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STATEMENT OF MANAGE&iiNT'S RESPONSIBILITY

FOR ANNUAL iNbOWE TAX RETURN

'Hte N'management of MERALCO Employees Mutual Aid and Benefit Association, Inc. is responsible
6or all infomlation and representations in dle Aiunial Income Tax Rctum for the year ended December 3 1,
2020. Mallagement is likewise responsible for all in6omlation and representations contained in the
financial statements accompanying the AJinual Income Tax Retunl covering the same reporting period.
Furthermore, Ule Management is responsible for all information and representations contained in all the
ocller returns filed for the re!)orting period, including, but not limited to tile value added tax and/or
percentage t8x returns, widUlolding t&x reLums. docun\entary stamp tax retums. and any and all other Lax
reQtnis

In this regard, the Management a8imts that the attached audited financial statements fbr the year ended
December 3 1, 2020 and t]le accompanying Annual hlcome Tax Rerun are in accordance with the books
and records of l\TERALCO Employees Mutual Aid and B4nctit Association, Inc. are complete and
clorrect in all material respects. Management likewise affirms that

(a) the Alulual Income Tax Rctunl has been prepeired in accordance with dtc provisions of dle
National Intenlal Revenue Code, as amended, and pertinent tax regulations and other issumlces of
the Department of Finance and the Bureau oflnteniaJ Revenue;

') (b) any disparity of figures in the submitted r$15dls arising 6om the preparation of 6tnancial

statements pursuant to Hlnancial accounting sdiidalds and the preparation of income tax return
pursuant to tax accoLulting rules has been reported as reconciling items and maintained in the
Foundation's books and records in accordance with the requirements of Revenue Regulations No.
8-2{)07 and other relevant issuances;

(c) MERALCO Employees Mlutual Aid and Benefit Association, Inc. has Holed all applicable tax
returns, reports and statements required to be lilecl under Philippine tax laws 6or the reporting
period, and all taxes and other imllositions shovel thercon to be due and payable have been paid
for the reporting period, except dtosc contested hl good faith.
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DMD Diaz Murillo
Dalupanand Con)pony

WE AnE AN INDEPENDENT MEMBER OF
THE GLOBAL ADVISORY
AND ACCOtJNTING N ETWQ RK

'1
StglQDlg&LJlfgyired b Section 8-A. Revenue Regulations No. V-l anti as Added by ltR No. V-20

The 13oaid of Trustees and Members
MEltALCO EMltLOYEES MIITIIAL AID AND BENEFIT ASSOCIATION, INC
(A Non-stock. Nou-pro.fl{(.)rgaliization}
G/F Employee Services Center
MERALCO Compotmd, Ortigas Avenue
Pasig City, Philippines

None of the pttrtneis of the Harm halve any financial interest in the Association or any family relationships
with principalmembers {ltld kcy man?\cement personttel.

I'he supplementary information on taxes and licenses i! .pllesented in Note 19 to the financial statements

Diaz Murillo Dalupan and Company
Tax Identification No. 003-294-822
BOA/PJ(C No. 0234. effective until August 4, 2023
SEC Wccreditatlon No. 0 1 92-FR-3, Group A, effective until April 2, 2022

1 -000-201 9, effective until N'march 27, 2022

''3
Plirtner
CPA Certinlcatd No. 471 89

f;EC AGcredit#ion No. 1090-AR-2, GI'oup A, effective until f\march 10, 2023
rl'ax Identification No. 1 04-576-733

'PTR No. 8555597, January 15. 2021Makati City
BIR Accreditation No. 08-001911-006-2019, cffbctive lmtiIApl'i19, 2022

April 29, 2021
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DMD Diaz Murilto
Daiupan and Company

W& ARE AN !ND£PEND€NT MEMBER OF
THE.GLOBAL ADVISORY
AND ACCOUNTING NETWQR K

Independent Auditors' Report

I'he Board of Trustees and Members
MltRALCO EMPLOYEES h'MUTUAL AID AND BEtEl?IT ASSOCIATION, INC
(A Non-stock. Non-pro$t Or animation)
G/F Employee Services Center
Mll;RAI,CO Compound, Ortigas Avenue
Pasig City, Philippines

report on the Audits of tile Financial Statements

Opinion

We have audited the Rlnancial statements of MEltALCO Employees MutuaIAid and Benefit
Associtltion, Inc., which comprise the statements of financial position as at December 31, 2020 and 201 9
and the statements of comprehensive income, statements of changes in fund balance and statements of
cash flows for the yeats then ended, and notes to the financial statements, including a summary of
significant ttccounting policies.

In our opinion, the Htnancial statements present fairly, in all material respects, the financial position of
MERALCO Employees MutuaIAid and Benefit Association, Inc. as at December 31. 2020 and 2019. and
its financial performance and its cash flows for the years then ended. in accordance with Philippine
financial Reporting Standards(PARS).'3
Busisfor Opinioll

We conducted our audits in itccordance with Philippine Standards on Auditing(PSA). Our responsibilities
under those standards arc further described in the .4//d//or6 ' Reston.9fb//f//eslor fhc ,4zrd//.9 Of/#e
r'inane/a/ S/a/amen/.s' section of our report. Wc are independent of the Association in accordance with the
Code of Ethics for Professional Accountants in the Philippines (Code of Ethics) together with the ethical
requirements that are relevant to our :audits of the finitncial statements in the Philippines, and we have
fulfilled our other ethical responsibilities with these requirements and the Code of Ethics. We believe thai
the audit evidence we have obtained is sufficient and appropriate to provide a basis for our opinion.

Responsibilities ofMatiagenlent and 'l'hose Chargeciwith Goverrtancelor the Financial Statemetats

Management is responsible for the preparation and lair presentation of the financial statements in
accordance with PARS, and for such internal control as management determines is necessary to enable the
preparation of Hnancial statements that are free from material misstatement, whether due to fraud or enter.
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In prepay'ing the financial statements, mt\nagement is responsible for assessing the Association's ability to
coritinuc as a going cancel'n, disclosing, as applicable, matters related to going concern and using the
going concern basis of accounting unless management either intends to liquidate the Association or to
cease operations, or has no realistic alternative but to do so.

n

I'e+':{
1',

E

I'hose charged with governance are responsible for dVQi:sealing the Association's financial reporting
probe'ss.

A editors ' Resporlsibilities Jor the A edits af 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 oi error. and to issue an auditais' 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 PSA willalways detect a materialnlisstatement when it exists.
Misstatements can arise I'rom fraud or error and are considered materialif. individually oi 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 at] audit in accordance with PSA, we exercise professional judgment and maintain professional
skepticism throughout the audits. We also:

Identify and assess the risks of material misstatement of the financial statements, whether due to
llaud or error, design und perl brm audit procedures responsive to those risks, and obtain audit
evidence that is suf'Hcient und 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 refcVant to the audit in order to design t\edit
proccduies that are itppropriatc in the circumstances,;but not for the purpose of expressing an
opinion on the effectiveness of the Associated'fi's internal control.
Evaluate the appropriateness of accounting policies used and the reasonableness of accounting
estimates and related disclosures made by management.
Conclude on the appropriateness of management's use of'the going concern basis of ttccounting
and, based on the audit cvideitce obtained, whether a material uncertainty exists related to events
or conditions that may cast significant doubt on the Association's ability to continue as a going
concern. If we conclude that a material uncertainty exists, we are required to draw attention in our
auditors' import 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 the date of our auditors' deport. llowever, future events or conditions may cause the
Association to cease to continue as a going conceit.
Evaluate the overallpresentation, structure and content of the financial statetnents, including the
disclosures, and whether the financial statements represent the underlying transactions and events
in a manner that achieves fair presentation.

e

'3

We communicate with those charged with governance regarding, among other matters, the planned scope
und timing of the audit and significant audit findings. including any significant deficiencies in internal
control that we identiQ during our audits.

t i,it.
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') Report on the Supplementary Inf'ormation Required under Revenue Regulation No. 15-2010

Our audits were conducted for the purpose of forming an opinion o,n the basic Hnancial statements taken
as a whole. The supplementary Information in Note 1 9 to the Hnancial statements is presented for
purposes of ' filing with the Bureau oflnternal Revenue and is not a required part of the basic financial
statements. Such information is the responsibility of MERALCO Employees N/lutual Aid and 13eneflt
Association, Inc. The infonnation has been suUected 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.

I)iaz Muriel I)alupan
Tax Identif:id%.tian
t30A/PRC /Jo
SEC Acci#ditation
131R Ac :ditation

:incl Company
No. 003-294-822

0234, el'fectivc tmtiIAugust 4, 2023
No. 0 192-FR-3, Group A, effecti+'6 untiIApri12, 2022
No. 08-0019 11-000-2019, el'Hectivc untiIMarch 27, 2022

6li/ S. Barroga
Panther

CPA Certificate No 47F89
SEJC Accreditation No. 1 090-AR-2, Group A, effective cmtil March 10, 2023
FXx Identification No. 1 04=576-733

PTR No. 8555597, January 15, 2021Mal<ati City
BIR Accreditation No. 08-0019 11-006-2019, effective untiIApri19, 2022
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MERALCO EMI'LOYEES MUTUAL AID ANI) BENEFIT ASSOCIATION, INC
(A Non-Stock. Non- Pro$t Orgurtization)
Statements of l?inancialPosition

December 3 1

2020 2019

ASS alTS
Cash - note 4
Loans and receivables(nct) - note 5
Debt instruments at amortized cost - note 6

Property and ecluipment (net) - note 7
Other asset - note 14

P40, 195,446

325,742,899

21,210,90o
331,527

1,715,368

P22,372,255

3]6,129,996

35,000,00o
493,658

1,715,70]

TOTAL ASSl:TS P389,196,140 P375,711,610

LIABILITIESANI) FUNI)13ALANCE

Liabilities

Accounts payable and other liabilities - note 8

13?tsic contingent benefit reserve - note 9
Liability on individual equity value - note lO

P9,91 8,753

174,668,670
105,955,912

290,543,335

P6,431,768

169,990,571

100,995,462

277,417,801

Fund 13alance - note I I

Assigned fund balance

Free and unassigned fund balance

26,699,908

71,952,897
98,652,805

31,757,108
66,536,701

98,293,809

TOTAL LIA131LITIES AND FUND I)ALANCE t)389.196.140

(The accompanying notes are till integral purl of these Jinartcial statements.)

P375.711.610
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MEltALCo EMPLOYEES MUTUAL AID ANI) BENEFIT ASSOCIATION, INC
(A Non-Stock. Non-Pro$t Orgclnization)
Statements ot ' Comprehensive Income

Years Ended December 3 1

13ENEFITS AND EXPl£NSES

Benefits/claims expense

Increase in liability on individual e(luity value - note lO
Incrcttsc in refer\'e for basic contingent benefit - note 9
Salaries, wages and benefits - note 1 5
Board honorarium, allowances and benefits - note 14

Tcchnicaland professional fees
Meetings and conferences, and annual general assembly
Depreciation - note 7
Office supplies
Faxes, licenses and fees
I'ravel expenses
Provision fol ' estimated credit losses - note 5

Representation
insurance

Miscellaneous

8,952,215

4,960,450
4,678,099

3,106,080
1,269,000

693,253
185,816

162,]3]
133,998

112,508

29,848
27,742
24,637

8,061

128,363

24,472,201
P6,328,996

7

5

4

3

632

292

654

1 1 8

269

683

155

145

201

]23
23

29

29

1 1

364

735
609

562

022

868

321

000

253

[30
765

719

944

841

538

004
540

5i6
023
800EXCESS OF REVENUES OVER EXPENSES l?OR Tl-IE YEAR

(The accompanying notes are an integral part ofthesdltmricial slatemeltts.)

