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TSP MUTUAL BENEFIT
ASSOCIATION, INC,

STATEMENT OF MANAGEMENT'S RESPONSIBILITY
FOR FINANCIAL STATEMENTS

The management of TSPI Mutual Benefit Assockation, Inc. (the Association) is responsible for the
preparation and fair presentation of the financial statements as at and for the years ended
December 31, 2018 and 2017, including the additional components attached therein, in accordance
with the prescribed financial reporting framework Indicated therein, and for such intemal control as
management determines is necessary 1o enable the preparation of financial statements that are free
from material misstatement, whether ‘due 1o fraud or eror, selecting and applying appropriate
accounting policies, and making accounting estimates that are reasonable in the circumstances.

In preparing the financial statements, management is responsible for assessing the Association's ability
to contimie as a going concern, disclosing, as applicable, matters related to going concern and using
the going concern basis of accounting unless management either intends 1o liquidate the Assockation or
to cease operations, or has no realistic alternutive 1o do so.

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 attachod
therein, and submits the same to the members.

R. G. Manabat & Co., the independent auditor appointed by the members, has audited the financial

statements of the Association in accordance with Philippine Standards on Auditing, and in its report 0
the members, has expressed its opinion on the faimess of presentation upon completion of such audit

% s

Ma. Luz fhnas—(‘hninnan of the Board Florencia G. Tarricla- Treasurer

Nelia Al Nayve-Director, Finance & Admin
Officer in Charge

Signed this (W day of Ml 2019

Bridging the gap between poverty 2nd progress




TSPI MUTUAL BENEFIT ASSOCIATION, INC.
(A Nonstock, Nonprofit Organization)

FINANCIAL STATEMENTS
December 31, 2018 and 2017
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R.G. Manabat & Co
The KPMG Center, 8/F
67@7 Ayala Avenue, Makat: City

Phiippines 1228

Telephone +83 (2) 885 7000

Fax +63 (2) 894 1885
Internet www. kpmg.com.ph

Email pheinquiry@kpmg.com. ph

REPORT OF INDEPENDENT AUDITORS

The Board of Trustees and Members

TSPl Mutual Benefit Association, Inc.

3" Floor, Tulay sa Pag-uniad, Inc. (TSPI) Bidg.
2363 Antipolo St, Guadalupe Nuevo

Makati City

Report on the Audit of the Financial Statements
Ooini

We have audited the accompanying financia! statements of TSP| Mutual Benefit
Association, Inc. (the "Association”) which comprise the statements of assets, liabilities
and fund balance as at December 31, 2018 and 2017, and the statements of
comprehensive income, statements of changes In fund balance and statements of cash
flows for the years then ended, and notes, compesing significant accounting policies and
olher explanatory information,

In our opinion, the financial statements present fairly, in all material respacts,

the financial position of the Association as at December 31, 2018 and 2017, and its
financial performance and its cash flows for the years then anded December 31, 2018
and Dacember 31, 2017, in accordance with Philippine Financial Reporting Standards
(PFRS)

Basis for Opinion

We conducted our audits In accordance with Philippine Standards on Auditing (PSA),
Qur responsibiiities under those standards are further described in the Auditors’
Responsibilities for the Audit of the Financial Stalerments section of our report. We are
independent of the Association in accordance with the Code of Ethics for Professional
Accountants in the Philippines (Code of Ethics) together with the ethical requiremants
that are relevant to our audit of the financial statements in the Philippines, and we have

fulfilled our other ethica! responsibilities in accordance with these requirements and the |
Code of Ethics. We believe that the audit evidence we have obtained is sufficient and !
appropriate to provide 2 basis for our opinion,
A9
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KPMG

Respaonsibilitins of Management and Those Charged with Govemance for the Financial
Statemenis

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

In preparing the financial statements, management is responsible for assessing

the Association’s abllity to continue as a going concern, disclosing, as applicable,
matters related to going concern and using the going concern basie of accounting uniess
management etther infends to liquidste the Association or to cease operations, or has no
realistic altemative but to do so.

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

Auditors' Responsibifities for the Audit of the Financial Statements

Our objectives are to obtain reasonable assurance about whether the financial
statemants as a whole are free from materal misstatament, whather due to fraud or
error, and to Issue an auditors’ report that includes our opinion, Reasonable assurance
is a high level of assurance, bul is not a guarantee that an audit conducted in
accordance with PSA will always detect a material misstatement whan 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 these financial statements.

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

* ldentity 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 opinica. The risk of not detecting a material misstatement resulting 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

= QObtain an understanding of internal control relevant to the audit in order to design
audil procedures that are appropriate in the circumstances, but not for the purpose
of expressing an opinion on the effectiveness of the Associabion's Internal control,

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

= Conclude on the appropriateness of management’s use of the going concern basis
of accounting and, based on the audit evidence oblained, whether a material
uncertainty exists related 1o events or conditions that may cast significant doubt on
the Association's abiity to continue as a going concemn, If we conclude that a
material uncertainty exists, we are required {o draw attention in our auditors’ report to
the related disclosures in the financial statements or, i such disclosures are

inadequate, to modify our opinion. Wy
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Our conclusions are based on the audit evidence obtained up to the date of our
auditors' report, However, future events or conditions may cause the Association to
cease to continue as & going concem,

= Evaluate the overall presentation, structure and content of the financial statements,
inchuding the disclosures, and whether the financial statements represent the
undertying transactions and events in a manner that achieves fair 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

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 26 to the basic
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, Such
supplementary information is the responsibility of management. The suppiementary
information 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,

R.G. MANABAT & CO.

Tonusia P. Movorsrs

VANESSA P. MACAMOS
Partner
CPA License No. 0102309
IC Accreditation No. F-2017-017-0, valld until November 26, 2020
SEC Accraditation No. 1615-A, Group A, valid untit March 15, 2020
Tax Identification No. 820-961-311
BIR Accreditation No. 08-001987-38-2016
Issued December 16, 2018, valid until December 15, 2019
PTR No. MKT 7333621
Issued January 3, 2018 at Makati City

April 8, 2018
Makati City, Metro Manila
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TSPI MUTUAL BENEFIT ASSOCIATION, INC.

(A Nonstock, Nonprofit Organization)

STATEMENTS OF ASSETS, LIABILITIES AND FUND E

39 1
Note 2018 2017/
ASSETS
Cash and cash equivalents 7 P13,877,194 P45.314 459
Short-term investments 8 3,218401 | 3,192,525
Receivables g 7.512,272 | 6,732,340
Due from related party 24 - 8,197 755
Available-for-sale (AFS) financial assets 10 796,723,700 751,173,471
Held-1o-maturity (HTM) investmants 11, 18 183,987,885 184 515,887
Property, equipment and computer software - nat 12 4,157,244 5,872,085
Investmant property 13 56,000,000 -
Retirament asset 20 3,080,023 2133244
Other asssts 967,344 1.135417
P1,069,524,063 P1,008,267,192
LIABILITIES AND FUND BALANCE
Liabilities
Accrued expenses and other liabdities 14 P30,763,625 P24 525,348
Claims payabie 15 134,912,356 106,813,789
Aggregate reserves 16 53,636,652 54,784 157
Equity value reserves 17 75,511,008 B8 918,184
Due 10 related party 24 34,770,038 -
Total Liabllities 329,493,618 276,051,518
Fund Balance
Guaranty fund reserves 18 117,575,296 104,458 625
Ganeral fund balance 19 139,667,663 56,085,811
Funds assigned for members' benafits 420,083,779 421,204 142
Funds assigned for capacity bulldng 188,169,987 188,169,987
Remeasurament gain (loss) on retirement asset 20 190,851 (1,401,590)
Falr value reserve on AFS financial assets 10 (118,683,175) {31,005,816)
Fair value reserve on HTM Investiments to be
amortized In profit or loss {8,973,847) (7,295 485)
Total Fund Balance 740,030,444 732215674
P1,069,524,063 P1,008267,102
Sew Notus 10 the Financi’ Stalmnnts
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TSPI MUTUAL BENEFIT ASSOCIATION, INC.
(A Nonstock, Nonprofit Organization)

