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EMPIRE

INSURANCE CO.

STATEMENT OF MANAGEMENT RESPONSIBILITY
FOR FINANCIAL STATEMENTS

The management of Empire Insurance Company is responsible for the preparation and fair presentation of the
financial statements for the years ended December 31, 2015 and 2014, including the additional components artached
therein, in accordance with the prescribed financial reporting framework indicated therein. This responsibility
includes designing and implementing internal controls relevant to the preparation and fair presentation of financial
statements that are free from material misstatements, whether due to fraud or error, selecting and applying
appropriate accounting policies, and making accounting estimates that are reasonable in the circumstances.

The Board of Directors reviews and approves the financial statements and submits the same to the stockholders.

M. A. Mercado & Co. and Teodoro Santamaria Canlas & Co. the independent auditors, appointed by the
stockholders for the period December 31, 2015 and 2014, respectively, have examined the financial statements of
the Company in accordance with Philippine Standards on Auditing, and in their report to the stockholders, have
expressed their opinion on the fairness of presentation upon completion of such examinations.
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INDEPENDENT AUDITORS® REPORT

The Shareholders and the Board of Directors
Empire Insurance Compan;

2™ Floor Prudential Life Plan Bldg.

843 A. Armnaiz Street, Makati City

We have audited the accompanying financial statements of Empire Insurance Company, which comprise the
statement of financial position as at December 31, 2015 and the statement of profit or loss and other comprehensive
income, statement of changes in equity and statement of cash flows for the year then ended, and a summary of
significant accounting policies and other explanatory information.

Management's Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these financial statements in accordance
with Philippine Financial Reporting Standards, and for such internal control as management determines is

necessary o enable the preparation of financial statements that are free from material misstatement, whether due to
fraud or error.

Auditors’ Responsibility

Our responsibility is to express an opinion on these financial statements based on our audit. We conducted our
audit in accordance with Philippine Standards on Auditing. Those standards require that we comply with ethical
requirements and plan and perform the audit to obtain reasonable assurance whether the financial statements are
free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the
financial statements. The procedures selected depend on the auditors” judgment, including the assessment of the
risks of material misstatement of the financial statements, whether due to fraud or error. In making those risk
assessments, the auditor considers internal control relevant to the entity’s preparation and fair presentation of the
financial statements in order to design audit procedures that are appropriate in the circumstances, but not for the
purpose of expressing an opinion on the effectiveness of the entity’s internal control. An audit also includes
evaluating the appropriateness of accounting policies used and the reasonableness of accounting estimates made by
management, as well as evaluating the overall presentation of the financial statements,




We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our audit
opinion.

Opinion

In our opinion, the financial statements present fairly, in all material respects, the financial position of Empire
Insurance Company as of December 31, 2015, and its financial performance and its cash flows for the year then
ended in accordance with Philippine Financial Reporting Standards.

Other Matter

The financial statements of Empire Insurance Company as of and for the year ended December 31, 2014 was

audited by another independent auditor who expressed an unqualified opinion on those statements on April 16,
2015.

Report on the Supplementary Information Required Under Revenue Regulations 19-2011 and 15-2010

Our audit was conducted for the purpose of forming an opinion on the basic financial statements taken as a whole.
The supplementary information contained on taxes, duties and licenses fee in Note 32 to the financial statements is
presented for purposes of filing with the Bureau of Internal Revenue and is not a required part of the basic financial
statements. Such information is the responsibility of management and has been subjected to the auditing procedures
applied in our audit 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.

M.A. MERCADO & CO.

Ammmﬁ

MARCELINO A. MERCADO

Partner (signing for the firm)
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EMPIRE INSURANCE COMPANY

STATEMENTS OF FINANCIAL POSITION

December 31
Mintes s 014
ASSETS
Current assets
Cash and cash equivalents 2427 P 129,198,526 P 41575608
Premiums due from ceding companies 233527 16,395,472 17231421
Reinsurance recoverable on losses 2351 44,346317 82,839,253
Premiums receivable 23527 35,257,742 29,469,079
Commizsion receivable 2,3527 11,831,620 11,193,584
Premiums reserve withheld by ceding companics 23527 12,631,552 11,120,255
Salvage recoverable 23527 843 952 977,355
Receivables 23,517 6,879,561 2030222
Current tax assets 2 1,965,088 1,357,452
Oither cusrrent asets 2627 14,501,280 15434 815
273,871,190 213,269,082
Non current assets
Held-te-maturity financial assets 2,727 171,900,970 200,453,720
Available-for-sale financinl asseis 2,827 175,632,987 206,735379
Propesty and equipment 1319 6,162,821 5,225,195
Pension asset 218 3445777 4,963,867
Oither non-curren! assels 210 4,447,776 1,766,517
Deferred tax asset, net 225 6,177,952 6,071,701
367,768,283 425216379
F B4l 73 P 6iEA I
LIABILITIES AND EQUITY
Liabilities
Current liabilities
Claims payable 21121 P §7.009940 P 73338687
Premiums due to reinsurers 2,12.27 54,376,807 58,635,303
Commission payable 2,13.27 19,849,845 18,208,670
Reserve for uneamed premiums 21427 60,008,988 51,565,747
Premiums reserve withheld for reinsurers 21527 3577200 25772020
Payables 21627 3019312 2,027 867
Otther liabilitics 217 13,908,347 11,505,543
220,750,45% 228659037
Equity
Share capital 2,19 250,000,000 250,000,000
Retained eamnings 0 123,797,366 108,509,641
Unrealized gain on available-for-sale
financial assets 187 45,065,510 48,723,794
Treasury stocks 2.19 (76,586) (76,886)
Femeasurement gain 2.18 2,103,014 2,660,875
410,889,014 409 826,424
P G41639473 P &IEARS 461
Ser Accompamping Noves to Financiel Statements.
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EMPIRE INSURANCE COMPANY

STATEMENTS OF PROFIT OR LOSS AND OTHER COMPREHENSIVE INCOME

Years Ended December 31
Notes 2015 2014
Underwriting income 232 P 140,767,207 P 116,706,203
Jnderwriting expease 2322 (101473,806) (83,136.953)
Nel underwriting income 2,22 39,293,401 33,569,250
Other income
Investment 223 11,344,167 12,215,486
Giain on sale of investment 2 1,049,987 -
Gain on sale of property 2 325202 :
Oithers 2 264,339 758,797
12,983,695 12,974 263
Total underwriting and other income 52,277,096 46,543,533
Other direct costs 224 15,515,621 14,604,914
General and administrative expenses 24 15,698,959 19,923 205
Operating profil before finance Income 11,062,516 11,925,324
Finance income, net
Foreign exchange (loss) gain 2327 (187,487) 42,588
Dividend income 2 7.036,937 6,977,622
6,849,450 7,020,210
Profit before bonus 17,911,966 18,945,534
Bonus 2 (2,686,795) (2 841,830)
Profit before income tax 15,225,171 16,103,704
_Benefit from income tax 225 (62,554) (1,054,115)
Net profit for the year 15,287,728 17,157 819
Other comprehensive (loss) income
to be reclassified to profit or loss
Met (loss) gain on available-for-sale financial assets 2,827 (3,676,414) 1,772,650
Tac effect 18,140 (8,863
(3,658,274) 1,763,787
Other comprehensive loss
not io be reclassified to profit or loss
Remeasurement lnss 218 (809,802) (1,938,031}
Tax effect 242,941 581,409
(566,861) 1,356,622)
Total comprehensive income for the year F 11,062,590 P 17,564,984
Earnings per share 226
Basic and diluted P 6.12 P 6.86
Book value per share 1._"26_ P 16836 P 16393
See Accompanying Notes ta Financial Statements.
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EMPIRE INSURANCE COMPANY

STATEMENTS OF CHANGES IN EQUITY

Year Ended December 31, 2015
Share Hetained Net worealized gainon  Treasury Remeasurement
capital earnings AFS financial assets stocks Gain
(Note 19) (Note 20) (Notes 2,8,2T)  (Note 19)  (Notes 2, 18) Total
Balances at January 1, 2015 P 250,000,000 108,509,641 P 48,713,794 P (76,886) P 2669875 P 409826424
Met profit for the year - 15,287,725 - - - 15,287,715
Other comprehensive loss - - (3,658,274) - (566,861) {4,225,135)
Total comprehensive income for the year 11,062,590
Balances at December 31, 2015 P 250,000,000 123,797,366 P 45,065,520 P (76,886) P 2,103,014 P 420,880,014
Year Ended December 31, 2014
Share Retained  Net unrealized gain on Treasury Remcasurement
capital camnings AFS financial assets stocks Gain
Motz 19) (Mot 200 (Motes 2.827) (Mote19)  (Notes 2, 18) Total
Balances at January 1, 2014 P 250,000,000 91,351,822 P 46,960,007 P (76886) P 4026497 P 392261440
Net profit for the year - 17,157,819 - - - 17,157,819
Other comprehensive income (loss) - - 1,763,787 - {1,356,622) 407,165
Total comprehensive income for the year 17,564,954
Balances at December 31, 2014 P 250,000,000 108,509,641 P 48,723,794 P (T6B86) P 2660875 P 409826424

Sre Accompanying Noves to Financial Stafements.




EMPIRE INSURANCE COMPANY
STATEMENTS OF CASH FLOWS

Years Ended December 31
Motes s 2014
. CASH FLOWS FROM OPERATING ACTIVITIES
Profil before income tax P 15225170 P 16,103,704
Adjustments for:
Depreciation and amortization 239 1,835,075 1,611,927
Retirement expense 2,18 708,288 492238
Interest income 22 {11,344,167) (12,215,486)
Dividend income 2 (7,036,937) (6,977,622)
Foreign exchange (loss) gain 2321 187487 (42,588)
Cperating loss before working capital changes (425,083) (1,027,82T)
Changes in assets and linbilives:
{Increase) Decrease in:
Premiums due from ceding companies 23527 835,949 2,379,308
Reinsurance recoverable on losses 235N 38,492,926 (29,038,712)
Premiwms receivable 2352 (5,748,663) (9,995,658)
Commission réceivable 235017 (638,036) (596,077)
Premiums reserve withheld by ceding companics 23,521 (1,511,337) (188,979)
Salvage recoverable 23,527 113373 416,617
Receivables 23,510 {4,849,339) 16,799
Cithier current assets 2627 583,323 68,229
Other non-current asscls 2,10 (2,681,259) (634,909)
Increase (Decrease) in:
Claims payable 2,11.27 (16,228,747) 11,421,924
Premiums duc to reinsurers 2,12.27 (4,258,496) 3,715,506
Commission payable 2,13,27 1,641,175 7,158,231
Reserve for uneamed premiums 2,14.27 8443241 8,583,935
Premiums reserve withheld for reinsurers 2.1527 - (2.625.210)
Payables 2,16,27 91,445 2,043,224
Other liabilitites 2,17 1,402,804 (2,062,801}
Cash provided by (used in) operations 16,223.276 (10,366,400)
Interest received 2423 699,191 245,381
Net cash provided by {used in) operating activities 16,522 467 (10,121,01%)
CASH FLOWS FROM INVESTING ACTIVITIES
Interest received 2 10,644,976 11,970,108
Dividends received 2 7,036,937 6,977,622
Purchase of available-for-sale financial assets 2827 (19,904,242) (28,5135,648)
Proceeds from sale of available-for-sale financial asseis 2827 47,330,220 -
Purchase of held-to-maturity financial assets 2111 . (£92,000)
Proceeds from disposal of held-to-maturity financial assets 2727 28,552,750 26,500,000
Purchase of property and equipment 239 (2,772,701} (2,180,575}
Net cash provided by investing activities 70,557,940 13,850,504

Balance carried forward £7,810,407 3,738,485




EMPIRE INSURANCE COMPANY

STATEMENTS OF CASH FLOWS

Years Ended December 31

MNotes 015 2014
NET CASH PROVIDED BY (USED IN)

OFERATING ACTIVITIES 16,922,467 (10,121,019)
NET CASH PROVIDED BY INVESTING ACTIVITIES 70,887,940 13,859,504
EFFECT OF EXCHANGE RATE CHANGES ON

CASH AND CASH EQUIVALENTS 23 (187,487) 42 588
NET INCREASE IN CASH

AND CASH EQUIVALENTS 2,427 87,622,920 3,781,073
CASH AND CASH EQUIVALENTS, JANUARY 1 41,575,606 37,794,533
CASH AND CASH EUW&LEN’E‘S, DECEMEER 31 2427 P 129,198,526 P 41,575,606

Lee Accompanying Notez o Financilal Statements.




EMPIRE INSURANCE COMPANY

NOTES TO FINANCIAL STATEMENTS

1L

CORPORATE INFORMATION

Empire Insurance Company (the Company) was incorporated on December 8, 1949 to engage in the
business and operation of all kinds of insurance, reinsurance, insurance on buildings, automobiles, car
and other motor vehicles, goods and merchandise, goods in transit, goods in storage, fire insurance,
earthquake insurance, insurance against mecidents, all other forms of undertaking to indemnify any

person against loss, damage or liability arising from unknown or contingent events, excepl life
insurance,

On May 26, 1999, the Securities and Exchange Commission approved the Company's application of
extension of amended Articles of Incorporation to extend its life for another Fifty (50) years.

The registered office address of the Company is 2* Floor Prudential Life Plan Bldg., 843 A. Arnaiz
Street, Makati City.

The financial statements of the Company were authorized for issue on April 15, 2016.

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The more significant accounting policies and practices of the Company are summarized below to facilitate
the understanding of data presented in the financial statements.

Basis of Preparation

These financial statements have been prepared in accordance with Philippine Financial Reporting
Standerds (PFRS)., The term PFRS includes all applicable PFRS, Philippine Accounting Standards
{PAS) and interpretation, which have been approved by the Financial Reporting Standards Council
(FRSC) and adopted by the Securities and Exchange Commission (SEC), including SEC
pronouncements.

The financial statements have been prepared under the historical cost convention except for available-
for-sale investments that have been measured at fair value and Held-to-maturity investments measured st
amortized cost. The Company’s financial statements are presented in Philippine pesos, which is the
functional and presentation currency under PFRS. All values are rounded to the nearest peso except as
otherwise indicated,

The preparation of financial statements in conformity with PFRS requires the use of certain critical
accounting estimates. [t also requires management to exercise its judgment in the process of applying the
Company's accounting policies. The areas involving a higher degree of judgment or complexity, or areas
where assumptions and estimates are significant to the financial statements are disclosed in Note 3.

Statement of Compliance
The financial statements of the Company have been prepared in compliance with the PFRS.

urrent N

The Company presents assets and liabilities in statement of financial position based on current/non-
current classification. An assel is current when it is:

Expected to be realized or intended to be sold or consumed in normal operating cycle

Held primarily for the purpose of trading

Expected to be realized within twelve months after the reporting period, or

Cash or cash equivalent unless restricted from being exchanged or used to settle a liability for at
least twelve months after the reporting period.

- @ 8 @

All other assets are classified as non-current,




EMPIRE INSURANCE COMPANY
NOTES TO FINANCIAL STATEMENTS

A liability is current when:

It is expected to be settled in normal operating cycle

It is held primarily for the purpose of trading

It is due to be settled within twelve months after the reporting period, or

There is no unconditional right to defer the settlement of the liability for at least twelve months after
the reporting period.

¥ 8 & =

The Company classifies all other liabilities as non-current.
Deferred tax assets and liabilities are classified as non-current assets and liabilities.

Fair Value Measurement
The Company measures financial instruments at fair value at each financial position date.

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

¢ Inthe principal market for the asset or liability, or
s Inthe absence of a principal market, in the most advantageous market for the asset or liability

The principal or the most advantageous market must be accessible to by the Company. The fair value of
an asset or a liability is measured using the assumptions that market participants would use when pricing
the asset or liability, assuming that market participants act in their economic best interest.

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

All assets and liabilities for which fair value is measured or disclosed in the financial statements
are categorised within the fair value hierarchy, described as follows, based on the lowest level
input that is significant to the fair value measurement as a whole:

Level 1 - Quoted prices (unadjusted) in active markets for identical assets or liabilities

Level 2 - Inputs other than quoted prices included within level 1 that are observable for the asset
or liability, either directly (that is, as prices) or indirectly (that is, derived from prices)

Level 3- Inputs for the asset or liability that are not based on observable market data (that is,
unobservable inputs)

Puoli
The following explains the significant accounting policies which have been adopted in the preparation of
the financial statements.

The accounting policies set out below have been applied consistently to all periods presented in these
financial statements, except for the changes in accounting policies as explained below.

New and amende d m

The Company has applied for the first time the following applicable new and revised accounting
standards, Except for these standards and amended PFRS which were adopted as of January 2015, the
accounting policies adopted are consistent with those of the previous financial year,

PAS 19, Employee Benefits — Defined Benefit Plans: Employee Contributions (Amendments)

The amendments apply to contributions from employees or third parties to defined benefit plans.
Contributions that are set out in the formal terms of the plan shall be accounted for as reductions to
current service costs if they are linked to service or as part of the remeasurements of the net defined




EMPIRE INSURANCE COMPANY
NOTES TO FINANCIAL STATEMENTS

benefit asset or liability if they are not linked to service. Contributions that are discretionary shall be
accounted for as reductions of current service cost upon payment of these contributions to the plans.
This amendment is effective for annual periods beginning on or afier January 1, 2015, The adoption of
this amendment did not have any impact in the Company's financial statement since the Company's plan
is non-contributory.

Annual Improvements to PFRS (2010-2012 Cycle)

Annual improvements to PFRS consist of non-urgent but necessary amendments to the following
standards. Except as otherwise stated, the adoption of these amendments did not have a significant
impact on the Company.