23

P9

  2020 2019

ltEVENU ES    
Interest income on loans receivable- note 5 P1 5.93 1 .397 1>17.798.809

Members' contributions - note lO 13.917.608 14,004,060
Investment and other income - note 12 952.192 1,541,954

  30.801.]97 33,344,823
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MERALCO EIWI'LOYEES MUTUAL AID ANI) 13ENEFIT ASSOCIATION, INC

(A Non-Stock. Non-Pro$t Organization)
Statements of Cash Flow's

'1 Years Ended December 31

2020 2019

CASll FLOWS FliOM OPERATING ACTIVITIES

Excess of revenues over expenses

Adjustments for;
Interest income - notes 4, 5 and 6
Dividend income - note 1 4
Increase in reserve for basic contingent benefit

Depreciation - note 7
Provision for ECL - note 5

Premium amortization - note 6
Dcniciency of revenues over expenses before working capital changes

Increase in loans and other receivables

Increase in accounts payable and other liabilities

Cash used in operations
Interest received

Net cash provided by operating activities

P6,328,996 P9,609,800

(16,641

(240
4,678

162

27

11

(5,672

(9,640

3,486

(11,825

16,641

4,815

045)

100)
099

131

742
717

460)

985

o45

258

(19,041,538)

(274,400)
4,654,868

145,765

29,538

(4,875,967)

(22,948,472)

l0,345,722

(] 7,478,7] 7)
19,041,538

1,562,821

CASrl FLOWS FROM INVESTING ACTIVITIES
Dividend received - note 1 4
Proceeds from debt instruments at amortized cost - note 6

Acquisition ofdebt instruments at amortized cost - note 6
Acquisition of property and equipment - note 7
Net cash provided by(used in) investing activities

240,100

35,0o0,000

(21,222,617)

274,400

'3
(369,100)

(94,700)14,017,483

CASll FLOWS l?bOM FINANCING ACTIVITIES
Additional metnbers' contribution - note lO .;'W..'

Refund of members' contribution - note lO , .ifba '
Additiona[ naembers' benefit - note ] ]

Net cash provided by (used in) financing activities

NETINCltEASEIN CASl]
At beginning ofyear

6,957,064

(1,996,614)

(5,970,000)

(1,009,550)

17,823,191

22,372,255

At end of year - note 4 P40,195,446

(The accotnpanying notes are an integral part afthese lfinclnciat statements.)

7,002,030

(1,710,008)

(4,000,000)

1,292,022

2,760,143

19,612,1t2

P22.372.255

&z:E
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MERALCO EMPLOYEES MUTUAL AID AND BENEFIT ASSOCIATION, INC
(A Non-stock. Non-pro$t Organization)
Notes to Financial Sta temcnts
As at and for the Years Ended December 3 1 , 2020 and 201 9

'3

l ASSOCIATION INFORMAL'loN

MERALCO Employees MutuaIAid anti Benefit Association, Inc.(the "Association") is a non
stock, non-profit organization established by the employees of Manila Electric Company
(MERALCO) and its afUliated companies. The Association was registered with the Philippine
Securities and Exchange Commission(SEC) on September 17, 1 969 to carry out the following
oU ectives :

a To provide assistance for death, sickness or other mutual bene6lts and to render mutual aid and
assistance to its members and their families who sustained serious physical injuries or suffered
personal damages due to natural calamities;

b To foster the interest and promote the mutual concern of the members by protecting and giving
financial assistance to one another; ..K

C To encourage and foster growth and the'general welfare of the members and/or their
beneficiaries; and

d In general, to carry on any other lawfulbusiness whatsoever in connection with any or aloof the
foregoing purposes and which are calculated directly or indirectly to promote the interest of the
Association and its members.

The Insurance Commission(IC) granted the Association a license to transact business as a mutual
benefit association(MBA) in September1 977 pursuant to the provisions of]nsurance Code, as
amended. The Association had renewed its ]icense on June 11, 20]9, effective untiIDeceinber 3 1
2021

The Association's registered office address and principal place of business is located at G/F
Employee Services Center, MERALCO Compound, Ortigas Avenue, Pasig City, Philippines

The accompanying Hnancial statements were authorized for issue by the 13oard ofTrustees (BOT)
on April 29, 202 1 .



Notes to Financial Statements

Page -2

2 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

') The significant accounting policies that have been used in the preparation of these financial
statements are summarized below and in the succeeding pages. The policies have been consistently
appliccl to all the years presented, unless otherwise stated.

Sqlp! Qnt of Compliance

I'he financial statements of the Association:l\ave been prepared in accordance with Philippine
Financial Reporting Standards(PFRS). The term PFRS in generalincludes allapplicable PARS,
Philippine Accounting Standards (PAS) and Interpretations issued by the former Standing
Interpretations Committee(SIC), the Philippine Interpretations Committee(PIC) and the
International Financial Reporting Interpretations Coj-nmittee (IFRIC), which have been approved by
the Financial Reporting Standards Council(FRSC) and adopted by SEC.

Basis of Preparation

I'he financial statements have been prepared on a historical cost basis except when otherwise
indicated. I historical cost is generally based on the fair value of the consideration given in exchange
for goods and services and fair value of the consideration received in exchange for incurring a
liability

The Hnttncial statements are presented in Philippine peso (P), the Association's functional currency
All amounts are rounded to the nearest peso except when otherwise indicated.

The Association presents its statements of financial position in order ofliquidity. An analysis
regarding recovery or settlement within 1 2 months acer the reporting date and more than 1 2 ]nonths
aRcr the reporting date is presented in Note 1 8.

Standard chart ofciccounts(SCA)

IC released Circular No. 20 1 4-4 1 containil?tithe gCA for all new and existing mutual benefit
associations doing business in the Philippines This circular is in line with the requirements of
Securities Regulation Code(SRC) Rule 68, Section 189 of the Amended Insurance Code, and the
current accounting standards in the Philippines. On January 20, 2021, the IC released Circular No
202 1-04 amending certain provisions of Circular No. 20 14-41. The amendments include new
accounts and ch:inge in account codes of certain existing accounts. The amendments in the SCA
have no significant impact to the Association.

The Association is in compliance with the SCA

New accounting interpretations, revisions and amendments to PARS

The accounting policies adopted are consistent with those of the previous financial years except for
the following new and amended PFRS that are mandatorily effective for annual periods beginning
on orafterJanuary 1, 2020.

'3 Q;.'F.
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Notes to Financial Statements
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Interest Rate Betlchtnark Relortu (Atnendtlaerns to PFRS 9 arid PFRS 7). ' These amendxnexn\s mod\ h
specinlc hedge accounting requirements to allow hedge accounting to continue for affected hedges
during the period of umcertainty before the hedged items or hedging instruments affected by the
current interest rate benchmarks are amended as a result of the on-going interest rate benchmark
reforms. The amcnclments also introduce new disclosure requirements to PFRS 7 Hor hedging
relationships that arc subject to the exceptions introduced by the alncndments to PFRS 9. The
amendments have no impact on the Association's financial statements.

'1

Df #ni/z0/7 0fa Bzr.\zness fHmendnven/s /o PF'/tS i). The amendments clarify that while businesses
usually have outputs, outputs are not required for an integrated set of activities and assets to qualify
as a business. To be considered a business an acquired set of activities and assets to qualify as a
business. To be considered a business an acquired set of activities and assets must include, at a
minimum, an input and a substantive process that together significantly contribute to the ability to
create outputs. The amendments I'emove the assessment of whether market participants are capable
of replacing any missing inputs or processes and continuing to produce outputs. The ainenclments
also introduce additional guidance that helps to determine whether a substantive process has been
acquired. The amendments introduce tln optional concentration test that permits a simplified
assessment of whether an acquired set of activities.and assets is not a business ifsubstantially allot
the fair value of the gross assets acquired b. concentrated in a single identifiable asset or group of
similar assets. The amendments are applied prospectively to allbusiness combinations and asset
acquisitions for which the acquisition date is on or after January1 , 2020.

COyID-J9-Related Rent Corlcessions (4fllendments to PFRS J6). In May 202Q, \nternat\ar\a\
Accounting Standards Board (IASB) issued CO}'7D-/9-J?e/area Ren/ Conceit/ons (Amendments to
PFRS 1 6) that provides practical relief to lessens in accounting for rent concessions occurring as a
direct consequence of COVID-] 9, by introducing a practical expedient to PARS 1 6. The practical
expedient permits a lessee to elect not to assess whether a COVID- 1 9-related rent concession is a
lease modification. A lessee that makes this election shallaccount for t\ny change in lease payments
resulting from the COVID- 1 9-related rent concession the sajne way it would account for the change
applying PARS 16 if the change were not a lease modification.

The practical cxpcclient applies only to rent concessions occurring as a direct consequence of
COVID-19 and only if allot the following conditions are met:

The change in lease payments results in revised consideration for the lease that is substantially
the same as, or less than, the consideration for the lease immediately preceding the change;
Any reduction in lease payments affects only payments originally due on or before June 30,
202](a rent concession meets this condition ifit results in reduced lease payments on or before
June 30, 2021and increased lease payments that extend beyond June 30, 2021); and

c. There is no substantive change to other terms and conditions of the lease.

I'he amendments have no impact on the Agbbiatibn's financial statements.

b

iVltT

Z)(On/f/on ofJb/a/er/a/ £2/7 end/z?en/s /o /)HS / c/nd P,4S 8?. The amendments claris' that materiality
willdcpend on the nature or magnitude ofinformation, or both. An entity willneed to assess

whether the information, either individually or in combination with other infonnation, is materialin
the context of the financial statements. The amendments have no significant impact on the
disclosures and amounts recognized on the financial statements.

'1
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Revised Canoe/7rua/ Framzeworklor F'/nc/nc/a/ J?e/20r/fng. The IASB has issued a revised Conceptual
Framework which will be used in standard-setting decisions with immediate effect. Key changes
include:

increasing the prominence of stewardship in the objective of financial reporting
reinstating prudence as a component ofjil$#Trality
defining a reporting elltity, which may.bQ a legal entity, or a portion of an entity
revising the definitions of an asset ando liability
removing the probability threshold for recognition and adding guidance on derecognition
adding guidance on different measurement basis, and
stating that profit or loss is the primary performance indicator and that, in principle, income and
expenses in other comprehensive income should be recycled where this enhances the relevance
or faithful representation of the llnancial statements.

'1

The amendments have no significant impact on the disclosures and amounts recognized on the
llnancial statements.