STATEMENTS OF COMPREHENSIVE INCOME

Years Ended December 31
Note 2018 207
NET MEMBERS' CONTRIBUTIONS AND
PREMIUMS
Members' contributions and pramiums 24 P262333,419 P286,4356025
Members' contributions and premiums ceded
to reinsurers {263,800) (291 ,449)
262,069,519 286,144 576
CLAIMS, BENEFITS AND OTHER COSTS
Claims and benefits 15 68,304,718 53,087,373
Increase in equity value reserve 17 35,573,273 43,458,336
Increase (decrease) In sggregate reserves 16 (1,257,645) 41,661,661
Other direct costs 22 25 61,702,123 53,531,406
164,322,469 191,778,776
GENERAL AND ADMINISTRATIVE
EXPENSES
Salaries and other empioyee benefits 21,25 39,936,840 41,411,160
Planning, meetings and conferences 4,562,091 4241974
Depreciabion and amortization 12 3,655,046 3,733,772
Repairs and maintenance 3,345,769 2,830,382
Office supplies 2,279,908 1,680,104
Professional fees 1,338,773 662,978
Communication, light and water 1,179,844 1,378,486
Transportation and travel 454,325 474,373
Dues and fees 185,619 186,511
Taxes and licenses 112,878 20819
Representation and entartainment 72,780 87 861
Donation 10,000 39,283
Miscellaneous 245 480 569 449
57 423, 253 57427152
OPERATING INCOME 40.323.797 36,839,648
OTHER INCOME (EXPENSE)
Interest income 7.88 101 42,727,221 35,768,598
Dividend Income 10 488,723 480,601
Gain (loss) on sale of investments 10 {437,397) 86,997
Other expense - net (4,048) (12.918)
Interest expense 17 (368,401) (762473)
== 42.376 100 35,560,805
NET INCOME .899.897 72,499 453
Forward
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Years Ended December 31

Note 2018 2017

OTHER COMPREHENSIVE INCOME
Item that may be reclassified to profit or loss
Net change in fair value of resarve on AFS

financial assets 10 (PB7,677,359) (P30,381,819)
Item that will not be reclassified to profit or

loss
Remeasurement gain (loss) of retirement asset 20 1,592,441 (1,958 ,284)
(86,084,918) (32,340,103)
TOTAL COMPREHENSIVE (LOSS) INCOME (P3,385,021) P40,159,350
Seo Nodes 1o the Finsochal Stadomonts.
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TSPI MUTUAL BENEFIT ASSOCIATION, INC,

_{A Nonstock, Nonprofit Organization)

'STATEMENTS OF CASH FLOWS

Years Endod December 31
B Note 2018 2017
CASH FLOWS FROM OPERATING

ACTIVITIES
Net income P82,699,897 P72,499.453

Adjustments for:

Interest income 7.8,9, 10 11 (42,727,221) (35,768,598)

Increase in equity value resesve 17 35,673,273 43,498 336

Depreciation and amortization 12 3,659,045 3,733,772

Decraase in aggregate reserves 16 (1,257,645) 41,661,661

Provision for claims incurred but not yet

reported 15 (1,022,059) 1,135,851

Retirement expense 20 645,662 457,082

Dividend Income 10 (488,723) (480,601)

Loss (gain) on sale of investments 437,397 (88,997)

Interest axpenze 17 398,401 762473

Gain on sale of assets 3845 13,048
Opaorating income before working capital

changes 77,961,973 127,425,576
Decrease (increase) in!

Due from related party 24 B,187,755 (8,197,755)

Other assets 168,073 069 668

Receivables 37,287 (6,034 ,856)

Short-term invastments g (25,876) (25,668)
Increase (decrease) In:

Due to related party 24 34,770,038 (1,068,208)

Claims payable (8,861,269) 17.620,076

Accrued expenses and other Habilitbes 8,611,328 (4,507 ,174)

__Refund of equity value reserve - (1,081 444)
Cash generated from operations 120,759,309 125150176
Interest paid (2,671,452) (4,816.471)
Contribution fo retirement plan 20 - (925,000)
Net cash provided by operating activities 118,087 857 119,408,705
CASH FLOWS FROM INVESTING

ACTIVITIES
Acquisitions of:

Available-for-sale financial assets 10 (142,185,625) (129,013,885)

Investment property 13 (56,000,000) -

Property, equipment and computer software 12 (1,988,150) (5,337.051)
Proceeds from:

Disposal of avadable-for-sale financlal assets 10 8.514,978 21,357,928
interest income received 42,745,315 35,296,284
Dividend received | 10 488,723 480,601
Net cash usad In investing activities (148,404,759) (77,246,123)
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Years Ended December 31

Note

2018 2017

CASH FLOWS FROM A FINANCING

ACTIVITY
Utilization of members' benefit fund (P1,120,383)  (P11,904,728)
Net cash used in financing activity (1,120,363)  (11,804,728)
NET INCREASE (DECREASE) IN CASH AND

CASH EQUIVALENTS (31,437,285) 30,287,854
CASH AND CASH EQUIVALENTS

AT BEGINNING OF YEAR 3 7 45314459 15026605
CASH AND CASH EQUIVALENTS

AT END OF YEAR 7 P138I7,184  P45314.459
Sae Notea & e Finoncl Sistements
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TSPl MUTUAL BENEFIT ASSOCIATION, INC.
(A Nonstock, Nonprofit Organization)
NOTES TO THE FINANCIAL STATEMENTS

1. Reporting Entity

TSPI Mutual Benefit Association, Inc. (the Association) was registered with the
Philippine Securities and Exchange Commission and was given kcense to operate
as a mutual benefit association by the Insurance Commission (IC) on May 12, 2006
and Decamber 22, 2008, respoectively. Tha Assodiation was organized primarily to
extend financial assistance to the members and immediate members of their families
in the form of death benefits, medical reimbursement, pension, loan redemption
assistance, disability benafit and other services for the benefit of the members,

On January 1, 2018, the IC renewed the Association's license a3 a mutual benefit
association unti December 31, 2021

As provided in Section 30 (e) of the National Infernal Revenue Cede, the Association
is axempt from the payment of income tax with respect to Income it recelves as a

nonstock, nanprofit organization,

The Association’s registered address |s at 3 Floor, Tulay sa Pag-uniad Inc, (TSPI)
Building, 2363 Anbipolo St Guadalspe Nuevo, Makati City,

2. Basis of Preparation

Statement of Compliance

Thase financial stalemaents have been prepared in compliance with Philippine
Financial Reporting Standards (PFRS), PFRS are based on Intemnatonal Financal
Reparting Standards issued by the Intemational Accounting Standards Board (IASB),
PFRS which are issued by the Philippine Financial Reporting Standards Council,
consist of PFRS, Philippine Accounting Standards (PAS), and Philippine
Interpretations,

Basis of Measurement
These financial stslements have been prepared on the historical cost basis except
for the following items, which are measured on another basis at each reporting date.

tems Measurement Bases
Available-for-sale (AFS) financial assets Fair value
Retirement asset Fair value of pfan assets (FVPA) less the
presant value of the defined benafit
= obligabon (DBO)

Eunclional and Presentation Currency

The financial stadements of the Association are presented in Philippine Peso, which
is also the Association's functional currency. All financial information prresented in
Philippine peso has been rounded off to the nearest peso, mwhwaﬂuvﬁse
indicated.

T
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The Aancisl sixtements a% t and for- e Yoar snded Dacernbier 34, 018 weis
approved by the Executive Committee as authorized by the Board of Trustees (BOT)
on April B, 2018,

3. Significant Accounting Policies

The accounting poficies set out below have been applied consistently to all the years
presented in the fnancial statements, excepl for the changes in accounting policies
as axplained below.

Cerain comparative accounts In the statemenis of comprehensive income have
been reclassified or re-presented as a result of changes in the presentation and
classification of cartain items (see Note 25).

ﬂ\eAssoaaﬂmhasadophdﬂ\efollmngmmedsandmmw
standards starting January 1, 2018 and accordingly, changed its accounting policies.
Except as otherwise indicated, the adoption did not have any significant impact on
the Association's financial statements,

= Applying PFRS 9, Financial Instruments with PFRS 4, Insurance Contracts
{Amendments to PFRS 4). The amendments provide a lamporaty exemption from
PFRS 8, where an enlily is permitted to defer application of PFRS 9 in 2018 and
continue to apply PAS 38, Financial Instruments: Recognition and Measurament if
it has not applied PFRS 9 before and its activities are predominantly connected
with insurance. A qualified enlity is permited to apply the lemporary exemption for
annual reporting periods baginning before January 1, 2022,

The amendments also provide an ovariay approach fo presentation when applying
PFRS 9 where an enfity is permitted to reclassify between profit or loss and other
comprehensive income the difference between the amounts recognized in profit or
loss under PFRS 9 and those that would have been reported under PAS 39, for
designated financial assets. A financial asset is eligble for designation if it is not
held for an activily that is unconnectod with contracts in the scope of PFRS 4, and
if it is measurod at fair value through profit or loss under PFRS 9, but would not
have been under PAS 39, An entity is generaily permitted to start applying the
overday approach only when it first applies PFRS 9, including afier previously
applying the temporary exemption

As permitted by the standard, the Association availed of the temporary axemption
and deferred application of PFRS 9.

