financial assats into the following categories: financial assels at FVPL, available for
sale (AFS) financial assels, heid-fo-maturity (HTM) investments, and loans and
receivables. The Association classifies its financial liabllites either as financial
Habilities-at FVPL or other financial Babilities.

The classification depends on the purpose for which the instruments ware acguired
or incurmed and whether these are quoled In a&n active markel Management
defermines the classificaion of its financial instruments at initial recognition and,
where gllowed and eppropriate, re-evaluates such designation at every reporting
date.

As at December 31, 2017 and 2016, the Association has no financial assets and
liabilites at FWVPL,

Loans and Recefivables. Loans and recefvables are non-derivative financial assets
with fixed or detarminable payments and fixed maturities that are not quotad in an
active market These are nol entered into with the intention of immediale or
short-term resale and are not held for trading.



After initial measurement, the lpans and recelvables are subsequently measured at
amortized cost using the effective interest method, less any impaiment loss.
Amortized cost is calculated by taking into account any discount or premium on
acquisition and faes that ate an integral part of the EIR. The amortization, if any,
is included as part of “Interest Income” In profit or loss.

As at December 31, 2017 and 2016, the Association's cash and tash equivalents,
short-term  investments, receivables, due from related party and cash held by
invesiment manegericustodian under “Other assels™ are classified under this
category.

Cash includes cash on hand and in banks, Cash equivalents are short-term, highty
liquid investments that are readily convertible to known amounts of cash with ariginal
maturities of threa months or less and are subject to an insignificant risk of change in
value,

HTM Investments. HTM investments ars quoled non-derivative financial assets with
fixed or determinable payments and fixed maturities for which management has the
positive intention and ability 1o hold to maturdty. Whare the Association sells or
reclassifies other than an insignificant amount of HTM investments, the enlire
category would be tainted and reclassifiad at fair value as AFS financial asseis. After
initial measurement, these investments are subsequently measured at amortized
cost using the offective  interest meathod, less any allowance for impalrment.
Amortized cost ls calculated by taking info account any discount or premium on
acguisition and fees that are an integral part of the effective interest rate (EIR). The
amorfization, if any, is included as parl of “Interest income” in profit or loss.

As gt December 31, 2017 and 2016, the Association’s HTM investments amountad
to P184.52 million and PS7.68 million, respectively (sae Note 11).

AFS Financial Assefs. AFS financial sssels are financial assels which ara
designated as such, or do naot qualify fo ba classified or have not been dassified
under any other financial asset category. They are purchased and held indefinitely
and may be sold in response o liquidity requirements or changes in market
conditions.

After initial measurement, AFS financial assels are subsequently measured at fair
value, Changes In fair valug, other than impairment loss and foreign currency
differences on AFS aquity securities, are recognized in other comprehensive income
as "Fair value reserve on AFS financial assels’ and are presented within fund
balance. The losses arising from the impairment of such sacurities are recognized in
profit or loss, When the security is disposed of, the cumulative gain or loss previously
recognized In other comprehensive income s transferred to profit or loss
The effective yield component of AFS debl securities is reportad in profit or loss.

When the fair valua of AFS financial assets cannot beé measured refiably because of
lack of refisble estimates of unobservable inputs such as in the casa of unguoted
equity instruments, these financial assets are afiowed o be camied al cost less
impairment, if any.

As at December 31, 2017 and 2016, the Association's AFS financial assets
amounted to P751.17 million and P761.18 million, respectively (see Note 10).



Reclassification of AFS Financlal Assels fo HTM Investments

For a financial assel reclassified out of the AFS financial assets calegory o loans
and receivables or HTM investments, it shall reclassily the financial asset at its fair
value on the date of reclassification which becomes its new amortized cost. Any
previous gain or loss on that asset that has been recognized [n other comprehensive
income and any difference batween the new amorized cost and maturity amount is
amortized in profit or loss over the remaining life of the investments using the
effective Interest method similar to the amortization of a premium and a discount. If
the finencial asset is subsequently impalred, any gain or loss that has been
recognized in other comprahensive income is reclassified from fund balance to profil
or [oss.

Other Financial Liabilifies. 1ssued financial instrumants or thelr component, which are
not classified as at FVPL are olassified as other financial [iabiliies whare the
substance of the coniractual arangement results in the Associstion having an
obligation either to deliver cash or anather financial asszet to the holder or lender,

After Inilal measurement, other financlal liabilities are subseguently measured at

amorfized cost using the effective interest method. Amortized cost is calculated by

taking into account-any discount or premium on lhe issue and fees that are an

Mnmurai part of the EIR. The amorfization is included as panl of "interest expense” in
or loss.

As at December 31, 2017 and 2018, this category includes the Assoclation’s claims
payable, equity value reserves, accrued expenses and other liabilities (excluding
amounts payable to government agencies) and due to related party.

Fair Value Measurement

A number of the Association's accounting policies and disclosures require the
measurement of fair value for bath financial and non-financial assets and Eabilities.
Fair value |s the price that would be received to sell an asssat or paid to transfer a
fiability In an erdarly transaction in the principal {or most advantageous) market at the
measurement date under current markat conditions (i.e. an exit price), regardiess of
whiather that price Is directly observable or esfimaled using encther valuation
technique. Where applicable, the Association uses valuation techniques that are
appropriata in the circumstances and for which sufficient data are available to
measure fair value, maximizing the use of relevant obsarvable inputs and minimizing
the usa of uncbsarvable inputs,

Whan measuring the falr valua of an asset or a [fability, the Association uses markel
observable data as far as possible. Fair value s calegorized in different levels in a
fair value hisrarchy based on the inputs used in the valuation techniqua (see Nots 6).

