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Loans and receivables are subsequently measured at amortized cost using the effective
interest method, less impairment losses. Any change in their value is recognized in
profit or loss. Impairment loss is provided when there 1s objective evidence that the
Company will not be able to collect all amounts due to it in accordance with the
original terms of the receivables. The amount of the impairment loss is determined as
the difference between the assets’ carrying amount and the present value of estimated
cash flows.

Loans and receivables presented in the balance sheet of the Company consist of
Reinsurance Balances Receivable and Loans and Recetvables.

(6)  Held-to-maturity Investments

This category includes non-derivative financial assets with fixed or determinable
payments and a fixed date of maturity. Investments are classified as held-to-maturity
if the Company has the positive intention and ability to hold them untl maturity.
Investments intended to be held for an undefined period are not included in this
classification.

Held-to-maturity investments are measured at amortized cost using the effective
interest method. In addition, if there is objective evidence that the investment has been
impaired, the financial asset is measured at the present value of estimated cash flows.
Any changes to the carrying amount of the investment are recognized in profit or loss.

(c)  Available-for-sale Financial Assets

This category includes non-derivative financial assets that are either designated to this
category or do not qualify for inclusion in any of the other categories of financial assets.

All financial assets within this category are subsequently measured at fair value, unless
otherwise disclosed, with changes in value recognized in equity, net of any effects
arising from income taxes. Gains and losses arising from securities classified as
available-for-sale are recognized in the income statement when they are sold or when
the investment is impaired.

In the case of impairment, the cumulative loss previously recognized directly in equity is
transferred to the income statement. If circumstances change, impairment losses on
available-for-sale equity instruments are not reversed through the income statement.
On the other hand, if in a subsequent period the fair value of a debt instrument
classified as available-for-sale increases and the increase can be objectively related to an
event occurring after the impairment loss was recognized in income statement, the
impairment loss is reversed through the income statement.

For investments that are actively traded in organized financial markets, fair value is
determined by reference to stock exchange quoted market bid prices at the close of business
on the balance sheet date. For investments where there is no quoted market price, fair value
is determined by reference to the current market value of another instrument which is
substantially the same or is calculated based on the expected cash of the underlying net asset
base of the investment.
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Non-compounding interest, dividend income and other cash flows resulting from holding
financial assets are recognized in profit or loss when earned, regardless of how the related
carrying amount of financial assets is measured. All income and expense relating to financial
assets recognized in profit or loss are presented in the income statement under Investment
and Other Income.

Derecognition of financial assets occurs when the rights to receive cash flows from the
financial instruments expire or are transferred and substantially all of the risks and rewards
of ownership have been transferred.

2.4  Property and Equipment

Property and equipment are stated at cost less accumulated depreciation and any
impairment in value.

The cost of an asset comprises its purchase price and directly attributable costs of bringing
the asset to working condition for its intended use. Expenditures for additions, major
improvements and renewals are capitalized; expenditures for repairs and maintenance are
charged to expense as incurred. When assets are sold, retired or otherwise disposed of,
their cost and related accumulated depreciation and impairment losses are removed from
the accounts and any resulting gain or loss is reflected in income for the period.

Depreciation is computed on the straight-line basis over the estimated useful lives of the
assets as follows:

Condominium units 40 years
Office improvements 10 years
Office furnitures and equipment 5 years
Transportation equipment 5 years
EDP equipment 5 years

An asset’s carrying amount is written down immediately to its recoverable amount if the
asset’s carrying amount is greater than its estimated recoverable amount (see Note 2.14).
The residual values and estimated useful lives of property and equipment ate reviewed and,
adjusted if appropriate, at each balance sheet date.

An item of property and equipment is derecognized upon disposal or when no future
economic benefits are expected to arise from the continued use of the asset. Any gain or loss
arising on derecognition of the asset (calculated as the difference between the net disposal
proceeds and the carrying amount of the item) is included in the income statement in the year
the item is derecognized.

2.5 Investment Property

Investment property (included as part of Other Assets), is measured initially at acquisition
cost. Subsequently, investment property is stated at cost less accumulated depreciation and
any impairment in value. Depreciation is computed on the straight-line basis over the
estimated useful life of 30 years.

The cost of the investment property comprises its purchase price and directly attributable
costs of bringing the asset to working condition for its intended use. Expenditures for
additdons, major improvements and renewals are capitalized; expenditures for repairs and
maintenance are charged to expense when incurred.