« PFRS 15, Rewvenue from Contracts with Customers replaces PAS 11,
Construction Conlracts, PAS 18, Revenue, Intemational Financial Reporting
Interpretations  Committee  (IFRIC) 13, Customer Loyally Programines,
IFRIC 18, Transfer of Assels from Customers and Standard Interpretations
Committee-31, Revenue - Barfer Transactions Involving Advertising Services.
The new standard introduces a new and more comprehensive revenue
recognition model for contracts with customers which specifies that ravenue
should be recognized when (or 8s) & company transfers control of goods or
services to a customer at the amount to which the company expects 1o be
eniitied.



PFRS 15 requires a confract with a customer to be legally enforcasble
and to meet cortain criteria to be within the scope of the standard and
for the general model 1o apply. It Introduces detsiled guidance on identifying
performance obligations which requires entities to determine whether promisad
goods or sarvices are distingt. It also introduces detailed guidance on
determining transaction price, including guidance on variable consideration and
consideration payable to customers. The transaction price will then be generally
aliocated to each performance obligation in proportion fo its stand-alone salling
price. Depanding on whether cortain critenia are mel, revenue is recognized over
time, in a manner that best refiects the entity’s performance, or at a point in time,
when control of the goods or services is transferred to the customer.

The standard does not apply to insurance contracts, financial instruments or
lease contracts, which fail in the scope of other PFRS. It also does not apply if
two companies in the same ling of business exchange non-monetary assets fo
faclitate sales to other parties, Furthermore, if a contract with a customer is
pardly in tho scope of another PFRS, then the guidance on separation and
measurement contained In the other PFRS takes precedence.

The adoption of PFRS 15 did not result to any changes in the perormance
abligation and the timing of revenue recognition of the Association’s non-revenue
streams. Thus, the mpact of the adoption to the financial ststements of the
Association is immaterial.

*  Transfers of Investment Praperty (Amendments to PAS 40, Investment Property)
amends the requirements an when an entity should transfer a property assol o, or
from, investment propesty. A transfer is made when and only when there is an
aclual change in use - ie. an assel meels or ceases to meet the definition of
investment property and there is evidence of the change in use. A change in
management intention alone does not support a transfer.

lmmwmmdeﬁmdunmewnmmmvnwon
(tha insurar) accepts significant insurance risk from another party (the policyholder)
by agreeing o compensate the polieyhoiders If 8 specifted uncertain future event
(the Insured event) adversely affects the policyholder, Such risk includes
the possibllity of having %o pay benefits on the occurience of an insured event such
as death, accident or disabity.

The Association may also transfer insurance risk in insurance confracts through
its reinsurance arrangement to hedge a greater possibility of claims occuming
than expected. As a general guideline, the Association defines significant insurance
risk as the possibility of having o pay benefits on the occurence of an insured
event that 5 more than the benefits payable if the insured event did not occur.
Insurance contracts can also transfer financial risk.

Investment contracts are those contracts that transfer significant financial risk,
but not significant insurance risk, Financial risk is the risk of a possible fulure change
in one or more of a specified interest rate, financlal instrument price, commadity
price, foreign exchange rate, Index of price or rales, credit rating or credit index or
othes varfable, provided in the case of a non-financial variable that the variable is not
specific to a party to the contract.



Once & contract has been classified as an insurance contract, it remams as an
insurance contract for the remainder of its e, even II the insurance risk reduces
significantly during the period, unless all rights and cbligations are extinguished or
expired. Investment contracts can, however, be reclassified as insurance conftracts
after inception If the insurance risk becomes significant.

In 2018 and 2017, the Association did not enter into any investment contracts.

Insurance Contracts
The Association issues mambership cerdificates, govemning rules and regulations,
and application forms thal transfer Insurance risk.

Conventional Annugl Insurance Cantracts

These conlracts insure events associated with human ife (death or survival) over an
annual duration. Members' contributions and premiums are recognized as revenus
when paid by (he centificate holder. Benefits are recognized as an expense when
they are incured,

A Bability for contractual benefits that is expacted to be incurred 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 pedods or 1o
risks that have not yet expired is deferred as "Aggregate reserves” in the statements
of assets, fiabilities and fund balance. The change in the provision for uneamed
members contribution and premium is taken lo profit or loss in the order that
rovenue Is recognized over the period of risk. When the anticipated losses, loss
adpustment expenses, incentives and other acquisition cosls, and maintenance costs
exceed the recorded aggregate reserves, and any fulwe instaliment members’
contributions and premiums on exsting policies, a8 deficdency reserve shall be
recognized by recording an additional liability for the deficiency, with a corresponding
charge to profit or loss.

Reinswance Caontracts Held

Contracts entered into by the Association with reinswer which compensates
the Association for Josses on one or more contracts issued by the Association
and that meet the classification requirements for insurance contracts are classified
as reinsurance contracts held. Confracts that do not meet these classification
requirements are classified as financial assets.

The benefils recoverable 1o which the Association is entitled under its reinsurance
contracts held are recognized as reinsurance assels, These assets consist of
amounts due from reinsurers classified within Insurance receivables. Reinsurance
liabilities are primarily members’ contributions and premiums payable for remnsurance
contracts and are recognized as expense when due. Amounts recoverable from or
due to reinsurers are measured consistently with the amounts associated with the
reinsured insurance contracts and in accordance with terms of each reinsurance
contracl

The Association assesses its reinsurance assets for impairment at least annually
If there is objoctive evidence that the reinsurance asset is impairad, the Asscciation
reduces the carrying amount of the reinsurance assets to its recoverable amount and
recognizes that impairment loss in profit o loss. The Association gathers the
objective evidence that a reinsurance asset is impaired using the same process for
financial assels.



Financial instruments

Date of Recognition

Financial instruments are recognized in the statements of assets, llabilifies and fund
balance when the Association bocomes a party 1o the confractual provisions of the
instrument, Purchases or sales of financial assets that require delivery of assets
within the timeframe established by regulation or canvention in the marketplace
are recognized on the setlement date. Seftlement dale accounting refers 1o
(a) the recognition of an asset on the day it is received by the Association, and
(b} the derecognition of an asset and recognition of any gain or loss on disposal on
the day that it is defivered by the Association.

Initsal Recognition

Financial instruments are recognized Initially at fair value of the consideration given
(in case of an assol) or received (In case of a lability) Except for financial
Instruments at fair value through profit or loss (FVPL), the initial measurement of
financial instruments includes transacion costs. The Assodiation classifies Its
financiaf assets into the following calegonies: financial assets at FVPL, available-for -
sale (AFS) financial assels, held-to-maturity (HTM) Investments, and loans and
receivables. The Associalion classifies ds financial liabilites either as financial
llabdities at FVPL or other financial liabilites.

The classification depends on the purpose for which the instruments were acquired
or incured and whether these are quoted in an active market Management
determines the classification of its financial instruments at iniftial recognition and,
where allowed and appropriate, re-evalustes such designation at evary reporting
data.

As at December 31, 2018 and 2017, the Assodation has no financal assels and
liabilities at FVPL.

Loans and Roceivables

Loans and recelvables are non-dernvative financial assets with fixed or determinable
payments and fixed maturiies that are not quoted in an active market, These are not
entered Into with the intention of immediate or short-tarm resale and are not held for
trading.

After initial measurement, the loans and receivables are subsequently measured at
amortized cost using the effective interes! method, less any Impairment loss.
Amortized cost is calculated by taking info account any discount or pramium on

and fees thal are an integral part of the effective interest rate (EIR).
The amortization, if any, is included as parn of “Interest income” in profit or loss.

As at December 31, 2018 and 2017, the Association’s cash and cash equivalents,
short-term investments, recelvables, due from related party and cash held by
investment managericusiodian under “Other assels” are classified under this

cilegory.

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



Maldto-Matunly (HTM) investments

HIM investments sre quoted non-denvative financad assels with fixed o
determinable payments and fixod malurities for which management has the
positive intention and ability to hold to maturity, Where the Association sells or
reclassifies other than an insignificant amount of HTM investments, the entire
category would bo tainted and reclassified at fair value as AFS financial assels.
After initial measurement, these investments are subsequently measwed at
amortized cost using the effective interest method, less any allowance for
Impairment. Amortized cosl Is calculated by taking info account any discount or
promium on acquisiton and fees that are an inlegral part of tha EIR.
The amortization, if any, is included as part of "Interest incoma” in profit or loss.

