


Those charged with governance are responsible for overseeing the Company’s financial reporting
process.

Auditor’s Responsibilities for the Audit of the Financial Statements

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

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

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

* Obtain an understanding of internal control relevant to the audit in order to design audit
procedures that are appropriate in the circumstances, but not for the purpose of expressing
an opinion on the effectiveness of the Company’s internal control.

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

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

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

Our audits were conducted for the purpose of forming an opinion on the basic financial statements
taken as a whole. The supplementary information required under Revenue Regulations No. 15-2010
in Notes to the 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 information is the
responsibility of the management of Bethel General Insurance and Surety Corporation. The
information has been subjected to the auditing procedures applied in our audits of the basic
financial statements. In our opinion, the information is fairly stated, in all material respects, in
relation to the basic financial statements taken as a whole.
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BETHEL GENERAL INSURANCE AND SURETY CORPORATION

STATEMENT OF FINANCIAL POSITION

December 31, 2020
(With comparative figures for 2019)

ASSETS
Notes 2020 2019

Cash and cash equivalents 4 P 134,687,764 P 61,407,250
Insurance balances receivable 5 199,844,108 157,295,119
Financial assets at fair value through

other comprehensive income 6 28,785 33,400
Financial assets at amortized costs 7 237,307,794 227,949,753
Invesment in stocks 8 5,847,914 5,849,397
Loans and receivables 9 365,533,355 432,298,945
Reinsurance assets 10 1,426,502 2,118,388
Deferred acquisition cost 11 40,525,337 40,001,073
Deferred reinsurance premium 12 3,849,580 9,739,575
Investment properties 13 232,353,563 232,353,563
Property and equipment, net 14 261,921,807 264,056,617
Other assets 15 25,902,969 12,126,703
TOTAL ASSETS P 1,509,229,478 P 1,445,229,824

LIABILITIES AND SHAREHOLDERS' EQUITY

LIABILITIES
Insurance contract liabilities 16 P 149,195,022 P 138,590,996
Reinsurance payable 17 18,497,235 12,837,044
Deferred commision income 18 1,156,044 2,217,081
Accounts and other payables 19 35,275,641 19,726,601
Total Liabilities 204,123,942 173,371,723
SHAREHOLDERS' EQUITY
Share capital 20 410,188,200 353,750,000
Subscribed share capital 21 104,811,800 161,250,000
Contributed surplus 22 520,840,776 520,840,776
Fluctuation reserves 23 120,093,623 121,044,015
Accumulated profits 24 149,171,136 114,973,310
Total Shareholders' Equity 1,305,105,536 1,271,858,101
TOTAL LIABILITIES AND SHAREHOLDERS' EQUITY P 1,509,229,478 P 1,445,229,824

See accompanying Notes to Financial Statements.



BETHEL GENERAL INSURANCE AND SURETY CORPORATION

INCOME STATEMENT

For the year ended December 31, 2020

(With comparative figures for 2019)

Notes 2020 2019
REVENUE
Gross premiums earned on insurance contracts 25 229,388,231 187,808,697
Reinsurers' share on gross premiums earned 26 21,939,214 11,713,360
Net Premiums Earned 207,449,017 176,095,337
Commission income 27 3,074,555 1,706,562
TOTAL REVENUE 210,523,573 177,801,899
DIRECT COSTS
Net insurance benefits and claims 28 16,106,188 15,307,196
Commission expense 29 70,732,651 66,359,832
Other underwriting expenses 30 11,469,391 10,508,956
Total Direct Costs 98,308,230 92,175,984
GROSS INCOME 112,215,342 85,625,916
OTHER INCOME
Investment and other income 31 10,493,092 113,659,627
TOTAL INCOME 122,708,434 199,285,542
GENERAL AND ADMINISTRATIVE EXPENSES 32 78,149,313 70,891,806
INCOME BEFORE INCOME TAX 44,559,121 128,393,736
INCOME TAX EXPENSE 33 11,305,588 8,082,109
NET INCOME 33,253,533 120,311,627

See accompanying Notes to Financial Statements.


















* Philippine Interpretation IFRIC-22, Foreign Currency Transactions and Advance Consideration

Future Changes in Accounting Policies

Pronouncements issued but not yet effective are listed below. Unless otherwise indicated, the
Company does not expect that the future adoption of the said pronouncements to have a significant
impact on its financial statements. The Company intends to adopt the following pronouncements
when they become effective.

Effective beginning on or after January 1, 2020
* Amendments to PFRS 9, Prepayment Features with Negative Compensation

The amendments to PFRS 9 allow debt instruments with negative compensation prepayment features
to be measured at amortized cost or fair value through other comprehensive income. An entity shall

apply these amendments for annual reporting periods beginning on or after January 1, 2019. Earlier
application is permitted.