-10-

Investment property is derecognized upon disposal or when permanently withdrawn from
use and no future economic benefit is expected from its disposal. Any gain or loss on the
retirement or disposal of an investment property is recognized in the income statement in the
year of retirement or disposal.

2.6 . Financial Liabilities

Financial liabilities include reinsurance balances payable and accounts payable and accrued
expenses.

Financial liabilities are recognized when the Company becomes a party to the contractual
agreements of the instrument. All interest related charges are recognized as an expense in the

income statement.

Reinsurance balances payable and accounts payable and accrued expenses are recognized
initially at their nominal value and subsequently measured at amortized cost less settlement
payments.

Dividend distributions to shareholders are recognized as financial liabilities when the
dividends are approved by the shareholders.

Financial liabilities are derecognized from the balance sheet only when the obligations are
extinguished either through discharge, cancellation or expiration.

2.7 Provisions

Provisions are recognized when present obligations will probably lead to an outflow of
economic resources and they can be estimated reliably even if the timing or amount of the
outflow may still be uncertain. A present obligation arises from the presence of a legal or
constructive commitment that has resulted from past events.

Provisions are measured at the estimated expenditure required to settle the present obligation,
based on the most reliable evidence available at the balance sheet date, including the risks and
uncertainties associated with the present obligation. Any reimbursement expected to be
received in the course of settlement of the present obligation is recognized, if virtually certain,
as a separate asset at an amount not exceeding the balance of the related provision. Where
there are a number of similar obligations, the likelihood that an outflow will be required in
settlement is determined by considering the class of obligations as a whole. In addition,
where time value of money is material, long-term provisions are discounted to their present
values using pretax rate that reflects market assessments and the risks specific to the
obligation.

Provisions are reviewed at each balance sheet date and adjusted to reflect the current best
estimate.

In those cases where the possible outflow of economic resource as a result of present
obligations is considered improbable or remote, or the amount to be provided for cannot
be measured reliably, no liability is recognized in the financial statements.

Probable inflows of ecanomic benefits that do not yet meet the recognition criteria of an
asset are considered contingent assets, hence, are not recognized in the financial statements.
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2.8 Revenue Recognition

Revenue is recognized to the extent that it is probable that the economic benefits will flow to
the Company and the revenue can be reliably measured. The following specific recognition
criteria must also be met before revenue is recognized:

(a)  Reinsurance preminms — Revenue is recognized for revenue premiums from short
duration insurance contracts over the period of the contracts using the 24th method
except for revenues from marine cargo risks wherein the premiums written during
the first ten months of the current year and the last two months of the preceding year
are recognized as revenue in the current year. The “24™ method” assumes that the
average date of issue of all policies written during any one month is the middle of
that month. Accordingly, 1/24® of the net premiums are considered earned in the
month the reinsurance contracts are issued and 2/24™ for every month thereafter
(or 1/24" for every 15-day period after the issue month). The portion of the
reinsurance premiums retained that relate to the unexpired periods of the policies
at balance sheet dates are accounted for as Reserve for Uriearned Reinsurance
Premiums and presented in the liability section of the balance sheet. The net changes
in the account Reserve for Unearned Reinsurance Premiums between balance sheet
dates are recognized in the income statement.

(b)  Interest — Revenue is recognized as the interest accrues (taking into account the
effective yield on the asset).

() Dividends — Revenue is recognized when the stockholders’ right to receive the
payment is established.

2.9 Claim Costs Recognition

Share in liabilities for claim costs and claim adjustment expenses relating to insurance
contracts are accrued when insured events occus.

The share in liabilities for claims (including those for incurred but not reported) are based
on the estimated ultimate cost of settling the claims. The method of determining such
estimates and establishing reserves are continually reviewed and updated. Changes in
estimates of claim costs resulting from the continuous review process and differences
between estimates and payments for claims are recognized as income or expense of the
period in which the estimates are changed or payments are made.

Share in recoveries on claims are evaluated in terms of the estimated realizable values of the
salvage recoverables. Recoveries on settled claims are recognized in the income statement
in the period the recoveries are made while estimated recoveries are presented as part of
Reinsurance Balances Receivable in the balance sheet.

