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A MESSAGE FROM THE PRESIDENT 

 

Dear fellow shareholders: 

Amidst the prevailing pandemic situation in the year 2020, our company posted gross premiums 

earned of P202.61 Million, a reduction of P7.78 Million or 3.70% over the year 2019. 

The net insurance revenue declined by 3.16% to P123.52 Million from P127.55 Million. This 

represents 60.96% retention of gross premiums earned for the year. 

Claims, losses and adjustment expenses improved by 44.38% over the previous year, decreasing 

from P51.65 Million in 2019 to P28.73 Million in 2020.  

Costs and expenses, on the other hand, rose from P107.08 Million to P313.63M in 2020, largely due 

to losses sustained on the sale of investments.  

The year’s operations resulted to a net loss of P172.33 Million.  
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On the other hand, assets rose to P1,403 Million against P1,304 Million in 2019. Total liabilities, 

meanwhile, saw an increase of P222.53 Million from P283.41 Million in 2019 to P505.94 Million in 

2020.  

Total Equity at the end of the year amounted to P897.54 Million from P1,020 Million during the 

previous year.  

I thank our Board of Directors, executive committee, management team and staff for their shared 

vision and commitment, as well as our many partners and stakeholders for their continued trust and 

support to our company. We thank you all for sharing with us the joy of assuring a safer tomorrow.  

 

 

 

 

ANDREW DEE CO    

President      
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OWNERSHIP STRUCTURE 
 

 

 
 

 

OWNERSHIP 
STRUCTURE

Reliance Ventures & 
Resources Inc. 

(741,500 Shares)

Jason Dee Co

(100 Shares)

Jonathan Dee Co

(100 Shares)

Cojingyee Dionisio           

(100 Shares)

Soledad Te Gue

(100 Shares)

Ernesto Co 

(100 Shares)

Co Keng Koc

(100 Shares)

Mary Dee Co

(100 Shares)

Rosalia C. Kwong

(100 Shares)

Andrew Dee Co

(96 Shares)

George V. Duque

(1 Share)

Rica Rivera-Lumibao

(1 Share)

Amelia Filipina A. Veloso

(1 Share)

Corazon A. dela Rosa

(1 Share)
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KEY RISKS1 
 

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 

differ from year to year from the estimate 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 across the board 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 outcome. 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. 

Apart from the Company’s risk management function, regulators also play a vital role in the 

insurance industry in ensuring that policy holders and creditors are assured of any claims that 

may arise within the term of the policy. The Insurance Commission (IC) imposes (i) Risk-

based capital framework that will effectively manage the equity requirement of the Company 

(ii) A mandatory reserve of highly-liquid debt instruments to answer the claims of 

policyholders and creditors (iii) and minimum paid up capital to streamline the operation of 

insurance industry. 

Internally, the Company manages its risks through its underwriting strategy and reinsurance 

arrangements. 

The underwriting strategy is intended to ensure that the risks underwritten are well diversified 

in terms of type of risk and the level of insured events. Reinsurance facilities in force include 

surplus treaties, catastrophe cover and facultative reinsurance.  

 
1 Taken from the Report of the Independent Public Accountants, June 29, 2020, R. R. Tan & Associates, CPAs 
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The Company’s exposure to insurance risk as at December 31, 2020 and 2019 is as follows: 

 

 

 

 

 

The Company’s exposure to insurance risk as at December 31, 2020 and 2019 is as follows: 

 

 

 

 

 Valuation Standards for Non-Life Insurance Companies 

On December 28, 2016, IC issued Circular Letter 2016-67 pertinent to valuation standards 

for non-life insurance policy reserves. The valuation is premised on the following basic 

assumptions: 

• The valuation of policy reserves shall be based on the Company’s actual historical 

experience and/or industry data. The projection of future claims shall be based on 

the loss development triangles as well as the information gathered from the 

underwriting and claims department; 

• The valuation is to be conducted by a IC-accredited actuary; 

• The reserves shall be composed of premiums and claims liabilities both determined 

using the best estimate assumption, with an appropriate Margin for Adverse 

Deviation (MfAD) for expected future experience. 

• Premium liabilities for each class of business shall be determined as the higher of 

Unearned Premium Reserve (UPR), calculated using the 24th method and 

Unexpected Risk Reserve (URR). URR refers to the amount of reserve required to 

cover future claims, commission, and expenses, at a designated level of confidence, 

that are expected to emerge from an unexpired period cover.  