* Amendments to PAS 28, Long-term Interests in Associates and Joint Ventures
* Philippine Interpretation IFRIC-23, Uncertainty over Income Tax Treatments

* Amendments to PFRS 10 and PAS 28, Sale or Contribution of Assets between an Investor and its
Associate or Joint Venture

Effective beginning on or after January 1, 2025
* |FRS 17, Insurance Contracts

IFRS 17 which will replace PFRS 4, Insurance Contracts which is effective January 1, 2023 but deferred
further for two (2) years by the Insurance Commission with earlier application permitted as long as
IFRS 9 and IFRS 15 are also applied. It combines features of both a financial instrument and a service
contract. In addition, many insurance contracts generate cash flows with substantial variability over a
long period.
* combines current measurement of the future cash flows with the recognition of profit over the
period that services are provided under the contract;
* presents insurance service results (including presentation of insurance revenue) separately
from insurance finance income or expenses; and
* requires an entity to make an accounting policy choice of whether to recognize all insurance
finance income or expenses in profit or loss or to recognize some of that income or expenses in
other comprehensive income.

The Company is conducting an assessment on the probable impact of this standard on its financial
position and performance when and if it becomes effective.

Product Classification

Insurance contracts

Insurance contracts are those contracts where the Company (the insurer) has accepted significant
insurance risk from another party (the policyholders) by agreeing to compensate the policyholders if
a specified uncertain future event (the insured event) adversely affects the policyholders. As a general
guideline, the Company determines whether it has significant insurance risk, by comparing benefits

paid with benefits payable if the insured event did not occur. Insurance contracts can also transfer
financial risk.




Investment contracts

Investment Contracts mainly transfer financial risk but can also transfer insignificant risk. Once a
contract has been classified as an insurance contract, it remains an insurance contract for the
remainder of its lifetime, even if the insurance risk reduces significantly during this period, unless all
rights and obligations are extinguished or has expired. Investment contracts can however be
reclassified as insurance contracts after inceptions if the insurance risk becomes significant.

Foreign Currency Transactions and Translations

Transactions in foreign currencies are initially recorded at the functional currency rate ruling at the
date of the transaction. Monetary assets and liabilities denominated in foreign currencies are
retranslated at the functional currency rate of exchange ruling at the end of the reporting period.
Nonmonetary items that are measured in terms of historical cost in a foreign currency are translated
using the exchange rate as at the date of the initial transaction and are not subsequently restated. All
foreign exchange differences are recognized in the statement of income, except where it relates to
equity securities where gains or losses are recognized in other comprehensive income.

Fair Value Measurement

The Company measures financial instruments, such as financial assets at FVPL and AFS financial assets,
at fair value at each reporting date.

Fair value is the price that would be received to sell an asset or paid to transfer a liability in an orderly
transaction between market participants at the measurement date. The fair value measurement is
based on the presumption that the transaction to sell the asset or transfer the liability takes place
either:

* In the principal market for the asset or liability, or

* In the absence of a principal market, in the most advantageous market for the asset or liability

The principal or the most advantageous market must be accessible to the Company.

The fair value of an asset or a liability is measured using the assumptions that market participants
would use when pricing the asset or liability, assuming that market participants act in their economic
best interest.

A fair value measurement of a non-financial asset takes into account a market participant’s ability to
generate economic benefits by using the asset in its highest and best use or by selling it to another
market participant that would use the asset in its highest and best use.

The Company uses valuation techniques that are appropriate in the circumstances and for which
sufficient data are available to measure fair value, maximizing the use of relevant observable inputs
and minimizing the use of unobservable inputs.

All assets and liabilities for which fair value is measured or disclosed in the financial statements are
categorized within the fair value hierarchy, described as follows, based on the lowest level of input
that is significant to the fair value measurement as a whole:
e Level 1- Quoted (unadjusted) market prices in active markets for identical assets or liabilities
 Level 2- Valuation techniques for which the lowest level of input that is significant to the fair
value measurement is directly or indirectly observable
* Level 3- Valuation techniques for which the lowest level of input that is significant to the fair
value measurement is unobservable

For assets and liabilities that are recognized in the financial statement on a recurring basis, the
Company determines whether transfers have occurred between Levels in the hierarchy by reassessing






whose variables include only data from observable market, the Company recognizes the difference
between the transaction price and fair value (a “Day 1” profit or loss) in the statement of income
unless it qualifies for recognition as some other type of asset. In cases where an unobservable data is
used, the difference between the transaction price and model value is only recognized in the
statement of income when the inputs become observable or when the instrument is derecognized.
For each transaction, the Company determines the appropriate method of recognizing the “Day 1”
difference amount.

Financial assets or financial liabilities at FVPL

This category consists of financial assets or financial liabilities that are held for trading or those
designated by management as at FVPL on initial recognition. Derivative instruments, except those
covered by hedge accounting relationships, are also classified under this category.

Financial assets or financial liabilities may be designated at initial recognition as at FVPL if the following
criteria are met: (a) the designation eliminates or significantly reduces the inconsistent treatment that
would otherwise arise from measuring the assets or liabilities or recognizing gains or losses on them
on a different basis; or (b) the assets or liabilities are part of a group of financial assets or liabilities
which are managed and their performance evaluated on a fair value basis, in accordance with a
documented risk management strategy; or (c) the financial asset or financial liabilities contains an
embedded derivative that would need to be separately recorded.

Financial assets and financial liabilities at FVPL are recorded in the statement of financial position at
fair value, with changes in the fair value recorded in the statement of income.