PFRS 2, Share-based Payment — Definition of Vesting Condition
This improvement is applied prospectively and clarifies various issues relating to the definitions of
performance and service conditions which are vesting conditions, including:
A performance condition must contain a service condition
» A performance target must be met while the counterparty is rendering a service
s A performance target may relate to the operations or activities of an entity, or to those of
another entity in the same group
* A performance condition must be a market or non-market condition
e [If the counterparty, regardless of the reason, ceases to provide service during the vesting
period, the service condition is not satisfied.

PFRS 3, Business Combinations - Accounting for Contingent Consideration in a Business Combination
This amendment is applied prospectively for business combinations for which the acquisition date is on
or after July 1, 2014, It clarifies that a contingent consideration that is not classified as equity is

subsequently measured at fair value through profit or loss whether or not it falls within the scope of PAS
39,

PERS 8, Operating Segments — Aggregation of Operating Segments and Reconciliation of the Total of
the Reporiable Segmenis ' Asseis to the Entity's Assels
The amendments are applied retrospectively and clarify that:

*  An entity must disclose the judgments made by management in applying the aggregation
criteria in the standards, including a brief description of operating segments that have been
aggregated and the economic characteristics (e.g. sales and gross margins) used to assess
whether the segments are “similar™.

*  The reconciliation of segment assets to total assels is only required to be disclosed if the
reconciliation is reported to the chief operating decision maker, similar to the required
disclosure for segment liabilities.

PAS 16, Properly, Plant and Equipmemt: Revaluation Method — Proportionate Restatement of
Accumulated Depreciation, and PAS 38, Imangible Assets: Revaluation Method — Proportionate
Restatement of Accumulated Amortization

The amendment clarifies that when an item of property, plant and equipment is revalued, treatment shall
be one of the following ways:

s The gross carrying amount is restated in a manner consistent with the revaluation of the
carrying amount. Accumulated depreciation is the difference between the gross and the net
carrying amount.

* The accumulated depreciation is eliminated against the gross carrying amount of the asset
while the net amount is restated to the revalued amount of the asset,

The amendment is effective for annual periods beginning on or after July 1, 2014, They shall apply to all
revaluations recognized in annual periods beginning on or after the date of the initial application of this
amendment and in the immediately preceding annual period.

fo



EMPIRE INSURANCE COMPANY
NOTES TO FINANCIAL STATEMENTS

PAS 24, Related Party Disclosures — Key Management Personnel

The amendment is applied retrospectively and clarifies the definition of a *related party® shall extend to
include management entities or a member of its group that renders key management personnel services
to the entity. The amendments require also a separate disclosure of the amount recognized as expense by

an entity for the provision of key management personnel services thal are provided by a separate
management entity.

nis fo PERS (2011-2,
Annual improvements to PFRS consist of non-urgent but necessary amendments to the following

standards. Except as otherwise stated, the adoption of these amendments did not have a significant
impact on the Company.

PFRS 3, Business Combinations — Scope Exceptions for Joint Arrangemenis

The amendment is applied prospectively and clarifies the following regarding the scope exceptions
within PFRS 3:

e loint arrangements, not just joint ventures, are outside the scope PFRS 3,

* This scope exception applies only to the accounting in the financial statements of the joint
arrangement itself,

PERS 13, Fair Value Measurement - Partfolio Exception

The amendment is applied prospectively and clarifies that portfolio exception in PFRS 13 can be applied
not only to the financial assets and financial liabilities, but also to the other contracts within the scope of
PAS 39,

PAS 40, fnvestment Property

The amendment is applied prospectively and clarifies that PFRS 3, and not the description of ancillary
services in PAS 40, is used to determine if the transaction is the purchase of an asset or business
combination. The description of ancillary services in PAS 40 only differentiates between investment
and owner-occupied property (i.e., property, plant and equipment).

The following standards and amendments have been issued but were not yet effective as of December
31, 2015,

Deferred

Philippine Interpretation IFRIC 15, Agreement for Construction of Real Estate

The implementation of the Philippine Interpretation is deferred until the final Review Standard is issued
by IASB and after an evaluation on the requirements and guidance in the standard vis-8-vis the practices
and regulations in the Philippine real estate industry is completed, This Philippine Interpretation covers
accounting for revenue and associated expenses by entities that undertake the construction of real estate
directly or through subcontractors. This Philippine Interpretation requires that revenue on construction of
real estate be recognized only upon completion, except when such contract qualifies as construction
contract to be accounted for under PAS 11, Construction Contracts, or involves rendering of services in
which case revenue is recognized based on stage of completion. Contracts involving provision of
services with the construction materials and where the risks and reward of ownership are transferred to
the buyer on a continuous basis will also be accounted for based on stage of completion. The
interpretation will have no impact to the financial position or performance of the Company.

Future Standards Effective January 1, 2016;

PAS 16, Property, Plant and Equipment, and PAS 38, Intangible Assets — Classification of Acceptable
Methods of Depreciation and Amortization (Amendments)

The amendments clarify the principle in PAS 16 and PAS 38 that revenue reflects a pattern of economic
benefits that are generated from operating a business (of which the asset is part) rather than the economic
benefits that are consumed through use of the asset. As a result, a revenue-based method cannot be used
to depreciate property, plant and equipment and may only be used in very limited circumstances to

i



EMPIRE INSURANCE COMPANY
NOTES TO FINANCIAL STATEMENTS

amortize intangible assets. The amendments are effective prospectively for annual periods beginning on
or after January 1, 2016, with early adoption permitted. These amendments are not expected to have
impact to the Company since it has not used a revenue-based method to depreciate its non-current asset.

PAS 16, Property, Plamt and Equipment, and PAS 41, Agriculiure — Bearer Plants {(dmendmenis)

The amendments change the accounting requirements for biological assets that meet the definition of
bearer plants. Under the amendments, biological assets that meet the definition of bearer plants will no
longer be within the scope of PAS 41. Instead, PAS 16 will apply. After initial recognition, bearer plants
will be measured under PAS 16 at accumulated cost (before maturity) and using either the cost model or
revaluation model (after maturity). The amendments also require that produce that grows on bearer
plants will remain in the scope of PAS 41 measured at fair value less costs to sell. For government
grants related to bearer plants, PAS 20, Accounting for Government Grants and Disclosure of
Government Assistance, will apply. The amendments are effective prospectively for annual periods
beginning on or after January 1, 2016, with early adoption permitted. These amendments are not
expected to have impact to the Company since it does not have any bearer plants.

PAS 27, Separate Financial Statements — Equity Method in Separate Financial Statements (Amendment)
The amendments will allow entities to use the equity method to account for its investment in
subsidiaries, joint ventures, associates in their separate financial statements. Entities already applying
PFRS and electing to change to the equity method in its separate financial statements will have to apply
that change retrospectively. For the first- time adopters of PFRS electing to use the equity method is its
separate financial statements, they will be required to apply this method from the date of transition to
PFRS. The amendments are effective prospectively for annual periods beginning on or after January 1,
2016, with early adoption permitted. The amendment will not have a significant impact on the
Company’s financial performance and financial position.

FRS 11, Joint Arrangemenis — Accounting for Acquisitions of Imierests in Joimt Operations
(Amendments)
The amendments to PFRS 11 require that a joint venture operator accounting for the acquisition of an
interest in a joint operation, in which the activity of the joint operation constitutes a business must apply
the relevant PFRS 3 principles for business combinations accounting. The amendments also clarify that
a previously held interest in a joint operation is not remeasured on the acquisition of an additional
interest in the same joint operation while joint control is retained. In addition, a scope of exclusion has
been added to PFRS 11 to specify that the amendments do not apply when the parties sharing joint
control, including the reporting entity, are under common control of the same ultimate controlling party.

These amendments apply to both the acquisition of the initial interest in a joint operation and the
acquisition of any additional interests in the same operation and are prospectively effective for annual;
periods beginning on or after January 1, 2016. These amendments will not have a significant impact on
the Company’s financial performance and financial position.

PFRS 14, Regulatory Deferral Accounts

PRFS 14 is an optional standard that allows an entity, whose activities are subject to rate-regulation, to
continue applying most of its existing accounting policies for regulatory deferral account balances upon
its first-time adoption of PFRS. PFRS 14 is effective for annual periods beginning on or after January 1,
2016. Since the Company is an existing PFRS preparer, this standard would not apply.

PAS 1. Presentation of Financial Statements — Disclosure Initiative (Amendments)
These amendments are intended to assist entities in applying judgment when meeting the presentation
and disclosure requirement in PFRS. They clarify the following:

s  That entities shall not reduce the understandability of their financial statements by either
obscuring material information with immaterial information; or aggregating material items that
have different natures or functions

* That specific line items in the statement of income and OCI and the statement of financial
statements may be disaggregated

* That entities have flexibility as to the order in which they present the notes to financial
statements
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o  That the share of OCI of associates and joint ventures accounted for using the equity method
must be presented in aggregate as a single line item and classified between those items that will
or will not be subsequently reclassified to profit or loss.

Early application is permitted and entities do not need to disclose that fact as the amendments are
considered to be clarifications that do not affect an entity’s accounting policies or accounting estimates.
These amendments will not have a significant impact on the Company’s financial position and financial
performance.

PFRS 10, Consolidated Financial Statemenis, PERS 12, Disclosure of Interests in Other entities, and
PAS 28, Investments in Associates and Joint Ventures — Invesiment Entities: Applying the Consolidation
Exception (Amendments)

These amendments clarify that the exemption in PFRS 10 from presenting consolidated financial
statements applies to a parent entity that is a subsidiary of an investment entity that measures all of its
subsidiaries at fair value and that only a subsidiary of an investment entity that is not an investment
entity itself and that provides support services to the investment entity parent is consolidated. The
amendment also allow an investor (that is not an investment entity and has an investment entity associate
or joint venture), when applying the equity method, to retain the fair value measurement applied by the
investment entity associate or joint venture to its interests in subsidiaries. These amendments are
effective for annual periods beginning on or after January 1, 2016. These amendments are not applicable
to the Company since the Company is not an investment entity nor does it have investment entity

associates,
Annual Improvements to PFRSs (2012-2014 Cycle)

Annual improvements to PFRS consist of non-urgent but necessary amendments to the following
standards. Except as otherwise stated, the adoption of these amendments did not have a significant
impact on the Company.

Effective January 1, 2016:

PERS 5, Non-current Asseis Held for Sale and Discontimied Operations — Changes in Methods of
Disposal

Thf:fnmdmmt is applied prospectively and clarifies that changing from disposal through sale 10 a
disposal through distribution to owners and vice-versa should not be considered to be a new plan of
disposal, rather it is a continuation of the original plan. There is, therefore, no interruption of the
application of the requirements PFRS 5. The amendment also clarifies that changing the disposal
method does not change the date of classification.

PERS 7, Financial Instrumenis: Disclosures — Servicing Contracts

PFRS 7 requires an entity to provide disclosures for any continuing involvement in a transferred asset
that is derecognized in its entirety. The amendment clarifies that a servicing contract that includes a fee
can constitute continuing involvement in a financial asset. An entity must assess the nature of the fee
and arrangement against the guidance in PFRS 7 in order to assess whether the disclosures are required.
The amendment is to be applied such that the assessment of which servicing contracts constitute
continuing involvement will need to be done retrospectively. However, comparative disclosures are not
required to be provided for any period beginning before the annual period in which the entity first
applies the amendments.

PERS 7, Applicability of the Amendments to PFRS 7 to Condensed Imterim Financial Statements
(Amendments)

This amendment is applied retrospectively and clarifies that the disclosures on offsetting of financial
assets and financial liabilities are not required in the condensed interim financial report unless they
provide a significant update to the information reported in a most recent annual report.

PERS 19, Emplovee Benefits — Regional Market Issue Regarding Discount Rate

This amendment is applied prospectively and clarifies that market depth of high quality corporate bonds
is assessed based on the currency in which the obligation is denominated, rather than the country where

13



EMPIRE INSURANCE COMPANY
NOTES TO FINANCIAL STATEMENTS

the obligation is located. When there is no deep market for high of quality corporate bonds in that
currency, government bond rates must be used.

PERS 34, Interim Financial Reporting — Disclosure of Information “Elsewhere in the Interim Financial
Report

This amendment is applied retrospectively and clarifies that the required interim disclosures must either
be in the interim financial statements or incorporated by cross-reference between the interim financial

statements and wherever they are included the greater interim financial report (e.i. in the management
commentary or risk report).

Effective January I, 2018:

PFRS 9, Financial Instruments (2014 or final version)

In July 2014, the final version of PFRS 9, Financial Instruments, was issued. PFRS 9 reflects all phases
of the financial instruments projects and replaces PAS 39, Financial Instrumemts: Recognition and
Measurement, and all version of PFRS 9. The standard introduces new requirements for classification
and measurement, impairment, and hedge accounting. PFRS 9 is effective for annual periods beginning
on or after January 1, 2018, with early adoption permitted. Retrospective application is required, but
comparative information is not compulsory. Early application of previous versions of PFRS 9 is
permitted if the date of initial application is before February 1, 2015, The adoption of this standard will
have an effect on the classification and measurement of the Company’s financial assets but will have no
impact on the classification and measurement of the Company’s financial liabilities. The Company is
currently assessing the impact of adopting this standard.

The following new standard and amendmenis issued by the IASE has not yet been adopted by the
FRSC:

IFRS 15, Revenue from Contracis with Customers

This standard was issued on May 2014 and establishes a new five-step model that will apply to revenue
arising from contracts with customers. Under IFRS 135, revenue is recognized at an amount that reflects
the consideration to which an entity expects to be entitled in an exchange for transferring goods or
services to a customer, The principles in IFRS 15 provide a more structured approach to measuring and
recognizing revenue. The new revenue standard is applicable to all entities and will supersede all
current revenue recognition requirements under IFRS. Either a full or modified retrospective application
is required for annual periods beginning on or after January 1, 2018 with early adoption permitted. The
Company is currently assessing the impact of IFRS 15 and plans to adopt the new standards on the
required effective date once adopted locally.

IERS 16, Leases

This standard was issued in January 2016. Under the new standard, lessees will no longer classify their
leases as either operating or finance leases in accordance with IAS 17. Rather, leases will apply the
single-asset model, wherein lessees will recognize the assets and the related liabilities for most leases in
their balance sheets and, subsequently, will depreciate the lease assets and recognize interest on the lease
liabilities in their profit or loss. The accounting by lessors is substantially unchanged as the new standard
carries forward the principles of lessor accounting under 1AS 17. Lessors, however, will be required to
disclose more information in their financial statements, particularly on the risk exposure to residual
value, The new standard is effective for annual periods beginning on or after January 1, 2019, with early
adoption permitted. The Company is currently assessing the impact of IFRS 16 and plans to adopt the
new standards on the required effective date once adopted locally,

h iv
Cash includes cash on hand and in banks. Cash equivalents are temporary placements with maturity of
less than three (3) months which can be withdrawn anytime depending on the immediate cash
requirement of the Company

The principal accounting policies applied in the preparation of these financial statements are set out
below, These policies have been consistently applied to all the years presented, unless otherwise stated.
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Investment Contracts

Insurance premiums are recognized directly as liabilities. Revenue consists of fees deducted for policy
administration and surrender charges. Interest or changes in the unit prices credited to the account
balances and excess benefit claims incurred in the period are charged as expenses in the statements of
profit or loss and other comprehensive income. The Company, however, has no investment contracts,

Deferred Policy Acquisition Costs (DAC)

Commissions and other acquisition costs that vary with and are related to securing new contracts and
renewing existing contracts are deferred and charged to expense in proportion to the premium revenue
recognized. Subsequently, these costs are amortized over the terms of the policies as premium is eamed
on & straight line basis using the 24" method over the life of the contract except for marine cargo where
commissions for the last two months of the year are recognized as expense the following year.
Amortization is charged against the statement of profit or loss. The unamortized acquisition costs are
shown in the assets section of the statement of financial position. All other costs are recognized as
expense when incurred.

A review on impairment is performed at each end of the reporting period or more frequently when an
indication of impairment arises. The carrying value is written down to the recoverable amount and the
impairment loss is charged to the statement of profit or loss and other comprehensive income.

Liability Adequacy Test

At each financial position date, liability adequacy tests are performed to ensure the adequacy of the
contract liabilities net of related DAC, In performing these tests, current best estimates of future
contractual cash flows and claims handling and administration expenses, as well as investment income
from the assets backing such liabilities, are used. Any deficiency is immediately charged to profit or
loss initially by writing off DAC and by subsequently establishing a provision for losses arising from
liability adequacy tests (the unexpired risk provision).

Any DAC written off as a result of this test cannot subsequently be reinstated.

Reinsurance Contracts Held

Contracts entered into by the Company with reinsurers under which it is compensated for losses on one
or more contracts issued by the Company and meet the classification requirements for insurance
contracts are classified as reinsurance contracts held. Contracts that do not meet these classification
requirements are classified as financial assets. Insurance contracts entered into by the Company under
which the contract holder is another insurer (inwards reinsurance) are included with insurance contracts.
The benefits to which the Company is entitled under its reinsurance contracts held are recognized as
reinsurance assets. These assets consist of short-term balances due from reinsurers, as well as longer
term receivables that are dependent on the expected claims and benefits arising under the related
reinsured insurance contracts. Amounts recoverable from or due to reinsurers are measured consistently
with the amounts associaled with the reinsured insurance contracts and in accordance with the terms of
each reinsurance contracts. Reinsurance liabilities are primarily premiums payable for reinsurance
contracts and are recognized as an expense when due.

Receivables and Payables related to fnsurance Contracts and Investment Contracts

Receivables and payables are recognized when due. These include amounts due to and from agents,
brokers and insurance contract holders.