N9w.31ggslL!!!!hQ
subsequentto January 1. 2020

Standards issued but not yet effective up to the date of the Association's financial statements are
listed below. This listing of standards and interpretations issued arc those that the Association
reasonably expects to have an impact on disclosures, financial position or perfonnancc when
applied at a future date. The Association intends to adopt these standards when they become
effective

ProperV. Plant crud Equipment b(;fore intended Use (Attiendilletlts to PXS ]6). The amendmen\s I.o

PAS 1 6, ProperO, P/an/ and EqzriPnzen/ prQhZb.\ts an entity from deducting from the cost of an item
of property, plant and equipment any proce$jjBltecd.ved from selling items produced while the entity
is preparing the asset for its intended usc. blHiq ilariHies that an entity is 'testing whether the asset
is functioning properly ' when it assesses the technical and physical performance of the asset. The
Hnancial performance of the asset is not relevant to this assessment. Entities must disclose

separately the amounts of proceeds and costs relating to items produced that are not an output of the
entity's ordinary activities. The amendments arc effective for annual periods beginning on or alter
January 1, 2022.

Rcl/&re17c'e to /he Cancer/Ka/ Fra//rework £2/7ze/?dozen/s /o I'.f;7?S 3). Minor amendincnts were made
to PARS 3, Bz/i/ness C'onzb/na/f0/7s to update the references to the Conceptual Framework foz '
Financial Reporting and add an exception for the recognition ofliabilities and contingent liabilities
within the scope of PAS 37 Pp'ov/xfons, Con//ngen/ Z,fabf/ff/ei and C0/7rfngen/ .4i 'e/s and IFRIC 2 1
Z,ev/ei. The ajnendments also confirm that contingent assets should not be recognised at the
acquisition date. The amendments are effective for annual periods beginning on or after January 1,
2022

Onerous Corltrac£s -- Cost of FuZFllirig a Contract (Amendments to P.4S 3 7). The amend\Bent to
PAS 37 clarifies that the direct costs of fulfilling a contract include both the incremental costs of
fulfilling the contract and an allocation of other costs directly related to fulfilling contracts. Before
recognising a separate provision for an onerous contract, the entity recognises any impairment loss
that has occurred on assets used in fulfilling the contract. The amendment is effective for annual
periods beginning on or after January 1, 2022.

qds;l
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Annual Improvements to PFRS Standards 2018--2020

'3 PARS 9, F'fna/7cfa/ /nsPz/men/s - clarifies which fees should be included in the 1 0% test for
derecognition of flnancialliabilities.
PARS 1 6, Leases -- amendment of illustrative example 1 3 to remove the illustration of payments
frown the lessor relating to leasehold improvements, to remove any confusion about the
treatment oflease incentives.

PARS \ , First-tittle Adoption ofPhilippine Financial Reporting Standards -- a\lows eTxtit\es tha\
have measured their assets and liabilities at carrying amounts recorded in their patent's books to
also measure any cumulative translation differences using the amounts reported by the parent.
I'his amendment will also apply to associates and joint ventures that have taken the same PARS
I exemption.

PAS 4 1 , ,4gric'tr/ftrre -- removal of the requirement for entities to exclude cash flows for taxation
when measuring fair value under PAS 4)..This amendment is intended to align with the

requirement in the standard to discoumtq+jigh flo.ws on a post-tax basis.

e

=lassi$cation ofLiabilities as Current or'Noncttrrent (Amerldments to PAS 1). The nar aw-scope
amendments to PAS 1 , Preset/aff olz ofFTnancfa/ Sfa/enzemfs clarify that liabilities are classified as
either current or concurrent, depending on the rights that exist at the end of the reporting period.
Classification is unaffected by the expectations of the entity or events after the reporting date (eg the
receipt of a waver or a breach of covenant). The amendments also clarify what PAS I means when
it refers to the 'settlement ' of a liability. The amendments could affect the classification of
liabilities, particularly for entities that previously considered management's intentions to dctenlaine
classification and for some liabilities that can be converted into equity. The tlmendments iIrC
effective for annual periods beginning on or after January 1, 2023, with earlier application
permitted .

The atnendments willhave no significant impact on the disclosures and amounts to be recognized
on the financial statements.

/ns&rrance Con/rac/s fPPX.g / 7). The new standard will eventually replace PFRS 4, /nszlrance
Con/rac/s, that will set out the principles for the recognition, measurement, presentation adel
disclosure ofinsurance contracts within its scope. The new standard is efRectivc for annual periods
beginning on or after January 1, 2023.

This new standard requires a current measurement model where estimates are remeasured in each
reporting period. Moreover, contracts are meal.used using the building blocks of:

discounted probability-weighted cash .flows;
an explicit risk adjustment; and,
a contractual service margin (CSM) representing the unearned profit of the contract which is
recognized as revenue over the coverage period.

(

PARS 1 7 further allows a choice between recognizing changes in discount rates either in the
statement of profit or loss or directly in other comprehensive income. The choice is likely to reflect
how insurers account for financial assets under PARS 9

In addition, the standard provides an optional, simplified premium allocation approach for the
liability for the remaining coverage for short duration contracts, which are often written by non-life
i n s u rc rs

']
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Management is currently assessing the impact of this new standard on the Association's financial
statements .

n

'1
F'inancial Instruments

Initial recogYtition ofjinancial instrutuents

The Association recognizes financial assets and Hnancial liabilities in the statements of financial
position when it becomes a party to the contractual provisions of the instrument. Purchases or sales
of financial assets that require delivery of assets within the time frame established by regulation or
convention in the market place aie recognized on the settlement date.

Financial assets itnd financial liabilities are recognized initia]]y at fair va]ue inc]uding transaction
costs, except for those Hnancial assets and liabilities at fair value through profit or loss (FVPL)
where the transaction costs are charged to expense in the period incurred.

I'he Association classifies its financial assets as subsequently measured at amortized cost
through other comprehensive income (FVOCI) and FVPL.

fairvalue

The classification of debt instruments at amortized cost or at FVOCI depends on the financial
asset's contractual cash flow characteristics and the Association's business model for managing the
financial assets. The Association's business model is determined at a level that reflects how groups
of financial assets are managed together to achieve a particular business objective. The
Association's business model determines wjUlh.er cash flows will result from collecting contractual
cash flows, selling Hnancial assets or both.-4ti;H L

Notwithstanding the criteria for debt instruments to be classified at amortized cost or at FVOCI.
debt instruments may be designated at FVPL on initialrecognition if doing so eliminates or
significantly reduces the measurement or recognition inconsistency and produce more relevant
information.

Upon initial recognition, the Association may make an irrevocable election to present in other
comprehensive income changes in the fair value of an equity instrument that is not held for trading

The Association classifies its financialliabilities as subsequently measured at amortized cost using
the elective interest method or at FVPL.

FinciFlcia! Assets at FVPI.

Financial assets at FVPL include financial ttssets held for trading, financial assets designated upon
nitial recognition at FVPL, or financial assets mandatorily required to be measured at fair value.

Financial assets aie classified as held for trading if they are acquired for the purpose of selling or
repurchasing in the near term.

Financial assets at FVPL are carried in the statements of financial position at fair value with net
changes in fair value recognized in the profit or loss.

As at December 31, 2020 and 20] 9, the Ass6didtion has no flnancialassets at FVPL.

{
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Financial assets ai almorfized cost

') Financial assets are measured at amortized when both of the following conditions are met

e the financial asset is held within a business model whose oUective is to hold Hlnancial assets in
order to collect contractual cash flows; and

the contractual terms of the financial asset give rise on specified dates to cash flows that are
solely payments of principal and interest on the principal amount outstanding.

Financial assets at amortized cost are non-derivative financial assets with fixed or determinable
payments that are not quoted in an active market. After initial measurement, financial assets at
amortized cost are subsequently carried at aMottizdd cost using the effective interest method less
any allowance for estimated credit losses (ECL). Amortized cost is calculated, taking into account
any discount or premium on acquisition and includes transaction costs and fees that are an integral
pttrt of the effective interest rate and transaction costs. Gains and losses are recognized in statements
of comprehensive income when the loans and receivables are derccognized or impaired, as wellas
through the amortization process.

The Association's financial assets at amortized cost include cash, loans atlcl receivables, debt
instruments at amortized cost and other asset (see Notes 4, 5, 6 and 1 4).

Cash includes cash on hand and in banks

Loans and receivables include loans and other receivables. Loans receivable are interest bearing
loans granted to the members and paid through pension deduction for retired members and salary
de(auction for members working in MERALCO and afHliated companies.

Other receivables, on the other hand, include members' contributions due and uncollected and
amortization of loans receivable deducted from members' payroll, which were not yet remitted by
their employers to the Association.

Debt instruments at amortized cost consist of investments in government t\nd corporate debt
securities.

&ke

Debt instrutuents at FVOCI '' :3$.1+

Fhc Association measures debt instruments at FVOCI when both of the following conditions are
iiiet

the financial itsset is held within a business model whose objective is achieved by both
collecting contractual cash flows and selling financial assets; and
the contractual terms of the financial asset give rise on specified dates to cash flows that arc
solely payments of principal and intel-est on the principal amt)unt outstanding

Fair value gains and losses are recognized in other comprehensive income. Interest income,
impairirlent tosses or reversals, and foreign exchange gains ance bosses are recognized in profit or
loss. Interest earned on investments is calculated using the effective interest method.

'3
h$.,''
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When the debt instrument is derecognized, the cumulative gain or loss previously recognized in
other comprehensive income is reclassified from equity to profit or loss as a reclassification
adjustment. These financial assets are classified as noncurrent assets.'1
As at December 3 1 2020 and 201 9, the Association has no debt instruments at FVOCI

Equity ittstruments designated at FVOCI

The classification is determined on an instrument-by-instrument basis

When the equity instrument is derecognized, the cumulative gain or loss previously recognized in
other comprehensive incol-ne is not subsequently reclassified to profit or loss, but is transferred to
retained earnings. Dividends on such investments are recognized in profit or loss when the right of
payment has been established, except when the dividends represent a recovery of part of the cost of
the investment, in which case, such gains are recorded in other ' comprehensive income. Equity
instruments designated at FVOCI t\re not subject to impairs-nant assessment. These financial assets
are classified as noncurrent assets.

As at December 3 1 , 2020 and 20] 9, the Association has no equity instruments designated at
FVOCI.

Finutacial liabilities ctt atnortized cost {y.

Financialiiabilities that are not contingent consideration of an acquirer in a business combination
head for trading, or designated as at FVPL, are measure(] subsequent]y at amortized cost using the
effective interest method.

The elective interest method is a method ofcalculating the amortized cost of a financial liability
and allocating interest expense oven the relevant period. The effective interest rate is the i'ate that
exactly discounts estimated future cash payments (including all fees and points paid or received that
form an integral part of the elective interest tate, transaction costs and other pretniums or
discounts) through the expected life of the flnancialliability, or(where appropriate) a shorter
period. to the ttmortized cost of a Hinancialliability.

As at December 3 1, 2020 and 2019, the Association's Hlnancialliabilities at amortized cost consist

of accounts payable and other liabilities(excluding liabilities to government agencies) and liability
on individual equity value(see Notes 8 and lO).