As al December 31, 2018 and 2017, the Association's HTM investments amounted
to P183.89 million and P184.52 million, respectively (see Notes 11 and 18),

Avalable-for-Sale (AFS) Financial Assets

AFS financial assets are financial assets which are designated as such, or do not
quslify to be classified or have not been classified under any other financial asset
category. They are purchased and held indefinitely and may be sold in response {0
liquidity requirements or changes in market conditions.

After initial recognifion, AFS financidl assels wre subsequently measured at fair
value, with unrealized gains or losses recognized in other comprehensive income in
the “Fair value reserve on AFS financial assels” in fund balance untll the Investment
is derscognized, at which time the cumulative gain or loss is recognized in profit or
Joss, or until the investment is determined to ba impaired, wheve the cumulative loss
s reclassified fo profit or loss.

When the fair value of AFS financial assets cannot be measured reliably because of
lack of rellable estimates of unobservable inputs such as in the case of unguoted
equity Instruments, these financial assets are allowed to be caried at cost less
impairment, if any.

As at December31, 2018 and 2017, the Association's AFS financial assels
amounted 1o P796.72 million and P751.17 million, respactively (see Note 10).

Reclassification of AFS Financial Assels fo HTM Investments

For a financial asset reclassified out of the AFS financial assets category to HTM
Investments, It shall reciassify 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 tha! has besn recognized in other comprehensive income and any
difference between the new amortized cost and maturity amount ks amortized in profit
or loss over the remaining lifo of the investments using the effective interest method
similar fo the amortization of a premium and a discount. If the financial asset is
subsequently Impaired, any gain or loss thal has been recognized n other
comprehensive income is reclassified from fund batance to profit or loss.

Einancial Liabilities

Other Financial Liabiitles

lssued financial instrumants or their component, which are not classified as at FVPL
are classified as other financial llabilities where the substance of the contractual
arrangement results in the Association having an obligation elther 10 delver cash or
another financial asset to the holder or lender,




Aler initsl measuremeant, other financial liabilities are subsequently measured at
amortized cost using the effective interest method. Amortized cost is calculated by
taking Into account any discount or premium on the issue and fees that are an
integral part of the EIR. The amortization is included as part of “Interest expense” in
profit or loss.

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

Fair Value Measurements

Detormination of Fair Values

The fair values of financlal.instruments traded in active markets at reporting date are
based on thewr quoted market prices or deader price quotations (bid price for long
positions and ask price for short positions). without any deduction for transaction
cosis,

When cumrent big and ask pnces are not available, the price of the most recent
transaction provides evidence of the current fair value as long as there has not been
a significant change in economic circumstances since the time of the transaction,

For all other financial instruments not Bsted in an active market, the fair values are
determined by using appropriate valuation techniques. Valuation techniques include
the discounted cash flows method, price comparison 1o similar instruments for which
market observable prices exist. options pricing modals, and other relevant valuation
models.

Fair Value Hierarchy

All assets and liabilities for which falr value is measured or disclosed in the financial
statements are categorized within the fair value hierarchy, described as follows,
based on the lowast leval input that is significant to the fair value measurement as a
whole!

= Level 1. quoted prices (unadjusted) In active markets for [dentical assels or
liabilities,

* Levei2 inputs other than quoted prices included within Level 1 that are
observable for the asse! or Eabilty, either direclly (e, prices) or
indirectly (i.e., derived from pricas); and

* Level 3: inputs for the asse! or liability that are not based on observable market
data (unobservable inputs).

For assets and lisbiities that are recognized in the financial statements on a
recurring basis, the Association determines whether transfers have occurred
between levels in the hierarchy by re-assessing the categorization at the end of each
reporting period.

For purposes of the fair value disclosure, the Associallon has determined classes of

assets and liabilibes on the basis of the nature, characteristics and risks of the asset
or fiabdity and the level of the fair value hierarchy, as explained above.
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“Day 1" Profil

Where the transacton price in @ non-active market is diffesent from the faw value
from other observable cumont market transactions in the same instrument or based
on a valustion lechnique whose variabies include only data from observable market,
value (a "Day 1" profit) in profit or loss, unless It qualifies for recognition as some
other type of asset. In cases where data used as inputs In a valuation model are not
obsesvable, the diffarence between the transaction price and medel vake is only
recognized in profit or loss when the inputs become observable or when the
instrument is derecognized. For each transaction, the Association determnes the
appropriate method of recognizing the “Day 17 profit,

Impairment of Financisl Assets
The Association assesses ail each reporting date whether a financal asset or a
group of financiaé assets is impaired,

A financial asset or a group of financial assets is doamad 1o be impaired H, and only
if, there Is objective evidence of impairment as a result of one or more events
that have ocourred after the initial recognition of the assot (an incurred “loss avent’)
and that 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 otimpaimnt may include indications that the borrower or a group of
borrowers i3 experiencing significant financial difficulty, default or delinquency in
interest or principal payments, the probability that they will enter bankruplcy or

other financial tion and where observeble data indicate that there is
mmmhumummmnm. as changes n
economic conditions that correlate with defaults.

Loans and Recelvalties and HTM Investments

The Assoclation fust gssesses whether objective evidence of impasment exisis
individually Tor financial assets that are individually significant, or coliectively for
financial assets that are not indwvidually significant. If the Association datermines that
no objective evidence of impairment exists for ndividually assessed accounts,
whether significant or not, it includes the asset in a group of financial assels
with similar credit risk characterislics and collecively assesses for imparment,
Assels that are individually assessed for impalrment and for which an impaiment
loss is, or continues to be, recognized are not included in the colloctive assessment
for Impairment. For the purpose of a collective evaluation of impalment, loans and
recelvables are grouped on the basis of credit fsk characleristics such as type of
borrower, payment status and term.

If there is objective evidence that an impairment loss has been Incurred, the amaunt
of the less Is measured as the excess of loan's carrying amount over ite net
raalizable value, based on the present value of the estimated 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 generally not considered when the effect of
discounting is not material, The carrying amount of an impaired loan is reduced to its
net realzable value through the use of an allowance account and the accrual of
interes! is discontinued. If, in a subsequent penod, the amount of the allowance for
Impairment loss decreases because of an event occurring afler the impairment loss
was recognized, the praviously racognized impairment loss is reversed to profit or
l0ss 1o the extent that the resulting carrying amount of the asset does not exceed its
amortized cost had no impairment loss been recognized.



The Association performs a ragular review of the age and status of hese accounty,
dasigned to identify accounts with objeclive evidence of impairment and provide the
appropriate allowance for impainment Joss. The Association writes off its long
outstanding receivable accounts from deceased, unlocated, or migrated deblors,
where they have exhausted all efforts to collect.

AFES Financial Assets Camisd &l Fair Value

In casa of quoted equity securities classified as AFS financial assets, impairment
Indicators would In¢lude a significant or prolonged dediine in the fair value of the
Investments below cost A decline in excess of twenly percent (20%) should
generally be regarded &s significant while a decline in a quoted market price that
persists for nine (§) months should generally be considered 1o be prolonged,

Where there is objective evidence of impairment, the cumudative loss in equity,

less any impairment loss previously recognized, s recorded In profit or loss.
Subsequent increase in the fair value of an impaired AFS equity security is
recognized In other comprahensive income

Dffsefting of Financial Instruments

Finandial assets and financial liabilities are offset and the net amount s reported In
the statermonts of assets, lisbillites and fund bafance i, and only if, there is a
currently enforceable legal right to offset the recoanized amounts and there is an
intention to settle on 2 net basis, or to realize the asset and seltie the Hability
simutaneously. This is generally not the case with master netting agreements,
thus, the relaled assets and liabilies are presented on @ gross basis in the
statemants of assets, Eabiliies and fund balance. Income &nd expenses are
presented on a net basis only when permitted under PFRS, such as in the case of
any reaiized gains or losses arising from the Association’s trading actiwlies,

similar financial assets) is derecognized when:

« the right to receive cash flows from the asset have expired;

« the Association retains the right to recelve cash flows from the assel, but has
assumed an obligation fo pay them in full without material delay to a third party
under a 'pass-through’ armangement, or

= the Association has transferred Its right to recaive cash flows from the asset and
either (a) has transferred substantislly all the risks and rewards of the asset
or (&) has neither transfarred nor retained substantially sll the risks and rewsrds
of the assel, but has transferred control of the asset.

Where the Association has transfermed its rights to receive cash flows from an assel
or has entered Into a ‘pass-through’ arrangement, and has neither transferred nor
retained substantially all the risks and rewards of tha asset nor is transferred control
of the assel, the assel recognized to the extent of the Assoclation's continuing
involvement in the asset. Continuing Involvement that takes the form of a guaranioe
over the fransferred asset is measured at the lower of the original carrying amount of
the asset and the maximum amount of consideration that the Association could be

required 1o pay.