If there is objective evidence that the insurance receivable is impaired, the Company reduces the
carrying amount of the insurance receivable accordingly and recognized that impairment loss in the
statements of profit or loss and other comprehensive income. The Company gathers the objective
evidence that an insurance receivable is impaired using the same process adopted for loans and

receivables. The impairment loss is also calculated under the same method used for these financial
assels,
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Financial Assers

::Tinanr:.ial assets include cash and other financial instruments. Financial assets, other than hedging
instruments, are classified into the following categories: financial assets at fair value through profit or

loss (FVPL), receivables, held-to-maturity (HTM) investments and available-for-sale (AFS) financial
assets. Financial assets are assigned to the different categories by management on initial recognition,
depending on the purpose for which the investments were acquired. The designation of financial assets
is re-evaluated at every reporting date at which date a choice of classification or accounting treatment is
available, subject to compliance with specific provisions of applicable accounting standards.

All financial assets are recognized on their trade date. All financial assets that are not classified at a fair
value through profit or loss are initially recognized at fair value plus transaction costs.

The foregoing categories of financial instruments are more fully described below.

Financial Assets at FVPL

Financial assets are classified as at fair value through profit or loss if they are acquired for the purpose
of selling in the near term or if so designated by the management. Derivatives assets, including
separated embedded derivatives are also classified as at fair value through profit or loss unless they are
designated as effective hedging instruments.

Initial recognition and measurement

Financial assets at fair value through profit or loss are initially recorded at fair value, Transactions costs
incurred for the acquisition of the financial assets are directly expensed outright.

Subsequent measurement

Subsequent to initial recognition, the financial assets included in this category are measured at fair value
with changes in fair value recognized in profit or loss. Financial assets originally designated as financial
assets at fair value through profit or loss may not subsequently be reclassified.

The Company has no investment classified under this category.

Loans and Receivables

Loans and receivebles are financial assets with fixed or determinable payments and fixed maturities that
are not quoted in an active market. They are not entered into with the intention of immediate or short-
term resale and are not classified as other financial assets held for trading, designated as AFS financial
assels or securities at FVPL.

Initial recognition and measurement

Loans and receivables are initially recognized at fair value plus transaction costs that are directly
attributable to the acquisition or issuance of the financial asset. The fair value of the loan receivable at
initial recognition is normally the transaction price, meaning the amount of the loan granted.

Subsequent measurement
After initial measurement, loans and receivables are subsequently measured at amortized cost using the
EIR method, allowances or reversals of allowances being made where necessary on remeasuring.

Impairment of Financial Assets

A loan and receivable is deemed impaired when there is objective evidence that an impairment loss on
loan and receivables has been incurred. Gains and losses are recognized in the profit or loss when the
loans and receivables are derecognized or impaired, and through the amortization process.

Loans and receivables includes cash and cash eguivalents, premiums due from ceding companies,
reinsurance recoverable on losses, premiums receivable, commission receivable, premiums reserve
withheld by ceding companies, salvage recoverable and other receivables in the statement of financial
position.
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Available-for-Sale [nv

Fin_ancial assels of the Company include available-for-sale investments. AFS investments are those non-
dmwli:.rc ﬁnan:f[al assets that are designated as AFS or are not classified in any of the three other
categories. AFS investments include financial assets not quoted in an active market and are classified as

AFS when purchased and held indefinitely, but which the Company anticipates to sell in response to
liquidity requirements or in anticipation of changes in interest rates or other factors. Financial assets may
be designated under this category provided such are not held for trading,

Initial recognition and measurement

AFS investments are recognized initially at fair value. The fair value of investments that are actively
traded in organized financial markets is determined by reference to quoted market bid prices at the close
of business as at the date of financial position. AFS equity investments that do not have a quoted market
price in an active market and whose fair value cannot be reliably measure are measured at cost less any
impairment losses at end of each reporting period.

Subsequent measuremeni

After initial recognition, changes in the fair value of AFS investmenis are recognized in equity, except
for the foreign exchange fluctuations on AFS debt securities and the related effective interest which are
taken directly to the statements of profit or loss and other comprehensive income. These changes in fair
values are recognized in equity until the investment is sold, collected or otherwise disposed of, or until
the investment is determined to be impaired, at which time the cumulative gain or loss previously
reported in equity are included in the statements of profit or loss and other comprehensive income,

Impairment of Financial Assets

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

In case of equity investments classified as available-for-sale financial assets, objective evidence would
include a significant or prolonged decline in the fair value of the investment below its cost. When a
decline in the fair value of an awvailable-for-sale financial asset has been recognized in other
comprehensive income reserve account and there is objective evidence that the asset is impaired, the
cumulative loss that had been recognized in other comprehensive income reserve account is reclassified
from other comprehensive income reserve account to profit or loss as a reclassification adjustment even
though the financial asset has not been derecognized. The amount of the cumulative loss that is
reclassified from other comprehensive income account to profit or loss is the difference between the
acquisition cost (net of any principal repayment and amortization) and current fair value, less any
impairment loss on that financial asset previously recognized in profit or loss. Impairment losses
recognized in profit or loss for an investment in an equity instrument are not reversed in profit or loss,
Subsequent increases in the fair value after impairment are recognized directly in other comprehensive
income reserve account.

In the case of debt instruments classified as AFS, impairment is assessed based on the same criteria as
financial assets carried at amortized cost. Interest continues to be accrued at the original effective interest
rate on the reduced carrying amount of the asset and is recorded as part of interest income in the profit or
loss. If, in subsequent year, the fair value of a debt instrument increased and the increase can be
objectively related to an event occurring after the impairment loss was recognized in the profit or loss,
the impairment loss is reversed through the profit or loss.
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Held-to-Maturity Investments
HTM investments include non-derivative financial assets with fixed or determinable payments and fixed
maturities for which the Company®s management has the positive intention and ability to hold to

maturity. Where the Company sells other than an insignificant amount of HTM investments, the entire
category would be tainted and classified as AFS investments.

Initial recognition and measurement

Held-to-maturity investments are initially recorded at fair value plus transactions costs that are directly
attributable to the acquisition or issuance of the financial asset. The fair value is wsually the actual
transaction price on the transaction date.

Subsequent measurement

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

Impairment of Financial Assets

If there is objective evidence that a financial assets carried at amortized cost is impaired, the impairment
loss is measured as the difference between the asset’s carrying amount and the present value of the
estimated future cash flows discounted using the original effective interest rate of the financial asset.

The carrying amount of the asset is reduced through the use of an allowance account and the amount of
the loss is recognized under “asset impairment” in the statements of profit or loss and other
comprehensive income. If, in a subsequent period, the amount of an impairment loss increases or
decreases because of an event occurring after the impairment was recognized, the previously recognized
impairment loss is increased or reduced by adjusting the allowance account. Any subsequent reversal of
an impairment loss is recognized in the statements profit or loss and other of comprehensive income, to
the extent that the carrying value of the asset does not exceed its amortized cost at the reversal date. If a
future write-off is later recovered, the recovery is recognized in profit or loss,

Financial liabilities

All financial liabilitics are initially recognized at the fair value of the consideration received less directly
attributable transaction costs. After initial recognition, other financial liabilities are subsequently
measured at amortized cost using the EIR. method. Gains and losses are recognized in the profit or loss
when the liabilities are derecognized or impaired, as well as through the amortization process.

Cther Financlal Liabilities
This category pertains to financial liabilities that are not held for trading or not designated as at FVPL
upon the inception of the liability. These include liabilities arising from operations or borrowings.

All financial liabilities are recognized initially at fair value of the consideration received less directly
aitributable costs. After initial recognition, these are subsequently measured at amortized cost using the
effective interest method. When liabilities are impaired or derecognized, any gain and losses are
recognized in the profit or loss.

Included in this category are the Company’s claims payables, premiums due to reinsurers, commission
payable, reserved for unearned premiums, premiums reserve withheld for reinsurers and other payables
(except for tax liabilities).

The Company has no designated financial liability at FVPL.

Derecogrn

mancial Asseis

A financial asset (or, where applicable a part of a financial asset or part of a group of similar financial
assels) is derecognized or removed from the Company®s statements of financial position where:
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* the rights to receive cash flows from the asset have expired;

* the Company retains the right to receive cash flows from the asset, but has assumed an obligation to
pay them in full without material delay to a third party under a *pass-through® arrangement; or

» the Company has transfierred its right to receive cash flows from the asset and either (a) has transferred
nor retained substantially all the risks and rewards of the asset, or (b) has neither transferred nor
retained substantially all the risks and rewards of the asset, but has transferred control of the asset,

Where the Company has transferred its rights to receive cash flows from an asset and has neither
transferred nor retained substantially all the risks and rewards of the asset nor transferred control of the
asset, the asset is recognized to the extent of the Company's continuing involvement in the asset.
Continuing involvement that takes the form of a guarantee over the transferred asset is measured at the
lower of the original carrying amount of the asset and the maximum amount of consideration that the
Company could be required to repay.

Purchases and sales of investments are recognized or derecognized on trade date, the date on which the
Company commits to purchase or sell the asset. At initial measurement, financial instruments are
measured equal to their fair value including transaction costs, Transactions costs incurred at a
subsequent date related to the transfer or disposal of a financial instrument are not included in the
subsequent measurement of the financial instrument. Such costs are only included in the statements of
profit or loss and other comprehensive income when derecognition occurs. Financial assets are
derecognized when the rights to receive cash flows from the investments have expired or have been
transferred and the Company has transferred substantially all risks and rewards of ownership.

Financial Liabilities
Financial liabilities are derecognized when and only when obligation under liability is discharged or
cancelled or expired. Where an existing financial liability 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 original liability and the recognition of a
new liability, and the difference in the respective carrying amounts is recognized in the profit or loss.

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

As at December 31, 2015 and 2014, the Company is not off setting financial instruments in accordance
with PAS 32 and does not have relevant offsetting arrangements. The Company is presenting its
financial assets and financial liabilities at gross amounts in the statement of financial position.

I Ents
Other investments which include real estate acquired and the Company’s contribution to the Security
Fund are stated at cost. These are included in other non-current assets.
in ce Contracts
The Company assumes reinsurance risk in the normal course of business for nonlife insurance contracts
when applicable. Premiums and claims on assumed reinsurance are recognized as revenue or expenses in
the same manner as they would be if the reinsurance were considered direct business, taking into account
the product classification of the reinsured business. Reinsurance liabilities represent balances due to
reinsurance companies. Amounts payable are estimated in a manner consistent with the related
reinsurance contract.

Premiums and claims are presented on a gross basis for both ceded and assumed reinsurance.

Reinsurance assets or liabilitics are derecognized when the contractual rights are extinguished or expire
or when the contract is transferred to another party.
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The Company assesses at each financial position date whether there is objective evidence that a
reinsurance contract is impaired. A reinsurance contract is impaired if, and only if:

» there is objective evidence, as a result of an event that occurred afier initial recognition of the
reinsurance assel, that the cedant may nol receive all amounts due to it under the terms of the

contract; and

« the event has reliably measurable impact on the amounts that the cedant will receive from the
reinsurer.

P and Equipment

Property and equipment are siated at cost less accumulated depreciation and allowance for impairment
loss. When assets are sold or retired, their cost, accumulated depreciation and any allowance for
impairment are eliminated from the accounts and any gain or loss resulting from the disposal is included
in the statements of profit or loss.

The initial cost of property and equipment comprises its purchase price, including import duties and
taxes and any directly attributable costs of bringing the asset to its working condition and location for its
intended use. Expenditures incurred after the property and equipment have been put into operation, such
as repairs and maintenance, are normally charged to expense in the period the costs are incurred. In
situations where it can be clearly demonstrated that the expenditures have resulted in an increase in the
future economic benefits expected to be obtained from the use of an item of property and equipment
beyond its originally assessed standard of performance, the expenditures are capitalized as an additional
cost of property and equipment.

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

Building 20 years
Building improvements 1-5 years
Leasehold and improvements 2-5 years

Office furniture and fixtures 1-10 years
Transportation equipment 2-5 years
Electronic Data Processing Machine 1-5 years

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

Impairment of Nonfinancial Assets

Property and equipment and other non-current assets are reviewed for impairment when events or
changes in circumstances indicate that the carrving value may not be recoverable. If any such indication
exists and where the carrying values exceed the estimated recoverable amount, the assets or cash-
generating units are written down to their recoverable amounts.

The estimated recoverable amount is the greater of an asset’s net selling price and value in use. In
assessing value in use, the estimated future cash flows are discounted to their present value using a pre-
tax discount rate that reflects current market assessments of the time value of money and the risks
specific to the asset. For an asset that does not generate largely independent cash inflows, the estimated
recoverable amount is determined for the cash-generating unit to which the asset belongs. Impairment
loss is recognized in the statement of profit or loss and other comprehensive income.

Reversal of impairment losses recognized in prior years is recorded when that there is an indication that
the impairment losses recognized for the asset no longer exist or have decreased. The reversal is
recorded in the statements of profit or loss and other comprehensive income. However, the increased
carrying amount of an asset due to reversal of an impairment loss is recognized to the extent that it does
not exceed the carrying amount that would have been determined (net of depreciation) had no
impairment loss been recognized for the asset in prior years.
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Derecognition of Nonfinancial Assets

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

Shares are classified as equity when there is no obligation to transfer cash or other assets. Incremental
costs directly attributable to the issue of equity instruments are shown in equity as a deduction from the

proceeds, net of tax.

When the Company purchases the Company’s equity shares capital (treasury shares), the consideration
paid, including any directly attributable incremental costs (net of income taxes), is deducted from equity
attributable to the Company’s equity holders. Where such shares are subsequently sold, reissued or
otherwise disposed of, any consideration received is included in equity attributable to the Company's
equity holders, net of any directly attributable incremental transaction costs and the related income tax
effects.

The Company’s share capital includes common stocks and treasury stocks.

Retained earnings include all the accumulated earnings of the Company less dividends declared.

Revenue iti
Revenue is recognized to the extent that it is probable that the economic benefits will flow to the

Company and the revenue can be reliably measured. The following specific recognition criteria must
also be met before revenue is recognized:

Insurance Contracts and Investment Contracts
(a) Recognition and Measurement

Short-term Insurance Contracts
These contracts are casualty and property insurance contracts.

Casualty insurance contracts protect the Company’s customers against the risk of causing harm to third
parties as a result of their legitimate activities. Damages covered include both contractual and non-
contractual events.

Property insurance contracts mainly compensate the Company’s customers for damage suffered to their
properties or for the value of property lost. Customers who undertake commercial activities on their
premises could also receive compensation for the loss of earnings caused by the inability to use the
insured properties in their business activities (business interruption cover).

Premiums from short duration insurance contracts are recognized as revenue over the period of contracts
using the 24th method. The portion of the premiums written that relate to the unexpired periods of the
policies as at the date of financial position are accounted for as Unearned Premiums and presented in the
liability section of the statements of financial position. The related reinsurance premiums ceded that
pertained to the unexpired periods as at the date of financial position are accounted for as Ceded
Reinsurance Premiums shown as part of assets in the statements of financial position. The net changes
in these accounts between financial position dates are either charged or credited to income.

Commission income earned from short duration insurance contracts are recognized as revenue over the
period of contracts using the 24" method except for marine cargo where the deferred reinsurance
commissions for the last two months of the year are considered earned the following year. The portion of
the commissions that relates to the unexpired periods of the policies at the reporting date is accounted for
as deferred reinsurance commissions and lodged into commissions payable and presented in the
liabilities section of the statement of financial position.
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Interest income is recognized as the interest accrues using the effective interest method.

Other income includes gain on sale of stocks and property and investment income. Gain on sale is
recognized when sold. Recovery from impairment losses is recognized when collected.

Dividend income is recognized when the right to receive payment is established. Revenues from
dividends received and those from other sources are recognized when declared and earned regardless of
when received.

Foreign currencies denominated monetary transactions are translated into the functional currency using
the prevailing exchange rates at financial position dates, Exchange gains or losses arising from foreign
currency transactions are credited or charged directly to operations.

E R o
Expenses are recognized in the statements of profit or loss when decrease in future economic benefit
related to a decrease in asset or an increase in a liability has arisen that can be measured reliably.
Expenses are recognized in the statements of profit or loss and other comprehensive income;

« on the basis of a direct association between the costs incurred and the eamning of specific items
income;

+ on the basis of systematic and rational allocation procedures when economic benefits are expected to
arise over several accounting periods and the association can only be broadly or indirectly determined;
or

+ immediately when expenditure produces no future economic benefits or when, and to the extent that,
future economic benefits do not qualify or cease to qualify, for recognition in the statements of
financial position as an asset.

Benefits and Claims

Gross benefits and claims consist of benefits and claims paid to policyholders, which are based on the
loss adjuster estimates. It further includes internal and external claims handling costs that are directly
related to the processing and settlement of claims.

Insurance claims are recorded on the basis of notification received.

Ciher Underwriting Expenses

Other underwriting expense pertains to the costs incurred by the Company prior to the issuance of
policies to its policyholders. These costs include expenses for technical inspections, actuarial reviews
and other work that is necessary to determine whether or not to aceept the risks to be written. These cosis
are recognized as expense as they are incurred.

General Expenses
General expenses are recognized in the statement of profit or loss as they are incurred.

ive [ &
The Company uses single statement of comprehensive income, in which it presents all items of income
and expense recognized in the period.

| ionshi Tran
Related party relationship exists when (a) a person or a close member of that person’s family has control
or joint control, has significant influence or is a member of the key management personnel of the
reporting entity or a parent of the reporting entity. (b) An entity is related to the Company if, the entity
and the Company are members of the same group, one entity is an associate or joint venture of the other
entity, both entities are joint ventures of the same third party, one entity is a joint venture of a third entity
and the other entity is an associate of the third party, an entity is a post-employment benefit plan for the
benefit of employees of the Company, the entity is controlled or jeint controlled by a person who has
control or joint control over the Company and a person as identified in (a) above has significant
influence over the entity is a member of the key management personnel of the entity or of a parent of the
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entity. In considering each possible related party relationship, attention is directed to the substance of the
relationships, and not merely 1o the legal form.