Accounts payable and other liabilities consist of payable to members, claims payable on basic
contingent benefit and other payables. I'ayable to members pertains to the unclaimed benefits,
outstanding payttble related to loan overpayments, interest rebates and refund of equity value of
terminated members. It included claims due and unpaid, claims in the course of settlement and those
which are incurred but not reported. Claims .payable on basic contingent beneRt represents benefit
claims on membership certificates filed or reported to the Association but not yet paid as of end of
the reporting period. Other liabilities include non-trade payables and accrued expenses.

Liability on individual equity value represents lIlLy percent(50%) of the total accumulated
contributions of the members in the Association presented tender the liability section of the
statements of financial position. Under the Association's policies and guidelines, the account
entitles the member to a benefit upon his death, or withdrawal from or termination of his
membership in the Association.

')
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F'inancia! liabilities at FVPL

'3 Financialliabilities are classified as at FVPL when the flnancialliability is contingent consideration
of an acquirer in a I)usiness combination, held for trading or it is designated as at FVPL.

Financialliabilities at FVPL arc measured at fair value, with any gains or losses arising on changes
in fair value recognized in profit or loss to the extent that they are not part of a designated hedging
relationship. The net gain or loss recognized .in profit or loss incorporates any interest paid on the
Hinttncia] liability and is included in profit oj.laps.

However, for financial liabilities that are designated as at FVPL, the amount of change in the fair
value of the hnancialliability that is attributable to changes in the credit risk of that liability is
recognized in other comprehensive income, unless the recognition of the effects of changes in the
liability's credit risk in other cotlaprehensive income would create or enlarge an accounting
mismatch in profit or loss. The remaining amount of change in the fair value ofliability is
recognized in profit or loss. Changes in fair value attributable to a financial liability's credit risl< that
are recognized in other comprehensive income are not subsequently reclassified to profit or loss,
instead, they are transferred to retained earnings upon derecognition of the financial liability.

The Association has no financial liabilities at FVPL as at December 3 1 2020 and 2019

DetermiilatiQD of Fair Value and Fair Value l-lierarchv

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

8 in the principal market for the ttsset 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 ma$$tPhust be accessible to the Association.

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.

]'he Association uses valuation techniques that are appropriate in the circumstances and for which
sufUcient data are available to measure fair value, maximizing the use of relevant observable inputs
and minimizing the use ofunobservable inputs.

All assets and liabilities for which fair value is measured or disclosed in the financial statements fire

categorized within the fair value hierarchy, described as follows, based on the lowest level input that
is signinlcant to the fair value ilaeasurement as a whole;

')
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e

e

e

Levels- Quoted(unadjusted) market prices in active markets for identical assets or liabilities
Level 2 - Valuation techniques for which the lowest level input that is significant to the fair
value measureilacnt is directly or indirectly observable.
Level 3 - Valuation techniques for which the lowest level input that is significant to the fair
value measurement is tmobservable.

'3

For assets and liabilities that are recognized in the financial statements on a recurring basis, the
Association determines whether transfers have occurred between Levels in the hierarchy by re-
assessing categorization (based on the lowest level input that is significant to the fair value
measurement as a whole) at the incl of each reporting period.

for the purpose of fair value disclosures, the Association has determined classes of assets and
liabilities on the basis of the nature, characteristics and risks of the asset or liability and the level of
the fair value hierarchy as explained above.

Fair value measurement disclosures of [lnancial and non-f]nancia] assets arc presented in Note 17 to
the financial statements

Day I '' dilferetace

When the transaction price in a non-active }rnarket is different from the fair value of other
observable current market transactions in the same instrument or based on a valuation technique
whose variables include only data from observable market, the Association recognizes the
difference between the transaction price and fair value (a "Day 1 " difference) in the statements of
comprehensive incoilae unless it qualifies for recognition as some other type of asset or liability. In
cases where use is made of data which is not observable, the difference between the transaction
price and model value is Dilly recognized in the statements of comprehensive income when the
inputs become observable or when the instrument is derecognized. For each transaction, the
Association determines the appropriate method of recognizing the "Day 1 " difference amount.

offsetting of Financial Instruments

Financial assets and liabilities are offset and the net amount is reported in the statements of financial
position if. and only if. there is a currently enforceable legal right to offset the recognize({ amounts
and there is an intention to settle on a net basis, or to realize the asset and settle the liability
simultaneously.

DeiccoRnition of Financial Instruments

Finclncici! assets

A Hnancial asset(or, where applicable, a pact of a financial asset or part of a group of similar
financial assets) is derecognized when: "l&:::r ' -i

I'he rights to receive cash flows from the asset have expired;
I'he Association retains the right to receive cash Hows from the asset, but has assumed an
obligation to pay them in full without material delay to third party under a "pass-through '
arrangement; or

''3
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e The Association has transferred its rights to receive cash flows from the asset and either (a)
has transferred substantially all the risks and rewards of the asset, or (b) has neither transferred
nor retained substantially all risks and rewards of the asset, but has transferred control of the
assetS

'1

Where the Association has transferred its rights to receive cash flows from an asset or has entered
into a pass-through arrangement and has neithor transferred nor retained substantially all the risks
anti rewards of the asset nor transferred control of the asset, the asset is recognized to the extent of
the Association's continuing involvement ih'the asset. Continuing involvement that takes the form
of a guarantee over the transttrred asset is measured at the lower of the original carrying amount of
the asset and the maximum amount of consideration that the Association could be required to repay

Financia! liabilities

A flnancialliability is derecognized when the obligation under the liability was discharged
cancelled or has expired.

Where an existing flnancialliability is replaced by another from the same lender on substantially
different terms, or the terms of an existing liability are substantially modified, such an exchange or
modification is treated as a derecognition of the originalliability and the recognition of a new
liability, and the difference in the respective carrying amounts is recognized in the statements of
comprehensive income.

Impairment of financial assets

The Association recognizes allowance for ECLs for all debt instruments that are measured at
amortized cost. ECLs are a probability-weighted estimate of credit losses over the expected life of
the financial asset.

Credit losses are the difference between thai.86Htfactual cash flows due in accordance with the

contract and till the cash flows that the'AssdHlation Bkpects to receive, discounted at the original
cFHective interest rate. The expected cash fl'6®s include cash flows from the sale of collateral held or
other credit cnhttncements that are integral to the contractual terms.

I'he Association assesses at each end of the reporting period whether the credit risk on a financial
asset has increased significantly since initial recognition. For those credit exposures for which there
has been a significant increase in credit risk since initial recognition, a loss allowance is measured at
an amount equal to the lifetime ECLs. For credit exposures for which there has not been a
significant increase in credit risk since initial recognition, a loss allowance is measured at an amount
equal to 1 2-month ECLs. Lifetime ECL represents the expected credit losses that will result from al
possible default events over the expected life of a financial instrument. In contrast, 12-month ECL
icpresents the portion of lifetime ECL that is expected to result from default events on a financial
instrument that are possible within twelve(12) months acer the reporting period.

When the credit risk on Hnancialinstrumeilts for which lifetime ECLs have been recognized
subsequently improves, and the requirement for recognizing lifetime ECLs is no longer met, the loss
?allowance is measured at an amount equal to 1 2-month ECL at the cun'ent reporting period, except
for assets for which simplified approach was used.

The Association recognizes impainlaent loss (reversals) in profit or loss for allflnancialassets with
a corresponding adustment to their carrying amount through a loss allowance account.

dPy-' ' q h
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Signi$cant increase in credit risk

'3 In assessing whether the credit risk on a financial instrument has increased significantly since initial
recognition, the Association compares the risk of a default occurring on the financial instrument at
the end of reporting period with the risk of a default occurring on the financial instrument at the date
ofinitial recognition. In making this assessment, the Association considers both quantitative and
qualitative information that is reasonable and supportable, including historical experience and
forward-looking information that is available without undue cost or effort. Forward-looking
information considered includes the future prospects of the industries in which the Association's
debtors operate, obtained from economic expert reports, financial analysts, governmental bodies,
relevant think-tanks and other similar organizations, as wellas consideration of various external
sources of actual and forecast economic information that relate to the Association's cole operations.

In particular, the following information is taken into account when assessing whether credit risk has
increased signs flcantly since initial recognition:

e an actual or expected significant deteriqrqti.on in the financial instrumaent's external (if
available) or internal credit rating;

significant deterioration in external market indicators of credit risk for a particular financial
instrument, e.g, the extent to which the fair value of a financial asset has been less than its
amortized cost;
existing or forecast adverse changes in business, financial or economic conditions that are
expected to cause a significant decrease in the debtor's ability to meet its debt obligations;
an ttctual or expected significant deterioration in the operating results of the debtor;
significant increases in credit risk on other financial instruments of the same debtor;
an actual or expected significant adverse change in the regulatory, economic, or technological
environment of the debtor that results in a significant decrease in the debtor's ability to meet its
debt obligations

e

e

e

e

'1
Irl'espective of the outcome of the above assessment, the Association presumes that the credit risk
on a financial asset has increased significantly since initial recognition when contractual paylncnts
are more than thirty (30) days past due, unless the Association has reasonable and supportable
information that demonstrates otherwise.

Despite the foregoing, the Association assumes that the credit risk on a financial instrument has not
increased significantly since initial recognition if the Hnancialinstrument is determined to have low
credit risk at the cnd of reporting period. A financial instrument is determined to have low credit
risk ilS

e

e

e

the financial instrument has a low risk o:f86fault;

the debtor has a strong capacity to mqe#j@.contractual cash flow obligations in the near term

adverse changes in economic and business conditions in the longer term may, but will not
necessarily, reduce the ability of the borrower to fulfill its contractual cash flow obligations.

andl

I'he Association considers a financial asset to have low credit risk when the asset has extemal credit
rating of 'investment grade ' in accordance with the globally understood definition or if an external
felting is not available, the asset has an internal rating of 'performing '. Performing means that the
counterparty has a strong financial position and theme is no past duc amounts.

''1
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The Association regularly monitors the effectiveness of the criteria used to identify whether there
has been a signiflctlnt increase in credit risk and revises them as appropriate to ensure that the
criteria are capable of identiBing significant increase in credit risk before the amount becomes past
due

'3
Definition ofDefautt 'Ea$\

The Association considers the following as constituting an event of default for internal credit risk
management purposes as historical experience indicates that financial assets that meet either of the
following criteria are generally not recoverable:

when there is a breach of Hlnancial covenants by the debtor; or
information developed intemally or obtained from external sources indicates that the debtor is
unlikely to pay its creditors, including the Association, in full(without taking into ttccount any
colltlteral hclc] by the Association).

Irrespective of the above analysis, the Association considers that default has occurred when a
financial asset is more than ninety (90) days past due unless the Association has reasonable and
supportable information to demonstrate that a more lagging default criterion is more appropriate

Credit- impaired Financial Assets

A financial asset is credit-impaired when one or more events that have a detrimental impact on the
estimated future cash flows of that financial asset have occurred. Evidence that a financial asset is
credit-impaired includes observable data about the following events:

')
significant financial difficulty of the issuer or the borrower;
a breach of contract, such as t\ default oif bh$t due event;
the lenders of the boJ'rower, for econoiplc or Qontiactual reasons relating to the bonower's
financial difficulty, having granted to tbe borrower concessions that the lenders would not
otherwise consider;

it is becoming probable that the borrower will intel bankruptcy or other financial
reorganization; or
the disappearance of an active market for that financial asset because of financial difHculties

e

V\rFitC O£JPOliC)

The Association writes off a financial asset when there is information indicating that the debtor is in
severe financial difficulty and there is no realistic prospect of recovery, e.g. when the debtor has
been placed under liquidation or has entered into bankruptcy proceedings, or in the case of trade
receivables, when the amounts are over one(1) year past due, whichever occurs sooner.