‘Day 1" Difference

Where the trensaction price in @ non-active market is different from the fair value
from other observable current market transactions in the same instrumant or based
on a valuation technique whose variables include only data from observable market,
the Association recognizas the differance between the transaction price and fair
value {a 'Day 1' difference) In profit or loss uniess it quaiifies for recognition as some
othar typa of assel In case where an obsarvable data is used, the difference
between the transaction price and maodel value is only recognized in profit or loss
when the- inputs: become observable or when the instrument iz derecognized.
For sach ftransaction, the Association determines the appropriste method of
mmy:i:lngtlﬂ‘nay 1" difference amount.



|

Impaimment of Financial Assets
The Association assesses et each reporting date whether a financial asset or a
group of financial assels is impaired.

A financial asset or a group of financial assals is deemed o be impaired if, and only
if, there is objective evidence of impairment as a resull of one or more events that
have ocourred after the initial recognition of the asset (an incurred™loss event”) and
thal loss event (or events) has an impact on the estimated future cash flows of the
financial asset or the group of financial assets that can be reliably estimated,
Evidence of impairment may include indications that the borrower or a group . of
borrowers Is experancing significant financial difficulty, defaull or defingquency in
interest or principal payments, the probability that they will enter bankruplcy or other
financial reorganization and where observable data indicata that thera (s measurabie
decrease in the estimated future cash flows, such as changes in economic
conditions that correlate with defaults.

Loans and Receivables and HTM Invesimenis. The Assocstion first assesses
whether objective evidence of impairment exists individually for financial assets that
are individually significant, or collectively for financial assets that are not individually
significant. If the Assoclation determines that no objective evidence of impaiment
exists for individually assessed accounts, whether significant or not, it includes the
assat in a group of financial assets with similar credit sk characteristics and
collectively assesses for impaiment Assels that are individually assessed for
impairment and for which an impairment loss is, or continues to be, recognized are
not included in the collactive assessment for impairment. For the purpose of a
coflective eveluation of impaimment, loans and receivables are grouped on the basis
of credit risk: characteristics such as type of bormower, payment status and temn.

if there is objective evidence that an impairment lose has bean incurred, the amount
of the loss s measured as the excess of loan's ecamrying amoun! over its nat
realizable value, based on the present value of the eslimated future cash flows from
the asset. The present value of the estimated future cash flows is discounted at the
loan's original EIR. Time value is generafly not considared when tha effect of
discounting is not matersl. The carrying amount of an impaired loan (s reduced to its
no! realizable value through the use of an allowance account and the accrual of
interest s discontinuad. If, in a subsequent period, the amount of the allowance for
impairmant loss decreasss because of an event occurring afier the impaiment loss
was recognized, the préviously recognized impaimment loss is reversed fo profit or
loss to the axtant that the resulting carmying amount of the asset does not exceed iis
amartized cost had no impalrment loss bean recognized,

The Assoclation performs a reguiar review of the age and siatus of these accounts,
dasigned to identify accounts with objective evidence of impairment and provide the
appropriate allowance for impaiment loss. The Associgtion writes off its
long-outstanding receéiveble asccounts from deceased, uniocaied, or migrated
debtors, where they have exhausted all efforts o collecl.

AFS Financial Assets Camed at Fair Value. In case of quoted equity securities
ciassified as AFS financial assals, impaiment indicators would include a significant
or profonged decline in the fair value of the Investments below cost. A decline in
-excess of twenty percent (20%) should generally be regarded as significant while a
decling in-a guoted market price that persisis for nine months should generally be
considered lo be prolonged.



Where there is objective evidence of impaimment, the cumulative loss in equity,
measured as the differance between the acquisition cost and the current fair value,
less any impairment loss previously recognized, Is recorded in profit or loss,
Subsequent increase In the fair value of an impaired AFS equity security is
recognized in othar comprahensive income.

ffsetting of Financial Instruments N

Financial assets and financial liabilities are offset and the net amount is reported in
the statements of assets, liabilities and fund balance if, and only if, thera is a
eurrently enforceable lagal right to offsel the recognized amounts and there is an
intention to =attle on a net basis, or to resfize the asset and seitle the liability
simultaneously. This is generally not the case with master netfing agreements, thus,
the related assets and liabilities are presented on a gross basis in the stalements of
aseots, [iabilities and fund balance. Income and expensas ars presentad on a nel
basis only when permitted under PFRS, such as in the case of any realized gains or
losses arising from the Association's trading activitias.

Flannia.r Assal
A financial assat (or, where applicable, a part of a financlal asset or part of a group of
similar financial assels) is derscognired whan:

= the right to receive cash flows from the asset have expired,

= the Association relsins the right to receive cash flows from the asset, but has
gssumed an obligation to pay them in full without material delay to a third party

under a ‘pass-through' armangement; or

= the Association has transferred is right o receive cash flows from the assat and
gither: (a) has transferred substantially all the risks and rewards of the assef,
or {b) has neither transferred nor retained substantially all the risks and rewards
of tha assat, but has trensferred control of the assat

Where the Association has transferrad its rights to receive cash flows from an asset
or has entered into a 'pass-through’ arrangement, and has nelther transfered nor
retained substantially all the risks and rewards of the asset nor is transferred contral
of the assel, the assel recognized fo the extent of the Association’s continuing
involvement in the asset. Continuing involvemant that takes the form of a guarantes
over the transfermed assel is measured at the lower of the anginal carrying amount of
the assal and the maximum amount of consideration that the Association could be
required fo pay.