Financial Liabitties

A financial Sabdity is derecognized when the obligation under the Rability s
discharged, cancelled or has expired. Where an existing financial liability is roplaced
by another from the same lender on substantially different terms, or the terms of an
existing liabilty are substantially modified, such an exchange or modification is
traated as a derecognition of the original Rability and the recognition of a naw liabdity,
and the difference in the respective camying amounts is recognized in profit or less.

Preperty and Equipment
Property and equipment are stated at cost less accumulated depreciation, and
Impainment loss, If any.

The initial cost of property and equipment comprises iis purchase price, including
import duties, taxes, any directly attributable costs in bringing the asset lo its working
condition and location for its intended use, and the costs of dismantling and
removing the items and restoring the site on which they are located, The cost of
replacing pari of an ltem of property and equipment is recognized in the carrying
value of the lem If It Is probable that the future economic benefits embodied within
the part will fliow 1o the Association and its cost can be measured reliably.

The costs of the day-to-day servicing of property and equipment are recognized as
expense in the period in which they are incurred. Depreciation is recognized in profit
or loss on a straight-line basis over the estimated useful ives of the assets.

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

Number of Years
Office furniture and fixiures 5
Transportation and equipment 5
Office equipment 3-5

Building and improvements 5

The estimated useful lives, depreciation method, and residual values are raviewed
periodically and adjusted, If appropriate, to ensure that the period and method of
depreciation are consistent with the expected pattern of economic benefits from
items of property and equipment. Changes in tho estimated usefd lives,
depreciation method, and residual values of property and equipment are accounted
for by changing the depreciation method, as appropriate, and treated as changes in
accounting estimates.

When an asset is disposed of, or is permanently withdeawn from use or no future
economic benefits are expected from Iis disposal, the cost and the rolated

Computer Software

Computer software Is initially measured at cost which is comprised of costs incurred
to acquire the computer software (not an intagral part of its related hardware) and
bring it to its intended use. All other costs of developing and maintaining compater
softwaare are recognized as expense when incurred.

Subsequently, computer software s measured at cost less amortization and
impairment, if any. Amortization is recognized in profit or loss on a straight-line basis
over the estimated useful life of the computer software, from the date that they ere
avallable for use, not to axcoed throe (3) years.
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Gains or losses arieing from the derecognibon of the computer software are
measured as the difference between the net disposal proceeds and the carrying
amount of the assat and are recognized in profil of loss,

Investment Properties

Investment properties are properties held either lo eam rental income or for capital
sppreciation or both, but not for sale in the ordinary course of business or for
administrative purposes.

Investimen! properlies, except land, are measured at cost, less accumulated
depreciation and any impairment in value. Land is stated al cost less any impaiment
In value. The carrying amount inchdes the cost of replacing part of an existing
investment property at the time that cost is incurred if the recognition criteria are met
and excludes the cosis of day-to-day servicing of an investmant property.

Expenditures incurred after the investment properties have been put into operations,
such &8s repairs and maintenance costs, are normmally charged to income in the
period in which the costs are Incurred.

Depreciation s computed using the sfraight-line method over the EUL of ten (10)
years. The estimated useful life and depreciated method are reviewed perlodically 1o
ensura that these are consistent with the expected pattern of economic banafits from
ftemns of investments property.

The EUL and the depreciation methods are reviewed periodically to ensure that
these are consistent with the expected pattern of economic benefits from items of
investment properties.

Investmant property is derecognized when either this has been dispesed of or when
the investment property is parmanently withdrawn from use and no future economic
benefit is expocted from ils disposal. Any gains or lossas on the retirement or
dispos#l of an investment property are recognized in profit or loss in the year of
retirement or disposal.

Transfers areé made to investment property when, and only when, there is a change
In use, evidenced by the ending of owner-occupation, commencement of an
operating lease to another party or ending of the construction or development.
Transfers are made from investment property when, and only when, thers is a
change in use, svidenced by the commencemen! of owner occupation or
commencement of development with a view 1o sall,

Impairment of Non-financial Assats

At each reporting date, the Associalion assesses whether there is any indication that
its non-financial assets such &s investment property, properly and equipment and
computer software may be impaired. When an indicator of Impairment exists, the
Association estimates the recoverable amount of the impaired assets.
The recoverable amount is the higher of the fair value jess costs of disposal and
value In use, Fair value less costs of disposal is the amount obtainable from the sale
of an asset in an amm's length fransaction between knowledgeable and willing parties
less costs of disposal while value In use is the present valve of future cash flows
expecied to be denved from an asset.

In assessing value in use, the estimated future cash flows are discounted to their

present value using a pre-tax discount rata thal reflects current market assessment
of the time value of money and the risks specific 1o the asset.

«11-



Where the camying amount of an asse! exceeds fs recoverabie amount,
the impaired asset is written down to its recoverable amount. An impairmant loss is
recognized in profit or Joss in the period in which it arises.

An assessment 1s made a8l each reporting date as to whether there 8 any indication
that previously recognized impairment loss may no longer exist or may have
dacreased. If such indicalion exssts, the recoverable amount is estimated.

A previcusly recognized mpairment 105s is reversed only If there has been a change
In the estimates used to defermine the asset's recoverable amount since the last
impairment loss was recognized. If that is the case, the carrying amount of the asset
Is increased 1o its recoverable amount. The reversal can be made ondy to the extent
that the resulling carrying -amount does not exceed the carrying amount that would
have been determined, net of depreciation and amortization, had no impairment loss
been recognized Sudtmullsrecommmm«hss After such a reversal,
the depreciation and amortization is adjusted in future years to allocate the asset's
revised carrying amount, less any residual value, on a systematic basis over ils
remaining life.

Aggregate Rese/ves

Aggregate reserves represent the sccumulated total Bability for policies in-force as at
the reporting date. Such reserves are established at amount adequate 1o meet the
estimated future obligations 1o all members with in-force policy. The reserves are
calculated using the actuarial methods and assumptions in accordance with statutory
requirements and as approved by the IC.

The corrssponding change in aggregate resecves is presented as “Increase
(decrease) In aggregate reserves” in peolit or loss,

Equity Valve Reserves

Equity value reserves represent the accumulaled reserve for remittance 1o members,
In accordance with Section 409 of the Insurance Code, as Amended (the Insurance
Code), equity value reserves are established at fifty percent (50%) of the tfotal
mandatory membership contributions collected from every outstanding mambership
certificates, The increase in equity vakse resecvaes as a result of the collection of
membership contribution is presented as “Increase in equily value resernves” in profit
or loss

Effective Dacember 1, 2014, the twenty percent (209%) surrender charge was no
longer imposed on equity value for cerlificates pald for less than three (3) continuous
years. Upon death or withdrawal of the member, equity value reserves contributed
and Interest thereon are refunded to Its members. Effective February 1, 2016,
Interest rate on equity value reserve was reduced from 2.00% to 0.50% as approved
by the BOT.

On October 10, 2016, the IC approved the transfer of equity value reserves in the
fund balance based on its letier to the Microinsurance Mutual Benafit Association of
the Philippines and accounted as follows;

= aquity value reserves for delinquent members beyond the prescribed three (3)
years reinstatement period should be transferred lo assigned surplus for the
benefit of the members provided that the Association initiate st least two (2)
actions to locate and inform the delinquent members. However, the Assaciation
should maintain a schedule in case any of the members will make a claim in the
future.
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* unreturmed equity value reserves of deceased members and equity value
reserves of resigned members (forfeited aquity value) before the effectivity of the
amended Insurance Code with less than three (3) years of membership are
transfarred to general fund balunce.

As required by the IC, this change in accounting policy will be applied prospectively.
The Assoclation adopted the accounting policy n 2017 since sforementionad actions
required by the IC has 1o be performed including the validation of the delinguent and
resigned members in 2016,

Fund Balance

Guaranty Fund Reserves

Guaranty fund resesves represent required fund amounting to P5.00 million,
and every year thereafler increased by an amount equivalent to five percent (5%) of
gross members’ contribution and premium collections until s amount has reached
twenty-five percent (25%) of the required net warth for existing domestic ife
Insurance companies.

Genaral Fund Balance
General fund balance account represents the free and unassigned surpius of the
Association.

Furnds Assigned for Members' Benefits
The account pertains to the amount appropriated for members' benefits such as
community davelopment, transformafion and microenterprise projects.

Funds Assigned for Capacity Buliding
The account pertaina to the amount appropnated for capacity building such as
training of members and employeas and investmant in new systems.