Financial assets at FVOCI

Financial assets at FVOCl are measured at fair value. For debt securities, the effective yield component
of it, as well as the impact of restatement on foreign currency-denominated debt securities, is
reported in the statement of income. Interest earned on holding financial assets at FVOCl are recorded
as interest income in the statement of income using the effective interest rate. Dividends earned on
holding financial assets at FVOCI are recognized in the statement of income when the right to receive
the payment has been established. The unrealized gains and losses arising from the fair valuation of
financial assets at FVOCI are reported as “Fluctuation reserve on stocks” in the equity section of the
statement of financial position. The losses arising from impairment of such investments are recognized
as “Impairment losses on financial assets at FVOCI” lodged under “Investment and other income”.
When the security is disposed of, the cumulative gain or loss previously recognized in equity is
recognized in the statement of income. Where the Company holds more than one investment in the
same security, the cost used is determined using the weighted average method.

When the fair value of an unquoted equity securities cannot be measured reliably because of lack of
reliable estimates of future cash flows and discount rates necessary to calculate the fair value, these
investments are carried at cost, less any allowance for impairment losses.

The Company’s financial assets at FVOCI consist primarily of listed shares (common and preferred) in

the Philippine Stock Exchange which were designated as financial assets at FVOCI upon initial
recognition.

Loans and receivables
Loans and receivables are non-derivative financial assets with fixed or determinable payments and
fixed maturities that are not quoted in an active market. They are not entered into with the intention

of immediate or short-term resale and are not classified as financial assets at FVPL or AFS financial
assets.



After initial measurement, the loans and receivables are subsequently measured at amortized cost
using the effective interest rate method, less any allowance for impairment. Amortized cost is
calculated by taking into account any discount or premium on acquisition and fees that are an integral
part of the effective interest rate. The amortization is recorded as interest income in the statement of
income. The loss arising from impairment of such loans and receivables are recognized in the
statement of income. Any effects of restatement of foreign currency-denominated assets are
recognized in the statement of income.

Financial assets at amortized cost

Financial assets at amortized cost are quoted non-derivative financial assets with fixed or
determinable payments and fixed maturities for which management has the positive intention and
ability to hold to maturity. Financial assets at amortized cost are recognized initially at fair value which
includes transaction costs.

After initial measurement these investments are subsequently measured at amortized cost using the
effective interest method, less any impairment in value. Amortized cost is calculated by taking into
account any discount or premium on acquisition and fees that are an integral part of the effective
interest rate. Gains and losses are recognized in income when the investments are derecognized and
impaired, as well as through the amortization process. The losses arising from impairment of such
investments are recognized in the statement of income.

Other financial liabilities

Issued financial instruments or their components, which are not designated at FVPL are classified as
other financial liabilities, where the substance of the contractual arrangement results in the Company
having an obligation either to deliver cash or another financial asset to the holder, or to satisfy the

obligation other than by the exchange of a fixed amount of cash or another financial asset for a fixed
number of own equity shares.

After initial measurement, 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 effective interest rate. Any effects of
restatement of foreign currency-denominated liabilities are recognized in the statement of income.

The Company’s other financial liabilities consists of insurance payables, loans payable, accounts
payable and accrued expenses and other liabilities that meet the above definition.

Impairment of Financial Assets

The Company assesses at each end of the reporting period whether there is objective evidence that a
financial asset or a group of financial assets is impaired. A financial asset or a group of financial assets
is deemed to be impaired if, and only if, there is objective evidence of impairment as a result of one
or more events that has occurred after the initial recognition of the asset (an incurred loss event) 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 of impairment may include
indications that the borrower or a group of borrowers is experiencing significant financial difficulty,
default or delinquency in interest or principal payments, the probability that they will enter
bankruptcy or other financial reorganization and where observable data indicate that there is
measurable decrease in the estimated future cash flows, such as changes in arrears or economic
conditions that correlate with defaults.































Where a single property is partly held for use in the supply of services and partly for capital
appreciation or rentals, and that the property cannot be separately sold or leased out under a finance
lease, the property is considered by management as investment property only if an insignificant
portion is held for use in the supply of services.

Estimates

The key assumptions concerning the future and other key sources of estimation uncertainty at the
reporting date that have a significant risk of causing a material adjustment to the carrying amounts of
assets and liabilities within the next financial year are discussed below.

Valuation of insurance contract liabilities

For nonlife insurance contracts, estimates have to be made both for the expected ultimate cost of
claims reported at the end of the reporting period and for the expected ultimate cost of the IBNR
claims at the reporting date. It can take a significant period of time before the ultimate claim costs can
be established with certainty and for some type of policies, IBNR claims form the majority of the
statement of financial position claims provision. The IBNR provision of the Company has been
calculated using standard actuarial projection techniques using past development patterns to
determine the expected future development and project the claim amounts for each accident year to
its ultimate value. A number of different valuation methodologies have been adopted, each with their
own strengths and blended them together which include: (a) paid chain ladder method (with and
without Bornhuetter-Ferguson (BF) adjustments); (b) reported chain ladder method (with and without
BF adjustments); and (c) expected loss ratio method. At each reporting date, prior year claims
estimates are reassessed for adequacy and changes made are charged to provision.