Financial Liabifity

A financlal Hability |s derecognized when the obligation under the liability is
discharged, cancelled or has expired. Whare an existing financial Rability is replaced
by ancther from the same lender on substantially different terms, or the terms of an
exisling Hability are substantially modified, such an exchange or modification is
treated as & derecognition of the orginal liability and the recognition of a new liabllity,
and the difference in the respactive carmying amounts is recognized in profit or loss.

Property and Equipment
Froperty and equipment are staled al cost less accumulated depreciation, -and
impairmant loss, if any.



The intial cost of propery and equipment comprises its purehase prics, inchiding
impart duties, taxes, any directly attributable costs in bringing the assat to its waorking
condition and localion for bs intended. usae. and the costs of dismanting and
pemdving the lems and rastading the site on which they are located. The cost of
replacing pard of an Remn of property and equipment is recognized in the camying
value of the item i it is probabte that the future economic benefits embodied within
the part will flow to the Association and its cost can be measured rafably.

The cosls of the day-to-day servicing of properly and equipment are recognized as
expense in the padod in which they are incumed. Depreciation is recognized in profit
oF loss on a straight-line basis over the estimated useful lves ol the assals.

The estimated useful lives of property and equipment are as follows:

Mumber of Years

Cfice furniture and fixtures

Transportaion and equipment

Crfflce aquipment i
Building and improvemerts

ih b h L

The estimated useful lives, depreciation mathod, and residual values ara reviewad
pericdically -and adjusted, i appropriste, o ensure that the penod -and methcd of
depraciation are consistent with he expacted pattern of econamic benefits from
ftems of propery. and equipment. Changes in the  estimated useful Iwves
gepraciation method, and residual values of property and equipment gra accounted
fior by changing the depreciation method, s appropriste, and freated as changes fn
accounting estimates.

Whan an asset is disposed of or is permanently withdrawn fiom use or no future
sconomic benefits are expected from Jis disposal, the cost and ihe  related
acoumulated deprecialion and impairmeant loss, i any, are removed from the
acoounts and any resulling galn or less arising from the retirement or disposal Is
recogrized in profit or loss,

Computer Software

Computer softwars is inftially measured st cost which Is comprised of costs incurred
o acquire the computer soflware (not-an integral par of it relaied hardware} and
bring it to its intended use. All ofmer coste of developing and maintaining computer
softwarg are recognized as espensa when incurred,

Subsequently, computer soffware 12 measured at cost |ess amortzation and
impalrment, if any. Amortization s recognized in profit er loss on a straight-line basis
aver the astimated useful life of the computer saftwars, from the daté that they are
avzitable for use, not o excesd three (3) years:

Galnz or losses ansing from the derecognition of the computer software. are
meastred gs the difference between the net disposzal procseds and the camying
amaunt of the azset and are recognized in profit or loss.



Impairthant of Mon-financial Assets

At each reporting date, the Association assesses whether there is any indication that
its non-financial assets such as properly, equipment and computer software may be
impaired. When an indicetor of impairment exists, the Association estimates the
racoverable amount of the impaired assets. The recoverable amount 5 the higher of
the fair value less costs of disposal and value n use, Fair value less costs of
disposal is the amount obfainsble from the sale of an asset if-an am’s length
transaction betwean knowledgeable and willing parties @55 costs of disposal while
value in use is the present value of future cash flows expected o be derved from an
agset.

In aesesting value in Lse, the asfimated future cash flows are discounted to their
present valus using & pre-tax diseaunt rate that reflacts current markst assessment
ofthe ima value of money and the risks specific to the assel

VWhere the camying amount of an asse! exceeds ifs recoversbie amount,
the impaired aszet is writhen down 1o ifs recoverabls amount An impairment loss is
recognized in profit or loss In the peried in which it grises.

An assessment is made at each reporting date as to whether there is any indication
that previously recognized impaiment loss may no longer exist or may have
decreasad. If such ndication exists, the recoverable  amount & estimated,

A previousty recognized impairment loss is reversed only If there has been a change
in tha estimales used to determing the asset’s recoveranle amount since the jast
impairmant loss was recognized. If that is the case, the camying amount of the asset
is increased to its recoverable amount. The raversal can be made onfy o the extent
that the resulting camying ameunt does not excesd the carying amount that would
have been determined, net of depreciztion and amortzation, had no impairment loss
been recognized. Such reversal is recognized in profit or loss. After such a raversal,
the depreciation and amertization is edjusted in future years o aliocate the asset’s
revisad carrying amount, less ‘any residual valus, on & systemalic basls over fs
remaining life.

Insurance Coentract Ligkilties

Agaregate Resenaes

Aggregate reserves represent the accumubated total liability for policies in-force. as o
the reporting date, Such reserves are established at amount adequats to meet the
estimated future obligations to all membears with in-forea policy. The reserves are
caleulated using the actuarial methods and assumpfions in accordance with statutory
requirements and as approved by the 1C.

The coresponding change in aggregale reserves is presented as “lncrease o
agaregate resemnves” In profit or logs.

