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20. RECONCILIATION OF NET INCOME UNDER PFRS TO STATUTORY NET
INCOME

The reconciliation of net income under PFRS and statutory net income follows:

2008 2007 2006

PFRS net income ' P 94,443,421 P 609,413,356 P 274,931,380
Difference in change in reserve

for unearned reinsurance

premiums — et ( 60,808,883)( 40,142,234y ( 18,407,720)
Deferred acquisition costs — net  ( 8,773,478) ( 29,479,995) 20,174,827
Tax effect of the adoption of

PFRS accounting 20,874,708 24,367,780 ( 618,487)

Statutory net income. . P 45735768 P__5064.158907 P _2706.080.000

21. EARNINGS PER SHARE

The earnings per share amounts after adjustment for the reduction of the par value of the
Company’s shares of stock on January 15, 2007 (see Note 17.2) are as follows:

2008 2007 2006

Net income available to common
shareholders P 94,443,421 P 609,413,356 P 274,931,380

Divided by the average number
of outstanding common shares _2,176,922,899 _ 1.980,809,514 _ 1.400.893.200

P_ 0.04 P 031 P 0.20

Diluted earnings per share is not determined since the Company does not have dilutive
shates as of December 31, 2008, 2007 and 2006.
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COMMITMENTS AND CONTINGENCIES
The following are the significant comumitments and contingencies involving the Company:
22,1 Operating Lease Commitments — Company as Lessee

The Company is a lessee under a non-cancellable operating lease covering one of its offices.
This lease was initiated during 2007 and has a term of two years, with renewal options, and
includes an annual escalation rate of 8% on the second year. The contract was renewed on
February 24, 2009. The future minimum rentals payable under this non-cancellable
operating lease as of December 31 are as follows:

2008 2007
Within one year ) P 882,771 P 866,423
After one year butrnot more
than five years 1,147,602 220,693

P_ 2030373 I 7116

22.2 Legal Claims

The Company is a defendant in a third party claim filed by a government agency against the
Company and other reinsurers. Management believes that the reserve set up relating to this
case is adequate to cover any liability that may arise from the ultimate outcome of the case.

RISK MANAGEMENT OBJECTIVES AND POLICIES -

The Company is exposed to a vatiety of financial risks which result from both its operating
and investing activities. The Company’s main risk mitigation strategies generally include
adoption of underwriting and investment policies and guidelines, annual budget provision
and internal audit checks and assessments.

The Company’s risk management, in close cooperation with the respective duly
constituted Board Comumittees on Underwriting, Investment, Budget and Audit, focuses
on implementing risk control measures addressing underwriting acceptances, claims
control, securing short- to-medium term cash flows by minimizing exposure to financial
markets while managing long-term financial investments to generate lasting returns.

The most significant financial risks to which the Company may be exposed to are described
below.

23.1 Reinsurance Risk

As a professional reinstirer, the Company underwrites reinsurance business from life and
non-life insurance companies and brokers, with the objective of realiziag profits and being
a dependable partner to its clients. To attain this objective, it is essential for the Company
to have a balanced portfolio, wherein there is diversification of risks. For non-life business,
each risk that is accepted or treaty arrangement entered into is carefully evaluated based on
the Company’s underwriting guidelines, such as maximum limits per type of risk, existing
exposures, premium adequacy, financial condition of the client and the like.

'
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The Company’s retention on the larger risks that the Company accepts, or possible
accumulation of the same in a given area, including losses that could arise from
catastrophes such as earthquakes and typhoons, is protected by an excess of loss coverage
to limit the Company’s exposure up to a specified amount. Significant risk concentrations
may result in potential losses not only in certain areas but also within a particular type of
business such as property, motor car and casualty. The Company therefore always
monitors and controls its exposures in various lines.

The Company’s reinsurance and retroceded premiums for the year ended
December 31, 2008 per line of risk are shown below.

Reinsurance Retraceded
i . Line of Risk Premiums Premiums Retention
Fire P 944,039,580 P 593,294 587 P 350,744,993
Marine and
aviation 784,010,071 262,731,015 521,279,056
Casualty 2,254,804,278 1,823,281,187 431,523,091
Life 510,650,466 234 240,131 276,410,335

D 4,493,504,395 P 2,913,546,920 P 1,579,957,475

The Company’s reinsurance and retroceded premiums for the year ended
December 31, 2007 per line of risk are shown below.