The main assumption underlying the estimation of the claims provision is that a Company’s past claims
development experience can be used to project future claims development and hence ultimate claim
costs. Historical claims development is mainly analyzed by accident years, but can also be further
analyzed by significant business lines and claim types. Large claims are usually separately addressed,
either by being reserved at the face value of loss adjuster estimates or separately projected in order
to reflect their future development. In most cases, no explicit assumptions are made regarding future
rates of claims inflation or loss ratios. Instead, the assumptions used are those implicit in the historical
claims development data on which the projections are based.

Impairment of financial assets at FVOCI

The Company determines that financial assets at FVOCI are impaired when there has been a significant
or prolonged decline in the fair value below its cost. This determination of what is ‘significant’ or
‘prolonged’ requires judgment. The Company treats ‘significant’ generally as 20% or more and
‘prolonged” as greater than twelve months for equity securities. In addition, the Company evaluates
among other factors, the normal volatility in share price for quoted securities, and the future cash
flows and the discount factors for unquoted securities. Impairment may also be appropriate when
there is evidence of deterioration in the financial health of the investee, industry and sector
performance, changes in technology, and operating and financing cash flows.

Estimation of allowance for impairment losses on receivables

The Company maintains an allowance for impairment losses at a level considered adequate to provide
for potential uncollectible receivables. The level of this allowance is evaluated by management on the
basis of factors that affect the collectability of the accounts. These factors include, but are not limited
to, the length of the Company’s relationship with the debtor, the debtor’'s payment behavior and
known market forces. The Company reviews the age and status of receivables, and identifies accounts
that are to be provided with allowances on a continuous basis. The amount and timing of recorded

expenses for any period would differ if the Company made different judgments or utilized different
estimates.
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Estimation of useful lives of property and equipment and computer software

The Company reviews annually the estimated useful lives of property and equipment and computer
software based on expected asset utilization. It is possible that future results of operations could be
materially affected by changes in these estimates. A reduction in the estimated useful lives of property

and equipment would increase recorded depreciation and amortization expense and decrease the
related asset accounts.

Evaluation of impairment of property and equipment, and computer software
The Company assesses the impairment of its non-financial assets whenever events or changes in
circumstances indicate that the carrying amount of the asset may not be recoverable.

The factors that the Company considers important which could trigger an impairment review include
the following:

* significant underperformance relative to expected historical or projected future operating
results;

* significant changes in the manner of use of the assets; and

* significant negative industry or economic trends.

Note 4 - Cash and cash equivalents 7

This account consists of:

2020 2019
Cash on hand and in bank 101,687,764 61,407,290
Time deposit 33,000,000 -
134,687,764 61,407,290

Cash in banks earn interest at the respective bank deposit rates. Time deposit are placements made
for varying periods of up to three months depending on the immediate cash requirements of the
company and earn interest at respective time deposits rates.

Note 5 - Insurance balances receivable *l

This account consists of:

2020 2019

Premium receivables 192,264,460 150,752,743
Funds held by ceding companies 6,940,464 6,860,939
Due from ceding companies 5,187,032 4,777,927
Reinsurance recoverable on paid losses 1,507,136 523,396
Total 205,899,092 162,915,005
Less: Allowance for uncollectible accounts 6,054,984 5,619,886

199,844,108 157,295,119
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Details of premium receivables for the year 2020 follows:

Amount
Within 180 days 177,234,780
Beyond 180 days 15,029,680
192,264,460

Premiums receivable are usually due within 30-180 days without interest. Management believes that
the carrying amount of its Insurance Balances Receivables approximates its net realizable value.

Following the currently effective statutory solvency measurement, the over 180 days receivable are
considered non-admitted and will therefore be deducted from the audited Net Worth to arrive at the

statutory Net Worth following the IC procedures.

Note 6 - Financial assets at fair value through other comprehensive income

The carrying values of financial assets at fair value through other comprehensive income have been
determined as follows:

2020 2019
At January 1 33,399 1,575,328
Additions - =
Reclassification 1,483 (1,538,095)
Fair value adjustments (6,098) (3,834)
At December 31 28,785 33,399

Fair value adjustment for the year is presented as unrealized gain (loss) on financial assets at fair value
through other comprehensive income in the statement of comprehensive income while its
accumulated balance is presented as part of equity in the statement of financial position.

LNote 7 - Financial assets at amortized costs j

The carrying values of financial assets at amortized costs have been determined as follows:

2020 2019
AtlJanuary 1 227,949,753 141,522,596
Additions 222,411,705 137,622,839
Disposals (216,126,000) (54,354,000)
Amortization adjustments 3,072,336 3,158,318
At December 31 237,307,794 227,949,753

Financial assets at amortized costs consist of Investment in government securities which are
deposited with the Insurance Commission (IC) in accordance with the provisions of the
Insurance Code for the benefit and security of policy holders and creditor of the Company.
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L Note 8 - Investment in stocks

Investment in stocks consists of equity securities which are not quoted in stock market. Details follows:

2020 2019
AtlJanuary 1 5,849,397 4,311,302
Additions = -
Reclassification (1,483) 1,538,095
At December 31 5,847,915 5,849,397

LNote 9 - Loans and receivables

This account consists of:

2020 2019
Mortgage loans receivable, net 232,293,812 251,301,506
Subscription receivable 104,811,800 161,250,000
Receivable from agents 12,756,728 8,033,844
Loans receivable 8,209,477 6,298,068
Other receivables 7,339,247 4,828,633
Accrued interest 122,291 586,894

365,533,355 432,298,945

The details of mortgage loans receivable, net follow:

2020 2019
Mortgage loans receivable 245,721,416 267,445,701
Less: Unearned interest 13,427,604 16,144,195

232,293,812 251,301,506

Mortgage loans receivable have maturity of at least 5 years and are initially measured at present value.