Equify Value Resenes

Enuity value reserves représent the accumulsted resamve for remittance to members:
In accordance with Saction 408 of the Insurance Caode; as Amended {the Insurance
Code), equity value reserves are established at fifty percent (50%) of the fotal
mandatory membership contributions collected from every oulslanding mermbership
cartificates. The Increase [n equity value reserves as a result of the coflecion of
memberskip contribution ks presentad as “Increase in equity value reserves’ in profit
ar loss.
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Effective December 1, 2014, the twenty percent (20%) surronder charge was no
longer imposed on equity value for cerificetes paid for 1865 than thrae (3) continuous
years. Upon death or withdrawal of the member, equity value réserves contributed
and interesl thereon are mfunded to its members. Effeciive February 1, 2018
interas! rate on equity value resenve was reduced from 2.00% to 0.50% as approved
by the BOT:
b

On Qetober 10, 2016, the G approved the transfer of equity value reserves in the
fund balance based on is letter to the Microinsurance Mutual Beneflt Association of
the Philippines and-accounted. as follows:.

» pquity value reservies for delinguent members beyond the proscribed three (3)
years reinstatement period should b transferrad to assigned sumius for the
benefil of tha members provided that the Association initiate at fesst two {2)
actions fo locate and inform the delinquent members, However, the Association
shoutd maintain a schedule in case any of the members will maks g claim in the
future,

=  unretumed equity velue teserves of deceased members and equity valus
roserves of resignad members (forfeited equity valug) before the effectivity of the
amended Insurance Code with less than 3 years of membership ars ransferred
to general fund balance.

Ag required by the IC, this change in-accounting policy will be applied prospectively.

The Association adopted the aceounting poliey in 2017 since aforementioned actions

required by the IC has to be performed including the validation of the delinguent and
resigned members in 2016.

Moreover, the Association reclassified inactive members’ equity value reserves and
e coresponding interest o claims payable — equity value and intarest under “Claims
payable” to segregate Inactive from active members starting 2017,

Fund Balance

Guaranty Fund Reserves

Guaranty fund reserves represent reguired fund amounting to PE.D0 milllon,
and svery year thereafter Increated by an amount equivalent to five percent (5%) of
gress members’ contribulion and premium collections until its amount has reached
twenty-five percent (25%) of the required networth for existing domestic lifa
insurancs companias.

Gepsml Fund Balames

General fund balance account represents the free and unassigned surplus of the
Assooiation.

Funds Assigned Tor Membsrs’ Benafits
Tha account pertaing to the amount apgpropriated for members' benefils such as
eommunity development, transformation and microanterprise projects.

Funds Assigned for Capacity Buiding
Tha aceount peraing to the amourt appropriated for capacity buliding such as
fraining of members and empioyeas and invesiment in new syslems.

Remeasurement of Refirement Aszet

Femeasurament of retirement assets pertain to the accumulated actuarial gains and
losses grsing from experience and demographic assumplions of the defined benefit
obligation and gain {loss) in the plar aszsts,
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Fair Valug Rastarve on AES Financial Assels
Fair value resenve on ARG financial assels pertain 1o the cumdiative amount of gains
and losses due fo the revaluation of AFS financial assets,

Fair Value Reserve on HTH Investimenis

Fazir valua rasane on HTHM invesiments partain 1o, the net unrealized gain {lozs) of
the Investments reclassified from AFS o HTM &t date of reclassification, This
resanve is amortized to profit or loss with the unamortized premium or discount of the
reclassified investments through the effeciive interest method,

Eevernue Recognition
Revenus is recognized to the extant that it is probable that the econcmic bensfits will
flow to the Associglion and the revenus can be measurad refiably.

Determining whethar ihe Association is Acting as Principsal or an Agent L
The Association assesses its revenus grrangements against tha following criteria to
determing whether it iz acting as a principal or an agent

= whether the Association has primary responsibility for providing the services;
whather the Association has discretion in establishing prices; and
= whather the Association bears the credit risk.

i the Associstion has determined i is acting as a principal, the Association
recognizes revenue on gross basis with the ameount remitted o the other panty being
gocounted as part of cost and expenses. [f the Associsfion has determined it is
acting as an agent; only the net amount retaired is recognized as revenue.

Tha Assoclation Bas determined that iz acting as poncipal in ds revenue
sirangements.

The following specific rﬂﬂﬂg:l‘li’ti.ﬂﬂ critesia must be met before revenue is recognized:

Members' Contributions and Premiums

Members' contributions and premiums aré recognized when due.  The annual
members’ contribution of two hundred forty pesoes is for mandatory life insurance
pover while premiums Include the following:

One peso weekly for every thousand pesos of loan availed for credit kfe;
Ten pesos annually for every thousand pesos lean avaiked for morlgage
rademplicn nsurance,

« Two hundred forty pesos annually for Ife plus insurance plan cover; and

« Six hundred fify pesos annually for life maximum insurance cover.

Members contributions and premiums caded to reinsurers are recognized as
expense when the policy becomes effecte.

Inerest Income
Interest income for all interest-bearing financial Instruments |5 recegnized In profit or
loss using effective interest method.

Dirvicland frncorme
Dividend income: is recognized when the shareholder's right 1o recaive payment is
ealablizhed,

Gair on Sale of Investments

This pertains to the amount in excess of the selling price against the carmying amount
of the AFS financial assets in 4 sale fransaction.

2.



Ciher Income
Cither incoma artses malnly from surcharge fees due to the early termination of ihe
policy and recovery of marketing and selling expensas for Mictohealth products.

Claims, Benefits, and Expenses Recogniticn

Ciaims and Banelits .

Claims ‘consist of benefits and claims paid and unpald te members. .denied and
resisted claims and incured but not repotted (IBNR) claims. Provision for |[BNR s
mada for the cost of claims incurred as of each reporting date but not reported until
after the reporiing date based on the Associalion's experience and historical data.
Differences between the provision for outstanding claims at the reporting date and
subsequent revisions and settlements 2ne included in profit or lose of subsagquant
years. Death claims and sumenders are recorded on the basis of nolifications
received.