• Claims liabilities shall be calculated as the sum of the outstanding claim reserve, 

claims handling expense and Incurred But Not Reported (IBNR), with MfAD. 

 

 



ANNUAL REPORT 2020 

 

 

 

7 

Financial Risk 

The Company is exposed to financial risk through its financial assets, financial liabilities, 

reinsurance assets and insurance liabilities. In particular, the key financial risk is that the 

proceeds from its financial assets are not sufficient to fund the obligations arising from its 

insurance contracts. The most important components of this financial risk are credit risk, 

liquidity risk and market risk. 

These risks arise from open positions in interest rate, currency and equity products, all of 

which are exposed to general and specific market movements. The risk that the Company 

primarily faces due to the nature of its investments and liabilities is interest rate and currency 

risk. 

Credit Risk 

Credit risk is risk due to uncertainly in a counterparty’s (also called an obligor) ability to meet 

its obligation. 

Credit risk limit is also used to manage credit exposure which specifies exposure credit limit 

for each intermediary depending on the size of its portfolio and its ability to meet its obligation 

based on past experience. 

Key areas where the Company is exposed to credit risk are: 

• Reinsurers’ share of insurance liabilities, 

• Amounts due from reinsurers in respect of claims already paid, 

• Amounts due from insurance contract holders, and 

• Amounts due from insurance intermediaries. 
 

The Company structures the level of credit risk it accepts by placing limits on its exposure to 

a single counterparty, or groups of counterparty, and to geographical and industry segments. 

Such risks are subject to an annual or more frequent review.  

Limits on the level of credit risk by category and territory are approved quarterly by the 

reinsurance department. Reinsurance is used to manage insurance risk. This does not, 

however, discharge the Company’s liability as primary insurer. If a reinsurer fails to pay a 

claim for any reason, the Company remains liable for the payment to the policyholder. The 

creditworthiness of reinsurers is considered on an annual basis by reviewing their financial 

strength prior to finalization of any contract. 
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The table below shows the gross maximum exposure to credit risk of the Company as at 

December 31, 2020 and 2019: 

 

Credit Risk Mitigation policies 

• Cash in banks and short-term investments are deposited and placed with reputable 
commercial and universal banks in the Philippines. The deposits are automatically 
covered up to a certain amount from Philippine Deposit Insurance Corporation. 

• Debt instruments classified as FVPL and HTM are issued and guaranteed by the 
Philippine government which are considered risk free. These investments are lodge 
under the Registry of Scriptless Securities of the Bureau of Treasury. Furthermore, prior 
approval from IC is sought before the Company can invest on these securities. 

• The bulk of Company’s acquisition of AFS investments are mostly stocks listed in the 
Philippine Stock Exchange Index (PSEi) with regular trading transaction in the Philippine 
Stock Exchange.  

• Insurance balances of brokers and agents have a maximum age of 90 days. 
Commissions are released only upon full remittance of premiums.  
Reinsurance arrangements are placed only with reputable reinsurers at industry 

acceptable terms. 

• Deposits made for utility services and leasing arrangements are expected to be 
refunded upon termination of services provided to the Company. Others include 
receivable from broker and advances made to shareholders. 
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Credit Quality 

Credit quality of the Company’s assets as at December 31, 2020 and 2019 follows:  

 

 

Financial assets were graded as follows: 

High grade cash and cash equivalents are short-term placements and working cash fund 

placed, invested, or deposited in banks belonging to the top banks in the Philippines in 

terms of resources and profitability. 

High grade AFS investments are equity securities belonging to Philippine Stock Exchange 

Index with regular trading transactions. Standard grade accounts are equity securities not 

within the scope of high grade accounts. 

High grade FVPL and HTM investments are securities issued and guaranteed by the 

Philippine government. 

Other high-grade financial assets are accounts considered to be of high value. The 

counterparties have a very remote likelihood of default and have consistently exhibited 

good paying habits. 
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Standard grade accounts are active accounts with propensity of deteriorating to mid-range 

age buckets. These accounts are typically not impaired as the counterparties generally 

respond to credit actions and update their payments accordingly. 