They are subsequently measured at amortized cost using the effective interest method at the
inception of the loans.

Ilote 10 - Reinsurance assets

This account consists of:

2020 2019
Reinsurance recoverable on unpaid losses- Facultative 1,002,116 1,002,116
Reinsurers' share on IBNR losses 424,386 1,116,272

1,426,502 2,118,388
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Note 11 - Deferred acquisition cost

The details of deferred acquisition cost follow:

2020 2019
Balance at beginning of year 40,001,073 32,992,142
Commissions paid and accrued during the year 71,256,915 73,368,763
Amortized during the year (70,732,651) (66,359,832)
Balance at end of year 40,525,337 40,001,073

LNote 12 - Deferred reinsurance premium
The details of deferred reinsurance premium follow:
: 2020 2019
Balance at beginning of year 9,739,575 3,299,645
Premiums ceded during the year 16,049,219 18,153,290
Amortized during the year (21,939,214) (11,713,360)
Balance at end of year 3,849,580 9,739,575
LNote 13 - Investment properties

This account consists of land, details follows:

2020 2019
Balance at beginning of year 232,353,563 275,522,882
Additions - -
Disposal - (44,640,000)
Reclassification - (63,865,118)
Derecognized - (2,053,982)
Increase in fair value - 67,389,781

Balance at end of year 232,353,563 232,353,563




Note 14 - Property and equipment, net

Details of property and equipment as at December 31, are as follows:

Office
Furniture,
Building and Transportation EDP Fixtures &
Land Improvement  Equipment Equipment Equipment Total
Cost
At January 1, 2019 - 121,919,982 1,524,500 3,126,818 11,223,537 137,794,837
Additions 7,102,515 1,041,248 2,125,000 2,611,278 2,344,546 15,224,587
Reclassification 57,478,606 6,386,512 - - - 63,865,118
Revaluation 58,189,394 6,465,488 - - - 64,654,882
At December 31,2019 122,770,515 135,813,230 3,649,500 5,738,096 13,568,083 281,539,424
Additions - 1,369,821 2,622,907 2,600,803 1,101,742 7,695,273
Disposals - - (2,237,907) - - (2,237,907)
Revaluation - - - - - -
At December 31,2020 122,770,515 137,183,051 4,034,500 8,338,899 14,669,825 286,996,790
Accumulated depreciation
AtlJanuary 1, 2019 - 1,661,751 973,299 566,777 7,640,965 10,842,793
Charges - 3,220,822 358,150 1,358,003 1,703,040 6,640,014
Revaluation - - - - - -
At December 31, 2019 - 4,882,573 1,331,449 1,924,780 9,344,005 17,482,807
Charges - 3,308,900 1,028,458 2,349,611 1,243,113 7,930,082
Disposals - - (337,907) - - (337,907)
At December 31, 2020 - 8,191,473 2,022,000 4,274,391 10,587,118 25,075,982
Net book values
December 31, 2019 122,770,515 130,930,657 2,318,051 3,813,316 4,224,078 264,056,617
December 31, 2020 122,770,515 128,991,577 2,012,500 4,064,508 4,082,707 261,921,807

Depreciation and amortization for the years ended December 31, 2020 and 2019 amounting
to P7,930,082 and P6,640,014 are presented under general and administrative expenses.

LNote 15 - Other assets

This account consists of:

2020 2019
Deposits 15,717,541 7,609,994
Stationery and supplies inventory 6,143,698 4,474,979
Security fund 41,730 41,730
25,902,969 12,126,703
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Note 16 - Insurance contract liabilities

This account consists of:

2020 2019
Claims payable 12,112,759 13,011,544
Reserve for unearned premium 137,050,667 125,547,857
Catastrophe loss reserve 31,596 31,595
149,195,022 138,590,996
The details of claims payable follow:
2020 2019
Outstanding claims payable 7,947,887 9,153,103
MFAD and handling expense 2,014,872 2,392,932
Provision for IBNR 2,150,000 1,465,509
12,112,759 13,011,544
The details of reserve for unearned premium follow:
2020 2019
Balance at beginning of year 125,547,857 75,482,324
Policies written during the year 239,733,563 236,400,967
Policies assumed during the year 1,157,478 1,473,263
Premiums earned during the year (229,388,231) (187,808,697)
Balance at end of year 137,050,667 125,547,857
Note 17 - Reinsurance payable
This account consists of:
2020 2019
Due to reinsurer- treaty 8,504,513 1,755,714
Due to reinsurer- facultative 7,711,145 7,764,854
Funds held for ceding companies 2,281,577 3,316,476
18,497,235 12,837,044
Note 18 - Deferred commission income W
The details of this account follow:
2020 2019
Balance at beginning of year 2,217,081 -
Commissions collected and earned during the year 2,013,518 3,923,643
Amortized during the year (3,074,555) (1,706,562)
Balance at end of year 1,156,044 2,217,081
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Ii\lote 19 - Accounts and other payables