Financial assets written off may still be subject to enforcement activities under the Association's
recovery procedures, taking into account legal advice where appropriate. Any recoveries made are
recognized in profit or loss.

X
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Property and Equipment

') Property and equipment are initially measured at cost which comprises its purchase price,
ncluding import duties, taxes and any directly attributable costs of bringing the asset to its

working condition and location necessary for it to be capable of operating in the manner intended by
management.

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

Expenses that provide incremental future economic benefits to the Association are added to the
carrying amount of an item of property and equipment. Allother expenses are recognized in the
statements of comprehensive income as incurred.

Depreciation of property and equiptnent commences once the property and equipment are available
for use and are citlculatcd on a straight-line.,bits.b over the estimated useful life as follows:

Office equipment
Furniture and flxtuies
IT equipment

Number of years
3 to 5
3 to 5
3 to 5

The useful life and depreciation method are reviewed periodically to ensure that the period and
!method of depreciation are consistent with the expected pattern of economic benefits from items of
property and equipment.

'1
Property and equipment are reviewed for impairment whenever events or changes in circumstances
indicate that the carrying amount of an asset may not be recoverable.

Fully depreciated property and ecluipment are retained in the accoumts until they are no longer in
use and no further depreciation is chai'ged against current operations.

When property and equipment are retired or otherwise disposed of. their cost and related
acculnu[ated depreciation ance accumu]atcd provision for impairment ]osses, if any, are removed
from the accounts and any resulting gain or loss is credited to or charged against current
operations.

Impairment of Non-financial Assets

At each reporting date, the Association reviews the Carrying amounts of its non-financial assets to
determine whether there is any indication that those assets have suffered an impairment loss. If ally
such indication exists, the recoverable amount of the asset is estimated in order to determine the
extent of the impair-nant loss (if any). When the asset does not generate cash flows that are
indcpeitdent from other assets, the Association estimates the i'ecovel'able amount of the cash-
generating unit to which the asset belongs.
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Recoverable amount is the higher of fair value less costs to selland value in use. In assessing value
in use, the estimated future cash flows are discounted to their present value using a pre-tax discotmt
rate that reflects current market assessments of the time value of money and the risks specific to the
asset for which the estimates of future cash flows have not been acyusted. If the recoverable t\mount
of an asset is estimated to be less than its CH.i:lying amotmt, the carrying amount of the asset is
reduced to its recoverable amotmt. An impkiirment loss is recognized as an expense immediately.

')

When an impairment loss subsequently reverses, the carrying amount of the asset is increased to the
revised estimate of its recoverable amount, but so that the increased carrying amount does not
exceed the carrying amount that would have been determined had no impairment loss been
recognized for the asset in prior years. A reversal of an impairment loss is recognized as income.

Basic Contingent 13eneflt Reserve

13asic contingent benefit reserve represents the total actuarial reserve set-up by the Association
pertaining to the basic life benefit that is in force as at the end of the accounting period. It refers ta
the amount of liability which the Association establishes for a certificate to meet the contractual
obligation as it falls due. It is computed as the net present value of benefits less present value of
future contributions, calculated using actuarial methods and assumptions as approved by the IC,
subject to the liability adequacy test.

Liability adecluacy test

At each reporting date, a liability adequacy test is performed for the membership in force. In
performing this test, current best estimate of future cash flows and benefits/claims handling and
administration expenses, as well as investment income from the asset backing such liabilities are
used. Any deficiency is immediately chargedi.gldinst current operations.

Liabilities for future membership benefits/blaimg have been computed based on methods and
assumptions that are in accordance with generally accepted actuarial principles. Changes in the
balance of legal policy reserves at each reporting date are taken to profit or loss.

'1

Fund Balance

ITuncl balance represents the cumulative net income from current and prior periods. Fund balance
represents the cumulative balance of net income or loss, prior period acUustments, effects ofchanBes
in accounting policy and other fund adjustments. Free and unassigned fund balance represents that
portion which is free and can be declared for distribution to the members. Assigned fund balance
represents that portion which is restricted and therefore not available for any experience refund
declaration.

Revenue Recognition

Revenue is recognized when control of the goods or services are transferred to customer at an
amount that reflects the consideration to which the Association expects to be entitled in a contract
with a customer and excludes amounts collected on behalf of third parties.

:d-EX.

\

''3
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Fhc Association recognizes revenue from the following sources

'1 aJ Men7bers ' con/r/bzf/f arts -- Revenue is recognized on accrual basis, when they become due from
members. Contracts with members generally undertake to provide two performance obligations
at a fixed price which are mainly to entitle the members for certain benefits of the Association
(i.e. claims benefits, loan availment, nonllnancialbeneflts, dividends, etc.) and refund of50% of
the total contribution upon death, or withdrawal from or termination of membership by the
member in the Association. Accordingly, the 50% of the membership contribution is recognized
as revenue under "Mcmbeis' contribution" while 50% is recognized as liability under ' "Liability
on individual equity value

bJ /n/ares/ o/? /cans rec'e/vab/e -- Revenue is recognized using the effective interest method in
accordance with the terms of the latin.

d /n/ares/ /17 hank repos//s clad znvci/men/i$hIRcvenuc is recognized as the interest accrues (taking
into account the effective yield on the as96t).

d) Dividends -
established

Revenue is recognized when the Association's right to receive payment is

e) Other income Revenue is recognized when eamed

Revenue is measured by reference to the fair value of consideration received. Interest income and
dividcn({s are presented net ofielated final taxes.

Expense Recofznition

'3 Cost and expenses are recognized in the slateincnts of comprehensive income when decrease in
future economic benefits related to a decrease in an asset or an increase in liability has arisen that
can be measured reliably

Other costs and expenses are recognized in profit or loss upon utilization of service or when they are
incurs'ed.

Bene$t/claims expenses

Members' benefits consist of funeral, fire victim aid, refund of 50% of total contributions and other
I)enefits given to members. Benefits/claims+ktlBnse are recorded when incurred. These are recorded
when notices of claims have been received:8Whhen the members are entitled to the benefits. Unpaid
benefits/claims expenses, including those incurred but not reported (IBNR) claims are based on the
estimated cost of till claims incurred but not settled at the reporting date. These costs pertain to
cstij-nates of the Association's obligations to the members where the Association has not yet
received notification on. Delays can be experienced in the notification and settlement of
benefits/claims, therefore the ultimate cost could be known with certainty at the reporting date.

'')



Notes to Financial Statements
Page - 17

Etuployee Benefits

'1 Short-term etuployee belleDts BX'i'i.)

I'he Association recognizes a liability net of amounts already paid and an expense for services
rendered by employees during the accounting period that are expected to be settled wholly before
twelve ( 1 2) months after the end of the reporting period. Short-term benefits given by the
Association to its employees include salaries and wages, fringe benefits, 1 3th month pay, Social
Security System(SSS), Philhealth and l-lome Development Mutual Fund(HDMF) contribution. The
Association recognizes a liability net of amounts already paid and an expense for services rendered
by employees during the accounting period.

Short-term employee benefit obligations are measured on an undiscoLmted basis and are expended as
the related service is provided.

Provisions and Contingencies

Provisions are recognized when the Association has a present obligation (legal or constructive) as a
result of a past event, it is probable that an Duff'low of resources embodying economic benefits will
bc required to settle the obligation and a reliable estimate can be made of the amount of the
obligation. If the effect of the time value of money is material, provisions are determined by
discounting the expected future cash flows at a pre-tax rate that reflects current market assessments
of the time value of money and, where appropriate, the risks specific to the liability.

Where discounting is used, the increase in the;provision due to the passage of time is recognized
as intel'est expense. When the Association eXpeCts a provision or loss to be reimbursed, the
reimbursement is recognized as a separate asset only when it is virtually certain that
reimbursement will be received. The expense relating to any provision is presented in the
statements of comprehensive income, net of any reimbursement.

Contingent liabilities are not recognized in the financial statements. These are disclosed unless the
possibility of an outflow of resources embodying economic benefits is remote. Contingent assets are
not t'ecognized in the llnancial statements but disclosed when an inflow of economic benefits is
probable. Contingent assets are assessed continually to ensure that developments are appropriately
reflected in the {lnancial statements. Ifit has become virtually certain that an inflow of economic
benefits willarise, the asset ance the related income are recognized in the flnancialstatements.

Related Party Transactions and Relationshios

Related party transaction is a transfer of resources, services or obligations between a reporting entity
and a related party, regardless of whether a price is charged.

Parties are considered related if one party has the ability, directly or indirectly, to control the other
party or exercise significant influence over the other party in making financial and operating
decisions. Parties tire also considered to be related if they are subject to common control. Related
parties may be individuals or corporate entities.

In considering ettch possible related party relationship, attention is directed to the substance of the
relationship, and not merely the legal fom}.I.:P'lr

'n
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Events af:ter the Reporting Date

') I'he Association identifies post-year events as events that occurred after the reporting date but
before the date when the Association financial statements were authorized for issue. Post year-end
events that provide additional information about the Association's position at the reporting date
(adjusting events) are reflected in the Association financial statements. Post year-end events that are
not adjusting events are disclosed in the Association financial statements when material.

3 SIGNll?lCANT ACCOUNTING JUDGMENTS AND ESTIMATES

Fhe preparation ofthe Hnancial statements in compliance with PFRS requires management to
make estimates and assumptions that affect the amounts reported in the financial statements. The
estimates and assumptions used in the financial statements are based upon management's
evaluation of relevant facts thad circumstand6':jt#t the end of the reporting period. Actual results
could differ materially from such estimated..\;

Estimates andjudgments are continually evaluated and are based on historical experience and other
factors, including expectations of future events that are believed to bc reasonable under the
circumstances.

Significant Accotmtina Judgments

Business mode! assesslnen{

ClassiHjcation and measurement of financial assets depends on the results of the business model and
solely for payments of principal and interest test. The Association determines the business model at
a level that reflects how Associations of financial assets are managed together to achieve a particular
business objective. This assessment includes judgment iellecting all relevant evidence including
how the performance of the assets is evaluated and their performance measured, the risks that affect
the performance of the ttssets and how these are managed und how the managers of the assets are
compensated. The Association monitors financial assets measured at amortize(t cost that are
derecognizpd prior to their maturity to understand the reason for their disposal and whether the
reasons are consistent with the objective of the business for which the asset was held. Monitoring is
part af the Association's continuous assessment of whether the business model for which the
remaining financial assets are held continues to be appropriate and init is not appropriate whether
there has been tl change in business model aQd;$p a prospective change to the classification of those
assets. No such changes were required .duriifg\l?c periods presented.

Distinction between debt and e qllity instrument

The Association's members' contribution takes the legal flim of equity, but the substance of these
financial instruments takes the form of aliability since the Association does not have an
unconditional right to avoid delivering cash or another financial asset to the Association's members
upon their termination or withdrawal.