Reinsurance Retroceded
Line of Risk Premiums Premiums Retention
Fire P 1,387,159,988 P 1,034,189,507 P 352,970,481
Marine and '
* aviation o 439,163,859 : 197,208,733 241,955,126
Casualty 2,042,102,760 1,660,547,509 381,555,251
Life 448,155,846 197,281,824 250,374,022

P 4,316,582.453 P 3089227573 P 1,227,354,880

Retrocession or reinsuring what the Company had earlier accepted as reinsurance is
resorted to enable the Company to write risk whose amounts are in excess of its retention,
and to reduce the volatility of its results and protect its capital. In doing so, the Company
also sets minimum requirements and standards in determining with whom it wishes to
reinsure with, foremost of which is the rating of the particular security by international
rating agencies such as Standard and Poor’s and A.M. Best.

On the other hand, life business, which constitutes about 10% of gross premium written,
follows a schedule of retention per life or group life as determined by the actuarial
department. Any amount in excess of this is retroceded or reinsured with reputable
foreign reinsurers whose ratings from the same rating agencies are above par and meet
the Company’s standards.

-
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The Company has also initiated an Enterprise Risk Management Process which is an

organization-wide approach to the identification, assessment, communication and
management of risks. Reinsurance Activity Risks is one of the four different types of risks
identified in this program. The management believes that the Enterprise Risk Management
Process, once fully integrated into the Company’s operations, would further enhance the
confidence of investors and clients in the Company.

Also, the Company continues to practice prudent underwriting with the objective of
attaining underwriting profits. In evaluating a claim, the Company follows set guidelines
such as setting up of reserves upon its receipt of a preliminary loss advice, and requiring
the cedant-claimant to submit other necessary documents such as the adjuster’s report,
affidavits and proof of loss, among others.

The Company’s outstanding claims and the retrocessionaires’ share in such claims as of
December 31, 2008 are shown below:

Outstanding Retrocessionaires’
Line of Risk Claims Share in Claims Net
Fire P 1,112,747503 P 735,371,100 P 377,376,403
Marine and
aviation 1,214,932 522 708,955,720 505,976,302
Casualty 1,142.332,966 946,099,332 196,233,634
Life 46,223 606 12,873,227 33,350,379

P 3,516,236,597 P 2,403,299,379 P 1,112,937,218

The Company’s outstanding claims and the retrocessionaires’ share in such claims as of
December 31, 2007 are shown below: ’

Outstanding Retrocessionaires’
Line of Risk Claims Share in Claims Net
Fire P 396,152,818 P 269,838,565 P 126,314,253
Marine and
aviation 438,462,914 136,536,567 301,926,347
Casualty 743,433,231 613,561,645 129,871,586
Life 50,264,817 16,522,560 33,742,257

b 1628313780 P 1,036,459.337 D 591,854,443

The Company ensures that all valid claims are settled promptly and judiciously, as part of
its comumitment to its clients.

Most of the risks reinsured by the Company ate situated in the domestic market with only a
small portion coming from overseas.
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23.2 Credit Risk
Generally, the maximum credit risk exposure of financial assets is the carrying amount of

the financial assets as shown on the face of the balance sheets (or in the detailed analysis

provided in the notes to the financial statements), as summarized below:

Notes 2008 2007
Cash and cash equivalents P 1,138,523,219 P 1,344,872579
Reinsurance balances
receivable - net 5 4,353,404,620  2,908,836,020
Available-for sale
financial assets 6 5,284,585,889 5217539378
Loans and receivables 7 195,738,148 193,990,002

P 10972.251,876 P 9,665.237,979

The Company continuously monitors defaults of ceding companies and other
counterparties, identified either individually or by group, and incorporate this information
into its credit risk controls. Where available at a reasonable cost, external credit ratings
and/or reports on ceding companies and other counterparties are obtained and used. The
Company’s policy is to deal only with creditworthy counterparties. In addition, for a
significant proportion of sales, advance payments are received to mitigate credit risk.