A related party transaction is a transfer of resources, services or obligations between related parties,
regardless of whether a price is charged.

Leases

Leases where the Company retains substantially all the risks and benefits of ownership of the asset are
classified as operating leases.

The Company as Lessee
Renials payable under operating leases are charged to profit or loss on another systematic basis, which is
more representative of the time pattern in which economic benefits from the leased asset are consumed.

Contingent rentals arising under operating leases are recognized as an expense in the period in which
they are incurred.

Employee Benefits

a. Retirement Cost
The Company’s retirement plan is non-contributory and of the defined benefit type which provides a
retirement benefit equal to One-half month’s salary for every year of credited service in accordance
with the Retirement Pay law (Republic Act No. 7641). Benefits are paid in lump sum upon retirement
or separation in accordance with the terms of the plan. A The retirement cost is determined by
applying the Accrued Benefit Actuarial Cost Method taking into account the factors of investment,
mortality, disability and salary projection rate. The fund is administered by a duly appointed fund
frustee.

b. Short-term emplayee benefits
Wages, salaries, paid annual leave, sick leave, bonuses, social security contribution, philhealth
contribution, pag-ibig contribution and non-monetary benefits are recognized as employee benefit expense
and accrued when the associated services are rendered by the employees of the Company.

& Profit-sharing and bonus plans
The Company recognizes a liability and an expense for bonuses and profit-sharing, based on a formula
that takes into consideration the profit attributable to the company's shareholders after certain

adjustments. The Company recognizes a provision where contractually obliged or where there is a
past practice that has created a constructive obligation.

Income taxes
The tax expense for the period comprises current and deferred tax.

Current taxes

The current income tax charge is calculated on the basis of the tax laws enacted or substantively enacted
at the balance sheet date where the company operate and generate taxable income. Management
periodically evaluates positions taken in tax returns with respect to situations in which applicable tax
regulation is subject to interpretation, It establishes provisions where appropriate on the basis of amounts
expected to be paid to the tax authorities.

Deferred income faves

Deferred income tax is recognized on temporary differences arising between the tax bases of assets and
liabilities and their carrying amounts in the financial statements. However, deferred tax liabilities are not
recognized if they arise from the initial recognition of goodwill; deferred income tax is not accounted for
if it arises from initial recognition of an asset or liability in a transaction other than a business
combination that at the time of the transaction affects neither accounting nor taxable profit or loss.

Deferred income tax is determined using tax rates (and laws) that have been enacted or substantively
enacted by the balance sheet date and are expected to apply when the related deferred income tax asset is
realized or the deferred income tax liability is settled.
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D::ferred irr:omc tax assets are recognized only to the extent that it is probable that future taxable profit
will be available against which the temporary differences can be utilized.

Deferred tax relating to items recognized outside profit and loss is recognized in correlation to the

underlying transaction both in OCI or directly in equity and not in the company’s statements of profit or
loss and other comprehensive income.

Deferred income tax assets and liabilities are offset when there is a legally enforceable right to offset
current tax assets against current tax liabilities and when the deferred income taxes assets and liabilities
relate to income taxes levied by the same taxation authority on either the same taxable entity or different
taxable entities where there is an intention to settle the balances on a net basis.

Current and deferred tax for the year

Current and deferred tax are recognized in profit or loss, except when they relate to items that are
recognized in other comprehensive income or directly in equity, in which case, the current and deferred
tax are also recognized in other comprehensive income or directly in equity respectively.

Value-added Tax (VAT)
Revenue, expenses and assets are recognized net of the amount of VAT, except:
= where the VAT incurred on a purchase of assets or services is not recoverable from the tax
authority, in which case the VAT is recognized as part of the cost of acquisition of the asset or
as part of the expense item applicable; and
+ receivables and payables that are stated with the amount of VAT included.

Eamings per Share
Basic earnings per share is calculated by dividing net income by the weighied average number of
ordinary shares outstanding during the year, adjusted for any subsequent stock dividends declared.

Diluted eamings per share amounts are calculated by dividing net income by the weighted average
number of ordinary shares outstanding during the year plus the weighted average number of ordinary

shares putstanding that would be issued on the conversion of all the dilutive potential ordinary shares
into erdinary shares,

Book Value per Share
Book value per share is calculated by dividing stockholders equity by the weighted average number of
ordinary shares outstanding during the year, adjusted for any subsequent stock dividends declared.

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

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

Provisions are reviewed at each financial position date and adjusted to reflect the current best estimate.
In those cases where the possible outflow of economic resource as a result of present obligations is

considered probable or remote, or the amount to be provided for cannot be measured reliably, no liability
is recognized in the financial statements.
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Probable inflows of economic benefits that do not yet meet the recognition criteria of an asset are
considered contingent assets, hence, are not recognized in the financial statements.

Contingencies

Contingent liabilities represent possible obligations whose existence will be confirmed only by the
occurrence of non-occurrence of one or more uncertain future events not wholly within the control of the
Company. They are not recognized in the financial statements but are disclosed unless the possibility of
an outflow of resources embodying economic benefits is remote.

A contingent asset is not recognized in the financial statements but disclosed when an inflow of
economic benefits is probable.

Su uent Even

Post year-end events that provide additional information about the Company’s position at financial
position date (adjusting events) are reflected in the financial statements. Post year end events that are not
adjusting events are disclosed in the notes to financial statements when material.

3. SIGNIFICANT ACCOUNTING ESTIMATES AND JUDGMENTS

In the application of the Company®s accounting policies, which are described in Note 2, management is
required to make judgments, estimates and assumptions about the carrying amounts of assets and
liabilities that are not readily apparent from other sources. The estimates and associated assumptions are
based on historical experience and other factors that are considered to be relevant. Actual results may
differ from these estimates.

The estimates and underlying assumptions are reviewed on an ongoing basis. Revisions to accounting
estimates are recognized in the period in which the estimate is revised if the revision affects only that
period or in the period of the revision and future periods if the revision affects both current and future
periods,

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

Fair value measurement of financial instrusments

When the fair values of financial assets and financial liabilities recorded in the statement of financial
position cannot be measured based on quoted prices in active markets, their fair value is measured using
valuation techniques including the DCF model. The inputs to these models are taken from observable
markets where possible, but where this is not feasible, a degree of judgment is required in establishing
fair values. Judgments include considerations of inputs such as liquidity risk, credit risk and volatility.
Changes in assumptions about these factors could affect the reported fair value of financial instruments.

Revenuwe Recognition
The Company's revenue recognition policies require use of estimates and assumptions that may affect
the reported amounts of revenue and receivables.

Determining Functional Currency

Based on the economic substance of the underlying circumstances relevant to the Company, the
functional currency of the Company has been determined to be the Philippine peso. The Philippine peso
is the currency of the primary economic environment in which the Company operates. It is the currency
that mainly influences the revenues and expenses of the Company.
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Estimates .
The key assumptions concemning the future and other sources of estimation uncertainty at the financial
position date that have a significant risk of causing a material adjustment to the carrying amounts of
assets and liabilities within the next financial year are discussed below.

Determination of Fair Values of Financial Assets

Fair value determinations for financial assets are based generally on listed market prices or broker or
dealer price quotations. If prices are not readily determinable or if liquidating the positions is reasonably
expected to affect the market prices, fair value is based on their intemal valuation models or
management’s estimate of amounts that could be realized under current market conditions, assuming an
orderly liquidation over a reasonable period of time. The use of assumptions could produce materially
different estimates of fair value,

The Ultimate Liability Arising from Claims made under Insurance Coniracts

The estimation of the ultimate liability arising from claims made under insurance coniracts is the
Company’s most critical accounting estimate. There are several sources of uncertainty that need to be
considered in the estimate of the liability that the Company will ultimately pay for such claims.

Estimates have to be made for the expected ultimate cost of claims reported at the reporting date. It can
take significant period of time before the ultimate claims cost can be established with certainty. The
primary technique adopted by management in estimating the cost of notified is that of using past claims
setilement trends to predict future claims settlement trends. At each end of the reporting peried, prior
year claims estimated are assessed for adequacy and changes made are charged to provision. Claims are
not discounted for the time value of money.

The assumption underlying the estimation of the claims provision is that 8 Company's past claims
development experience can be used to project future claims development and hence ultimate claim
costs, Historical claims development is analyzed by accident years but can also be further analyzed by
significant business lines and claim types. Large claims are usually addressed by being reserved at the
face value of loss adjuster’s estimates. Assumptions used are those implicit in the historical claims
development data on which the projections are based.

Estimated Allowance for Impairment Losses on Receivables

The Company evaluates the possibility of losses that may arise out of the non-collection of receivables
based on a certain percentage of the outstanding balance of receivable and on an evaluation of the
current status of the account. However, as of December 31, 2015, no allowance for impairment losses
was provided for, as the accounts were deemed fully collectible,

The amount and timing of recorded expenses for any period would differ if the Company made different
judgments or utilized different estimates. An increase in the allowance for impairment losses on
receivables would increase recorded operating expenses and decrease current assets.

Estimated Useful Lives of Property and Equipment

The Company reviews annually the estimated useful lives of property and equipment based on the period
over which the assets are expected to be available for use and are updated if expectations differ from
previous estimates due to physical wear and tear, technical or commercial obsolescence. It is possible
that future results of operations could be materially affected by changes in these estimates brought about
by changes in the factors mentioned.

Financial Asseis and Liabilities

The Company carries certain financial assets and liabilities at fair value, which requires extensive use of
accounting estimates and judgment. While significant components of fair value measurement were
determined using verifiable objective evidence (i.e. foreign exchange rates, interest rate), the amount of
changes in fair value would differ if the Company utilized different value methodology. Any changes in
fair value of these financial assets and liabilities would affect directly the statements of other

comprehensive income and statements of changes in equity. Fair values of financial assets and liabilities
are disclosed in details in Note 27,
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Asset Impairment

The Company assesses impairment on assets whenever events or changes in circumstances indicate that
the carrying amount of an asset may not be recoverable. The factors that the Company considers
important which could trigger an impairment review include the following:

= significant underperformance relative to the expected historical or projected future operating results;
» significant changes in the manner of use of the acquired assets or the strategy for overall business;
and

s significant negative industry or economic trends.

An impairment loss is recognized whenever the carrying amount of an asset exceeds its recoverable
amount, The recoverable amount is the higher of an assel’s fair value less costs to sell. The fair value
less costs to sell is the amount obtainable from the sale of an asset in an arm’s length transaction while
value in use is the present value of estimated future cash flows expected to arise from the continuing use
of an asset and from its disposal at the end of its useful life. Recoverable amounts are estimated for
individual assets or, if it is not possible, for the cash-generating unit to which the asset belongs.

In determining the present value of estimated future cash flows expected to be generated from the

continued use of the assets, the Company is required to make estimates and assumptions that can
materially affect the financial statements.

Mo indications of impairment were noted on property and equipment as of December 31, 2015 and 2014,

Retirement Benefit Obligation

The cost of the defined benefit pension plan and other post-employment medical benefits and the present
value of the pension obligation are determined using actuarial valuations. An actuarial valuation involves
making various assumptions that may differ from actual developments in the future. These include the
determination of the discount rate, future salary increases, mortality rates and future pension increases.
Due to the complexities involved in the valuation and its long-term nature, a defined benefit obligation is
highly sensitive to changes in these assumptions. All assumptions are reviewed at each reporting date,

The valuation results are based on the employee data as of valuation dates as provided by the Company.
The average discount rate was based on bootstrapped PDEX PDST-R2 rates at various tenors as of
December 31, 2015 and 2014, Assumed discount rate is used in the measurement of the present value of
the abligation, service and interest cost.

Deferred Income Tax Assets

The Company reviews the carrying amounts of deferred income tax assets at each financial position date
and reduces deferred income tax assets to the extent that it is no longer probable that sufficient taxable
profit will be available to allow all or part of the deferred income tax assets to be utilized. However,
there is no assurance that the Company will generate sufficient taxable profit to allow all or part of the
deferred income tax assets to be utilized.

4. CASH AND CASH EQUIVALENTS

This account consists of:

2015 2014

Cash in banks P 72,224,584 P 24,545,149
Short-term financial assets 54,046,504 14,544,022
Cash on hand 2,927,138 2 486,435
P 129,198,526 P 41,575,606

Cash in banks earn interest at floating rates based on daily bank deposit rates. Short-term financial
assets are done for varying periods between one day and three months depending on the immediate cash
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requirements of the Company, and earn interest at the respective short-term deposit rates. Interest

income for the December 31, 2015 and 2014 amounted to P699,191 and P245,381, respectively. (See
Note 23)

5. REINSURANCE

The Company utilizes reinsurance agreements to minimize its exposure to large losses in all aspects of
its insurance business. Reinsurance permits recovery of a portion of losses from reinsurers, although, it
does not discharge the primary liability of the Company as direct insurer of the risk reinsured.

Premiums Dwe From Ceding Companies

This account represents balances due to the Company as a result of treaty and facultative

from ceding companies. The Company’s premiums due from ceding companies amounts to P16,395,472
and P17,231,421 for the years 2015 and 2014, respectively.

Reinsurance Recoverable on Losses

This account represents the amount recoverable from reinsurers under treaty and facultative agreements
as their share in paid and unpaid losses and loss adjustment expenses net of salvage recoveries. The
Company’s reinsurance recoverable on losses amounts to P44,346,327 and P82,839,253 for the years
2015 and 2014, respectively.

Premiums Receivable

This represents uncollected premiums on direct business including those by general agents and insurance
brokers including taxes and other charges, provided these are properly segregated and the corresponding
liabilities are set up. The Company’s premiums receivable amounts to P35,257,742 and P29,469,079 for
the years 2015 and 2014, respectively.

Commission Receivable

This account represents uncollected commissions on treaty and facultative agreements. The Company’s
commissions receivable amounts to P11,831,620 and P11,193,584 for the years 2015 and 2014,
respectively.

Premiums Reserve Wirthheld By Ceding Companies

This account pertains to a certain percentage of the total reinsurance premiums due within one year from
date of retention being held by ceding companies. The Company's premium reserve withheld by ceding
companies amounts to P12,631,592 and P11,120,255 for the years 2015 and 2014, respectively.

Salvage Recoverable
This account represents the estimated recoveries the Company may have from losses on policies issued.
The Company’s salvage recoverable amounts to PB63,982 and P977,355 for the years 2015 and 2014,

respectively.

Receivables
This represents receivable from non-insurance transactions. The Company’s receivables amounts to
P6,879,561 and P2,030,222 for the years 2015 and 2014, respectively.
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6. OTHER CURRENT ASSETS

This account consists of:

2015 2014
Prepaid investment expenses P 7,280,416 P&, 787,591
Documentary stamps tax receivable 3,226,021 3,194,908
Accrued investment income 2,604,503 2,877,220
Moles receivable 1,176,145 376,170
Fire service tax receivable 214,194 _ 198,926
F 14,501,280 P 13434813
HELD-TO-MATURITY FINANCIAL ASSETS
This account consists of:
2015 2014
Treasury bonds P 102,013,970 P 159,850,720
Treasury bills 42,784,000 13,500,000
Treasury notes 27,103,000 27, 103,000
F 171,900,970 P 200,433,720
Held-to-maturity financial assets of the Company carry effective interest rates as follows:
2015 2014
Less than one year 8.98-9.10 4.30-8.13
More than year 6.35-8.13 6.38-9.10
The movement in held-to-maturity financial assets is summarized as follows:
2015 2014
At January 1 F 200,453,720 P 226,061,720
Additions - 892,000
Maturities (28,552,750} (26,500,000}
At December 31 P 171,900,970 P 200,453,720

At each reporting date, the Company performs evaluations of the impairment of held-to-maturity
financial assets. The Management determines whether it intends to sell or if it is more likely than not that
it will be required o sell impaired financial assets. The Management considers current and forecasted
liquidity requirement, regulatory and capital requirements and securities portfolio management. For all
impaired HTM financial assets for which there was no intent or expected requirement to sell, the
evaluation considers all available evidence to assess whether it is likely the amortized cost value will be
recovered.
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8. AVAILABLE-FOR-SALE FINANCIAL ASSETS

Available-for-sale investments which consist of listed/unlisted equity shares are measured at fair marker
value and af cost respectively are as follows:

a) Available-for-sale-investments which consist of listed equity shares which are measured at fair

market value are as follows:

2015 No. of Investment at Investment Unrealized Defered
Shanes Market Value at Cost pain (loss) Lanes
Eguily shares
Ayala Corporation- Prefermed B 80,000 P 41,540,000 P 40,000,000 F 1,540,000 F 5200
Globe Preferred Shages 40,000 20,580,000 20,000,000 BB0,000 4,400
Mational Reinsurance Corparation 7,999,000 7,519,060 13,684 957 (6,165,927) (30,830)
Paper Industrial Corporation 87 - 3,820 (3,820) (19)
Philippine Long Distance and
Telecommunication Company 114 134,840 - 134 840 1L174
FLDT Series Preferred 6,670 . 66,700 {66,700) (333)
Bank of the Philippine Islands 800,168 67,004,087 19,832,142 47,261,945 236,310
Meraleo 66,500 21,280,000 19,904,242 1,375,758 6878
F 1 7 P 113,491,891 P 435,336,096 P 226,780
2014 Mo.of Investment at Investment Unnealized Drefemred
Shares Market Value at Cost gain (boss) laxes
Equity shares
Ayala Corporaticn- Prefemed B 20,000 P 40,080,000 P 40,000,000 P 80,000 P oa0d
(Globe Prefemred Shares 40,000 20,080,000 20,000,000 BO,000 40d)
Mational Reinsurance Corporation 7,599,000 7,199,100 13,684 987 {6,485,887) (32429)
Paper Industrial Corporation 787 : 3,820 (3,820} (19
Philippine Long Distance and
Telecommunication Company 114 331,284 331,284 1,657
PLDT Series Prefermed 6,670 - 66,700 (66,700} (334)
Bank of the Philippine Islands 500,168 74,536,333 19,832,143 54,704,392 T3 312
Petron Perpetual Preferred &3, 060 £.455,508 B.431,220 34,288 170
San Miguel Corporation-
Preferred Series A 411,800 31,132,080 30,883,000 247,080 1,235
San Miguel Purefoods Preferred B,000 8072 000 5,024,000 48,000 240
P 189 307 P 140,917,870 P 48 968,637 P 244 843
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b} Awailable-for-sale-investments which consist

of proprietary share and

unquoted equity shares

measured at cost.
2015 2014
Proprietary shares
Wack-wack Golf Club P 15,000,000 P 15,000,000
Sta. Elena Club 1,750,000 1,750,000
Makati Sports Club 35,000 35,000
Unguoted equity shares
Acoje Mining - 28,425
Nuclear Insurance Pool, Inc. - 10,000
Phil. Machinery Mgmnt. Services - 20,000
PDCP - 3,447
P_16,785,000 P_16,848 872
The movement in this account is summarized as follows:
2015 2014
At January 1 P 206,735,379 P 176,447,081
Additions 19,904,242 28,515,648
Disposition (47,330,220) -
Fair value changes {3,676,414) 1,772,650
P 175,631,987 P 206,735379

In evaluating impairment of available-for-sale financial assets they consider a number of factors
including, but not limited to, the length of time and extent to which the fair value has been less than cost,
the financial condition and near term prospects of the issuer, and management's ability and intent to hold
the securities until fair value recovers. Based on the results of the evaluation, as of December 31, 2013
and 2014 unrealized losses on some AFS are temporary.