Remeasuremen! Gain (Loss) on Retirement Asset

Remeasuremen! gain (loss) on refirement assels pertain to the accumulated
actuanal gains and losses arising from experience and demographic assumptions of
the defined benefit obligation and gain (loss) in the plan assets.

Fair Value Reserve on AFS Financial Assels
Fair value reserve on AFS financial assets pertain to the cumulative amount of gains
and losses due to the revaluation of AFS financial assets.

Fair Value Reserve on HTM Investments to be Amortized in Profit or Loss

Fair value reserve on HTM investments pertain 1o the net unrealized gain (loss)
of the investments reclassified from AFS financial assels to HTM Investments at dale
of reciassification. This reserve is amortized to profit or loss with the unamortized
premium or discount of the reclassified investments thiwough the effective interest
method,

Revenue Recaognition

The Association recoghizes revenue from contracts with customers when coatrol of
the goods or services are transferred to the customer at an amount that reflects the
consideration 10 which the Association expects to be entitied in exchange for those
goods or services, excluding amounts collocted on behalf of third parties,

The Association's revenue streams arising from insurance contracts falis under
PFRS 4 while interest income falls under PFRS 9 and other income under PFRS 15,
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Determining whether the Associstion is Acling as Principal or an Agent
The Assoclation assesses its revenue arrangements against the following cnteria to
datermine whethe |t is acting a% a principal or an agent;

= whether Ihe Association has primary responsibility for providing the services;
* whether the Association has discrelion In astablisheng prices; and
* whether the Associaton bears the credd risk.

If the Association has determined Il is acling as a principai, the Association
recognizes revenue on gross basis with the amount remitted to the other party being
accounted as part of cost and expenses. Il the Association has determined it is
acting as an agent, only the net amount retained is racognized as revenue.

The Association has determined that it i3 acling as principal in ils revenue
amangements.

The following speciic recognition criteria must be met bafore revenue is recognized:
Mambors Conlributions and Premiums

cover while premiums include the following:

*  One peso weekly for evary thousand pesaos of loan avaded for credit life;

* Ten pescs annually for every thousand pesos loan avalled for mortgage
redemption msurance;
Two hurxired forty pesos annually for life plus insurance plan cover, and
Six hundred fifty pesos annually for life maximum insurance cover.

Members' contributions and premiums ceded o reinsurers are recognized @s
expense when tha policy becomes effectiva.

Interest Income
Interast Income for all Interest-bearing financial instruments is racognized in profit ar
loss using effective interest method.

Dividand Income
Dividend income is recognized when the shareholder's right to receive payment is
established.

Galn on Sale of Invesiments
This pertains to the amount in excess of the seiling price against the carrying amount
of the AFS financial assets in & sale transaction,

Other Income

Other Income anses mainly from surcharge fees dus to the sarly termination of the
policy and recovery of marketing and selling expenses for Microhealth products
which are recognized at paint in ime.
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Claims consist of benefits and claims paid and unpaid to members, denssd and
resisted claims and incurred but not reporfed (IBNR) claims. Provision for IBNR is
made for the cost of claims incurred as of each reporting date but not reported until
afler the reporting date based on the Association's experience and historical data.
Differences between the provision for outstanding claims at the reporting date and
subsequant revisions and setflements are included in profit or Joss of subsequent
years. Death caims and surrenders are recorded on the basis of notifications
received.

Other Direc! Costs

Other direct costs periain to all costs incurred by the Association that are diractly
related to the Association's insurance business such as marketing expenses and
fees paid for collection services,

General and Administratve Expenses

Expenses are recognized when the decrease in future economic benefits related lo a
decrease In an asset or increase of a llability has arisen that can be measured
reliably. Expenses are racognizad whan incurred.

Interest Expense
Interest expense on accumudated equity value reserves of active membars are
recognized in the profit or loss when [t accrues,

Employee Bonefits

Short-teemn Employee Benefits

Short-term employes benefits are expensed as the rlated service is provided.
A lability Is recognized for the amount expected to be paid If the Association has a
present legal or constructive obligation to pay this amount as a result of past service
provided by the employee and the obligation can be estimated reliably.

Relirement Bonefits

The Association's net obligation in respect of the defined benefit plan Is calculated by
estimating the amount of the future beneft that employees have eamed In the
current and prior pediods, discounting that amount and deducting the fair value of any
pian assets.

The calculation of defined benefit obligation 1s performad on 8 penodic basis by a
qualified actuary using the projected unit credit method., When the calculation results
In a potential asset for the Association, the recognized asset is limited to the present
value of economic benefits available in the form of any future refunds from the plan
or reductions in future contributions 1o the plan,

Remeasurements of the retirement assel, which comprise acluanal gains and losses,
the retum on plan assets (excluding Interest) and the effect of the asset celling
(if sny, excluding interest), are recognized immediately in other comprohensive
income. The Association determines the netl interest expense (income) on the
retirermnent asset for the pericd by spplying the discount rate used fo measure
the defined benefit obligation at the boginning of the annual period to the retirement
asse!, taking into account any changes n the retirement asset during the period
as a result of contributions and benefit payments, Net interest expense and other
expenses ralated 1o the defined benel® plan are recognized in profit or loss.

When the benefits of a plan are changed or whan a pian is curtailed, the resuiting

changée in benefit that relates fo past service or the gain or loss on curtailment is
recognized immediately In profit or loss.
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The Association recognizes gains and losses on the salllement of a defined benelit
plan when the soltlement ocouss.

Provisi { Conti )
Provisions are recognized when the Association has a present legal or constructive
cbligation as a result of & past event when it ia probable that an outflow of resources
embodyng economic banafits will be required to settie the obligation and a reflable
estimale can be made of the amount of the obligation.

Contingent abilties are not recognized in tha financial statements. These are
disclosed in notes to the financial statements unless the grobability of an outflow of
resources embodying economic benefits is remote. Contingent assets are not
recognized in the financial statemants but are disclosed in notes to the financisl
statements when an inflow of economic benalits s probable,

Related Party Transactions

Related party relationships exist when a party has the abdity 1o control, directy,
or indirectly through one or more intermedisries, the other party or exercise
significant Influence over the other party in making financial and operating decisions.
Such relstionship also exists between and/or among entities which are under
common confrol with the reporting enterprise, or between and/or among the
enterprise and its key management personnel, trustees,; or its members.

In considering each possible redated party refationship, atfention is directed to the
substance of the relationship, and not meredy the legai form.

Events After the Reporting Date
Post year-end events that provide additional mformabon about the Association's

assels, liablliies and fund balance atl the reporting date (adjusiing events) arne
Mlnheﬁmndalstaﬁanm&%styeu—endmﬂmlmnﬁad]usﬁm
events are disciosed in the notes to the financial statements when matesal,
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cffective for annual periods beginning aftar January 1, 2019. However, the
Association has nol applied the following new or amended standards and
Interpretation In preparing these financial siatements, The Association is assessing
tho polential impact on these on its financial statements, and has yet to reasonably
estimate the impacts, unless otherwise staled.

Effective Janvary 1, 2018

» PFRS 16, Leases supersedes PAS 17, Leases and the refsted Phifippine
Inferpretations. The now standard introduces a single lease accounting model for
lessees under which all major leases are recognized on-balance sheet,
removing the lease classification test Lease accounting for lessors assentially
remaing unchanged except for a number of details including the application of
the new lease definibon, new sale-and-leaseback guidance, new subjlease
guidance and new disclosura requiremants.

Practical expedients and targeted reflefs were infroduced Including an optional
lessae exemption for short-lerm leases (leases with a tarm of 12 months or less)
and lowwvalue tems, as well as the permission of portfolio-level accounting
Instead of applying the requirements to Individual leases. New estmates
and judgmental thresholds tha! affect the identification, classification and
measurement of lease transactions, as well as requiremeants to reassess cortain
key estmates and judgments st each reporting dale were also introduced.
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PFRS 16 Is effective for annual periods beginning on or after January 1, 2019
with several transition approsches and Individual options and practical
expedients that can be eleciad independently of aach ather, Earlier application is
permitted for entities that apply PFRS 15 Revenuve from Confracts with
Customers at or before the date of initial application of PFRS 16.

Philippine Intaypretation IFRIC-23, Uncertainly over Income Tax Treatmenis
carifies how 10 apply the recognition and measurement requirements in PAS 12,
Income Taxes when there is uncertainty over income lax treatments. Under the
intarpretation, whether the amounts recorded in the financial statements will
diffor fo that In the tax roturn, and whether the uncertainty is disclosed
or reflected In the measurement, depends on whether It & probable that the
tax authority will accept the Association's chosen tax treatment. If it is not
probable that the tax authority will accept the Association's chosen tax treatment,
the uncertainty is reflected using the measure that provides the better prediction
dluu:mdwndMunwm-dmmmeymumuwmd
value.