The Company’s management considers that all the above financial assets that are not
impaired or past due for each balance sheet dates are of good credit quality.

Cash in banks and time depos1ts are insured by the Philippine Deposit Insurance
Corpo1atlon up to a maxumum coverage of P250,000 for every depositor per banking
institution.. Other financial assets are not secured by any collateral or other credit
enhancements.

Financial assets amounting to P686,668,863 and P527,031,353 as of December 31, 2008 and
2007, respectively, are past due buc not impaired.

23.3 Liquidity Risk

The Company manages its cash and investment position to meet its obligations arising from
reinsurance agreements and other financial liabilities. Curreatly, the Company’s excess cash
is invested in available for sale financial assets.

As of December 31, 2008, the Company’s obligations arising from reinsurance agreements
and other financial liabilities have contractual maturities which are presented below:

Current  _Non-current
Reinsurance balances payable P3,841,246,415 P 804,389,122
Accounts payable and accrued expenses 16,565,978 28,897,908

P’3,857.812,393 P 893,287,030
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This compares to the maturity of the Company’s financial liabilities as of
December 31, 2007 as follows:

Current Non-cugrent

Reinsurance balances payable P2439,453,963 P 231,736,490
Accounts payable and accrued expenses 8,382.427 34,507,694

P2447.836,390 D 266,244,184

23.4 Markert Risk

The market risks to which the Company may be exposed ate as follows:

(a) " Foreign Currency Risk +*

Most of the Company’s transactions are carried out in Philippine pesos, its functional

. currency. Exposures to currency exchange rates arise from the dollar-denominated
investments, receivables and payables. The Company recognized net foreign exchange
gains of P115,273,826 in 2008 and net foreign exchange losses of P179,320,898 in 2007
and P90,676,616 in 2006 (see Note 12).

Exposures to currency exchange rates arise from the Company’s foreign currency
reinsurance transactions, which are primarily denominated in US dollars, Indonesian
rupiah, South Korean won, Pakistan rupee, Japanese yen, Thailand baht, China yuan,
Nepalese rupee, Euro, Indian rupee, Malaysian ringgit, Myanmar kyat, Singaporean
dollars, Hongkong dollars, Sti Lankan rupee, British pound, Australian dollars and
Swiss franc. The Company also holds US dollar-denominated cash and cash
equivalents and investment in equity securities.

To mitigate the Company’s exposure to foreign currency risk, non-Philippine peso cash
flows are monitored.

Foreign-currency denominated financial assets and liabilities, translated into Philippine
pesos at the closing rate are as follows:

2008 2007
; U.S. QOther Us. Other
! Dollar Currencies Dollag Currengies
‘ Fmancial assets P1,529,236,678 - P180,140,323 P 1,290,440,554 P 74,221,140
! . , Financial liabilities (— 729,842,749 ) (__22,751,723) (___475088.763) ( __25,195,854)
Total net exposure P 799,393,929 P157.383.600 DI 815351791 P_ 49025286
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The following table illustrates the scnsmvn) of the Company’s income before tax with

respect to changes on Philippine peso against foreign currencies exchange rates. The

percentage changes in rates have been determined based on the average market volatility
rates, using standard deviation, in the previous 12 months at a 99% confidence level.

2008 2007
Reasonably Effectin Effectin Reasonably Effectin Effect in
possible change income before  equity before  possible change mcome before equity before
in rate tax tax in rate tax fax

PhP - United States

Dollars 26.13% (P 186,809,727) (P 22,038,430) 20.72% (P 106,184,731) @ 31,386,566)
PP - Japanese Yen 49.16%  ( 24,792,536) - 3096%  ( 77,389) .
IhP - Indonesian .