The analysis of age of financial assets that are past due but not impaired is as follows: 

 

Liquidity Risk 

Liquidity or funding risk is the risk that an entity will encounter difficulty in raising funds to 

meet commitments associated with financial instruments. Liquidity risk may result from either 

the inability to sell financial assets quickly at their fair values; or counterparty failing on 

repayment of a contractual obligation; or insurance liability falling due for payment earlier than 

expected; or inability to generate cash inflows as anticipated. 

Liquidity risk is a risk due to uncertain liquidity. An institution may suffer liquidity problem 

when its credit rating falls. The Company is also exposed to liquidity risk if markets on which 

it depends on are subject to loss of liquidity. 

The table below summarizes the maturity profile of the Company’s financial liabilities as at 

December 31, 2020 and 2019, based on undiscounted contractual payments: 
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It is unusual for a Company primarily transacting insurance business to predict the 

requirements of funding with absolute certainty as the theory of probability is applied in 

insurance contracts to ascertain the likely provision and time period when such liabilities will 

require settlement. The best amount and maturities in respect of insurance liabilities are thus 

based on management’s best estimated and on statistical techniques and past experience. 

Market Risk 

Market risk is the risk of change in fair value of financial instruments from fluctuation in foreign 

exchange rates (currency risk), market interest rates (interest rate risk) and market prices 

(price risk), whether such change in price is caused by factors specific to the individual 

instrument or its issuer or factors affecting all instruments traded in the market. 

Market risk is the risk to an institution’s financial condition from volatility in the price 

movements of the assets contained in a portfolio. Market risk represents what the Company 

would lose from price volatilities. Market risk can be measured as the potential gain or loss in 

a position or portfolio that is associated with a price movement of a given probability over a 

specified time horizon. 

The Company manages market risk by evenly distributing capital among investment 

instruments, sectors and geographical areas. 

The Company structures levels of market risk it accepts through a sound market risk policy 

based on specific guidelines. This policy constitutes certain limits on exposure of investments 

mostly with top-rated banks, which are selected on the basis of the bank’s credit ratings, 

capitalization and quality of service being rendered to the Company. Also, the said policy 

includes diversification benchmarks of investment portfolio to different investment types duly 

approved by the IC, asset allocation reporting and portfolio limit structure. Moreover, control 

of relevant market risks can be addressed through compliance reporting of market risk 
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exposures to the IC, regular monitoring and review of the Company’s investment performance 

and upcoming investment opportunities for pertinence and changing environment. 

Sensitivity analysis of market risk exposure follows: 

i. Currency risk 
Foreign currency accounts exposed to currency risk represents US $ cash and short-term 

banks deposits. To mitigate this risk, movements in exchange rates and cash flows are 

monitored on a regular basis. 

Exposure to currency risk represents cash in banks equivalents amounting to P6,001,685  

(US$124,975) in 2020 and P4,074,236 (US$80,290) in 2019. 

The following table demonstrates the sensitivity to a reasonable change in the 

US$ exchange rate, with all other variables held constant, the Company’s income before 

tax for the year ended December 31, 2020 and 2019: 

 

There is no other impact on the Company’s equity other than those affecting the profit and 

loss. 

ii. Interest rate risk 
Interest rate risk is the risk that the value or future cash flows of a financial instrument will 

fluctuate because of changes in market interest rates. Floating rate instruments expose the 

Company to cash flow interest risk, whereas fixed interest rate instruments expose the 

Company to fair value interest risk. 

The Company’s interest risk policy requires it to manage interest rate risk by maintaining 

an appropriate mix of fixed and variable rate instruments. The policy also requires it to 

manage the maturities of interest bearing financial assets. Interest on fixed interest rate 

instruments is priced at inception of the financial instrument and is fixed until maturity. 

The Company has no significant concentration of interest rate risk. 

Exposures to interest rate risk comprise the following: 
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The following table demonstrates the sensitivity to a reasonably possible change in interest 

rates, with all other variables held constant, of the Company’s profit before tax. 

 

There is no other impact on the Company’s equity other than those already affecting the profit 

and loss. 

iii. Price risk 
The Company’s price risk exposure at year end relates to financial assets whose values 

will fluctuate as a result of changes in market price, principally, equity investments. 