Ganeral gnd Administrative Expenses

Expenses gre recognized when the decrease in fulure scanomic banefits relatad 1o a
decrease in an agset or increase of @ liability has arizen that can be measured
reflably, Expanses dra recognized when incumed,

Inferest Expense
interast expense on accumulated equity value reserves of aclive members are
recognized in the profit or loss when it acorues.

Eimn Een

Shortenm Emploves Benaiits

Short-term employee benefits are expensed as the related senvice is provided,
A liability #s recognized for the amount expected o be paid If the Association has a
prasent legal or constructive obligation to pay this amount a5 a resull of pasl servica
provided by the employae and the obligation can be astimated relizbly.

Retirement Benefifs

The Assaciation's net obligation in respect of the defined benefit plan 1s calculated by
gelimating the amount of the fubure benefit that employess have eamed in the
current and prior periods, discounting that amount 2nd deducting the fair value of any
plan azsefs.

The caiculation of defined benefit obligation s performed on a periodic basis by &

gualified actuary using the prajected unit eredit method. When the calculation results -
in-a potential asset for the Associstion, the recognizad assat i limited 1o the presant

value of economic benefits avallabie in the form of any future refunds from the plan

ar reductions in future contributions te the plan.

Remeasurements of the retirement asset, which comprise acluarial gains and lossas,
the return on plan assets (excluding intersst) and the effect of the asset oeiling
{if any, excluding interest), are recognizad immadiately in other comprehensive
income. The Association determines the net interest expenss (incoma) on the
refirement asset for the perdod by applying the discount rate used to measure the
defined benefit obligation at the beginning of the annual period to the retirement
aszat, taking into account 2ny changas in the retiremsnt assel during the period as a
resull of contributions and benefit payments. MNet interest expense and other
expenses related to the defined benefit plan are recognized in profit or loss.

When the benefits of 3 plan are changed or when a plan is curtailed, the resulting

change in benefit that relates to past senice or the gain or loss on curtsilment is
recognized immadiately in profit or loss,
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Tha Association recognizes gains and losses on the seftlement of a dafined banefit
pan when the setlemant occurs.

Provisions and Confingengies

Provisions are recognized when the Association has a present legal or constructive
ohligation as a result of & past event when it is probable that an outflow of resources
embodying economic benafits will be requited to settie the abiigaticn and a reliable
estimate can be made of the amount of the obligaion.

Contingent fiabilities are not recognized in the financial statements. These are
dizclazed in notes to the financial statemeants unless the probability of an outflow of
resources ambodying economic benefits i3 remote, Contingent assels ara not
recognized in the financlal statements but are disclosed in notes to the financial
statamants when an inflow of economic bensfits is probable.

Helated Pardy Transactions

Related party relationships exist when g party has the ability to control, directly, or
indirectly through one or more intermediaries, the other parly or exercise significant
influence over the olher parly in making financial and operating decisions, Such
relationship also exists between andior among entities which are under common
control with the reporting enterprise, or befween andior amang the enterprize and its
key managerment personnel, rustees, or'its members.,

In considering each possible related party relaionship, attention is directed to the
substanca of the relationship, and not merely the legal form.

Post year-end events that provide additional information about the Association’s
asselts, Habilites and fund balance at the reporting date (adjusting events) are
reflected in the financial statemants. Post year-end events that are not adjusting
events are disclosed in the notes to the financial statements whan matarnial.
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Standards Issued bt Not Yet Adooted
A number of new standards and amendments o standards are affactive for annual

periods beginning after January 1, 2017, However, the Association has not epplied
the following new or amended. standards inopreparing these financial statemants:
Except as Indicated below, the Agsoclation axpects that the impact of the new and
amendments to standards will not be materal to the financial statenﬁleni.s.

Eifective January 1, 2018

Applying PFRS 9 Financial Instruments  with PFRE 4 Insurance Confracts
(Amendments o PFRE 4). The amendrments provide a temporary exemplion
from PFRS 9, whare an entity is permitted to defer application of PFRS in 2018
and- continue to apply FAS 35 if it has not applied PFRS 9 before and its
aclivities are predominantly connectad with insurance. A qualified entity is
permitted o apply the temporary exemplion for anauval reporfing periods
beginning before January 1, 2021. The amendments alzo provide &n ovarlay
approach o presentation when aoplying PFRS 9-where an entity is permitied to
reclassify between profit or loss and other comprehensive income the difference
between the amounts recegnized in profit or loss undér PERS 9 and those that
would have been reported under PAS 39, for designated financial assets. A
financlal assat s eligible for designation if it is not held for &n sciivity that. is
unconnected with contracts in the scope of PFRS 4. and If it Is measured at fair
value. through profit or loss under PFRS 8, but would nol have been undar
PAS 30, An entity is generally permitted 1o start applying the oveslay approach
only when it first applies. PFRS 9, including after previously applying tha
temparary exemphion.

The amandmernts parmitting the: temporary exemplion is for annual perods
beginning on or after January 1, 2018 and the amendments allowing the overlay
approach are applicable when an entily first applies PFRS 9. The Association
avalled the termporary exemplion.