2.10 Acquisition Costs

Costs that vary with and are primarily related to the acquisition of new and renewal
reinsurance contracts such as commissions, certain underwriting costs and inspection fees,
are deferred and charged to expense in proportion to reinsurance premium revenue
recognized. Unamortized acquisition costs are shown in the balance sheet as Deferred
Acquisition Costs.
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2.11 Commissions on Retrocessions

Commissions on retrocessions are deferred and are subjected to the same amortization
method as the related acquisition costs. Deferred portion are presented in the balance
sheet as Deferred Reinsurance Commissions.

2.12 Leases
The Company accounts for its leases as follows:
(a) Company as Lessee

Leases which do not transfer to the Company substantally all the risks and benefits of
ownership of the asset are classified as operating leases. Operating lease payments are
recognized as expense in the income statement on a straight-line basis over the lease
term. Associated costs, such as maintenance and insurance, are expensed as incutred.

(b)  Company as Lessor

Leases which do not transfer to the lessee substantially all the risks and benefits of

" ownership of the dsset are classified as operating leases. Lease income from operating '
leases is recognized as income in the income statement on a straight-line basis over the
lease term.

The Company determines whether an arrangement is, or contains a lease based on the
substance of the arrangement. It makes an assessment of whether the fulfillment of the
arrangement is dependent on the use of a specific asset or assets and the arrangement
conveys a right to use the asset.

2.13 Functional Currency and Foreign Currency Transactions
(a)  Functional and Presentation Currengy

Items included in the financial statements of the Company are measured using the
currency of the primary econornic environment in which the entity operates

(the functional currency). The financial statements are presented in Philippine pesos,
which is the Company’s functional and presentation cutrency.

(b)  Transactions and Balances

The accounting records of the Company are maintained in Philippine pesos. Foreign
currency transactions during the year are translated into the functional currency at
exchange rates which approximate those prevailing on transaction dates.

Foreign currency gains and losses resulting from the settlement of such transactions
and from the translation at year-end exchange rates of monetary assets and liabilities
denominated in foreign currencies are recognized in the income statement.
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2.14 Impairment of Non-financial Assets

The Company’s property and equipment and investment property are subject to impairment
testing. All other individual assets are tested for impairment whenever events or changes in
circumstances indicate that the carrying amount may not be recoverable.

An impairment loss is recognized for the amount by which the asset’s carrying amount
exceeds its recoverable amount. The recoverable amount is the higher of fair value, reflecting
market conditions less costs to sell and value in use, based on an internal evaluation of
discounted cash flow.

All assets are subsequently reassessed for indications that an impairment loss previously
recognized may no longer exist and the carrying amount of the asset is adjusted to the

recoverable amount resulting in the reversal of the impairment loss.
2.15 Employee Benefits
Pension benefits are provided to employees through a defined benefit plan.

A defined benefit plan is a pension plan that defines an amount of pension benefit that an
employee will receive on retirement, usually dependent on one or more factors such as age,
years of service and salary. The legal obligation for any benefits from this kind of pension
plan remains with the Company, even if plan assets for funding the defined benefit plan
have been acquired. Plan assets may include assets specifically designated to a long-term
benefit fund, as well as qualifying insurance policies. The Company’s defined benefit
pension plan covers all regular full-time employees. The pension plan is tax-qualified,
noncontributory and administered by a trustee.

The liability recognized in the balance sheet for defined benefit pension plans 1s the present
value of the defined benefit obligation (DBO) at the balance sheet date less the fair value of
plan assets, together with adjustments for unrecognized actuarial gains or losses and past
service costs. The DBO is calculated by independent actuaries using the projected unit
credit method. The present value of the DBO is determined by discounting the estimated
future cash outflows using interest rates of high quality corporate bonds thart are
denominated in the currency in which the benefits will be paid and that have terms to
maturity approximating the terms of the related pension liability.

Actuarial gains and losses are not recognized as an income or expense unless the total
unrecognized gain or loss exceeds 10% of the greater of the obligation and related plan
assets. The amount exceeding this 10% corridor is charged or credited to profit or loss
over the employees’ expected average remaining working lives. Actuarial gains and losses
within the 10% corridor are disclosed separately. Past-setvice costs are recognized
immediately in the income statemnent, unless the changes to the pension plan are
conditional on the employees remaining in service for a specified period of time

(the vesting period). In this case, the past service costs are amortized on a straight-line
basis over the vesting period.