This account consists of:

2020 2019

Taxes payable 25,383,567 9,316,482
Pension payable 3,377,998 2,445,440
Accounts payable 3,763,587 3,804,015
Loans payable 2,131,549 2,745,855
Notes payable E 860,986
Other payables 618,940 553,823

35,275,641 19,726,601

lﬂ)te 20 - Share capital —I
Details of the Company’s share capital are as follows:
2020 2019
No. of Shares Amount  No. of Shares Amount

Authorized share capital - P10 par value
Balance at beginning of year
Increase during the year

60,000,000

600,000,000 30,000,000 300,000,000
30,000,000 300,000,000

600,000,000 60,000,000 600,000,000

Balance at end of year 60,000,000

Paid up
Balance at beginning of year 35,375,000 353,750,000 29,160,000 291,600,000
Paid during the year 5,643,820 56,438,200 6,215,000 62,150,000
Balance at end of year 41,018,820 410,188,200 35,375,000 353,750,000

LNote 21 - Subscribed share capital

—

The Board of Directors approved on various dates the subscriptions of various shareholders payable
beginning January 2020 until December 23, 2021 amounting to P104,811,800. The details of the
Company’s subscribed share capital are as follows:

2020 2019
No. of Shares Amount  No. of Shares  Amount
Ordinary shares
Balance at beginning of year 16,125,000 161,250,000 840,000 8,400,000

Subscribed during the year
Paid during the year

(5,643,820) (56,438,200)

- 21,500,000 215,000,000
(6,215,000) (62,150,000)

Balance at end of year

10,481,180 104,811,800

16,125,000 161,250,000

U\Iote 22 - Contributed surplus

This account represents temporary investment of the shareholders to cover up capital and net

impairment as determined by the Insurance Commission. This account ha

as at December 31, 2020 and 2019.

d balances of P520,840,776
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Note 23 - Fluctuation reserves

This account consists of:

2020 2019
Revaluation surplus 120,130,794 121,075,088
Fluctuation reserve on stocks (37,171) (31,073)
120,093,623 121,044,015
The following shows the movement in revaluation surplus:
2020 2019
Balance at beginning of year 121,075,088 36,728,780
Revaluation on property and equipment - 64,654,882
Amortization of revalution on property and equipment (944,294) (911,966)
Adjustments on revaluation of property and equiment - 3,205,420
Reclassification of fluctuation reserve on stocks - 17,397,972
Balance at end of year 120,130,794 121,075,088
The following shows the movement in fluctuation reserve on stocks:
2020 2019
Balance at beginning of year (31,073) 17,645,878
Fair value adjustments (6,098) (278,979)
Reclassification adjustments - (17,397,972)
Balance at end of year (37,171) (31,073)

Iilote 24 - Accumulated profits

Prior period adjustments

Prior period adjustments in 2019 pertains to the following:

* Revaluation surplus on Building which should have been taken up as P39,934,200 instead of

P36,728,780.

¢ Derecognition of investment property amounting to P2,053,982.

* Adjustment on beginning balance of discount on
P3,910,680

Amortization of revaluation surplus

purchase money mortgage amounting to

2020 2019
Depreciation on revalued amount 2,721,224 2,859,825
Less: Depreciation on cost 1,776,930 1,947,859
944,294 911,966
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L Note 25 - Gross premiums earned on insurance contracts

The details of this account follows:

2020 2019
Gross premiums written
Direct 239,733,563 236,400,967
Assumed 1,157,478 1,473,263
Total gross premiums on insurance contracts 240,891,041 237,874,230
Gross change in reserve for unearned premium (11,502,810) (50,065,533)
Gross premiums earned on insurance contracts 229,388,231 187,808,697
Note 26 - Reinsurers’ share on gross premiums earned
The details of this account follows:
2020 2019
Ceded premium 16,045,219 18,153,290
Gross change in deferred reinsurance premium 5,889,995 (6,439,930)
Reinsurers' share on gross premiums earned 21,939,214 11,713,360
mote 27 - Commission income
The details of this account follows:
2020 2019
Collected and earned during the year 2,013,518 3,923,643
Gross change in deferred commission income 1,061,037 (2,217,081)
3,074,555 1,706,562
[ Note 28 - Net insurance benefits and claims 7
The details of this account follows:
2020 2019
Insurance contract benefits and claims paid 17,004,973 13,646,658
Gross change in claims payable (898,785) 1,660,538
16,106,188 15,307,196
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[ Note 29 - Commission expense

The details of this account follows:

2020 2019
Paid and accrued during the year 71,256,914 73,368,763
Gross change in deferred acquisition cost (524,263) (7,008,931)
70,732,651 66,359,832
’iote 30 - Other underwriting expense j
This account consists of expenses related to underwriting insurance contracts.
LNote 31 - Investment and other income
This account consists of:
2020 2019
Investment and interest income 7,694,631 8,485,619
Interest income on mortgage receivable 2,716,590 4,947,009
Gain from change in fair value of investment properties - 67,389,781
Gain on sale of investment properties - 32,335,819
Otherincome 81,871 501,399
10,493,092 113,659,627
Ulote 32 - General and administrative expenses 7
This account consists of:
2020 2019
Salaries and wages 27,976,745 23,110,447
Depreciation 7,930,083 6,640,014
Rent 5,374,527 3,749,738
Printing and supplies 5,302,942 5,288,963
Transportation and travel 2,721,448 1,945,744
Communication and postage 2,520,223 2,209,255
SSS, PHIC and HDMF contributions 2,346,433 1,600,067
Allowances and bonuses 2,253,796 1,296,883
Taxes and licenses 2,076,152 2,571,164
Light and water 1,531,881 1,435,023
Representation and entertainment 1,343,452 975,380
Repairs and maintenance 1,260,711 501,359
Dues and subscription 1,172,305 1,656,255
Directors fees and allowances 948,000 953,333
Retirement expense 932,558 725,870
Audit and other professional fees 785,800 2,274,620
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2020 2019
Marketing expense 631,724 1,352,279
Provision for uncollectible accounts 435,098 374,898
Professional and technical development 287,768 253,796
Other employee benefits 32,260 45,918
Other operating expenses 10,285,407 11,930,800
78,149,313 70,891,806
mote 33 - Current and deferred taxes
This account consists of:
2020 2019
Regular corporate income tax 9,766,778 6,384,985
Final tax 1,538,810 1,697,124
11,305,588 8,082,109

The reconciliation of the tax on pretax income (loss) computed at the statutory rate to tax expense is
shown below:

2020 2019
Tax on pretax income 12,253,758 38,518,121
Add (deduct) tax effects of:
Non-deductible expense 376,106 330,230
Nontaxable income - (29,917,680)
Income subject to lower income tax rate (1,324,276) (848,562)
11,305,588 8,082,109

Note 34 - Supplementary information required by the Bureau of Internal Revenue ]

On October 10, 2007, Revenue Regulations (R.R.) No 12 was signed, amending certain provisions of
R.R.N0.9-98 relative to the due date within which to pay MCIT imposed on domestic corporation and
resident foreign corporations. These revenue regulations require the quarterly payment of MCIT. The
quarterly MCIT payments shall be creditable against the tax that will be due at the end of the taxable year
whether it be RCIT or MCIT. The regulations took effect beginning on the income tax return for fiscal
quarter ending September 30, 2007.

In compliance with the requirements set forth by RR15-2010 hereunder are the information on taxes
and license fees paid or accrued during the taxable year.

Output Value Added Tax (VAT)

The Company is a VAT-registered company with VAT output tax declaration of P24,017,528 for the
year based on the premiums collected amounting to P200,146,071.

The Company has no zero-rated/exempt sales for the year 2020.

Input VAT
The Company has claimed VAT input amounting to P2,173,480 for the year 2020.
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Percentage Tax (PT)
The Company paid PT amounting to P7,397 during 2020.

Documentary Stamp Tax (DST
The Company paid DST amounting to P23,343,891 during 2020.

Fire Service Tax (FST)
The Company paid FST amounting to P229,025 during 2020.

Withholding Taxes
The amount of withholding taxes paid/accrued for the year amounted to:

Amount
At source 1,291,836
Compensation 927,434
2,219,270
Taxes and Licenses
This account consists of:
Amount
Documentary stamp tax 1,533,376
Licenses and fees 364,659
Real property tax 165,617
Annual registration fee 12,500
2,076,152

LNote 35 - Management of insurance and financial risks

Governance Framework

The primary objective of the Company’s risk and financial management framework is to protect the
Company from events that hinder the sustainable achievement of the Company’s performance
objectives, including failure to exploit opportunities. The company recognizes the importance of
having efficient and effective risk management systems in place.

Regulatory Framework

Regulators are interested in protecting the rights of the policyholders and maintain close vigil to
ensure that the Company is satisfactorily managing affairs for their benefit. At the same time, the
regulators are also interested in ensuring that the Compa ny maintains appropriate solvency positions
to meet liabilities arising from claims and that the risk levels are at acceptable levels. The operations
of the Company are subject to the regulatory requirements of the IC. Such regulations not only
prescribe approval and monitoring of activities but also impose certain restrictive provisions (e.g.,

capital adequacy to minimize the risk of default and insolvency on the part of the insurance companies
to meet the unforeseen liabilities as these arise).

Financial Risks

The company is exposed to financial risks through its financial assets, financial liabilities, reinsurance
assets and insurance liabilities. In particular, the key financial risk is that the proceeds from its financial
assets are not sufficient to fund the obligations arising from its insurance contracts. The most
important components of this financial risk are credit risk, liquidity risk and market risk. These risks
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The analysis below is performed for reasonably possible movements in key variables with all other
variables held constant, showing the impact on equity (due to changes in fair value of AFS financial
assets). The correlation of variables will have a significant effect in determining the ultimate impact
on price risk, but to demonstrate the impact due to changes in variables, variables had to be changed
on an individual basis. It should be noted that movements in these variables are non-linear.

Insurance Risk

The risk under an insurance contract is the risk that an insured event will occur including the
uncertainty of the amount and timing of any resulting claim. The principal risk that the Company faces
under such contracts is that the actual claims and benefit payments exceed the carrying amount of
insurance liabilities. This is influenced by the frequency of claims, severity of claims, when actual
benefits paid are greater than originally estimated and subsequent development of long-term claims.