PROPERTY AND EQUIPMENT

Movements in the property and equipment account in 2015 follow:

Bailding amd Furniture, Eleciromic Data Leaschold
Hailding Fixbares and Transportatss Procesiag and
Improvements Equipment Equipment Muchine  Improvements  Telsl
Cost
Baeginning balances [ 165115 F 310074 P 5150347 F L58661T F 411,968 FIT891,587
Additeoen = 1 ] i bl §1 il
Toial 16,511,579 335403 TAB5U 29034 4812 3064285
Accum. Deprecistion
Begrrmg, balanoe 16,141,191 2,616,128 23524 1,395,319 111,240 11,666,301
Deprecaation end
moetization Ans29 117,649 1,092,765 93,879 85,853 1,835,075
Totsl 16,182,230 2,941,977 3,486,169 1,889,208 300,093 14,801,867
Mt Book Value P 9359 P 510262 P 4007385 P 1,021,126 P 294,718 P 6,162,821
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10.

11.

Movements in the property and equipment account in 2014 follow:

Buildisg and Furmiture, Eleztronic Data Leavchold
Dauilding Fixtures amd Tramtporiation Processing and
Improvemenly Equipment Equipament Muehing Ismprevements Total
Cont
Beginning balances [ ) 16102289 P 1B P 6,166,049 P 2507660 P 240,000 PITET6 35
Retirement - . (2,165,341} E 2 {2, 165,341}
Additicns 409,360 269,730 1,149,641 178,934 172568 2,180,875
Touad 16,511,579 3,130,074 4,150,345 2,686,617 412,568 77,591,567
Accum. Depreciatisn
Beginning balances 15,919,730 1,507,752 1,841,180 BO7,054 44,000 23,219,806
Deprecistion and
Enonation 215N 118376 716,563 488,235 6T.240 1,611,927
Roetirement = - (2.165.341) LS = (2,165 341}
Toial 16,141,291 3,636,126 2352, 404 1,355 129 101,240 33,566,151
Nt Bosk Vabue P iMNIEE P 1085 P 275745 P 1,261 283 P 100, THE P 5,225,195

The total cost of fully depreciated property and equipment which are still in use in the operations
amounted to P7,071,835 and P4,664,723 as of December 31, 2015 and 2014, respectively.

OTHER NONCURRENT ASSETS

This account consists of:

2015 2014
Deferred charges-MCIT F 1,260,302 P 884,409
Real estate acquired 1,249,280 279,974
Verification fund 959,181 134,372
Tases fund 671,170 206,060
Deposits 289,941 243,800
Security fund 17,902 17,902

P 4,447,776 P l!?gil?

CLAIMS PAYABLES

This account comprises of the total amount of losses and claims due and payable to policyholders and
other claimants. Also included in this account are losses and claims due and payable to reinsurers under
treaty and facultative agreements.

The Company’s claims payable amounts to P57,009,940 and P73,238,687 for the years 2015 and 2014,
respectively.

Claims payable Claims payable Reinsurers’
and unearned  Relnsurers’ share and upsamed share of
premiums of liabilities et 2015 premiums Habilities et 2014
Claims payable reported
and loss adjustment
expenses P 57,000,540 F 29,174,576 P 17,734.964 P TLOAEST P SIS0 P 2400077
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12. PREMIUM DUE TO REINSURERS

This represents all the reinsurance premium payable by the Company to all its treaty and facultative
reinsurers.

The Company’s premiums due to reinsurers amounts to P54,376,807 and P58,635,303 for the years 2015
and 2014, respectively,

13. COMMISSION PAYABLE

Commission payable periains to amount payable to agents, brokers and general agents for business
underwritten by them or to ceding companies upon business accepted from them,

The Company's commission payable amounts to P29,849,845 and P28,208,670 for the years 2015 and
2014, respectively.
14. RESERVE FOR UNEARNED PREMIUM

The Company adopts the 24™ method of recognizing premiums revenue and accounting for the portion
of premiums written relating to the unexpired periods of the policies and unearned premiums.

A comparison of reserve for unearned premiums computed using this method and the statutory rate

follows:
2015 2014
Reserve using 24th method P 60,008,988 P 51,565,747
Reserve using statutory rate 40% 56,435,869 47,662,260
P 3573119 P_3903487

15. PREMIUM RESERVE WITHHELD FOR REINSURERS

Included in this amount is the portion of the reinsurance premiums ceded to insurers, which was
withheld by the Company in accordance with treaty agreement and / or laws, rules and regulations.

The Company’s premiums reserve withheld for reinsurers amounts to P2,577,220 for both years 2015
and 2014,
16. PAYABLES

Obligations of the Company arising from non-insurance and non-reinsurance transactions are lodged in
this account.

The Company's payables amounts to P3,019,312 and P2,927,867 for the years 2015 and 2014,
respectively,
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17.

18.

OTHER LIABILITIES

This account consists of®

2015 2014

Credits to client P 4,156,587 P 2,281,849
Bonus payable 2,686,795 2,841,830
Documentary stamps tax payable 2,568,733 2,117,986
Taxes payable 2,383,989 2,730,956
Deposits 1,500,578 901,476
Unearned bond discount 344,978 375,487
538, Pag-ibig and Philhealth payables 228,724 137,019
Dividends payable 25,169 55,523
Service fees payable 4,439 50,711
Provident fund payable - 4,350
Others 8,356 8,356
P 13,908,347 P 11,505,543

RETIREMENT BENEFIT OBLIGATION

The Company has a retirement plan covering all its qualified employees. The plan is non-contributory
and the retirement cost is determined by applying the Accrued Benefit Actuarial Cost Method taking into
account the factors of investment, mortality, disability and salary projection rate. The fund is

administered by a duly appointed fund trustee,

The above mentioned retirements plan falls under the defined benefit plan that defines an amount of
pension benefit that an employee will receive on retirement, usually dependent on one or more factors

such as age, years of service and compensation.

Movement in the present value of defined benefit obligation is summarized as follows:

2015 2014
Present value of obligation, January 1 P 13,590,177 P 12,247,118
Current service cost 883,419 B47,156
Interest cost 616,994 587,862
Benefits paid (2,212,695) -
Actuarial (gain) loss (1,309,126) {91,95%)
Present value of uhligm'ﬂn, December 31 P 11,568,769 P 13,590,177
The movement in pension assets is summarized as follows:
2015 2014
Fair value of pension assets, January 1 P 19,377,939 P 19,641,254
Expected return on pension assets 529,530 942,780
Benefits paid (2,212,695) -
Actuarial gain (loss) (2,408,068) {1,206,095)
Fair value of pension assets, December 31 P 15,585,706 P 19,377,939
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Asset recognized in the statemenis of financial position is as follows:

2015 2014
Present value of obligation P 11,568,769 P 13,590,177
Fair value of pension assets 15,585,706 19,377,939
Unfunded obligation (4,016,937) (5,787,762)
Asset ceiling 571,160 823,895
Retirement benefit obligation (asset) P (3,445,777) P (4,963,867)
Expenses recognized in the statements of profit or loss:

2015 2014
Current service cost P BE3419 P 847,156
Met interest cost {175,131} (354,918)
Retirement expense P 708288 P 492238

Expenses recognized in the statements of other comprehensive income are as follow:

015 2014
Actuarial gain (loss) on obligation P (1,309,126) P (91,959)
Remeasurement gain/{loss)- plan asset 2,409,068 1,206,095
Remeasurement gain/{loss) - changes in the
effect of assel ceiling 290,140 823,895

Actuanal gain (loss mggbcd du:iEdij L 738,

The cumulative amount of actuarial gains and (losses) charged to remeasurement gains are as follow:

2015 2014
Remeasurement gain, beginning P 3314,107 P 5,752,138

Actuarial gain (loss) recognized during the year (809,802 1,938,031
'Rmusmgﬂ___t_ﬂngc ing” = P 3,m§iis F 3814107

*The amounts shown in the statements of changes in equity were net of income tax effect on actuarial
loss. Total accumulated actuarial losses on employees® benefit obligation amounted to P2,103,014 and
P2,669,875 in 2015 and 2014, respectively.

Movement in net asset 15 summarized below:

2015 2014
Beginning net asset P (4,963,867) P (7,394,136)
Expense recognized, profit or loss T08,288 492,238
Remeasurement loss 809,802 1,938,031
Closing net asset P (3,445,777) P (4,963,867)

The principal assumptions used in determining pensions for the Company are as follow:

2015 2014
Discount rate 5.07% 4 54%
Salary increase rate 6.00% 6.00%

The expected return on pension assets was determined by considering the expected returns available on
the assets underlying the current investment policy. Expected yields on fixed interest investments are
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‘hascd on gross redemption yields as of the financial position date. Expected returns on equity
investments reflect long-term real rates of return experienced in the respective markets.

Assumptions regarding future mortality and disability experience are based on published statistic
generally used for local actuarial valuation purposes.

Actual return on plan assets:

2015 2014
Expected return on plan assets P 829,530 P 942,780
Actuarial pain (loss) (2,409,068) (1,206,095)
Actual return on pension assets P glgﬂg P (263315)

The sensitivity of the defined benefit obligation to changes in the weighted principal assumptions is:

Impaet on defined benefit obligation

2015 2014
Increase in Diecrease in Increase in Decrease in
assumption assumption assumption assumption
Discount rate 3.90% 3.40% E.60% 0.80%
Salary growth rate 3.20% 180% 7.90% 1.30%

Each sensitivity analysis on the significant actuarial assumptions was prepared by remeasuring the
defined benefit obligation at the financial position date after first adjusting one of the current
assumplions according to the applicable sensitivity increment or decrement (based on changes in the
relevant assumption that were reasonably possible at the valuation date) while all the other assumptions
remained unchanged. The corresponding change in the defined benefit obligation was expressed as a
percentage change from the base defined benefit obligation.

It should also be noted that the changes assumed to be reasonably possible at the valuation date are open
to subjectivity, and do not consider more complex scenarios in which changes other than those assumed
may be deemed to be more reasonable.

Retirement trust fund for December 31, 2015 is comprised of the following:

2015
Cash and cash equivalents 45.11% P 7,030,712
Equity instruments 0.37% 57,667
Debt instruments 29.67% 4,624,279
Unit Investment Trust Funds 218.38% 4423224
Mutual Funds 0.00%
Other (Market Gains/Losses, Accrued Receivables, eic.) -3.53% (550,175)

100% P 15.5!5!?015
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Retirement trust fund for December 31, 2014 is comprised of the following:

2014
Cash and cash equivalents 0.00% P 153
Equity instruments 0.01% 1,786
Debt instruments 41.08% 7,960,457
Unit Investment Trust Funds 40.84% 7,913,950
Mutual Funds 7.74% 1,459 852
Other (Market Gains/Losses, Accrued Receivables, etc.) 10.33% 2,001,741
100%%

P 19,377,039
———

The retirement trust fund assets are valued by the fund manager at fair value using the mark-to-market
valuation. While no significant changes in asset allocation are expected in the next financial year, the

plan trustee can make changes any time.

The Company has no specific matching strategy between the retirement fund assets and the defined

benefit liabilities under the plan.

The Company expects not to contribute to the plan in 20135,

The weighted average duration of the defined benefit obligation is as follow:

Years
Financial year
2015 6.40
The Company’s expected future benefits payments are as follow:
Amount
Financial year
2016 P 5,036,012
2017 x
2018 4,253,169
2019 535,957
2020 2,150,063
2021-2025 1,877,557

The distribution of eligible members as of December 31, 2015 is as follows:

Male Female Combined
Mumber of lives covered 11.00 28.00 39.00
Average age in years 50.70 40.20 43.20
Average years of past service 13.00 13.40 13.30

Unusual or Significant Risks to which the Retirement Plan Exposes the Company

There are no unusual or significant risks to which the plan exposes the Company. However, in the event
a benefit claim arises under the retirement plan and the fund is not sufficient to pay the benefit, the
unfunded portion of the claim shall immediately be due and payable from the Company to the fund.
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19.

20.

21.

Plan Amendments, Curtailment, or Settlemenis

There was no plan amendment, curtailment, or settlement recognized for the financial year ended
December 31, 2015.

SHARE CAPITAL

This account consists oft

2015 2014
Par value - P100 per share 2,500,000 shares 2,500,000 shares
. ~ P 250,000,000 P 250,000,000

The Company has one hundred twenty three (123) shareholders each owning 100 or more shares of the
Company’s share capital as at financial position date.

Treasury Stocks

The Company’s future eamings are restricted from the payment of dividends to the extent of P76,886
representing treasury shares for 2015 and 2014.

RETAINED EARNINGS

2015 2014
At 1 January P 108,509,641 P 41,351,822
Profit for the vear 15,287,725 17,157,819
At December 31 P 123,797,366 P 108,509,641

RELATED PART\" TRANSACTIONS

Parties are considered to be related if one of the parties 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 are also considered to be related if they are subjected to common control or common
significant influence. Related parties may be individuals or corporate entities.

Details of key management compensation and directors” remuneration follow:

2015 2014

Key management compensation
Salaries and other short-term benefits r 3,357,946 P 3,250,853
Directors’ renumeration 1,306,655 1,776,054
P 4,664,600 P 5,026,907

As of December 31, 2015 and 2014, there were no sale and purchase of insurance and investment
contracts, receivables, payables and loans to key management personnel.