Rupiah 46.49%  ( 15,590,914) . 27.48%  ( 7,514,852) ;
PhP - Thailand Baht 51.58% ( 13,785,763) - 37.15% ( 2,312,479) -
PhP - South Korean

Won 71.88% ( 5,696,305) - 16.55% ( 132,137) -
PhP - Ewo 41.68% ( 5,454,359) - 2236 ( 615,090) -
PhT - China Yuan 45.50 % ( 2,278,914) - - - -
PhP - Malaysian

,Ringgir 2339%  ( 1,562,330) - 13935 ( 539,450) -

PhP - Myanmar Kyat 28.13% ( 1,485,741) - - - -
PhP - Singaporean

Dollars 25.71% ( 1,085,978) - 17.95%%  ( 1,033,785) -
Php - Pakistan Rupee MA5%  ( 701,509) - - - -
PhP - Indian Rupee 39.79 % ( 665,062) - 20.18% ( 291,525) -
PhP - Nepalese Rupee 33.98%  ( 319,671) - - - -
PhP - Hongkong Dollars  26.10% ( 124,564) - 24.12% ( 72,730) -
Php - Sd Linkan Rupee  29.03% ( 18,364) - - - -
PhP - Bridsh pound 43.16% ( 12,054) - 26.32%  ( 8,613) -
Php - Australian dollar ~ 54.91% ( 111) - - - -
PhY - Swiss Franc 43.16% ( 2) - 3318%  ( 133) -
Total (2.260,384,904) (B__22,038,430) (L_L187829 @ 31.386,566)

Exposures to foreign exchange rates vary during the year depending on the volume of
overseas transactions. Nonetheless, the analysis above is considered to be representative
of the Company’s currency risk.

(b) Marker Price Risk

The Company’s investments are regulated under the pertinent provisions of Presidential
Decree No. 1460 (as amended), otherwise known as The Insurance Code of the
Philippines. The Insurance Code generally requires all insurance companies to obtain
prior approval of the IC for any and all of their investments. It further requires
companies to submit to the Commission a monthly report on all investments made
during the previous month. The Commission reviews the investments and may requice
the immediate sale or disposal of investments deemed too risky.

In the area of equity investments, Section 200 of the Insurance Code further provides,
among other things, that insurance companies may only invest in common stock of
Philippine corporations which have a prior three-year dividend payment record.
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Moreover, the same section limits exposure to any one institution to 10% of an
insurer’s total admitted assets.

Beyond the provisions of the Insurance Code, the Company, through its Investment
Committee, has established additional guidelines to control the risks inherent in equity
investments. The Company’s own investment policy requires that the Company invest
only in shares of common stock of companies that are listed on the PSE. Furthermote,
these listed companies must have profitable business operations and market
capitalizatons which are on a scale that would qualify them as blue chips.

The Investment Committee regulatly reviews and approves a list of publicly traded
stocks authorized for investments on the basis of the foregoing considerations.
Furthermore, the Investment Committee secks to avoid unwarranted concentration
of funds in a single asset class by regularly monitoring and limiting the proportion of
equity investments to the Company’s total investment portfolio. As of

December 31, 2008 and 2007 investments in listed equities amounted to 6% and 12%,
respectively, of the Company’s total investment portfolio.

The observed volatility rates of the fair values of the Company’s investments held
at fair value and their impact on the Company’s net income and equity as of
December 31, 2008 and 2007 are sutnmarized as follows:

2008 2007
Observed Effect in Observed Effect in
Volasilicy R Equity Before Tas _Volatline Raes B quity Before Tas

Government bonds 717% P 297,084,029 2.30% P 69,929,758

Equity securities listed in
the Philippines

.Common shages . 35.15% 103,960,460 27.39% 120,500,879

Preferred shares 1.84% ' 1,839,185 9.91% 1,190,481‘

Long-term negotiable instcuments 2.96% 5,925,810 0.65% 16,693,812

Mutual funds 16.50% 12,954,400 15.47% 8,094,997

Corporate bonds 0.89% 44,948 6.56% 15,100,344

Golf club shares 0.00%* - 28.47% 209

E__ 421,808,852 232 i

* No data on the market values of these club shares were availuble.
(c) Interesr Rate Risk