For general insurance contracts, the most significant risks arise from climate changes, natural disasters
and terrorist activities. These risks vary significantly in relation to the location of the risk insured by
the Company and types of risks insured.

The variability of risks is improved by diversification of risk of loss to a large portfolio of insurance
contracts and as a more diversified portfolio is less likely to be affected across the board by changes
in any subset of the portfolio.

The variability if risks is also improved by careful selection and implementation of underwriting
strategies, strict claims review policies to assess all new and outgoing claims, as well as the
investigation of possible fraudulent claims. The Company also enforces a policy of actively managing
and promptly pursuing claims, in order to reduce its exposure to unpredictable future developments
that can negatively impact the Company.

The Company also limited its exposure by imposing maximum claims amounts on certain contracts as
well as the use of reinsurance arrangements. The purpose of these underwriting and reinsurance

strategies is to limit exposure to catastrophes to a predetermined maximum amount based on the
Company’s premiums retained.

The majority of the reinsurance business ceded is placed on quota share basis with retention limits in
varying by product line. Amounts recoverable from reinsurers are estimated in a manner consistent
with the assumptions used for ascertaining the underlying policy benefits and are presented in the
balance sheets as reinsurance assets.

Although the Company has reinsurance arrangements, it is not relieved of its direct obligations to its
policyholders and thus a credit exposure exists with respect to the reinsurance ceded, to the extent
that any reinsurers is unable to meet its obligations assumed under such reinsurance agreements.

The Company’s placement of reinsurance is diversified such that it is neither dependent on a single
reinsurer nor are the operations of the Com pany substantially dependent upon any single reinsurance
contract. There is no single counterparty exposure that exceeds 5% of the total reinsurance assets at
the balance sheet dates.

lﬁote 36 - Related party transaction —]

Parties are considered to be related if one party has the ability, directly or indirectly, to control the
other party or exercise significant influence over the party in making financial and operating decisions.
Parties are also considered to be related if they are subject to common control or common significant
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Networth Compliance date

P 250,000,000 June 30, 2013
550,000,000 December 31, 2016
900,000,000 December 31, 2019

1,300,000,000 December 31, 2022

On January 13, 2015, the IC issued the Circular Letter (CL) No. 2015-02-A which provides for the
clarification and minimum capital requirement under Sections 194, 197, 200 and 289 of the New
Insurance Code. The said circular supersedes the Department Order Nos. 27-06 and 15-2015 and CL
Nos. 22-2008 and 26-2008.

The minimum networth requirement must remain unimpaired for the continuance of the license.

Risk-based Capital Requirement

IMC No. 6-2006 provides for the RBC framework for the non-life insurance industry to establish the
required amounts of capital to be maintained by the companies in relation to their investment and
insurance risks. Every non-life insurance company is annually required to maintain a minimum RBC
ratio of 100% and not to fail the trend test. Failure to meet the minimum RBC ratio shall subject the

insurance company to the corresponding regulatory intervention, which has been defined at various
levels.

The RBC ratio shall be calculated as net worth divided by the RBC requirement. Net worth shall include
the Company’s paid-up capital, contributed and contingency surplus and unassigned surplus.
Revaluation and fluctuation reserve accounts shall form part of net worth not only to the extent
authorized by the IC. The RBC requirement is the ratio of the number of insurers which are able to

meet the corresponding RBC hurdle rate requirement for a given year to the total number of insurers
in the industry.

The final amount of the RBC ratio can be determined only after the accounts of the Company have
been examined by the IC specifically as to admitted and non-admitted assets as defined under the
Insurance Code.

Unimpaired Capital Requirement
IMC 22-2008 provided that for the purposes of determining compliance with the law, rules and
regulations requiring that the paid-up capital should remain intact and unimpaired at all times, the

balance sheet should show that the net worth or stockholders’ equity is at least equal to the actual
paid-up capital.

Consolidated Compliance Framework

IMC No. 10-2006 integrated the compliance standards for the fixed capitalization and RBC framework.
Under this IMC, subsequent to year 2006, the fixed capitalization requirement for a given year may be
suspended for insurers that comply with the required RBC hurdle rate, provided that the industry
complies with the required ind ustry RBC ratio compliance rate. The IMC provides the annual schedule
of progressive rates for the Industry RBC Ratio Compliance Rates and the RBC Hurdle Rates from 2007
to 2011. For the review year 2011 which shall be based on the 2010 synopsis, the Industry RBC Ratio
Compliance Rate is 90% and the RBC Hurdle Rate is 250%. For the review year 2010 which shall be
based on the 2009 synopsis, the Industry RBC Ratio Compliance Rate is 90% and the RBC hurdle rate
is 200%. Failure to achieve one of the rates will result in the imposition of the fixed capitalization
requirement for the year under review.
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h\!ote 38 - Contingencies 7

The Company operates in the insurance industry and has various contingent liabilities arising in the
ordinary conduct of business, which are either pending decision by the courts or being contested, the
outcome of which are not presently determinable. In the opinion of management and its legal counsel,
the eventual lia bility under these lawsuits or claims, if any, will not have material or adverse effect on
the Company’s financial position and results of operations.
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