As of December 31, 2015 and 2014, there were no services rendered and non-interest / interest bearing
advances to / from associates and other related parties.
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22. UNDERWRITING INCOME AND EXPENSES

This account consists of:

2015 2014
UNDERWRITING INCOME
Direct premiums-net P 141,733,715 P 114,862,442
Add: Premiums assumed 30,598,883 27,529,425
(iross premiums 172,332,598 142,391 8567
Less: Premiums ceded 30,224,427 23,305,011
Met premiums retained 142,108,171 119,086,856
Less: Premiums reserve for the vear 60,008,988 51,565,747
(ross premium on net retained 2,099,183 67,521,109
Add: Premiums released from reserve 51,565,747 42981812
Premiums earned 133,664,930 110,502,921
Commissions earned 7,102,277 6,203,282
Total underwriting income P 140,767,207 P 116,706,203
2015 2014
UNDERWRITING EXPENSES
Agents' commission and expenses P 38,387,554 P 33,948,132
Claims, losses paid and adjustment expenses 38,004,885 26,635,559
Insurance expense 15,081,367 22,553,262
Total underwriling expenses P 101,473,806 P 83,136,953
NET UNDERWRITING INCOME P 39,293,401 P 33 569,250
. INVESTMENT INCOME
This account consists of?
2015 2014
Income from investments in securities P 10,644,976 P 11,970,105
Income from savings and time deposits 699,191 245,381
TR PFll 167 P 12,215486
. OTHER DIRECT COSTS AND GENERAL AND ADMINISTRATIVE EXPENSES
Other direct costs consist of:
2015 2014
Salaries and wages P 9,900,076 P 9,206,786
Officers' and employees benefits 1,697,031 2,525,741
Taxes and licenses 1,273,198 845,620
Profiessional fees 1,056,631 868,846
Printing, stationery and supplics 735,850 429,903
Communication and postage 547,510 544,000
Repairs and maintenance 305,325 274,018
P 15,515,621 P 14,694,914
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General administrative expenses consist of*

2015 20014
Salaries and wages F 4,242,889 P 3,945,765
Depreciation and amortization (Note 9) 1,835,075 1,611,927
Professional fees 1,056,632 868,845
Rental expenses 1,000,643 902,057
Light and water 928,808 997,330
Transportation and travel 924,098 672,378
Representation and entertainment T87,738 247,585
Officers' and employees benefits 727,298 1,082,460
Communication and postage 547,510 544,001
Directors” fees and allowances 478,500 484,000
Printing, stationery and supplics 315,365 184,244
Repairs and maintenance 130,854 117,436
Insurance 81,519 91,614
Interest 43,322 63,580
Donations and contributions 59,366 21,500
Miscellaneous expenses 12,539,342 8,088 564
P 25,698,959 P 19,923,295
As at December 31, 2015 and 2014, miscellancous expenses pertain to the following:
2015 2014
Agency expenses P 6,090,473 P 5,527,202
Service fee 5,708,583 1,694,894
Association and pool dues 667,585 TE5,367
Bank service charges 63,772 A775
Advertising and promotions 8,929 23,326
P 12,539,342 P 8,088,564
25. BENEFIT FROM INCOME TAX
This account consists of:
2014
Current
Corporate income tax P (1,205530) (939,597)
Deferred 1142976 (114,518)
P {62,554) (1,054,115)

The reconciliation between the corporate income tax and income tax after applying the statutory tax rate

on income tax follows:

2014
Statutory income tax P 4,567,551 P 4831111
Income tax effect on:

Tax exempt income (3,193,493) (3,591,031)
Income subject to lower tax rates (209,757) (73,614)
Income not subject (o tax (2,426,077) (2,0893,287)
Temporary differences (12,776)
F (1,205,530) P (939,597)
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Under Republic Act No, 9337 — Income tax amendments, the corporate income tax rate applicable from
January 1 to October 31, 2005 of 32% in 2005 was increased to 35% effective November 1, 2005,
decreasing to 30% effective on January 1, 2009, Because of the change in the corporate income tax
rate, the allowable deduction for interest expense in Section 34(B)(1) is reduced by 42% (from 38%) of
interest income subject to final tax and 33% (from 42%) upon the effectivity of the 30% corporate tax
rate on January 1, 2009,

The Company’s deferred tax asset (liability) consists of:

2015 2014
Deferred tax assets:
Net operating loss carry over (NOLCO) P 7523318 P 7.495,034
Deferred tax liability:
Met unrealized gain on AFS (226,703) (244,843)
Unrealized foreign exchange gain (217372) (34,258)
Remeasurement gain (901,291) (1,144,232)

P 6177952 P 6,071,701

The movements in the deferred income tax account are summarized as follow:

Unrealized  Unrealized

NOLCO  gainorlosson gain or loss Rmﬁ:;;m" Total
AFS on FOREX
At January 1,2014 P 6555437 P (235980) (114,506) P (1,725,641) P 4479310
Charge to profit or loss 039,597 - £0,248 - 1,019,845
Charged to other -
comprehensive income ;i (8,863) - 581,409 572,546
At December 31, 2014 P 7,495,034 (244,843) (34.258)  (1,144,232) P 6,071,701
Charge to profit or loss 28,284 - (183,114) - (154,830)
Charged to other
comprehensive income - 18,140 - 242,941 261,081
At December 31, 2015 P 7523318 P (226,703 P (217,372) P (901,291) P 6,177,952

The details of Met Operating Loss Carried Over (NOLCO) and its cormesponding deferred tax asset as of
2015 and 2014 are as follows:

Deferred Deferred
Year of Year of NOLCO tax asset NOLCO ta asset
Incurrence Expiration 2015 2014
2012 2015 P 3924154 P 1,177,246 P 3,924,154 P 1177246
2013 2016 17,927,303 5,378,191 17,927,303 5,378,191
2004 2017 3,131,992 939,597 3,131,992 939,597
2015 2018 4,018,433 1,205,530 - -
29,001,882 8,700,564 24,983,449 7,495,034
Expired NOLCO (3,914,154) (1,177,246) - -
Remaining MOLCO/
Deferred tax asset P 25,077,728 F 7,523,318 P 24983449 P 7,495,0'33__
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26. EARNINGS PER SHARE AND BOOK VALUE PER SHARE

27

The computation of basic/diluted earnings per share is computed as follows:

2015 2014
Net profit P 15,287,715 P 17,157,819
Divided by oustanding shares 2,500,000 2,500,000
P 6.12 P 6.86
There were no potential dilutive shares in 2015 and 2014,

The computation of book value per share is computed as follows:
2015 2014
Equity P 420,889,014 P 409,826,424
Divided by oustanding shares 2,500,000 2,500,000
P 168.36 P 163.93

FINANCIAL RISK MANAGEMENT AND OBJECTIVES

The Company issues contracts that transfer insurance risk. This section summarizes these risks and the
way the Company manages them.

Insurance Risk

The risk under any one insurance contract is the possibility that the insured event occurs and the
uncertainty of the amount of the resulting claim. By the very nature of an insurance contract, this risk is
random and therefore unpredictable.

For a portfolio of insurance contracts where the theory of probability is applied to pricing and
provisioning, the principal risk that the Company faces under its insurance contracts is that the actual
claims and benefit payments exceed the carrying amount of the insurance liabilities. This could occur
because the frequency or severity of claims and benefits are greater than estimated. Insurance events are
random and the actual number and amount of claims and benefits will vary from year to year from the
level established using statistical techniques.

Experience shows that the larger the portfolio of similar insurance contracts, the smaller the relative
variability about the expected outcome will be. In addition, a more diversified portfolio is less likely to
be affected by a change in any subset of the portfolio. The Company has developed its insurance
underwriting strategy to diversify the type of insurance risks accepted and within each of these
categories to achieve a sufficiently large population of risks to reduce the variability of the expected
gutcome.

Factors that aggravate insurance risk include lack of risk diversification in terms of type and amount of
risk, geographical location and type of industry covered.

Froperty Insurance Contracis Risk

For property insurance contracts, climatic changes give rise to more frequent and severe extreme
weather events and their consequences. For certain contracts, the Company has also limited the number
of claims that can be paid in any policy year or introduced a maximum amount payable for claims in any
policy year.

The Company has the right to re-price the risk on renewal. It also has the ability to impose deductibles
and reject fraudulent claims. These contracts are underwritten by reference to the commercial
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replacement value of the properties and contents insured, and claim payment limits are always included
to cap the amount payable on occurrence of the insured event. Cost of rebuilding properties, of
replacement or indemnity for contents and time taken to restart operations for business interruption are
the key factors that influence the level of claims under these policies.

Caswealty Insurance Risk

Claims on casualty contracts are payable on a claims-occurrence basis, The Company is liable for all
insured events that occurred during the term of the contract, even if the loss is discovered after the end of
the contract term. As a result, liability claims are settled over a long period of time and a larger element
of the claims provision relates to incurred but not reported claims (IBNR). There are several variables
that affect the amount and timing of cash flows from these contracts. These mainly relate to the inherent
risks of the business activities carried out by individual contract holders and the risk management
procedures they adopted.

Reinsurance Risk

In the normal course of business, the Company limits the amount of loss on any one policy by reinsuring
certain levels of risk with other insurers. In addition, the Company accepts reinsurance from other
reinsurers. Reinsurance ceded does not discharge the Company’s liability as the primary insurer. Failure
of reinsurers to honor their obligations could result in losses to the Company; consequently, allowances
are established for amounts deemed uncollectible. In order to minimize losses from reinsurer insolvency,
the Company monitors the concentration of credit risk both geographically and with any one reinsurer.

In addition, the Company selects reinsurers with high credit ratings. The effect of reinsurance on
premium income follows:

2015 2014
Direct premium income P 141,733,715 P 114,862,442
Reinsurance assumed 30,598,883 27,529,425
Reinsurance ceded (30,224,427) {23,305,011)

P 142,108,171 P 119,086,856

Financial Risks

The significant risks related to financial instruments are credit risk, liquidity risk and market risk
(currency and interest rate). The following sections described how the Company manages each of the
risks.

Credir Risk

Credit risk is the risk that a party to a financial instrument will cause a financial loss to the Company by
failing to honor its obligation to the Company. Credit risks are primarily associated with invested assets
and reinsurance counter parties. The Company mitigates credit risk through detailed credit and
underwriting policies and comprehensive due diligence and credit analyses.
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The Company’s maximum credit exposure related to financial instruments is summarized in the
following table.

2015 2014
(in Thousands)

Cash and cash equivalents P 126,271 P 39,089
Premiums due from ceding companies 16,395 17,231
Reinsurance recoverable on losses 44,346 82,839
Premiums receivable 35,258 29,469
Commissions receivable 11,832 11,194
Premiums reserve withheld by ceding companies 12,632 11,120
Receivables 6,880 2,030
Salvage recoverable 864 977
Held-to-maturity financial assets 171,90 200,454
Available-for-sale financial assets 175,633 206,735

P 602,012 PEIJ'IEISE

The Company has assessed the credit quality of the following financial assets:

» The credit risk for cash in bank is considered negligible, since the counterparties are reputable entities
with high quality external credit ratings. The credit quality of this financial asset is therefore
considered to be high grade. For the determination of credit risk, cash included in the analysis above
do not include cash on hand amounting to P2,927,137 and P2,486,435 for the year 2015 and 2014,
respectively.

» The Company's premiums and other receivables are actively monitered to avoid significant
concentrations of credit risk.

As of December 31, 2015 and 2014, the aging analysis of the Company’s receivables is as follows:

Meither Past Due 2018
MNor Impaired Past Due But
Class A Class B Class C Mot Impaired Total
Cash and cash equivalents P 126,271 388 - - - F 126271388
P remiuims
Receivable 21,495,748 5,852 488 6,880,659 1,028,847 35,257,742
Due from ceding companies T16,086 509 541 15,169,835 - 16395472
Reserve withheld by
ceding companies - - 12,631,592 - 12,631,592
Reinsurance recoverable
on losses 35353 - 44310974 - 44,346,327
Commission receivable 2,723,309 30,601 9,077,710 - 11,831,620
Salvage recoverable - - - B43 982 863,952
Receivables 38728 165 899 6,674,934 - 6,879,561
Financial assets
Held-to-maturity 171,900,970 - . - 171,900,970
Available-for-sale 175,632 987 . - - 175,632,987
P 498814579 P 6558530 P G4 7m5704 P 1892829 P 11,642
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Meither Past Due 2014
Nor Impaired Past Due But
Class A Cless B ClassC Mot Impaired Total
Cash and cash equivalents P 39,089,171 - = - P 39,085,171
Fremiums
Receivable 18,876,692 3,512,064 6,193,187 897,136 29,459,079
Due from ceding companies 381,675 727,528 16,122,218 - 17.231.421
Reserve withheld by
ceding companies . - 11,120,255 5 11,120,258
Reinsurance recoverable
on losses 21,141,160 14,176,535 47,521,558 - £2,839.253
Commission receivable 1724190 152595 7316399 - 11,193 584
Salvage recoverable . - . 977,355 977,355
Receivables = 2,871 2,007,351 = 2,030,222
Financial stsets
Held-1o-maturity 200,453,720 - - - 200,453,720
Available-for-sale 06,735,379 - - : 206,735,379

P 490401987 P 18591993 P 902805968 P 1864491 P 601139419

Credit Quality - In monitoring and controlling credit extended to counterparty, the Company adopts a
comprehensive credit rating system based on financial and non-financial assessments of its borrowers,
Financial factors being considered comprised of the financial standing of the borrower while the non-
financial aspects include but not limited to the assessment of the borrowers nature of business, industry
background, payment habit and both present and potential business dealings with the Company.

Class A “High Grade” are accounts with strong financial capacity and business performance and with
the lowest default risk.

Class B “Moderate Grade™ refer to accounts of satisfactory financial capability and credit standing but
with some elements of risk where certain measure of control is necessary in order to mitigate risk of
defauli.

Class C “Low Grade™ refer to accounts which are collected on their due dates provided that the
Company made a persistent effort to collect them.

Liquidity Risk

Liquidity risk is the risk that the Company will not be able to fund all cash outflow commitments as they
fall due. The Company generally maintains a conservative liquidity position thal exceeds all the
liabilities payable on demand. The Company invests in various types of assets with a view of matching
them with its liabilities of various durations. To strengthen its liquidity further, the Company actively
manages and monitors its capital and assets levels, diversification and credit quality of its investments
and cash forecasts and actual amounts against established targets. The Company also maintains liquidity
contingency plans for the management of liquidity in the event of a liquidity crisis.
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The table below summarizes the maturity profile of the Companies financial liabilities as of December
31,2015 and 2014,

Current Mon-current

Within G112 Tto5 Sl
6 months months YEars Total
Payables P 3019312 P : - P 309312
Claims payable 7,036,213 49,973,727 . 57,009,940
Premiums
Due to reinsurers 11,944,123 42,432 683 - 54,376,807
Reserve for uneamed - . 60,008,988 60,008,988
Reserve withheld
for reinsurers 2577220 - - 2,577,220
Commission payable 19,573,292 10,276,553 - 29,849,845
Otthers (excluding tax liabilities) - 7,643,047 . 7,643,047
P 44,150,160 P 110326009 P 60,008,988 P 214,485,157
Current Mon-current 2014
Within Gto 12 l1to5
6 months months YEArs Total
Payables P 2927867 P . - P 2927867
Claims payable 31,507,147 2416219 39,315,321 73,238,687
Premiums
Due to reinsurers 58,615,303 . . 38,635,303
Reserve for uneamed - - 51,565,747 51,565,747
Reserve withheld
for reinsurers 2571220 . - 2.577,200
Commission payable . 18,208,670 . 28,208,670
Others fexcluding tax Kabilities) - 7,561 438 - 7,561 438
P 95647537 P 38,186,327 P 90881068 P M
Foreign Currency Risk

The Company's foreign currency risk results primarily from movement of the Philippine Peso (PHP)
against the United States dollar, The Company resolved to mitigate this risk by taking advantage of
market trends. Proper timing is adhered in order to realize a foreign currency gain.

Exposure to foreign exchange risk results primarily from the movements of the Philippine peso against
the United States (U.5.) Dollar that arises from the Company's cash and cash equivalents and held to
maturity financial assets, which are denominated in U.S. Dollars. As of December 31, 2015 and 2014,
currency exchange rates used to translate U.S. Dollar denominated financial assets and liabilities
amounted to P47.17 and P44.617, respectively.
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The table below summarizes the Company's exposure to foreign exchange risk as of December 31, 2015
and 2014. Included in the table are the Company®s assets at carrying amounts, categorized by currency.

015 2014
USD PHP LISD PHP
Cash and cash cquivaleals 5 261,024 F 11,646,105 § 233606 P 10,426,810
Held-to-maturity investments 607,459 27,103,000 607,459 27,103,000
5 868,483 P 38,745,105 § Bil155 P 37,529,810

The following table demonstrates the sensitivity to a reasonably possible change in the US dollar rate,
with all variable held constant, of the Company's profit before tax (due to changes in the fair value of
monetary assets ) and the Company’s equity.

US & Depreciates US § Appreciates

015 2014 2015 2014
Effect on profit before tax 5 568,483 I B41,155 £ (568483) 5 (B41,133)
Effect on equity 607,938 S88.809 (607,938) (S88,809)

Interest rate risk
The Company's exposure to market risk for changes in interest rates relates to the Company’s held-to-

maturity investments.

The Company’s policy is to manage its interest income using fixed rates receivable.

Interest risk to which financial assets are exposed is the risk of loss from fluctuations in the future cash
flows or fair value of financial assets because of a change in market interest rates. Interest is managed
principally using mixed of fixed and variable rate receivable.

Financial assets exposed to interest rate risk follow:

Variable Fixed Tiotal

As of December 31, 2015

Financial asscts:

Held-to-maturity investments P = P 17500570 P 171,500,970
Variahle Fixed Total

As of December 31, 2014

Financial assets:

Held-to-maturity investménts P - P 200453720 P 200453,720

The term and maturity profile of the interest bearing financial assets of the Company, together with its
corresponding nominal amounts and carrying values, are shown in the following table:

Rtz
Interest beren fixing Moenieal Carrying
__perennum  period Amgust < 1yew 15 yeass > 5 years Value
As of December 31, 2015
Held-to-maturaty Fixed of the
imvestments dabe of
investmend 5-14 P17 54005970 12, 280,000 45 7T D0 114 3448 F70 F 171,900,970
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Rale
Intevest term Fixing Maminal Carying
pet ansum___period Amoent < | year 1-5 years > § yeary Vilue
As of December 31, 2014
Held-te-maturity Fied st the
investments. date of
i t 54 P 200.433,720 22552730 63,536,000 114,344 570 P 200,433,720

The following table demonstrates the sensitivity to a reasonably possible change in interest rates, with all
other variables held constant, of the Company's income before income tax as of December 31, 2015 and
2014,

2015 2014

" Effect on income Effect on income
statement Effect on Equity statement Effect on Equity

Increase in basis points (-++100) P 2017350 P 1,613,880 P 2133050 P 1,706,440
Decrease in basis points (-100) (2,017,350) (1,613,880) (2,133,050 (1,706,440)

Equity Price Risk
The Company is exposed to equity price risk arising from available-for-sale investments.

The available-for-sale investments are revalued on each reporting period end based on quoted market
prices. Any resulting fair value gains or losses arising from the revaluation of the available-for-sale
investments are recognized directly in the statement of comprehensive income. Available-for-sale
investments that do not have a quoted market price in an active market and whose fair value cannot be
reliably measure are measured at cost less any impairment losses at end of each reporting period.