The interpredation also requires the reassessment of judgments and estimates
estimales applied Il facts and creumstances change - eg. a5 a result of
examination or action by tax suthorities, following changes in tax nies or when a
{ax authority’s night to challenge a treatment expires.

The interpretation & effective for annual penods beginning on or after
January 1, 2019. Earlier application is permitted. The interpretation can be
initially applied retrospectively applying PAS 8, Accounting FPolicles, Changes in
Accouriting Estimates and Erroes, if possible without the use of hindsight, or
refrospectively with the cumedative effect recognized at the date of initial
application without restating comparative information.

Plan Amendment, Curtalment or Settfement (Amendments fo PAS 19, Enployee
Beanefits), The amendments clarify that on amendment, curtailment or sattlement
of a defined benefit plan, an entity now uses updated actuarial assumplions to
determineg its current service cost and net interest for the period. The effect of the
assel celling is disregarded when calculating the gain or Joss on any settiement
of the plan and is deslt with separately in other comprehensive income.

The amendments apply for plan amendments, curtaliments or setiements that
acour on or after the baginning of the first annual reporting period that begins on
or after January 1, 2019. Earfier application is permitted.

Annual Improvements fo PFRSs 2015 - 2017 Cydle. This cycle of improvements
contalns amendmants includes:

« Income tax consequences of payments on financlal instruments classified as
equity (Amendments to PAS 12). The amendments clarify that all income tax
consequences of dividends, Including payments on financial instruments
classified as equity, are recognized consistently with the transactions that
generated the distnbutable profits, i.e. In profit or loss, other comprehensive
income ar equity

The amendments are effective for annual perods beginning co or afler

January 1, 2019, Earler application 18 permitted. When an entity first apples
those amendments, it shall apply them fo the income tax consequences of
dividends recognized on or alter the beginning of the earliest comparative period.
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Effective January 1, 2020

Amendments to References to Conceptual Framework In PFRS sets out
amendments fo PFRS, their accompanying documents and PFRS practice
stalements to refliect the issuance of the revised Conceptual Framework for
Financial Reporting in 2018 (2018 Conceptual Framework). The 2018
Conceptual Frameowork includes:

* @ new chapter on measurerment;

* guidance on reporting financial performance,

+ |mproved definitions of an asset and & lkability, and guidance supporting
thesa definitions; and

« clanficasions in important areas, such as the roles of stewardship. prudence
and measurement uncertainty in financial reporting.

Some standards, their accompanying documents and PFRS practice statermonis
contain references 1o, or quotations from, the Intemational Accounting Standards
Committee (IASCY's Framework for the Preparation and Presentation of Financial
Statements sdopted by the IASB in 2001 or the Conceptual Framework for
Financial Reporting Issued In 2010, The amendments update some of those
references and quotations so that they refer to the 2018 Conceptual Framework,
and makes other amendments to darfy which version of the Conceplual
Framework is referred to in particular documents

These amandments are effective for annual reporting periods beginning on or
after January 1, 2020,

Definition of Malenal (Amendments to PAS 1, Presentation of Financial
Statemants and PAS B). The amendments refine the definlbon of material
The amanded definition of material states that information is matedal if omitting.
misstating or obscuring It could reasonably be oxpeclad 1o influence the
decisions that the primary users of general purpose finandial statements make
on the basis of those financial statements, wiwch provide financial information
about a specific reporting entity. The amendments clarify the definition of
material and Its application by.

(a) raising the threshold at which information becomas malterial by raplacing the
term ‘could influence’ with 'could reasonably be expectod to influanca’;

(b) including the concept of ‘obscuring information’ alongside the concept of
‘omitting’ and ‘misstating” information in the definition;

(¢) clanilying that the users to which (he definition refers are the primary users of
general purpose financial statements referred 1o in the Conceptual
Framework;

(d) clarifying the explanatory paragraphs accompanying the definition; and

(e) aligning the wording of the definition of material across PFRS and other
publications,

The amendments are expected to help entities make better materiality judgments

without substantively changing existing requirements.

The amendments apply prospectively for annual pericds beginning on or after
January 1, 2020. Earfier application is parmitied.
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dagsification and measurement of financial assets, including 3 new expected
credit loss model for calculating impairment, guidance on own credit sk on
financial kabiliies measured @t fair value and supplements tha new general
hodge accounting requirements published In 2013 PFRS 9 incorporates new
hedge accounting requirements that represent a major overhaul of hedge

PFRS 17, Insurance Confracts. The replaces the inerim standard, PFRS 4.
Reflecting the view that an insurance conltract combines features of both a
financial instrument and a service contracl. and considering the fact that many
insurance contracts ganerate cash flows with substantial variability over a long
peried, PFRS 17 introduces a new approach that:

(8) combines current measuremeant of the future cash flows with the recognition
of profit over the period services are provided under the contract;

(b) presents insurance service results (including presentation of insurance
revenue) separately from insurance finance income or expenses; and

{c) requires an entfity fo make an accounting policy choice portfolio-by-portfolio
of whether to recognize all insurance finance Income or expenses fof the
reporting period in prof or loss or to recognize some of that income or
oxpenses in other comprehensive Income.

Under PFRS 17, groups of insurance contracts are measured based on fulfilment
cash flows, which represent the risk-adjusted present value of the entity's rights
and obligations to the policy holders, and & conlractusl service margin, which
represents the uneamed profit the entity will recognize as it provides services
over the coverage period. Subsequent to initial recognition, the Eabdity of a group
of insurance contracis represents tha liabifity for remaining coverage and the
liability for incurred claims, with the fulfiiment cash flows remeasured at each
reporting date to reflect current estimates.

Simplifications or modifications to the general measurement model apply 1o
groups of insurance contracts measured using the ‘premium allocstion
approach’, Investment contracts with discretionary participation features, and
reinsurance contracts held.

PFRS 17 brings greater comparability and transparency about the profitability of
new and In-force business and gives users of financlal statements more insight
into an insurer's financial health. Separate presentation of underwriting and
financial results will give added transparency about the sources of profits and

quality of eamings.
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PFRS 17 Is effective for annual periods beginning on or sfter January 1, 2023
Full retrospective application s required, unless It i impracticable, in which
case the entity chooses to apply the modified retrospective approach or the
fair value approach However, if he enlity cannot obtain reasonable and
supportable information necessary to apply the modified retrospective approach,
then it applles the fair vaiue approach. Early application is permitted for entities
that apply PFRS 9 and PFRS 15 on or before the date of indial application of
PFRS 17,

4. Significant Accounting Judgments and Estimates

The Association makes judament and key estimates and assumptions that affect the
reported amounts of assels and lisbilites within the next financial year.
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, information about significant areas of estimation, uncertainty and critical
|udgments in applying accounting policies that have the most significant effect on the
amount recognized in the financial statements are as follows:

b)

As at December 31, 2018 and 2017, the Association’s financial mnstruments arg
classified as loans and recelvables, HTM investments, AFS financial assets and
other financial iabilities.

Datermination of Fair Value of Financial Instruments

The fair value of financial instruments traded in actve markets is based on
quoted market prices or quoted prices for similar assets or liabilibes at the
reporting date. If the financial instrument is not traded in an active markeat, the fair
value 1s determined using valuation tochniques. Where valuation techniques ara
used to determine fair vaiues, they are validated and periodically reviewad by
management. All models are cerdified before they are used, and models are
calibrated to ensure that outputs reflect actual dsta and comparative market
prices. To the extent practical, models use only observable data, however areas
such as credit risk (both awn and counterparly), volatities and corrolations
uire managemant to make estimates. Changes in assumptions sbout these
factors could affect reporied fair values of financial instruments.

As a1 December 31, 2018 and 2017, the Association’s financial instruments
camied &t fair value are classified as Level 1 in the fair value hierarchy
(s2e Note 6},

3
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Estimates

Impairment of Financial Asselrs

(a) Financial Assels at Amovtized Cost
The Association reviews s receivables fo assess impairment at least on an
annual basis, or a3 the need arises due to significant movements on certain
accounts. Recelvables that are individually significant are assessed 1o determine
whather objective evidence of impairment exists on an individual basis, while
those that are not Individually significant are assessed for objective evidence of
Impalrment efther on an Individua! or on collective basis. In determining whether
an impairment loss should be recorded in the profit or loss, the Association
makes judgment as o whether thare are any observable data indicating that
there is & measurable docrease in the estimated fulure cash flows from a
portfolio of receivables before the decrease can be identified with an Individual
receivable in that portfolio.