The Company is exposed to interest rate risk because of its fixed income investments
which amounted to approximately 92% and 84% of the Company’s total investment
portfolio as of December 31, 2008 and 2007, respectively. The Company attempts to
limit interest rate risk by establishing limits on the duration and average maturity of its
fixed income portfolio. As a general rule, the Company does not attempt to speculate
(i.e., profit from short term changes or volatility in market conditions). Investments in
fixed income securities are made primarily to ensure adequate cash flow from
investments to meet cash requirements, both anticipated and unanticipated.
Consequently, the investment portfolio is structured so that instruments mature
concurrently with cash needs. Moreover, the investments in fixed income securities
are limited to those with active secondary or resale markets to allow for transparent
valuation and immediate liquidation in the event of market turmoil.
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24. CATEGORIES AND FAIR VALUES OF FINANCIAL ASSETS AND
LIABILITIES

The catrying amounts and fair values of the categories of financial assets and liabilities
presented in the balance sheets are shown below:

Notes 2008 2007
Cacrying Values Fair Values . Caoying Values _Fair Values

Financral assets

Cash and receivables:

Cash and cash equivalents 4 P1,149,558,287 P1,149,558,287 P 1,346,912,651 P1,346,912,651
Reinsurance balances receivables 5 4,353,404,620 4,353,404,620  2,908,836,020  2,908,836,020
Loans and rccei\'qbles' . 7 195,738,148 195.738.1. 193,990,002 193,920,003

L£5,098,701,055 E5.698,700,085 P49, 738,675 Dbdd9 738673

Available-for-sale financial assets:

Debt securites 6 P4,720,548,819 P4,720,548,819 T 4,479,540,250 P4,479,540,250
Equity securities 6 424,397,280 424,397,280 581,920,970 581,920,970
: Investment in Asian Re shares 6 84,355,004 84,355,004 69,410,454 69,410,454
’ Varous funds 6 55,284,786 55,284,785 86,667,704 86.667.704
P5,284,585,.880 P5,084,585,889 P 5217539378 D5217.530.378
Financial Liabilities

Financial liabilities at amortized cost:

Reinsurance balances payable 5 P4,705,635,537 P4,705,635,537 P2,671,190,453 P2,671,190,453
Accounts payable and other

accrued expenses 11 ’ 45,463,886 45,463,886 42800121 T 42 890,121

P4.751,099.423 P4,751,099423 P2714080574 PLT14080574
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25, CAPITAL MANAGEMENT OBJECTIVES, POLICIES AND PROCEDURES

The Company’s capital management objectives are:

* o ensure the Company’s ability to continue as a going concern; and

® to provide an adequate return to shareholders

by complying with the capital requirements and limitation enforced by the IC and by
aligning the Company’s operational strategy to its corporate goals. The capital
requirements and limitation are as follows:

25.1 Minimum Capitalization
Under the Department Ozder No. 27-06 (DO No. 27-06), any reinsurance company
existing, operating, or otherwise doing business in the Philippines, must possess minimum

capitalization in accordance with the following schedule of compliance:

December 31, December 31,
2008 2007

Minimum statutory net worth P 1,250,000,000 P  1,000,000,000
Minimum paid-up capital 625,000,000 500,000,000

As defined by DO No. 27-006, statutory net worth represents the Company’s paid-up
capital, capital in excess of par value, contingency surplus, retained earnings, and
revaluation increments as may be approved by the Insurance Commissioner.

25.2 Risk-Based Capital Requirements

As per Insurance Memorandum Circular No. 7-2006, every non-life insurance company is
annually required to maintain a minimum Risk-Based Capital (RBC) ratio of 100%. RBC
ratio is computed by dividing the Company’s net worth by an RBC requirement prescribed
by the IC. The RBC requirement is determined after considering the admitted value of
certain financial statement accounts whose final amounts can be determined only after the
exarmination by the IC.

25.3 Limitation on Dividend Declaration

The Company’s BOD is authorized to declare dividends. A cash dividend declaration does
not require any further approval from the stockholders. However, a stock dividend
declaration requires further approval of the stockholders holding or representing not less
than two-thirds of the Company’s outstanding capital stock. Dividends may be declared
and'paid out of the unrestricted retained earnings which shall be payable in cash, property,
or stock to all stockholders on the basis of outstanding stock held by them, as often and at
such times as the BOD may determine and in accordance with law.















































