Fair Value Measurement
The following methods and assumptions were used to estimate the fair value of each class of
financial instruments for which it is practicable to estimate such value:

Financial Instrumenis Whose Carrying Amount Approximate Fair Value

The carrying amounts of cash and cash equivalents, unquoted equity securities, receivable from
customers, payable to customers, and payable to non-customers, which are all subject to normal
trade credit terms and are short-term in nature, approximate their fair values.

Financial Assets at FVPL

The Company’s financial assets at FVPL and quoted equity securities are carried at their fair
values as at December 31, 2015 and 2014. Fair value of financial assets at FVPL is based on the
closing quoted prices of stock investments published by the Insurance Commission.

The following table presents the Company’s assets that are measured at fair value at December
31, 2015.

Fair value measurement using

— iy Significant
Quoted prices in Significant

active markets  observable inputs "“"f’“”'h" Totd

inputs

(Level 1) (Level 2) (Level 3)

{In Thousands)
Available-for-sale financial assets
uity securities P 158847987 P - P - P 158847987
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There are no financial instruments carried at fair value under Levels 2 and 3 during the year.

The following table presenis the Company’s assets that are measured at fair value at December
31, 2014,

Fair value measurement using

8 e Significant
Quoted prices in Significant
active markets  observable inputs unn_bm'\rnb'lc Total
mputs
(Level 1) (Level 2) {Level 3)
(In Thousands)
Available-for-sale financial assets
Equily securities P 189,886,507 P . P - P 189,886,507

There are no financial instruments carried at fair value under Levels 2 and 3 during the year.

For assets and liabilities that are recognized in the Company’s financial statements in a recurring basis,
the Company determines whether transfers have occurred between levels in the hierarchy by re-assessing
categorization (based on the lowest level of input that is significant to the fair value measurement as a
whole) at the end of each reporting period. There were no transfers that occurred between level 1, level 2
and level 3 during the years ended December 31, 2015 and 2014.

The Company”s management determines the policies and procedures for both recurring and nonrecurring
fair value measurements.

For the purpose of fair value disclosures, the Company has determined classes of assets and lisbilities 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.

Categories of Financial Instruments

The carrying values and fair values of the Company's financial assets and liabilitics per category are as

follows:
2015 2014
Carrying Fair Carrying Fair
Amouni Value Amount Value
Asiets (in thousands)
Cash and cash equivalents | o 129,199 P 129,199 P 41,576 P 41,576
Premiums due from ceding companies 16,395 16,395 17,231 17,231
Reinsurance recoverable on losses 44,346 44,346 82,839 §2,839
Premiums receivable 35,258 35,258 20,469 19, 469
Commission receivable 11,832 11,832 11,194 11,194
Premiums reserve withheld by ceding companies 12,632 12,632 11,120 11,120
Receivables 6,880 6,880 2,030 2030
Oither current asseis 14,501 14,501 15435 15,435
Salvage recoverable B4 B4 LI 977
Available-for-sale investments 158,848 158,848 189,887 189,887

P 43,755 P 430,755 P 401,758 P 401,758

49



EMPIRE INSURANCE COMPANY
NOTES TO FINANCIAL STATEMENTS

015 2014
Carrying Fair Carrying Fair
Amount Value A
Liabilities = =

Clai
mn:;:-;::: P P 57,010 P sT010 P 73239 p 73,239
Prem i 54,377 54377 58635 58,635
msr;lm payable ) 29,850 29,850 28,209 ls:zﬁw
. mhﬂfﬂhﬂmdpm'wm 60,009 60,009 51,566 51,566
pn:m' ) : 3,019 3me 2928 2,928
1um reserve withheld for reinsurers 2577 1577 251 2577
Bonuses payzble (See Note 17) 2,657 2,687 2,842 2,842
Credits to clients (See Mote 17) 4,157 4,157 2282 2:232
I::facuma:lury:mmps payable (Ses Note 17) 2,569 1,569 2,118 2,118
Fire service tax payable 399 399 415 II4I5
== P 216,654 P 216,654 P 224811 P 224 811

Capital Risk Management

The C?mpmy has established the following capital management objectives, policies and approach to
managing the risks that affect its capital position:

* To maintain the required level of stability of the Company thereby providing a degree of security to
policyholders.

* To allocate capital efficiently and support the development of business by ensuring that returns on
capital employed meet the requirements of its capital providers and of its shareholders.

+ To ;'celain the financial flexibility by maintaining strong liquidity and access to a range of capital
markets.

* To align the profile of assets and liabilities taking account of risks inherent in the business

* To maintain financial strength to satisfy the requirements of the policyholders, regulators and
shareholders.

* To maintain strong credit ratings and healthy capital ratios in order to support its business objectives
and maximize shareholders value,

The operations of the Company are also subject to regulatory requirements within the jurisdictions in
which it operates. Such regulations not only prescribe approval and monitoring activities, but also
impose certain resirictive provisions (e.g., capital adequacy) to minimize the risk of default and
insolvency on the part of the insurance companies to meet unforeseen liabilities as they arise.

In reporting financial strength, capital and solvency are measured using the rules prescribed by the
Insurance Commission of the Philippines.

Capitalization Reguirements for Life, Non-Life, and Reinsurance Companies (Republic Act No. 10607)
Republic Act No. 10607 known as the Amended Insurance Code requires that no new domestic life or
nen-life insurance company shall, in a stock corporation, engage in business in the Philippines unless
possessed of a paid up capital equal to at least One Billion Pesos (P1,000,000,000). Provided that a
domestic insurance company already doing business in the Philippines shall have a net worth by June 30,
2013 of Two Hundred Fifty Million Pesos (P250,000,000). Furthermore, said company must have by
December 31,2016 an additional Three Hundred Million Pesos (P300,000,000) in net worth; by
December 31, 2019, an additional Three Hundred Fifty Million Pesos (P350,000,000) in net worth; and
by December 31, 2022, an additional four Hundred Million Pesos (P400,000,000) in net worth.

The statutory net worth of life, non-life, and reinsurance companies shall include the Company’s paid-up
capital, unimpaired surplus, retained eamnings, and revaluation increments as may be approved by the
Insurance Commissioner,

As at December 31, 2015, the Company has complied with the 2013 minimum net worth of P250
million.
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The capital structure of the Company consists of equity attribuiable to equity holders comprising issued
capital and retained earnings.

There were no changes in the Company’s approach to capital management during the period.

Unimpaired Capital Requirement

The Insurance Commission provided that for purposes of determining compliance with the law, rules
and regulations requiring that the paid-up capital should remain intact and unimpaired at all times, the
statement of financial position should show that the net worth or stockholder’s equity is at least equal to
the actual paid-up capital.

The following table shows the net worth and paid-up capital of the Company as of December 31, 2015
and 2014:

2015 2014
MNetworth P420,889,014 P409, 826,424
Paid-up capital 250,000,000 250,000,000

Risk-based Capital Requirements

Insurance Memorandum Circular (IMC) 7-2006 provides for the Risk-based capital (RBC) framework
for the nonlife insurance industry o establish the required amounis of capital to be maintained by the
companies in relation to their investment and insurance risk. Every nonlife insurance company is
annually required to maintain a minimum RBC ratio of 100% and not fail the trend test. Failure to meet
the minimum RBC ratio shall subject the insurance company to the corresponding regulatory
intervention which has been defined at various levels.

The RBC ratio is caleulated by dividing the net worth by the RBC requirement,

The following table shows the RBC ratio as of December 31, 2015 and 2014:

2015 2014
Metworth P420,889,014 P409,826,424
RBC Requirement 59,742,129 65,849,253
RBC ratio T05%a 622%

The final RBC ratio can be determined only after the accounts of the Company have been examined by
IC.

DIVIDEND RESTRICTION

Dividends to stockholders which the Company may declare are subject to the provision of insurance law
which stipulates that no such dividends may be distributed unless they originated from the excess profits
after considering retention equivalent to the paid — up capital, the margin of solvency, the legal reserve
fund, and all losses that may be incurred in settlement of liabilities for taxes and expenses.

SOLVENCY REQUIREMENTS

An insurance company doing business in the Philippines shall at all times maintain the minimum paid-up
capital and net worth requirements as prescribed by the Commissioner. Such solvency requirements shall
be based on internationally accepted solvency frameworks and adopted only after due consultation with
the insurance industry associations.
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SECURITY FUND CONTRIBUTION

All insurance companies doing business in the Philippines shall contribute to the Security Fund the
aggregate amount of 5,000,000, The contributions of the companies shall be in direct proportion to the
companies’ aggregate net worth as shown in their latest financial statements.

CONTINGENCIES

The Company is a party litigant in a case pending in the Regional Trial Court. As at December 31, 2015,
the outcome of the case is uncertain. According to the Company's legal counsel, they have a good
chance of winning the case.

SUPPLEMENTARY INFORMATION REQUIRED BY THE BUREAU OF INTERNAL
REVENUE

Revenue Regulation No. 15-2010

On November 25, 2010, the Bureau of Internal Revenue (BIR) issued Revenue Regulation (RR) No. 15-
2010 which took effect on December 29, 2010 which provides for additional information required to be
disclosed in the notes to financial statements regarding taxes, duties and license fee, paid or accrued,
during the taxable year. Specifically, the disclosure should include the following: (a) amount of Value-
Added Tax (VAT) output taxes declared during the year with account title and amount/s; (b) amount of
VAT Input taxes claimed; (c) landed cost of imports and the amount of customs duties and tariff fees; (d)
amount of excise taxes, classified per major product category; (g) documentary stamp tax (DST) on loan
instruments and other transactions; (f) all other taxes, local and national, license and permit fees lodged
under taxes and licenses account both under the Cost of sales and operating expense accounts; (g)
amount of withholding taxes;{h) periods covered and amounts of deficiency assessments; and (i) tax
cases and amounts involved.

In compliance with the requirements set forth by RR 15-2010, the following taxes are either paid or
accrued by the Company.

1. The following table shows the Company's Sales and VAT output declared as of December 31, 2015
and 2014:

2015 2014
Underwriting income P 113,719,066 P 101,254,308
VAT output 13,646,288 12,150,517
2. The amount VAT Input taxes claimed are broken down as follows:
2015 2014
Beginning of the year P - P -
Current year's purchases
Domestic purchase of services 5,404,550 3,343,020
5,404,550 3,343,020
Application against output VAT (5,404,550) (3,343,020)
Balance at the end of the year P - P -
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3. Landed Cost, Customs’ Duties and Tariff Fees

The Company did not have any importations in 2015 and 2014 that would require for the payment

of customs duties and tariff fees.

4, Excise Tax

The Company did not have any transactions in 2015 and 2014 which are subject to excise tax,

5. Documentary Stamp Tax

The Company paid P16,038,807 and P11,451,073 as of December 31, 2015 and 2014, respectively.

6. Taxes and Licenses

The details of taxes and licenses are shown as part of expenses follows:

2015 2014

Local
Community tax P 10,500 P 10,500
Business taxes and others 1,262,698 835,120
P 1,273,198 P 845,620

7. Withholding taxes

The details of total withholding taxes paid and accrued for the year ended December 31, 2015 and

2014 are as follows:

2015 2014
Mational Internal Revenue Taxes
Withholding taxes
Expanded Withholding Tax P 3945311 P 2,884,553
Final Withholding Tax 2,836,042 3,053,871
Withholding Tax on Compensation 2,019,160 2,188,089
P 8800,513 P 8,126,513

8. Deficiency Tax Assessments and Tax Cases

As of December 31, 2015 and 2014, the Company did not have any final deficiency tax assessments
from the BIR nor does it have tax cases outstanding or pending in courts or bodies outside of the

BIR in any of the open years.
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Revenue Regulation No. 19-2011

These Revenue Regulations are issued to prescribe the new BIR Forms that will be used for Income Tax

filing covering and starting with Calendar Year 2011, and to modify Revenue Memorandum Circular No.
57-2011.

1. Revenues/Receipts/Fees

2015
Underwriting income P 140,767,208
2. Costof Services
2015
UNDERWRITING EXPENSES
Agents' commission and expenses P 38,387,554
Claims, losses paid and adjustment expenses 38,004,885
Insurance expenses 25,081,367
Total underwriting expenses 101,473,806
COST OF SERVICES
Salaries and wages 9,900,076
Officers and employees benefits 1,697,031
Taxes and licenses 1,273,198
Professional fees 1,056,631
Printing, stationery and supplies 735,850
Communication and postage 547,510
Repairs and maintenance 305,325
15,515,621
P 116,989,427
3. MNWon-operating and Taxable Other Income
2015
Gain on sale of property P 325202
Others 264,339

P 589,541
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4.

Itemized Deduction

2015

Salaries and wages P 4,242,889
Bonus 2,686,795
Depreciation and amortization (MNote 9) 1,835,075
Professional fees 1,056,632
Rental expenses 1,000,643
Light and water 928 808
Transportation and travel 924,098
Representation and entertainment 787,738
Officers' and employees benefits 727,298
Communication and postage 547,510
Directors’ fees and allowances 478,500
Printing, stationery and supplies 315,365
Repairs and maintenance 130,854
Insurance 81,519
Interest 43,322
Donations and contributions 50,366
Miscellaneous expenses 12,539,342
P 28,385,754

Taxes and Licenses

The details of the Company’s taxes and licenses are presented in No. 5 and 6 of Revenue Regulation

MNo.15-2010 notes.

Other Information

All other information prescribed to be disclosed by the BIR has been included in this note.
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REPORT OF INDEPENDENT AUDITORS

Securities and Exchange Commission
SEC Building, EDSA, Greenhills
Mandaluyong City

M. A. MERCADO & Co.
Cerfified Public Accountants
2109 Cityland 10 Tower 1
156 H.V. Dela Costa Sireat
6815 Ayala Avenue North
1226 Makati City, Philippines

Phone: +63 (2) 894-5783
+63 (2) 893-1509
Fax: +63 (2) B94-4793
E-mail. mercado cpasi@yahoo.com

In compliance with SEC Memorandum Circular Mo, 11, series of 2008 and pursuant to Sections 43 and 143 of
the Corporation Code of the Philippines and Section 5 of the Securities Regulation Code, the amount of
retained earnings available for dividend declaration as at December 31, 2015 is P63,288,378 as presented in

the attached Annex “A" of Empire Insurance Company.

M.A. MERCADO & CO.

XLM

MARCELINO A. MERCADO

Partner (signing for the firm)

CPA License No. 066385

Tax entification No. 102-921-222

P.T.R. Mo, 5334717, Issued on Jammry &, 2015, Makati City
BIR. Accreditation Mo. 08-003338-2-2015

Issued Seplember 29, 2015; Valid until September 28, 2018
IC Accreditation No. SP-2015-003-0

Issued April 7, 2015, Valid until April 7, 2018

Firm's BOA/PRC Cent. of Reg. No. 5658

Issued February 17, 2015, Valid until December 31, 2017
Firm's BIR Accreditation Mo, 08-006173-000-2015

Issued March 26, 2015; Valid until March 26, 2018

Firm's IC Accreditation Mo, F-2015-001-0

Tssued April 7, 2015; Valid until April 7, 2018

SEC Accreditation Mo. 1533-A (Group C)

Issued February 3, 2016; Valid until February 2, 2019
Firm's SEC Accreditation No. 0320-F (Group C)

Issued February 3, 2016; Valid until February 2, 2019

April 15, 2016




Annex "A"

EMPIRE INSURANCE COMPANY
Reconciliation of Retained Earnings Available for Dividend Declaration
December 31, 2015

Unappropriated Retained Earnings, as adjusted to available
for dividend distribution, beginning P 108,509,641

Add: Net income actually eamedirealized during the period

Met income during the period closed to Retained Earnings 15,287,725
Less: Non-actualfunrealized income net of tax
Equity in net income of associate / joim venture -
Unrealized foreign exchange gain - net {except those
attributable to cash and cash equivalents) -
Unrealized actuarial gain .
Fair value adjustment (M2M gains) -
Fair value adjustment of Investment Property resulting to gain -
Adjustment due to deviation from PFRS/GAAP - gain -
Other unrealized gains or adjustments to the retained eamings
as a result of certain ransactions accounted for under the FPRS -
Sub-total 15,287,725

Add: MNon-actual losses
Depreciation on revaluation increment (after tax) -
Adjustment due to deviation from PFRS/GAAP - losses
Deferred tax assets -
Effect of change in accounting
for employee benefits (PAS 19) -
Loss on fair value adjustment of investment property (afier tax) -

Met income actually eamed during the period 15,287,725
Add(Less):

Dividend declarations during the peried -

Margin of solvency (500,000}

Legal reserve fund (60,008,988)

Effects of prior period adjustments -

Treasury shares - (60,508,988)

TOTAL RETAINED EB.HNI.NGS. END AVAILABLE
FOR DIVIDEND P63 T8
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M. A. MERCADO & Co.
Certified Public Accountants
2109 Cityland 10 Tower 1
156 H.V. Dela Costa Streat
6815 Ayala Avenue Morth
1226 Makati City, Philippines

Phone:  +63 (2) 894-5783
+63 (2) 893-1509
Fax: +63 (2) 894-4793
E-mail. mercado_cpas@yahoo.com

SUPPLEMENTAL STATEMENT OF INDEPENDENT AUDITORS

The Shareholders and the Board of Directors
Empire Insurance Company

2™ Floor Prudential Life Plan Bldg.

843 A. Amaiz Street, Makati City

We have audited the financial statements of Empire Insurance Company as of and for the year ended
December 31, 2015, on which we have rendered the attached report, dated April 15, 2016,

In compliance with SRC Rule 68, we are stating that the Company has one hundred twenty three (123)
shareholders each owning 100 or more shares as of December 31, 2015 as disclosed in Note 19 to the

financial statements.

M.A. MERCADO & CO.