PFRES 8 Financlal Instraments (2014}, PRRS 8-(2014) replaces PAS 38 Financisl
Instruments: Recognition and Measuemenf, and suparsades the praviously
published wversions of PFRE 9 that introduced new  classifications and
measurament reguiremeants (In 2000 and 2010) and: & new hedge sccounting
model {in 2013}, PFRS 5 inckides revised guidance on the classification and
measurement of financial assets. including a new expected credit loss modsl far
cateulating mpaimment, guidance on own credit risk on financisl liabilies
measured at fair valua and supplements the new general hedge accounting
requirements published in 2013, PFRS § incomporates new hedge accounting
requirements that represent @ major overhauwl of hedgse accounting and
introducss sgnificant Improvements by aligning the accounting more closely with
risk managemeant.

The new standard i to be applied retrospectively for annual perods beginning
on o after January 1, 2018 with early adoption permitiad.

The Association availed the femporary exemption in the implementation of
PFES.8 as aiowed by PFRES 4 abovea.
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= PFRS 15 Revenue fam Conlracls with Cusfomers replaces PAS 117
Construction Contracls, FPAS 1§ Revenus, Infermational Fnanclal Reporing
Interpretatios Committes (IFRIC) 13 Custormer Layally Programmes; (FERIC 18
Transfor of Assels fronCustomers and SIC-31 Revenue - Barer Transachions
Involving Advertising Senvices. The new standard introduces & new revenue
recogniticn moded for contracis with customers which specifies that revienue
shouid be recognized when {or as} a company trensfers coftrol af anods or
sennces to a8 customer at the -amount to which the company expects to be
enfitied. Depending on whather ceriain criteria are met._rev&n:ue is recognized
over ime, in a manner that best refiects the company’s performance, or at a
point in time, when control of the goods or senvices is; transiered o the
custoriar. The stapdard dogs not apply te insurance. confracts, financial
instruments or lease contracts, which fall in the scope of other PFR3s. It glso
doas ol apply If two companies. in the same line of business exchange nan-
monetary assels to facilitate sales 1o oiher parties. Furthermore, if a contract with
a customer is pardly in the scope of another PFRS, then the guidance on
separation and measurement contained in the other PFRS takes precedance,

The new standard is effeciive for annual perods beginning on or after
Januany 1, 2018, with early adoplion permitied.

The Association belisves that the new revenue recognifion mode! will have no
significant Impact on its financial statements since the Company’s main revenus
stream is accountad under PERES 4.

-----

4. Significant Accounting Judgments and Estimates

The Assoclation makes judgment and key estimates end assumptions that affect the
reported amounts of agsets and liabiliies within the next financial wvear
Estimates and judgments are continually evaluated based on historical experience
and other factors, including expectations of fulure events that are believed to be
reasonable under the circumstances,

In particular, infarmation about significant areas of estimation, uncertainty and critical
judgments in applying accounting poficies that have the most significant effect on the
amount recegrdsad inthe financial statements are as follows:

Judgment |

al Classification of Financial nstrumenis
The Association exercises judgment in classifying a financial instrument, or its:
componert parts, on initial recognition as a financial asset, financial liability or an
equity instrument’ In accordance with the substance of the contractual
arrangement and the definifions of a financial 2sset o liability. The substance of
a financial instrument, rather than its jegal form, governs its classification in the:
statemenis of assets, labiities and fund balance. In addition, the Association
classifias assets by evaluzating among cthers, whather the aeset s queted or not
in an active market Includad in the evaluation on whather a finencial assel is
guoted in &n active market is the determination on whether the guoted prices arz
readily and regularly availsble and whether those prices represent actual and
regularly acourmng. markat transactions on an zrm's length basis,

As et December 31, 2017 and Eﬁdé; the Associalion's financial nstuments: are

classified as lbans and receivables, HTM investmants, AFS financlal assats and
other financlal abllites.
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b Determination of Fair Yalue:

The fair value of financial instruments traded in Sclive markets is based on
guoted markel prices or guoted prices for similar assets or liabiliies al the
reporting date. i the finascial instument Is nel traded in an aclive market, the fair
walue is determined using valuation technigues, \Where valuation technigues are
usad to determing fair values, they are validated and parmdrcally reviewed by
management, All models are cenified before they are uﬁed and -models- are
calibrated to ensure that outputs reflect actual data and comparative, markst
prices. To the extent practical, models use only observable data, however areas
such as credit risk (both own and counterparty), volatifties and corelations
require management to make estimates. Changes in assumptions about thase
factors could affect reported fair values of financial instruments.

As at December 31, 2017 and 2018, the Association's financial instruments
caried at fair value are classified as Level 1 in the fair value hierarchy (see
Mote 6.

g} Provisicns and Confingencias
The Association, in the ordinary course of busingss, sels up approprate
provisions for its present legal or constructive obligations, f.any, In accordance
with s policies on provisions and contingencies. In recognizing and MMEasLing
provisions, management iakes risk and uncerlainties inte account.

The Assockation is.under an ongoing tax review for laxable year 2016, Howewver,
management believes that as of dafe it Is not probable that an outflow of
resources will be required given that there is no resull of the tax review yet

Estimates

Impaiment of Financial Assels

(a) Firancial Assels af Amonized Cost
The Associstion reviews its receivables to zssess impaimment at least on an
annual basis, or g the need afses due o significant movements: on certain
accounts, Receivables that are individually significant are aszessed to determine
whalher objective evidence of impsirment exists on an individual basis, whils
those that are not Individually significant are assessed for abjective evidenca of
impairment either on an individuai or on collective basis. [n determining whether
an Impairment loss should be recorded in the profil or loss, the Associstion
makes judagment as fo whether there are any observable data indicating that
thers is & measurable decrease in the estimated future cash flows from a
portfolio of receivables hefare the decreass can be identified with an individuzl
receivable in that portfolio:

If there i3 an objective evidenca that an impaiment 1055 on receivailes has been
incurred, the amount of loss is measured as the difference bebween the assef's
carrying amount and the present value of estimated future cash fiows {excluding
future credit losses) discounted at the financial asset's efigingl EIR (& the EIR
eomputed af initial recognition). The carrying amount of- the asset shall be
reduced either directly or through use of an allewanee acceunl. The amount of
loss shall be recognized in profit or loss.