.I ' \!
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Significant itacrease in credit risk

'1 ECLs are measured as an allowance equal t8 12-month ECL for stage I assets, or lifetime ECL for
stage 2 or stage 3 assets. An asset moves to stage 2 when its credit risk has increased significantly
since initial recognition. The standard does not define what constitutes a significant increase in
credit risk. In assessing whether the credit risk of an asset has significantly increased, the
Association takes into account qualitative and quantitative reasonable and supportable forward
looking information. Management assessed that there has no significant increase in credit risk on the
Association's Hinancia]assets for the years ended December 31, 2020 and 20]9.

Skniflcant Accou01jD] Estimates and Assumotions

Impairment of$nancial assets

I'he loss allowances for financial assets are based on assumptions about risk of default and expected
loss rates. The Association uses judgment in making these assumptions :\nd selecting the inputs to
the impain-nant calculation, based on the Association's past history, existing market conditions as
well as Forward looking estimates at the end of each reporting period.

As at December 31, 2020 and 2019, loans and receivables(net of allowance for ECL of P810,007 in
2020 and P782,265 in 2019) amounted to P325,742,899 and P3] 6, 129,996, respectively(see Note
5)

No allowance for ECL is recognized for debi:jQitruments at amortized cost, which are held by
reputable banking and quasi-banl<ing institutions..;Carrying amount of the investment amounted to
P21,210,900 and P35,000,000 as at Decernt$br 31, 2020 and 2019, respectively(see Note 6).

Estimation ofbasic contingent bene$t reserve

The determination of the Association's basic contingent benefit reserve is dependent on the
selection of certain assumptions used by actuaries in calculating such amount. These estimates are
based on standard mortality tables as required by the Insurance Code. Actual future experience
could differ from the assumptions used to make the reserve estimates.

T'he carrying value of basic contingent benefit reserve amounted to P174,668,670 and P169,990,571
as at December 3 1, 2020 and 2019, respectively(see Note 9).

4 CASll

T'his account consists of:

Cash in banks generally earn interest based gbtlla'iis{ bank deposit rates. Interest income earned in
2020 and 20 1 9 amounted to PI 1 4,295 and tly?,729 kspectively, and is presented under "Investment
and other income" in the statements of comprehensive income (see Note 1 2).

'')

  2020 2019
Cash on hand P5,000 T)5.000
Cash in banks 40,190,446 22.367.255

  P40, 195,446 P22.372.255
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There is no restriction on the Association's cash and these are available for general use

'1 S LOANSAND RECEIVA13LF:S(NET)

This account consists of:

Loans receivable
Other receivables

Umemitted member's' contributions, dues and fees
Members' contribution due and uncollecledt=
Accrued interest receivable " 'i]?]]..a'

Others ; tlq'

2020 2019

P324,002,841 P3 12,905,944

189,747
408,134
56,978

1,895,206
326,552,906

810,007
P325,742,899

183,930
486,3]7
232,583

3,103,487
316,912,261

782,265
P3]6,129,996

Less: Allowance for ECLs --loans receivable

Loans receivable include Educational Loan, Hospitalization Loan, Fire Loan, Funeral Loan
Supplemental Loan, Calamity Loan and Medicine Loan.

Loans receivable bear 3.5% to 6.0% annual interest rate and have maximum tenn of one (1 ) to three
(3) years depending on the type of loan. For MERALCO employees, all loans except educational
loan are required to have a co-maker. The co-maker serves as the borrower's collateral or security in
paying the loan.

Members' contribution due and uncollected pertains to the membership contributions that are
already due but not yet collected or deducted from the members' salaries.

Other receivables pertain to loans receivable from deceased and withdrawn members which are
subject for settlement. Other receivables also pertain to monthly amortizations of loans receivable
dcducte(t from the members' payroll but are not yet remitted by MERALCO and its affiliated
companies to the Association as at December 3 1, 2019. These receivables are subsequently
collected in the following month.

Based on Mz\nagement's assessment, the .0th6i ' receivables as at December 3 1 , 2020 and 20 1 9 were
fully performing and highly collectible.

{ed
U

A reconciliation of the allowance for ECL as at December 3 I is shown below

Balance at beginning of year
Add: Provisi90 for the year
Balance at end ofyear

2020

P782,265
27,742

P810,007

20]9
P752,727

29,538
P782,265

Interest income on loans receivable amounted to P15,93 1,397 and P17,798,809 in 2020 and 2019
respectively, as presented in the statements of comprehensive income.

''3
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6 DEBT INSTRUMENTS AT AMORTIZED COST

'3 This account consists of Philippine government securities and corporate bonds. Details follow

Government securities

Corporate bonds

2020

P21 ,210,900

2019
P30,000,000

5,000,000
P35,000,000P21 ,210,9o0

Government securities and corporate bonds have terms of three to seven years and bear fixed
interest rates of 2.39% in 2020 and from 4.20% to 4.38% in 20 1 9. The effective interest rates range
from 1.68% to 3.50% in 2020 and 2019.

Government bonds are part of the Association's compliance to guaranty fund requirement of IC in
accordance with the provision under Section 405 (formerly Section 392) of the Insurance Code of
the Philippines, as amended under Republic Act(R.A.) No. 1 0607, "An Act Strengthening the
Insuntnce Industry", as security for the benefit of members and creditors of the Association. These
bonds tue deposited with the Bureau of Treasury under the Registry of Scripless Securities System
(ROSS)<

Fhe movements of debt instruments at amortizdcl cost are as follow

Cost
Balance at beginning of year
Acquisitions
Maturities

Balance at epd pfyear
Premium (discount)
Balance at beginning of year
Amortization - net
Balance at cnd ofyear

Carrying amount at Dcccmbei ' 31

2020 2019

P35,000,000P35,000,000
21,000,000

(35,000,000)
21,000,o00 35,000,000

222,617
(11,717)
210,900

t'21,210,900 P35,000,000

Interest income for the years ended December 31, 2020 and 2019 amounted to P595,353 and
P[ ,] 95,000, respectively, and is included tmder "]nvestment and other income" in the statements of
comprehensive income (see Note 1 2).

oq '
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7. PROPERTY An0 EQUIPMENT (NET)

'1 The reconciliation of property and equipment is as follows

I)cccmber 31, 2Q20 Office Furniture
equipment and mixtures

IT
equipment

Cos t

13alance at beginning and end of year
Accumulated depreciation
Balance at beginning ofyear
Depreciation
Balance at end of year
Carrying amount at December 31, 2020

Total

P.l:.7t5.i79 P70,120

70,120

PI,777,070 P3.562.369

1,402,418
78,833

1,481,251
P233,928

1,596,173
83,298

1,679,47]
P97,599

3,068,711
] 62,] 3 1

3,230,842
P331 ,527

70,]20
P-

December 3 1 , 2019 OfHce Furniture IT

equipment and fixtures equipment
Cost

Balance at begimling of year
Additions

jjalqllgQ a! end ofyear
Accumulated depreciation
Balance at beginning of year
Pgpreciation
Balance at end of year
Carr>ling amount at December 3 1

Total

P1,346,079
369.t00

1.715.179

f)70,120 P1,777,070 P3,193,269
369.100

70,120 1,777,070 3,562,369

1,339,951
62.467

1.402.418
P312.761

70,120

70,120
P-

1,512,875
83,298

1,596,173
P]80,897

2,922,946
]45,765

3,068,711
P493,6582019

As at December 3 1 , 2020 and 20 1 9, the total cost of fully depreciated property and equipment that
tire stillbeing used by the Association amounted to P2,749,135.

The Association's property and equipment .$#U;December 3 1 , 2020 and 20 1 9 are not held as
collateral for its liabilities and are free froUlany encumbrances. The Association did not enter into
any contractual commitment for the acquisition of property and equipment.

Management believes that there is no indication that an impairment on its property and equipment

8 ACCOIINTS PAYA13LE AND OTl-IER LIA131LITIES

This account consists of:

Claims payable on basic contingent benefit
Payable to members
Accrued expenses
Members' contribution received in advance

Withholding taxes payable
SSS, Philhealth anti Pag-ibid payables
Other payable

2020

P5,804,853
3,334,295

370,048
224.911
157.886
26,760

2019

P2,039,299
3,353,259

344.920
269,166
]50,468
27,857

246,799
P6,431,768P9,918,753

'')
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Payable to members include outstanding payable related to loan overpayments, interest rebates and
refund of equity value of terminated members.'n
Claims payable on basic contingent benefit pertains to the benefits not yet claimed by members
beneficiaries including those benefits IBNR as at December 31, 2020 and 2019.

Accrued expenses consist mainly of accrual for professional and technical fees

Other payable in 20 1 9 pertains to unpaid balance to supplier for the purchase of non-financial
benefit to members.

9. 13ASIC COATING ENT 13ENEFIT RESERVE

Under the Insurance Code, an M[3A doing business in the Philippines sha]]estab]ish a reserve
liability in accordance with actuarialproccdures, and shallbe approved by the IC. The Association's
latest actuarial valuation is as at December 3 1, 2020.

The table below shows the summary of valuation results based on actuarial valuation report under
existing benefit guidelines:

Number of members (A)
Estimated annual contributions(B)
Total estimated annual contributions(A x B)
Present value of benefits (1))
Present value of fulyrg contributions (E)
Reserves (D-E)

2020

9,922
P1,440

14,287,680
335,052,955
160,384,285

P174,668,670

2019
9,935

PI,440
14,306,400

332,152,635
162,162,064

P]69,990,571

I'he reserves were computed as the present value of future benefits less the present value of future
net annual contributions. The net annual contribution used is 80% of the gross annual contribution

['he valuation method interest rate used was 4.25% per annum for 2020 and 20] 9. The mortality
rates used were based on the 1 958 Commissioners Reserve Ordinary ( 1 958 CSO) for members and
on 1 50% of the 1 958 CSO for dependents. No withdrawals were assumed.

The basic contingent benefit reserve was certified by the Association's independent actuary who is
accredited by the IC and who also issued an unqualified opinion on the account.

Fhc movement in basic contingent benefit reserve is as follows

13eginning balance
Additions
Ending balance

2020
P169,99o,571

4,678,099
P174,668,670

2019
P165,335,703

4,654,868
P169,990,571

'3
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10 LIABILITY ON INDIVIDUAL KQuiTV VALUE

'1 This account pertains to the 50% of accumulated contributions received from members, which
represents the withdrawal beneHlt they will receive upon death or withdrawal or termination of
membership.

The following table summarizes the movcrBQrtls of the members
\.

contributions as at December 3 1

1 1 FUNI)13ALANCE

Section 408 of R. A. No. 1 0607, "An Act Strengthening the Insurance Industry" further amending
Presidential Decree no. 612, otherwise known as "The Insurance Code", which was approved on
August 15, 2013, provides that an MBA shallonly maintain flee and unassigne({ fund balance of not
more than twenty percent (20%) of its total liabilities as verified by the Comtnissioner. Excess
amount shall be returned to the members by way of dividends, enhancing the equity value or
providing benefits in kind and other relevant services.

Under Insurance Memorandum Circular No. 2-2006, allexisting MBAs should ]naintain a guaranty
fund of at least fj 1 2,500,000. The qual'anty fund maintained by the Company is in compliance with
IC amounted to P2 1,000,000 and P20.087,200 as at December- 3 1, 2020 and 2019, respectively.