MARCELINO A. MERCADO

Partner {rigning for the firm)

CPA License No. (65885

Tax ldentification No. 102-921-222

P.T.R. No. 5334717, Issued on Jamuary 6, 2015, Makati City
BIR Accreditation No. 08-D03338-2-2015

Issued September 29, 2015; Valid until September 29, 2018
IC Accreditation No. SP-2015-003-0

Tssued April 7, 2015; Valid until Apal 7, 2018

Firm's BOA/PRC Cen. of Reg. MNo. 5658

Issued February 17, 20015; Valid until December 31, 20017
Firm"s BIR Accreditation Mo, 08-006173-0:00-201 5

Issued March 26, 2015 Valid until March 26, 2018

Firm's IC Accreditation Mo F-2015-001-0

Issued April 7, 2015, Valid until April 7, 2018

SEC Accreditation No. 1533-A (Group C)

Issued February 3, 2016; Valid until February 2, 2019
Firm"s SEC Accreditation Mo, (320-F {Group C)

Issued February 3, 2016; Valid until February 2, 2019

April 15, 2016




EMPIRE INSURANCE COMPANY
SCHEDULE SHOWING FINANCIAL SOUNDNESS INDICATORS
IN TWO COMPARATIVE PERIODS
UNDER SRC RULE 68, AS AMENDED

DECEMBER 31, 2015
25 2014
ASSET MANAGEMENT
Asset tumover 0.02 0.03
Fixed asset mmover 1.68 347
SOLVENCY
Solvency ratio 0.08 0.08
Diebt-to-equity ratio 0.52 0.56
Equity-to-assets ratio .66 0.64
Asset-w-equity ratio 1.52 156
Diebt rabio 034 036
LIQUIDITY MANAGEMENT
Curmrent ratio 192 132
Quick ratio 1.24 050
FROFITABILITY RATIO
Gross profit margin % 29%
Operating profit margin 11% 149
MNet profit margin 11% 15%
Retun on equity 4% 4%
Return on assets 2% %
1. ASSET MANAGEMENT
a.  Assel turnover ratio caleulates the total revenue for every peso of assets a Company owns. There are

general rule that should be kept in mind when calculating asset turnover, Asset urnover is meant 1o
measure a Company’s efficiency in using its assets. The higher the number, the better, although
investors must be sure to compare & business with the same line of industry. [t is fallacy to compare
completely unrelated businesses. The higher a Company's asset turnover, the lower its profit margin
tends to be (and vice versa).

For every peso of assets on hand, the Company is generating 2 centavos and 3 centavos in sales as of
December 31, 2015 and 2014, respectively.

Fixed asset turnover measures a Company”s ability to generate net income from fixed assets. A
higher fixed asset turnover ratlo shows that the Company has been more effective in using the
investment in fixed assets to generate income.

As of December 31, 20135, and 2014, the Company”s fixed assets turnover is 2.68 and 3.47,
respectively,

SOLVENCY

a.

Solvency ratio quantifies the size of the Company's afler tax income, no counting non-cash
depreciation expenses, as contrasted to the total debt obligations of the Company excluding deferred
tax liabilities. Acceptable solveney ratios vary from industry to industry. However, as a general rule
of thumb, a solvency ratio higher than 20% is considered financially sound.

Debt-to-equity ratio is calculated by dividing total liabilities by total equity. This ratio shows the
financial flexibility and the long-term capital structure of the Company. The rule of thumb, debt
equity ratio should not be more than 2:1.
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Equily-lo-assel ralio measures the proportion of Company’s assets financed by the owner's equity.
The equity to asset ratio of the Company indicates that each of peso of equity, the Company has .66
and .64 in assets as of December 31, 2015 and 2014, respectively.

Asset-to-equity ratios used as a measure of the company’s leverage and long-term solvency. It
compares tolal assels to total shareholder equity,

Debt ratio indicates what proportion of debt a company has relative to its assets. The measure gives

mm the leverage of the company along with the potential risks the company faces in terms of its

The interest coverage ratio is used to determine how easily a Company can pay interest expenses on
outstanding debt. The ratio is calculated by dividing a Company's earnings before interest and taxes
(EBIT) by the Company”s interest expenses for the same period. The lower the ratio interest
coverage, the larger the debt burden is on the Company. Alse known as interest coverage.

As of December 31, 2015 and 2014, the Company has no long-term debt.

LIQUIDITY MANAGEMENT

.

Current ratio is the most commonly used measure of the liquidity of a Company. This ratio measures
how many pesos of current assets are available to pay one peso worth of current liabilities.

If the ratio is less than 1, current liabilitics exceed current assets and the Company®s liquidity is
threatened. A high current ratio is a favorable condition financially because it indicates the ability to
pay current liabilities from conversion of current assets into cash. The rule of thumb has been that a
current ratio below 2 suggests the possibility of liquidity problems. The current ratio is current assets
divided by the current liabilities.

The Company is able o cover every peso of its current obligations with 1.92 and 1,32 in current
assets as of December 31, 2015 and 2014, respectively.

Quick ratio also known as liquid ratio considers only the liquid forms of current assets thus revealing
the Company”s reliability on inventory and other current assets to settle short-term debts, As of
December 31, 2015 and 2014, the quick ratio of the Company is 1.24 and .90, respectively.

PROFITABILITY RATIO

Profitability ratios (also referred to as profit margin ratios) compare components of income with sales.
They give us an idea of what makes up a Company’s income and arc usually expressed as a portion of
each peso of sales,

a.

b.

Gross profit margin ratio indicates how much of every peso of revenues is left after cost of services.

Operating profit margin is a ratio that indicates how much of each peso of revenues is left over after
operating expenses.

Net profit margin indicates how much of each peso of revenues is left over after all expenses.

Return on equity measures the percentage return on the actual invesiments made by the stockholders.
As a rule of thumb, companies with return on equity significantly below 15% are doing poorly.
Companies with return on equity consisiently above 15% are doing well.

Return on assets ratio measures how efficiently profits are being generated from the assets employed.
The higher the return, the more efficient management is in utilizing its asset base. As a rule of thumb,
return on assets should not be less than 5%.
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INDEPENDENT AUDITORS® REPORT

The Shareholders and the Board of Directors
Empire Insurance Company

2" Floor Prudential Life Plan Bldg.

843 A. Amaiz Street, Makati City

We have audited in accordance with Philippine Standards on Auditing the financial statements of Empire
Insurance Company as at and for the year ended December 31, 2015, and have issued our report thereon dated
April 15, 2016, Our audit was made for the purpose of forming an opinion on the basic financial statements
taken as a whole. The accompanying schedule of all effective standards and interpretations is the responsibility
of the Company's management. This schedule is presented for the purpose of complying with Securities
Regulation Code Rule 68, As Amended (2011) and is not part of the basic financial statements. This schedule
has been subjected to the auditing procedures applied in the audit of the basic financial statements and, in our
opinion, fairly states, in all material respects, the information required to be set forth therein in relation to the
basic financial statements taken as a whole.
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P.T.R. No. 5334717, lssued on January 6, 20135, Makati City
RIR. Accreditation Mo. 08-003338-2-2015

Isswed September 29, 2015; Valid until September 29, 2018
1IC Accreditation No. SP-2015-003-0

Tssued April 7, 2005, Valid until Apil 7, 2018

Firm's BOAJ/PRC Cen. of Reg. No. 5658

Issued February 17, 20015; Valid until December 31, 2017
Firm's BIR Accreditation No. 08-006173-000-2015
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SEC Accreditation No. 1533-A (Group C)

Issued February 3, 2016, Valid until February 2, 2019
Firm's SEC Accreditation Mg, 0320-F {Group C)

Issued February 3, 2016; Valid fintil February 2, 2019
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EMPIRE INSURANCE COMPANY
Philippine Financial Reporting Standards (PFRSs)

and Interpretations

Effective as of December 31, 2015

PFRSs AND INTERPRETATIONS
Effective as of December 31, 2015

Adopted

Mot
Adopted

Not
Applicable

Framework for the Preparation and Presentation of Financial
Statements

Conceptual Framework Phase A: Objectives and quantitative
characteristics

PFRSs Practice Statement Management Commentary

PFRS 1
(Revised)

First-time Adoption of Philippine Financial Reporting
Standards

Amendments to PFRS 1 and PAS 27: Cost of an
Investment in a Subsidiary, Jointly Controlled Entity or
Associate

Amendments to PFRS 1: Additional Exemptions for
First-time Adopters

Amendments to PFRS 1: Limited Exemption from
Comparative PFRS 7 Disclosures for First-time Adopters

'ﬂ\

Amendments to PFRS 1: Severe Hyperinflation and
Removal of Fixed Date for First-time Adopters

Amendments to PFRS 1: Government Loans

FFRS 2

Share-based Payment

Amendments to PFRS 2: Vesting Conditions and
Cancellations

Amendments to PFRS 2: Group Cash-settled Share-
based Payment Transactions

SlOSNN S

PFRS 3
(Revised)

Business Combinations

'ﬂ\

FFRS 4

Insurance Contracts

Amendments to PAS 39 and PFRS 4: Financial Guarantee
Contracts

PFRS 5

Non-current Assets Held for Sale and Discontinued
Operations

FFRS 6

Exploration for and Evaluation of Mineral Resources

PFRS 7

Financial Instruments: Disclosures

Amendments to PFRS 7: Transition

Amendments to PAS 39 and PFRS 7: Reclassification of
Financial Assets

Amendments to PAS 319 and PFRS 7: Reclassification of
Financial Assets - Effective Date and Transition

Amendments to PFRS T: Improving Disclosure about
Financial Instruments

=

Amendments to PFRS 7: Disclosures - Transfer of
Financial Assets

Amendments to PFRS 7: Disclosures - Offsetting Financial
Assets and Financial Liabilities

Amendments to PFRS 7: Mandatory Effective Date of
PFRS 9 and Transition Disclosures

PFRS 8

Operating Segments

o s & %

FFRS 9

Financial Instruments

Amendments to PFRS 9: Mandatory Effective Date of
PFRS 9 and Transition Disclosures

<,




PFRSs AND INTERPRETATIONS Adopted Mot Not
Effective as of December 31, 2015 Adopted | Applicable
PFRS 10 Consolidated Financial Statements v
PFRS 11 Joint Arrangements v
PFRS 12 Disclosure of Interest in Other Entities ¥
PFRS 13 Fair Value Measurement v
Philippine Accounting Standards
PAS1 Presentation of Financial Statements ¥
(Revised) |Amendments to PAS 1: Capital Disclosures v
Amendments to PAS 32 and PAS 1: Puttable Financial v
Instruments and Obligations Arising on Liquidation
Amendment to PAS 1; Presentation of Items of Other v
Comprehensive Income
PAS 2 Inventories v
PAS 7 Statements of Cash Flows v
PASS Accounting Policies, Changes in Accounting Estimates F
and Errors
PAS 10 Events Afier the Reporting Period v
PAS 11 Construction Contracts v
PAS 12 Income Taxes ¥
Amendment to PAS 12 - Deferred Tax: Recovery of 7
Assets
PAS 16 Property, Plant and Equipment v
PAS 17 Leases v
PAS 18 Revenue v
PAS 19 Employee Benefits v
Amendments to PAS 19: Actuarial Gains and Losses, v
Group Plans and Disclosures
PAS 19 Employee Benefits v
{Amended)
PAS 20 Accounting for Government Grants and Disclosures of v
Government Assistance
PAS 21 The Effect of Changes in Foreign Exchange Rates v
Amendment: Net Investment in a Foreign Operation v
PAS 23 "
(Revised) Borrowing Cost
g‘::‘ wg) |Related Party Disclosures v
PAS 26 Accounting and Reporting by Retirement Benefit Plans ,,r
PAS 27 Consolidated and Separate Financial Statements v
PAS 27 , .
(Amended) Separate Financial Statements ¥
PAS 28 Investments in Associates v
TASIH Investments in Associates and Joint Ventures v
(Amended)
PAS 29 Financial Reporting in Hyperinflationary Economies v
PAS 31 Interests in Joint Ventures ¥
PAS 32 Financial Instruments: Disclosure and Presentation v
Amendments to PAS 32 and PAS 1: Puttable Financial .(
Instruments and Obligations Arising on Liguidation
Amendment to PAS 32: Classification of Rights Issues v
Amendments to PAS 32: Offsetting Financial Assets and
Financial Liabilities
PAS 33 Eamings per Share ¥
PAS 34 Interim Financial Reporting v




PFRSs AND INTERPRETATIONS Adopted Mot Mot
Effective as of December 31,2015 Adopted | Applicable
PAS 36 Impairment of Assetls ol
PAS 37 Provisions, Contingent Liabilities and Contingent Assets v
PAS 38 Intangible Assets il
PAS 39 Financial Instruments: Recognition and Measurement v
Amendments to PAS 39: Transition and Initial Recognition 7
of Financial Assets and Financial Liabilities
Amendments to PAS 39: Cash Flow Hedge Accounting v
of Forecast Intragroup Transactions
Amendments to PAS 39: The Fair Value Option v
Amendments to PAS 39 and PFRS 4: Financial Guarantee 7
Contracts
Amendments to PAS 39 and PFRS 7: Reclassification of 7
Financial Assets
Amendments to PAS 39 and PFRS 7: Reclassification of v
Finacial Assets - Effective Date and Transistion
Amendments to Philippine Interpretation IFRIC - 9 and v
PAS 39: Embedded Derivatives
Amendments to PAS 39: Eligible Hedged ltems v
PAS 40 Investment Property ¥
PAS 41 Agriculture i
Philippine Interpretations
IFRIC 1 Changes in Existing Decommissioning, Restoration and i
Similar Liabilities
IFRIC 2 Members' Share in Co-operative Entities and Similar v
Intsuments
IFRIC 4 Determining Whether an Arrangement Contains a Lease v
IFRIC 5 Rights to Interest Arising from Decommissioning , v
Restoration and Environmental Rehabilitation Funds
TFRIC 6 Liabilities arising from Participating in a Specific Market- 7
Waste Electrical and Electronic Equipment
IFRIC 7 Applying the Restatement Approach under PAS 29 -
Financial Reporting under Hyperinflationary Economies
IFRIC 8 Scope of IFRS 2 v
IFRIC 9 Reassessment of Embedded Derivatives v
Amendments to Philippine Interpretation IFRIC - 9 and v
PAS 39: Embedded Derivatives
IFRIC 10 Interim Financial Reporting and Impaimment v
IFRIC 11 PFRS 2 - Group and Treasury Shares Transactions v
IFRIC 12 Service Concession Amangements v
IFRIC 13 Customer Loyalty Programmes ¥
IFRIC 14 The Limit on a Defined Benefit Asset, Minimum Funding v
Bequirements and their Interaction
Amendments to Philippine Interpretations [FRIC-14, 7
Prepayments of a Minimum Funding requiremnt.
IFRIC 16 Hedges of a Net Investment in a Fureig,n Operations Ul
IFRIC 17 Distributions of Non-Cash Assets to Owners v
IFRIC 18 Transfer of Assets to Customers v
IFRIC 19 Estinguishing Financial Liabilities with Equity Instruments v
IFRIC 20 Stripping Costs in the Production Phase of a Surface >
Mine
STC-7 Introduction of the Euro v
SIC-10 Govemnment Assistance - No Specific Relation to Wy,
Operating Activities




PFRSs AND INTERPRETATIONS Souksd Not Not

Effective as of December 31, 2015 Adopted | Applicable

SIC-12 Consolidation - Special Purpose Entities P
Amendment to SIC - 12: Scope of SIC 12

SI1C-13 Jointly Controlled Entities - Non-Monetary Contributions 7
by Ventures

SIC-15 Operating Leases - Incentives W

SIC-25 Income Taxes - Changes in the Tax Status of an Entity or v
its Shareholders

SIC-27 Evaluating the Substance of Transactions involving 7
the Legal formof a Lease

SIC-29 Service Concession Armangements: Disclosures ¥

SIC-31 Revenue - Barter Transactions Involving Advertising v
Services

SIC-32 Intangible Assets - website Costs v




CERTIFICATION

I, MARCELINO A. MERCADO, Managing Partner of M. A. MERCADO & CQ., Certified
Public Accountants, of legal age, married and a resident of Topaz St., St. Francis Homes VII, San
Antonio, Bifian, Laguna, having been duly sworn on oath certify:

1. That to enable IC to take timely and appropriate remedial acnm I must report to IC within
30 calendar days after discovery, the following cases:

i

f.

B

Any material findings involving fraud or error, as defined under Section 3.3 and 3.4 of
Circular Letter 29-2009:

Under-reserving of Incurred But Not Reported (IBNR) losses/policy reserves, the
aggregate of which leads to capital deficiency/impairment.

Any findings to the effect that the consolidated assets of the company, on a going-concern
basis, are no longer adequate to cover the total liabilities.

Material internal control weaknesses which may lead to financial reporting problems.
Termination or resignation as external auditor and stating the reason therefore,
Discovery of a material breach of laws or IC rules and regulations.

Findings on matters of corporate governance that may require urgent action by IC.

2. That in case there are no matters to report (e.g. fraud, dishonesty, breach of laws, etc.) I shall
submit directly to IC within 15 calendar days after the closing of the audit engagement a
notarized certification that there is none to report.

3. That the management of Empire Insurance Company including its subsidiaries and
affiliates, shall be informed of the adverse findings. Our report to the IC shall include
pertinent explanation and/or corrective action.

4. That it is understood that our accountability is based on matters within the normal coverage of
an audit conducted in accordance with generally accepted auditing standards and identified
non-audit services provided herewith.

MARCELINO A. MERCADO

Affiant
fe8 09 e

SUBSCRIBED AND SWORN before me this __ day of February 2016 at Makati City affiant
exhibited to me his T.LN. 102-921-222.
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