If there is an objective evidence that an impaitment loss on recoivables has been
incurred, the amount of loss is measured as the difference belween the assat's
carmying amount and the present value of estimated future cash flows (excluding
future credit losses) discounted at the financial asset’s original EIR (i.e., the EIR
computed at initial recognition). The camying amount of the assetl shall be
reduced either directly or through use of an allowance account. The amount of
loss shall be recognized in profit or loss.

It, in a subsequent peried, the amount of the impairment loss decreases and the
dacrease can be related objectively to an event occurring after the mpairment
vas recognized, the proviously recognized impairment loss is revarsed. Any
subsequent reversal of an impairment Joss is recognized in profit or loss, to the
oxtert thal tho canrying value of the assel does nol exceed Its amortized cost at
the reversal date.

There was no Impairment loss on financial assels al amortzed cost wers
recognized in 2018 and 2017.

(b) AFS Financial Assols
The Association considers that investments are impaired when thers has been &
significant or prefonged deciing in the falr value below their cost, The Association
evaluates smong other factors, the normal volatility in share/market price.
In addition, impairment may be appropriate when there s evidence of
deterioration in the financial heaith of the Investee. industry and sector
parformance, changes in technology, and oparational and financing cash flows.

As at December 31, 2018 and 2017, the carrying amount of AFS financial assels
amounted o P796.72 millon and P751,17 milllon, respectively (see Note 10).
There was no impaiment loss recognized In 2018 and 2017 on the Association’s
AFS financial assats,

(c) Detenmining Fair Value of Investmant Property
The fair value of the investmeant property is based on its selling price on the date

of acquisiion. The seling price was used as the basis for the fair value
measurement afler consideration of the market paticipants' abiity to generate
economic benefits by using the assat In Its highest and best use or by seling It to
another market particpant that would use the asset in its highest and best use.

As at December 31, 2018, the carrying amount of the invesiment property
amounted to P56.00 mion (see Note 13). No impairment losses have been
recognized on the Association's investmen! property for the year ended
Decamber 31, 2018,
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(d) Liabilities Arising from Claims made under insurance Contracts
The ullimate Habikty ansing from claims made under insurance contracts Is the
Asscclation's most critical accounting estimate. There are several sources of
uncertainty that need to be considered in the estimation of the liabiity that the
Association will ullimately pay for such claims The major sources of
uncertzinties are the frequency of claims due 10 contingencies covered and the

timing of benefit payments.

Claims estimation by the Associalion considers many factors such as industry
average mortality or morbidity expesnence, with adjustments to reflect the
Association's historical experience. These liabllities form part of the Association's
IBNR which amounted to P3.50 million and P4.52 million as at December 31,
2018 and 2017, respectively (see Note 15).

() Liability Adequacy Test e
At each reporting penod, the Association ensures that the assumptions used are
best estimates, taking info consideration the current experance to delermine
whether liabilities are adequate in accordance with the provisions of PFRS 4.

In 2017, the Assoclation did not issue Insurance policies with coverage period of
more than ane year, While in 2018, the Assaciation issued Golden Life Insurance
Plan (GLIP) which has a policy term of more than one year. As at Decamber 31,
2018, the aggregate sel up for GLIP is adequate using the best estimate
assumptions,

mEamaungAggmgateRmrves

The Association estimates the aggregate resecves for fulure conlraciual
obligations for contributions paid by determining the forty percent (40%) of the
unexpired portion of the member contributions collected each month on per
week, month, quarter, semi-annual and annual basis, For premium, credit ife
and other optional products eighty percent (80%) of the unexpired portion Is
sel-up, The assumption is based on a number of factors determined by an
actuasry Including the uneamed premium factor.

As at December 31, 2018 and 2017, aggregate reserves amounted 1o
P53.54 milion and P54.79 million, respactively (see Note 16).

() Estimating Retirement Benefits
The determination of the obligation and cost of relirement benefits is dependent
an the selection of certain assumptions used by the actuary In calculating such
amounts. Those assumptions include, among others, discount rates, expected
returns on plan assats and salary increase rates.

While the Association belioves that the assumplions are reasonable and
appropriate, significant differénces botween actual expenence and assumpbions
may materially affect the cost of employee benefits and related obligations.

As at Dacamber 31, 2018 and 2017, the Association has a retirement assel of
P3.08 million and PZ.13 milion, respectively (see Note 20),

Retrement expense amounted to PO.85 milllon in 2018 and P0.46 million in 2017
while remeasurement gain (loss) on retirement asset amounted to P0. 19 million
and (P140) millon as at Decomber 31, 2018 and 2017, respectively (see
Nota 20),
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(h) Pravigians and Contingencies
The Association, in the ordinary course of business, sets up sappropriste
provisions for #s present legal or constructive obfigations, if any, in accordance
with its policies on provisions and contingancies, In recognizing and mesasuring
provisions, management takes risk and uncertainties into account.

The Asscciation Is under an ongoing tax review for laxable year 2016,
However, management believes that as of date it is not probable that an outflow
of resources will be requived given that there & no result of the tax review yet

5. Management of Insurance and Financial Risks

The Association's aclivites expose it to a vasiely of risks such as financial and
insurance nsks. The overall objective of risk management is to focus on the

unpredictability of financial and insurance conbingencies to minimize potential
adverse effects on the financial condition of the Association.

Govemance

The BOT of the Association has overad responsbility for the establishment and
oversight of the Association's risk management framework. The BOT has delegated
1o the management the respansibility of developing and manitoring the Association's
risk management policies.

The Associstion's risk management polices are established 1o identily and analyze
the risks faced by the Association, to set appropriate risk §mits and controls, and to
monitor risks and adherence to imits, Risk management policies and systems are
reviewed regularly to reflect changes in market conditions and the Association's
activites. The Asscclation, through its braining and management standards and
procadures, ams to develop a disciplined and constructive control environment, in
which all employees understand their roles and obligations,

Managemen! is responsible for monitoning compliance with the risk management
policies and procedures, and for reviewing the adequacy of the risk management
framework in relation 1o the risks faced by the Association,

Regulatory Framework

Regulators are interested in protecting the righis of the members and maintain close
observation to ensure that the Association is satisfactodly managing its affairs for the
banefit of members. At the same time, the reguiators are also interested in ensuring
hat the Association maintaing appropriale solvency postion 1o meet liabilities arlsing
from claims and that the risks are at acceptable levels.

The operations of the Association are subject to the regulatory requirements of the
IC. Such regulations not only prescribe approval and monitoring of activities but also
impose certain restrictive provisiona [.g. net worth requirements and risk-basad
capital (RBC) requirements),

Such resfrictive provisions minimize the risk of default and insolvency on the pard of
the Insurance companies to meet the unforeseen labililes as these arlse,



Capltal Management

The Association's objective in managing fund balance is to maintain high growth by
applying free cash flow to selective Investments thal would preclude the
Association's need of additional financing. The Association sets strategies with the
objective of establishing a versatile and resourceful financial management and fund
balance structure. Management has overall responsiility for monltoring of tund
balance in proportion to risk. Profiles for ratios are set in the light of changes in the
Associstion's extemnal environment and the risks underlying the Association's

business operations and industry.

The Association's capital Includes guaranty fund reserves, general fund balance,
funds assigned for members' benefits and for capacity bullding.

The Assocation monitors fund balance on the basis of the debt-to-equity ratio which
is calculated as total debt divided by total fund balance. Total debt is equivalent to
ciaims payable, accrued expenses and other liabilties, due to related party,
aggregate reserves and equity value reserves. Total equity compases the fund
balance.

Debt-to-equity ratio as at December 31 is as follows:

2018 2017
Total debt P329,493,619 P276,051,518
Total equity 740,030,444 732215674
Debt-to-aquity ratio 44.52% 37.70%

There were no changes in the Association's approach to fund balance management
during the year.

mmmuwmimmwwmwnc Compliance
with these requiremnents is discussed below

Net Worth Requirement

Under the Insurance Code, mutual benefit associabons must have avallable total
member’s equity in an amount to be delermined by the IC above all liabilities for
losses reporled as net warth requirement,

As al December 31, 2018 and 2017, he Association is compliant with the required
net worth requirement based on the Assodation’s calculations. However, the finai
amount of the net worth requirament can be determined only after the accounts of
the Association have been examined by the IC, specifically as to admitted and
non-admitied assets as dafined in the Insurance Code.

The estimated amounts of non-admitted assets as defined in the Insurance Code
included In the Assoclation's statements of assets, liabilities and fund balance, which
are subjoect to final deteemination by the IC are as follows:

2018 2017
Property, equipment and computer software - net P1,391,615 P2,245 350
Receivables

190,641 189,770
Other assets 967,344 1,135417

P2,549,600 P3,570,537