In 2020, the Association assigned a portion.Qlfl\be;free and unassigned fund balance amounting to
1'912,800 to guaranty fund. ' *:l= '

In 2019, the IC interposed no objection to the allocation of additional assigned fund balance
amounting to P6,480,030, which pertains to the 20% excess of free and unassigned fund balance
over the totalliabilities. On the snide year, P2,150,800 assigned fund balance was reverted to free
and tmassigned fund balance.

The Association utilized portion of its assigned fund to members' benefits by providing nonfinancial
bencf[ts to members amounting to fj5,970,000 and P4,000,000 in 2020 and 20] 9, respectively

NonHnancial benefits to members arc directly deducted from the
equity" in the statements of changes in fund balance.

Assigned fund Hor tncmbers

  202{) 2019

Balance at beginning of year FIDO,995,462 P95.703.440
Contributions during the year 6,958,804 7.002.030
Refunds during the year (1,959,215) (1,698,562)
Others (39,139) (]1,446)
Balance amend ofyear Plos,955,912 P100,995,462



Notes to Financial Statements

Page-25

12 INVESTMENT ANI) OTHER INCOM E

'1 Details ofinvestment and other income for the years ended December 31are as follow

Interest income on investments - note 6
Dividend income - note 14
Interest income on bank deposits -- notes 4 and 14
Miscellaneous

2020

P595,353
240,100
114,295

2,444
P952,192

2019

PI,195,000
274,400
47.729
24,825

P1,541,954

Miscellaneous consists of !avenue from cancelled obligations and petty income transactions

13 INCOME TAXES

The Association was granted by the Bureau of Internal Revenue(BIR) on August 31, 2001, an
exemption from the payment on income recqjqQd by it and therefore need not file income tax returns
conceming such income. However, income:de'lived by the Association from any of its properties
and interest on money market placements and royalties derived from within the Philippines shall be
deported 6ortaxation.

On Ju[y 22, 20]3, the BIR issued Revenue Memorandum Order(RMO) no. 20-2013 prescribing the
policies and guidelines in the issuance of tax exemption rulings for non-stock, non-profit
corporations and associations under Section 30 of the National Internal Revenue Code (NIRC) of
1997, as amended. Under the RMO, corporations and associations qualified under Section 30 of
NIRC shall be issued Tax Exemptions/Revalidation after the submission of required documents to
BIR. Pursuant thereto, the Association submitted the required documents to the BIR on October 23,
2013. On July 26, 2016, RMO no.44-2016 was issued by the BIR amending RMO no. 20-2013. For
alllegalintents and purposes therefore, the Association has complied with the legal requirements
for Tax Exemption/Revalidation.

C)n July 24, 2019, BIR issued RM0 38-2019 clarifying the nature, character and tax treatment of
corporations under Section 30 of the NIRC of1997, as amended, and to devolve to the Revenue
Regions the issuance of Certificate of Tax Exemptions to said corporations. In July 2020, the
Association submitted the required documents to BIR in accordance with RM0 38-20] 9. The
application is stillpending as of December 31, 2020.

14 ltELATEDPARTYTRANSACTIONS

The Association's I'elated party transactions:#iyas follow

a) Transactions with the BOT who are cd?i:'idered the I(ey management personnel of the
Association. Total loans granted to key management personnel of the Association amounted to
1'632,000 and P806,349 in 2020 and 20 1 9, respectively. The outstanding balance of the loans
amounted to P776,190 and P465,344 as at December 31, 2020 and 20] 9, respectively, and is
included in ''Loans receivable" under ''Loans and receivables" in the statements of financial
position (see Note 5). Loans are paid through salary deductions.

'1
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b) I'he Association is a member of MERALCO Savings and Loans Association(MASALA) and
invested capital contribution amounting to P 1,715,000, which is inclu(ted in "Other assets" in
the statements of financial position. This investment earned dividend income amounting to
P240,100 in 2020 and P274,400 in 2019, and are includeclunder "Investment and other income

account in the statements of comprehengj&!.income (see note 1 2).

')

The Association also has a savings de15bsit in MESALA amounting to P544,460 and P296,9 1 6
as at December 3 1 , 2020 and 20 1 9, respectively and is not restricted for withdrawal. Interest
income famed in 2020 and 20 1 9 amounted to P7,444 and P3,749 respectively, and is presented
under "Investment and other income" (see Note 1 2).

c) The Association occupies the off'ice space owned by MERALCO, an affiliate, free of dental
charges.

I cmutleration o.fKey Management Persotanel

The remuneration of the key management personnel of the Association is as follows

15. EMPLOYEE BENEFITS

Short term berleFts

The Association's short-term emp]oyee behgl$eg:liounting to p3,] 06,080 and p3,1 1 8,32 1 in 2020
and 20 1 9, respectively, consist of salaries qnd wages, social security costs and allowances.

l\etirement bane.fits

I'he Association is not covered by the provisions of R. A. No. 764 1 , also known as "Retirement Pay
Law" since the Association has less than ten(lO) employees. Under R.A. No. 7641, operations
employing not more than ten (1 0) employees are not covered by the provisions of the said law. R.A.
No. 7641deflnes the amount of pension benefit that an employee willreccive on retirement,
depending on certain factors such as age, years of credited service and salary.

16 FINANCIAL ANI) INSUliANCE RISK MANAGEMENT OBJECTIVES AND POLICIES

I'he Association is exposed to a variety of llnancial risks which result from both its operating and
investing activities. The Association's risk management policies focus on actively securing the
Association's short-term to medium-term cash flows by minimizing the exposure to flnailcial
markets. Long-term financial investments are managed to generate lasting returns.

The Association's principal financial instruments comprise of cash and accounts payable and other
liabilities(excluding liabilities to government agencies). These financial instruments are used
mainly for working capital inanagetnent purposes. The Association has other financial assets such
as receivables, loans receivable, debt instruments at amortized cost and other assets.

I,\#.$ l

  2020 2019
Bonus P1 ,053,000 PI,053,000
Per did-n 595,333 595.333

  P1 ,648,333 PI.648.333
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Credit Risk

'1 Credit risk is the risk that counterparty fails to discharge an obligation to the Association. The
Association is exposed to this risk for various financial instruments, like Blunting loans and
receivables to members and placing deposits and investment in bonds.

I'he Association continuously monitors defaults of members and other counterparties, identified
either individually or by Association, and incorporate this information into its credit risk controls
The Association's policy is to deal only with creditworthy counterparties.

Credit risk exposure

I'he Association's maximum exposure to credit risk without taking into account any collateral held
or other credit enhancements arises from the carrying amount of financial assets recognized in the
statements of llnancial position.

I'he table below shows the maximum expogUrc to credit risk of the Association as at December 3 1 .

December 31, 2020
Gross

c:irrying Loss
amount Hilo\+ ance

P38,602,920 P-
326,552,906 810,007

13asis of '
ECI,

Net carrying
amount

P38,602,920
325,742,899

Cash#

Loans und receivables (net)
(a)
(b) Lifetime

ECL
Debt instrul-nents at ttmortized cost
Other assets' #

(a) 21,210,900 -
1,715,000 -

?!!?:081:726 P810,007
banks altlotinting to PI,S87.S26 which are

21,210,900
1,715,000

P387,271,71 9
secured byb Excluding cash OH hand at lo {nting {c PS. QQQ and cash in

Philippine Deposit Insurctllce Corporation {PDIC)
b + Excluding prepaid insurance of P368

December 3 1 . 20 1 9
[3asis of Gross caRVingECL amount

P20,549.407
316,912,261

Loss
allowance

P.

782,265

Net carrying
amount

P20,549,407
316,129,996

Cash'K

Loans and receival)les (net)
(a)
(b) Lifetime

EQk
Debt instruments at amortized cost
Other assets +

(a) 35,000,000 - 35,000,000
1,715,000 - 1.715,000

P374,]76,668 P782,265 1'373,394,403
=ttid cash in banks ailiounling to PI.81 7.848 which are secured by FDIC

q

bExciudittg cash on hand amounting io P5. {)0Q
++ Excittdittg prepaid instiratlce ofP701

a) Cash, debt instrutnents at amortized cost and other asset are assessed to have low credit risk

at each importing period. These are held by reputable banking and quasi-banking
institutions.
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b) For loans and receivables, the Association has applied the simplified approach to measure
the loss ttllowance at lifetime ECLs. The Association determines the ECL based on
historical credit loss experience based on the past due status of the debtors, adjusted as
appropriate to reflect current conditions ahd estimates of future economic conditions

I'he Association computed ECL rate of the loans and receivables based on the payment profiles of
member-borrowers over a period of twenty-four (24) months before December 3 1 , 2020 and 20 1 9
and the corresponding historical credit losses experience(t within this period. The historical loss
rates tire adjusted to reflect current and forward-looking information on macroeconomic factors
affecting the ability of the customers to sctt]e the receivab]es. ]n 2020 and 20] 9. the Association's
ECL rate was 0.25% for the current accounts under loans and receivttbles

'F

'3

I'Fade and other receivables are written off when there is no reasonable expectation of recovery.
Indicators that there is no reasonable expectation of recovery include, amongst others, the failure ofa
debtor to engage in a repayment plan with the Association and if past due for more than one (1 ) year.

In addition, the Association ensures that all members who wish to avail loans are subject to credit
verification procedures. In addition, receivable balances are monitored on an ongoing basis.

I'he following are the specific qualifications needed in order for a member to avail a loan

a) For !managerial and rank and elle employees of MERALCO and its afHliated companies that
are mei-nbers of the Association.

Members availing the loan are required to have a co-maker which will make them jointly
and severally liable in paying the IQliiiu'the.co-maker will serve as the borrower's collateral
or security in paying the loan. Oncgqh6'b6ribwer defaulted in paying the loan, the
outstanding balance of the loan will ' be automatically transferred to the co-maker.

Also, computation of borrowing capacity from employer is required indicating the
applicable amoumt that a member may loan from the Association. A certain percentage of
take home pay must be met to assure that the amortization for the loan will bc deducted or
ttpplied to his salary.

In case the member has been suspended or terminated, has retired, resigned or defaulted
from paying his loan, the Association may deduct from whatever wages or cash benefits duc
to him from his employer.

b) Retired employees that are members of the Association with pension

Member can avail loan frown the Association as the retiree has a net pension provided that
the pension is enough to cover the monthly amortization.

c) Retired employees that are members of the Association without pension

Members availing loan are recluired to issue a post-dated check or a deed of assignment
authorizing the Association to deduct the monthly loan amortization of the availed loan to

his/her MESALA savings or capital:lUJltri.bution. Co-maker is also required

All members availing loan are reqUj#d totflTI up a form, giving the Association the
authority to deduct and collect.
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itllerest rctte risk

'3 Interest late risk is the risk that the fair valve: Qr'future cash flows of a financial instrument will
fluctuate because of changes in market int6beust rates. There are two types ofinterest rate risk:

U

. Fair value interest rate risk - the risk that the value of the financial instrument will fluctuate
because of changes in market intelcst rates; and

. Cash flow interest rate risk the risk that future cash flows of a financial instrument will
fluctuate because of changes in market interest rate.