A defined contribution plan is a pension plan under which the Company pays fixed
contributions into an independent entity. The Company has no legal or constructive
obligations to pay further contributions after payment of the fixed contribution. The
contributions recognized in respect of defined contribution plans are expensed as they fall
due. Liabilities and assets may be recognized if underpayment or prepayment has occurred
and are included in the balance sheets.
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Short-term employee benefits are recognized for the number of paid leave days
(including holiday entitlement) remaining at the balance sheet date. They are included in
current pension and other employee obligations at the undiscounted amount thar the
Company expects to pay as a result of the unused entitlement.

216 Income Taxes

Current tax assets or liabilities comptise those claims from, or obligations to, fiscal authorities
relating to the current or prior reporting period, that are uncollected or unpaid at the balance
sheet date. They are calculated according to the tax rates and tax laws applicable to the fiscal
periods to which they relate, based on the taxable profit for the year. All changes to current

tax assets or liabilities are recognized as a component of tax expense in the income statement.

Deferred tax is provided, using the balance sheet liability method, on temporary differences at
the balance sheet date between the tax base of assets and liabilities and their carrying amounts
for financial reporting purposes.

Under the balance sheet liability method, with certain exceptions, deferred tax liabilities are
recognized for all taxable temporary differences and deferred tax assets are recognized for all
deductible temporary differences and the carryforward of unused tax losses and unused tax
credits to the extent that it is probable that taxable profit will be available against which the
deferred tax asset can be utilized.

The carrying amount of deferred tax assets is reviewed at each balance sheet date and reduced
to the extent that it is probable that sufficient taxable profit will be available to allow all or
part of the deferred tax asset to be utilized.

Deferred tax assets and liabilities are measured at the tax rates that are expected to apply to
the period when the asset is realized or the liability is settled, based on tax rates and tax laws
that have been enacted or substantvely enacted at the balance sheet date.

Most changes in deferred tax assets or liabilities are recognized as a component of tax
expense in the income statement. Only changes in deferred tax assets or liabilities that relate
to a change in value of assets or liabilities that is charged dLrectly to equ.tty are charged or
credited directly to equity.’

2.17 Equity

Capital stock is determined using the nominal value of shares that have been issued or
reissued.

Additional paid-in capital includes any premiums received on the initial issuance of capital
stock. Any transaction costs associated with the issuance of shares are deducted from
additional paid-in capital, net of any related income tax benefits.

Treasury shares are stated at the cost of re-acquiring such shares.

Revaluation reserves comprise gains and 1osses due to the revaluation of certain
available-for-sale financial assets.

Retained earnings include all current and prior period results as disclosed in the income
statement.
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2.18 Earnings Per Share

Earnings per share is determined by dividing net income by the weighted average number
of shares issued, adjusted for stock dividends and stock split, less shares held in treasury
during the period.

SIGNIFICANT ACCOUNTING JUDGMENTS AND ESTIMATES

The Company’s financial statements prepared in accordance with PFRS require management
to make judgments and estimates that affect amounts reported in the financial statements and
related notes. Judgments and estimates are continually evaluated and are based on historical
experience and other factors, including expectations of future events that are believed to be
reasonable under circumstances. Actual results may ultimately differ from these estimates.

3.1 Critical Management Judgments in Applying Accounting Policies

In the process of applying the Company’s accounting policies, management has made the
following judgments, apart from those involving estimation, which have the most significant
effect on the'amounts recognized in the financial statements:

(@)  Impairment of Available-for-sale Financial Assets

The determination when an investment is other-than-temporarily impaired requires
significant judgment. In making this judgment, the Company evaluates, among other
factors, the duration and extent to which the fair value of an investment is less than its
cost; and the financial health of and near-term business outlook for the investee,
including factors such as industry and sector performance, changes in technology and
operational and financing cash flow.

(b)  Distinction Between Investment Properties and Owner-occupied Properties

The Company determines whether a property qualifies as investment property. In
making its judgment, the Company considers whether the property generates cash
flows largely independently of the other assets held by an entity. Owner-occupied
properties generate cash flows that are attributable not only to the property but also to
other assets used in the operations.

Some properties comprise a portion that is held to earn rental and another portion
that is held for administrative purposes. If these portions can be sold separately

(or leased out separately under finance lease), the Company accounts for the portions
separately. If the portions cannot be sold separately, the property is accounted for as
investment property only if an insignificant portion is held for administrative purposes.
Judgment is applied in determining whether ancillary services are so significant that a
property does not qualify as investment property. The Company considers each
propetty separately in making its judgment.







































































