If, in & subsequent period, the amount of the imgairment loss decreases and fhe
decrease can be related objectively to an event coccuring after the impairment
was recognized, the previously récognized impairment loss js reversed. Any
subsequent reversal of an impairment logs s recognized in profit or loss, fo the
extent that the camying value of the assst does not exceed its amortized cost at
the reversal date.
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Thera wWera no Impaurmant loss an finzncial assets &t amorlized cost were
recognized in 2007 and 2016.

b} AFS Rinancial Assets =~

The Aszociation considers that investments ars impaired when thers has been a
smmrr:.am or prolonged dechng® in the “fair- value ‘below their cost
The Association evaluates among other factors, the normal volatility in
share/market price. In addition, impairment may be appropriate when there is
evidence of deterioration in the: financial health of the investee, industry and
sector performance, changes in technology, and operational and financing cash
flows:

As at Decamber 31, 2017 and. 2016 the carrying amount of AFS financial assets
amounted o PY51.47 million and PPE1.18 million, respecively (see 'Note 100,
There: were no impalrment loss recognized in 2017 and 2016 on ‘the
Aszociation's AFS financial assets,

Liabilities Arsing from Glaims made vnder Insurancs Gonlracts

The ultimate abiily arsing from claims made under insurance confracts s the
Associgtion's most critical accounting estimate. Thera are several sources of
uncerainty that need to be conzidered in the estimaticn of the liabilty. that the
Aszsociation will ultmately pay for such daims. The major seurces of uncerdaintiss
are the frequency of cizims due fo contingencies covered and the timing of benefi!
payTenis.

Claims estimation by tha Assoclation considers many factors such as industry
average mortality ar morbidity experience, with sdjustments to reflect the
Association's historical experience. These lishilities form part of the Assocation's
IEMR which amounted to P4.52 million and P3.38 million as at December 31, 2017
and 2018, respectivaly (saa Mota15).

{a) Estimating Aggregate Resenes

The Associafion esfmatez the aggregate reserves. for future contractual
obligations for contributions paid by determining the forty percent (40%) of the
unexpirad portion of the member confribufions collected each month on per
week, manth, quarer, semi-annual and annual basis. For premium, cradit |ife
and other opticnal producis eighty percant (0% of the unaxpired portion is set-
up. The assumplion i$ based on & number of faciors determined by ‘an actuary
including the unsarned prémium factor.

Ag al Daecember 31, 2017 and 2018, sggregete reserves amounted to
P54.78 million and P13.13 million, respectively (see Note 17).

(8} Estimating Relirement Banefits
The determination of the obligation and cost of refirerment benefits is dependent
on the selection of certain assumptions used by the sctuary in calculating such
amounts. Those assumptions include, among others, discount rates, expected
refurns on plan assets and salary increasse rates,

Whike the Association befieves that the -assumptions are reasonable and
approprizte; significant differences between actual experience and assumpbons
may materally affect the cost of employes benefits and related obligations.

As at December 31, 2017 and 2016, the Association has a retirement asset of
P2, 13 milhion and P3.62 million, respectvely (see Note 21).
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Retiremant expense amounted to PO.48 million in 2017 and P0.25 million in 2016
while remeasurement of refirement asset amounted to P40 milken and PO.SE6
million as at December 31, 2017 ard 20156 respectively (38 Note 213,

5. Managpment_ of Insurance and Financial Risks i
The Aszsociation’'s activities expose it to a varety of risks such as financial and
Irsurance - fisks, The overall objective of nsk management iz 1o facus on the
unpredictability of financial and insurance continoencies to minimize potantial
adverse effects on the financial condition of the Association,

Governancs .

The BOT of the Association has oversll responsibilty for the egtablishment and
guersight of the Association’s risk management framework, The BOT has delegated
io the management the responsibility of developing and monitenng the Association's
risk management policies,

The Asscciation's risk management policles arg established to identify and analyze
the risks faced by the Assodiation, to set appropriate risk imits and controls, and to
mianitor risks and adherence io fimits. Risk mansgemen! policies and syslams are
reviewsd regularly to reflect changes In market conditions and the Association's
acfivities. Tha Association, through its training and management standards and
procedures, aims to develop a discinlined and constructive control environment, in
which all employees understand their roles and obligations.

Mznagement is responsible for manitoring compliance with the sk management
policies and procedures, ‘and for reviewing the adequacy of the rsk management
framework In relation o the risks faced by the Associztion.

Regylatory Framework

Fegulators are interested in protecting the righis of the:members and maintain dose
observation o ensure that the Association is satisfactority managing its affairs for the
benefit of membarg, At the same Gme, the regulators ame also interested in ensuring
that the Assodiation maintains appropriste solvency position to meet liabilities arsing
from claims and that the risks are st acceptable levels.