Fhe Association's interest risk policy requires it to manage interest rate risk by managing the
maturities ofinterest-bearing financial assets. Interest on fixed interest rate instruments is priced at
inception of the tlnttncial instrument and is fixed untilthe maturity. As at December 31. 2020 and
20 1 9, the Association does not have financial instruments which have repricing interest.

I'he Association is exposed to fair value interest rate risk on its interest-bearing debt instruments as
at December 3 1 , 2020 and 20 ] 9. If interest tate incl'eases/decrettses by 1 00 basis points, with al
variables held constant (through the impact of changes in fair value of these instruments) the
Association's income and fund balance wou]d increase oi ' decretlse by P136,7]8 and P164,600 foi '
the years 2020 and 20 1 9, respectively.

Liquidity Risk

Liquidity risk is the risk that an entity willencounter difHculty in meeting obligations associated
with financial instruments. ll{

The Association manages its liquidity needs'by carefully monitoring scheduled payments. The
Association maintains cash to meet its liquidity requirements. Excess cash are invested in time
deposits or short-term marketable securities

i9

I'he Association's accounts payable and other liabilities(excluding liabilities to government
ag,fancies and mcmbcrs' contributions received in advance) amounting to P9,509,196 in 2020 and
t'5,984,277 in 20 1 9 has contractual maturities ofless than three months.

t5'

K
it;.:
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I'he table below summarizes the maturity profile of the Association's financial assets and financial
liabilities based on contractual undiscounted payments.'1
December 31. 2020

Assets
Cash

Loans and receivables
Debt instruments al
amortized cost

Other asset

Up to one year
One to3

'ears
3 to 5
'ears

P-

Over 5
'ears Total

P40,190,446
193,562,720

P-

132,180,179

P. t'40,190,446
325,742,899

21,210,900

254,964,066 132,180,]79
1,715,00o
1,715,000

21,21o,900
1,715,0o0

388.859.245

Liquidity position ga P120,498,264 P145,571,757 I': PI,715,000 P267,785,021

Fund RbkObiective and Management

The primary oUcctive of the Association's'fund mttilagement is to ensure that the Association
complies with externally-imposed capital requirements and that the Association maintains strong
credit ratings and healthy capital ratios in order to support its business and maximize members
value

Risk-Based Capital(RBC) Requirements

Based on Circular Letter No. 11-2006 dated December 8, 2006, the IC approved the guidelines on
the adoption ofRBC framework 6or MBAs. This requires every MBA to maintain a minimum RBC
ratio of100% anti not failthe trend test. Failure to meet the minimum RBC ratio shallsubject the
Association to corresponding regulatory intervention which has been defined in various levels.

''1

.d'

         
Liabilities        
Accounts payable and other

liabilities 9,918,753::i;.     9,918,753
Liability on individual ccluity        
value 105,955,912     105.955.912

  115,874,665     115,874.665
Liquidity position 2:i P139,089,401 P132,180,179 P- PI,715,000 P272,984,580

December 3 1 . 201 9   3 to 5    
  llp to one year One to 3 years ears Over 5 years Fatal
Assets        
Cash [)22,367,255 P- P- P- P22.367.255
Loans und I'eccivables 170.558,239 145.571.757     316,129,996
Debt instrullacnts at        

itllaortized cost 35,000.000     35 .000 .0o o
Other asset     1,715,000 1,715,000
  227,925,494 145.57].757   1.715.00o 375.212.251
Liabilities        
Accounts payable and other        
liabilities 6.43].768     6,431,768

Liability on individual equity        
value 100.995.462     100.995.462

  107.427.230     107,427,230
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[he RBC ratio sha]] be ca]cu]ated as Mem]Wrst Equity divided by the RBC requirement. Members
Equity is defined as Admitted assets minus allliabilities inclusive of actuarial reserve and other
obligations under the policies and membership certificate.')
I'he RBC ratio as determined by the Association as follows

The Hind amount of the RBC ratio can be determined only after the accounts of the Association
have been examlnccl by the IC specifically as to admitted and non-admitted assets as defined tender
the same Code.

As at December 31, 2020 and 2019, the Association is in compliance with the required RBC ratio
by the IC.

Insurance Risk

The principal risk the Association faces under insurance contracts is tht\t the actual claims and

bcneHit payments or timing thereof differ from expectations. This is iilflucnced by the frequency of
claims, severity of claims, actual benefits pil!.q.4ic greater than originally estimated and subsequent
development of long-term claims. Thefefofe, .the 6Biective of the Association is to ensure that
sufficient reserves are available to cover thai'e liabilities.

'1 The main insurance risks the Association is exposed to are

Mortality risk -- risk of loss arising due to member death experience being different than
expected.

Longevity risk - risk of loss arising due to annuitant living longer thais expected.
Investment return risk -- risk of loss arising from returns being different from expected.
Expense risk -- risk of loss arising from expense experience being different from expected.
Member decision risk -- risk of loss arising due to member experiences being differ'ent than
expected.

e

e

e

The Association's main insurance policy entitles a member to life insurance with accidental death
benefit tend dismemberment coverage.

I'he significant f actors that could increase the overall frequency of claims are terrorisins,
widespread changes in lifestyle and naturaldisasters, resulting in earlier or more claims than
expected.

I'he Association manages its insurance risk by ensuring it generates lasting returns from its financial
assets, so that it will be able to fund its obligijjiqn. arising from its insurance contracts. The
Association also closely monitors its assets 'g+@'liat311.ities to attempt to match the expected pattern
of claim payments with the maturity dates 6Fi'ts as'sets.

'3

  2020 2019
Members' equity P96,546,331 1)80.060.656

BBg.!gquiremenl 44,434,627 37,243,207
nBC ratio 217% 215%
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Fhe Association determines its concentration of insurance risk base or sectoral concentration.

Majority of the Association's members are from MERALCO, its subsidiaries and affiliates, which
colnposcs 100% of the total membership base of the Association as at December 31, 2020 and 2019')
I'he Association's exposure to insurance risk pertains to Basic contingent benefit restive ofP 1 74.67
million and P 169.99 trillion as at December 3 1, 2020 and 20 19, respectively.

As at December 31, 2020 and 2019, it is estimated that a generalincrease of one percent(1%) in
basic contingent benefit reserve, with all other variables held constant, would decrease the
Association's net income and fund balance by approximately P1.75 million and PI.70 million,
respectively. An equal change in the opposite direction would have increased net income and fund
balance by an equal but opposite amount.

Falls VALUE INFORMATION '''17

Fitaancial assets and liabilities measured at amortized costjor which fair value is disclosed

The following gives information about how the fair values of the Assc)elation's financial assets and
liabilities, which are not lneasuied at fair value but the fair values. are disclosed at the end of each
reporting period are determined.

Cash. loans receivable (current portion). other receivables, liability on individual equity value and
accounts payable attd other liabilities

Due to the short-term nature of these financial instruments, their fair value approximates the
canying amount as at reporting date.

'3 The carrying amount and fair value of the categories of concurrent financial assets presented in the
statements of financial position are shown below

2020
Fair l?air Value

values hierarchy
Ca rryin g

values
Valuation
technigues

Financial assets
Loans and receivables
Debt instruments at

amortized cost
Other asset

P132,180, $99 lit'l ' i32,180,i79
21,210i900 ' 19,367,499

Lcve12
Lcve12

Leve12

(a)
(b)

(c)1,715,000 1,686,133

P182.286.757 P179.753.252

i$i'q:l '',
90

  P155,106,079 P153,233,81 1  
    2019  
  Carrying Fair Fair value Valuation

  varies values hierarchy techniques
l7inancial assets      
Loans and receivables P145,571,757 P145,571,757 Lcve12 (a)
Debt instruments at 35.000.000 32.523 . 1 28 Level 2 (b)

amortized cost      
Other asset 1,715,000 1 .658.367 Level 2 (c)
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(a) Loans and receivables

The estimated fair value of loans and receivables represents the discounted amount of estimated
fixture cash Rows expected to be received. Expected cash flows are discounted at the loan's interest
rates ranging from 3.50% to 6.00% in 2020 and 4.50% to 6.00% in 2019.

(b) Debt instrument at amortized cost

The f air value of the Association's debt instrument at amortized cost is determined based on the

present vt\lue of estimated future cash flows using prevailing market rates. Fair values are based on
quoted rates of2.3% in 2020 and 3.]% to 3.7% in 2019.

(c) OtPier assets

Estimated fair value is determined based on the present value of estimated future cash flows using
prevailing market rates. The discount rate used is 1,71% and 3.42% in 2020 and 2019, respectively

18 MATURITY ANALYSIS OF ASSETS AND I,IA131LITIES

I'he table below shows an analysis of assets and liabilities analyzed according to when they are
expected to be recovered or settled.

I)ecembcr 31, 2020
'+

Less'than 12
months

Over 12
months

Assets
Cash

Loans and receivables (net)
Debt instruments at amortized cost

Property t\nd equipment (net)
Others assets

Total

P40, 195,446
193,562,72o
21,210,900

P-

132,180,179
1'40,195,446
325,742,899

21,210,900
331,527

1,715,368368
331,527

1,715,000

@.;:'''.

Fatal assets P254,969,434 P134,226,706 P389,196,14o

Liabilities      
Accounts payable and other liabilities P9,918,753 P- P9,9 18,753
13ttslc contingent benefit reserve   174,668,670 174,668,670
Liability on individual equity value 105,955,912   1o5,955,912
total liabilities 1'115,874,665 PI 74,668,670 P290,543,335
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December 3 1 , 201 9 Less than 1 2
months Over 1 2 months

'1 Assets
Cash

Loans and receivables (net)
Debt instrutnents at amortized cost

Property and equipment (net)
Others assets
I'otal assets

Total

P22,372,255
170,558.239
35,000,00o

P.

145,571,757
P22,372,255
316,129,996
35,000,000

493,658
1,715,701

P375,711,610
701

P227.93].195

493.658
1,7]5,000

P147,780,415

Liabilities
Accounts payable und other liabilities
13asic contingent benefit reserve
Liability on individual equity value
Totalliabilities

P6,431,768 t)- P6.43 1 .768
169,990,571 169,990,571

100,995.462
P169,990,571 P277,417,801

100,995,462
P107.427.230

19 SUPPLEMENTAiiY INFORMATION REQUIRED 13Y BIR

Revenue Regulation (RR) No. 15-2010

Presented below is the detailed inforjnation for the year ended December 3 1 , 2020

a As a non-stock, non-profit organization, the Association is exempted from VAI

b. The schedule of taxes, licenses t\nd fees follows

IC supervision fee
lr '' did;t fP,- and f:li.n fn,.

13usiness perjnit
ROSS subscription
IC payment for penalty
BIR payment for penalty
BIR Annual Registration Fee

1'50,500
20,200
19.558
12,o00

8,750
I,ooo

soo
P1 12,5o8

c. The amount of withholding taxes follows

I'axes on compensation and benefits
Expanded withholding taxes

P26,634
131,252

P157,886

d The Association has no tax cases under preliminary investigation and/or prosecution in courts or
bodies outside the BIR.
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RR No. 34-2020

The Association is not covered by the requirements and procedures for related party transactions
under RR No. 34-2020.

# +
+