Capital Management
The Association's objective in managing fund balznce is tomaintaln high grewth by

applying free cash flow to selective investments that would preclude  the
Association's need of additional financing. The Associstion sets sirategies with the.
objective of establishing a versatile and resourceful financial management and fund
balance structure: Management has overall responsibility for manitoing of fund
balanca in proportion fo rsk. Profiles for ratios are set in the light of changes in the
Association's external environment and the nsks underdying the Association's
business operations and industry.

The Assoclallon’s capltal Includes guaranty fund resemves, general fund. balance,
funds assigned for members’ benefits and for capacity building.

The Association monitors fund balance on'the basis of the debi-to-equity ratio which
iz caloulated as total debt divided by total fund balance: Total debt i= equivalent to
claims payable, sccnied expenses and other hkabiibes, due to reiated party,
aggragate reserves and equity value reserves. Total equity comprises the fund
balanca.
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Debt-tlo-equily ratio as at December 31 is a5 follows:

2017 2016
Taial dabt - P276,051,518 P358 110,043
Total equity 732215674 506016121
Debtto-equity ratio 37.708 768.70%

Thers ware no changes in the Association's approach to fund balance management
dunng the year.

The Azsociztion is subject to imposed capital requirements ‘=6t by 1S, Compiiance
with thesa ragquiremeants is discussead below,

Nehaorth HBeguirement

Under the Instrance Code, mubtual benefit-associations must have available total
member's equity i an amount to be determined by the 1T above all liabiltles for
cazes reported as networth reguireament.

As at December 31, 2017 and 2018, the Association ks compliant with the required
networth requirement based on the Associztion’'s celculzfions. However, the final
amount of the networth requirement 'can be determined only after the accounts of the
Association have been examined by the IC, spectically as o admifted and non-
admitted assets a5 defined in the Insurance Gode.

The estimated amobnts: of non-admitted assate as defined in the Insurance Code
inciuded in the Assodiation's ;'La!emenls: of assets, labilities ard fund balance, which
ame subiect to final determination by the |1 are as follows:

e —— e 2017 2016
Property, e.qument and mmputer snﬂ'w:.-am nat P2245 350 P1.353.037
Hecaivabias 189,770 780433
Other assets 1,135,417 2,135,085

P3,570,537 P4 268,555

Risk-Based Capital (RBC) Reguirmments

As per IC's Memerandom Circular {IMC) No, 8-2006, every mutual benefit entity is
annually required to maintain an RBC ratio of at least one hundred percent {100%)
and not to fail the trand test. RBOC raths Iz eamputed using the formula prescribed by
the IC, The RBC requirement i= detemmined after consldering the admitied value of
certain financial statement accounts whose final amounis can be determined only
afier the examination by tha [T,

Failure to mest the minimum RBC ratio shall subject the Association to regulatory
intervention which could be st varous levels depending on the degree of the
violation,

The following table shows how the RBC ratio at December 31, 2017 and 2016 were
determined by the Association based on the Association's internal calculations:

. 2017 2015
Metwaorth P715,699,8940 P498,123.058
_Risk-based capital raquirement 15,626,705 11,717,056
Risk-basad capital ratio 4,609% 4 251%
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On December 28, 2016, the IO released Circular Letier No. 2015-68, Implementalion
Requirements. for Financial. Reporting, Vafuation  Standards for Insurance Policy
Raservas. and Amended Risk-hased Capital (RBC2) Framework, which provides,
among other things, hat thelevel of sufficlency for the amended RBC 2 shall be at
S5™ percentile level of suffickensy for the year 2017, 97.5% percentile for the year
2018, and 995" percentile for the year 2019. RBC 2 Fr%lr'nawmt shall ba made
effective January 1, 2017,

Az at Decomber 31, 2017 and 2016, the Association is compliant with the requined
REBC ratio based on the Assoclation's intemal calculation,

Insurance Risk

The risk under any insurance contract is the possibilty that the insured event occurs
and the uncerainty of the amount of the resulting claim. The principal risk that the
Association faces under ifs insurance confracts are that the actual claims and benesfit
payments exceed the carrving value of the insurance liabiliies, which was the
estimates, established using eertain assumplions.

The table below seis, out the concentration of e insurance contract by type of
confract a5 at December 31, 2017 and 2016,

2017 2008
Grogs of et of Giroess of Pl od
_Contract Type Reinsurance  Reinsurangs Reingurance  Reinsurance
Coreit lifes P08, 289,678  P108,107,654 PE77S8.736  PRIGETSSY
Bask: life BE 956 671 B 302 630 B3 4700620, E1.374.305
LEp masamum beanefi L B E5, 445 501 - .
Life plus. banefit 24,477,016 2d a4 450 - -
Morigage fefemplion
bergdif 1,235,786 1,224 384 S —————

F2BE,436,025 P2EG 144,676  P151.257, 355 F151,041.856

The Assoeigtion's exposurg to isurance risk as at December 31, 2047 and 2016 are
as follows:

i T = Note 2017 2016
Aggragate reserves 17 P54,7934.197  P13,132 538
_Equity value reserves 18 89,918,184  329894,308

P144,712,381 P343026 844

Key Assumplions

The principal assumption underlying the estimates is the Association's past claims
developrnent experience. This includes assumptions in respact of average claim
costs and claim numbers for gach year. Additional gualitative judgments ane used to
assess the extent fo which past trends may not apply in the future, For example, one
off bccumence, changes in market factors such as public attitude to claiming,
econamic conditions, as well as intemal factors such as porfolic mix, poficy
conditions and claims handliing procedures. Judgment is further used o assess the
axtent to which external factors such as judicial decisions and govemment legisiation
affact the astimates. '
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