Observed volatility rates of the fair values of Company’s investments held at fair value 

and their impact on the Company’s net income and equity as at December 31, 2020 and 

December 31, 2019 is shown below: 

 

Changes in fair value of Available for sale investment are charged to equity and therefore do 

not affect profit and loss. 

 

iv. Operational risk 
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Operational risk is the risk of loss from system failure, human error, fraud or external 

events. When controls fail to perform, operational risk can cause damage to reputation, 

have legal or regulatory implications or can lead to financial loss. The Company cannot 

expect to eliminate all operational risk but initiating a rigorous control framework and by 

monitoring and responding to potential risks, the Company is able to manage the risks. 

Controls include effective segregation of duties, access controls, authorization and 

reconciliation procedures, staff education and assessment processes. Business risk 

such as changes in environment, technology and industry are monitored through the 

Company’s strategic planning and budgeting processes. 

Capital management 

The Company manages its capital requirements by assessing shortfalls between reported 

and required capital levels on a regular basis. Adjustments to current capital levels are made 

in light of changes in economic conditions and risk characteristics of the Company’s activities 

and externally imposed capital requirements.   

The company regards the following as the capital it manages as at December 31, 2020 and 

2019. 

 

Networth Requirement 

Externally imposed capital requirements are set and regulated by the Insurance Commission 

(IC). The requirements are put in place to ensure sufficient solvency margins. Further 

objectives are set by the Company to maintain a strong credit rating and healthy capital ratios 

in order to support its business objectives and maximize shareholders value. 

Pursuant to IC Circular No. 2015-02-A, dated January 13, 2015 issued on the basis of 

Republic Act 10607 known as the Revised Insurance code, domestic insurance companies 

under the supervision of IC must have a networth of at least P250 million by December 31, 

2013. The minimum networth of a particular company shall remain unimpaired at all times 

and shall increase to the amounts as follows: 

 

Minimum Networth Compliance date

550,000,000P              December 31, 2016

900,000,000                December 31, 2019

1,300,000,000              December 31, 2022
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For the year ended December 31, 2019, the Company’s synopsis of annual statement is still 

pending with the IC as matters of admitting certain assets are still being reviewed. For the 

year ended December 31, 2020, as the networth fell below the statutory minimum networth, 

management is contemplating on issuing share capital to cover the deficiency. The statutory 

networth is based on Regulatory Accounting Policies and may be determined only after the 

accounts of the Company have been examined by the IC. 

Risk-based Capital Requirement 

The IC has adopted a three (3) pillar risk-based approach to solvency which compromise 

the following:  

• Quantitative requirements in relation to the calculation of capital requirements and 

recognition of eligible capital; 

• Governance and risk management requirement that consists of supervisory review 

process which may include a supervisory adjustment to capital; and 

• Disclosure requirement designed to encourage market discipline 

The minimum RBC ratio is set at 100% which are required to be maintained at all times. 

Failure to meet the minimum RBC ratio shall subject the Company to the corresponding 

regulatory intervention which has been defined at various levels as follows:  

• Company Action Event – the RBC is less than 100% but not below 75%, the 

Company is required to identify the conditions that contributed to the event and will 

provide corrective actions that company intend to take including future projections of 

financial position and analysis of operations.  

• Regulatory Action Event – the RBC is less than 75% but not below 50%, the 

Company is required to submit an RBC plan and IC will perform an examination of 

the Company including its RBC plan. 

• Authorized and Mandatory Control Event – the RBC is less than 50. The Company 

is placed under the regulatory control of IC. 

The RBC ratio is calculated as Total Available Capital (TAC) divided by the RBC 

requirement. TAC shall include the (i) paid-up capital, (ii) other capital surplus and (iii) 

Special surplus funds to the extent authorized by IC. 

Internal calculations of Net worth and RBC ratio as at December 31, 2020 and 2019 

revealed the following:  
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The computation of RBC is based on the regulatory accounting policy in accordance with 

the Philippine Insurance Code. The RBC can be determined only after the accounts of the 

Company have been examined by the IC. 
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BOARD OF DIRECTORS 
For the term 2020/2021 

 

ANDREW DEE CO 

Chairperson of the Board 

 

CO KENG KOC 

Vice Chairperson of the Board 

 

AMELIA FILIPINA VELOSO 

Executive Director 

 

SOLEDAD TE GUE 

Executive Director 

 

Mary Dee Co 

Non-Executive Director 

 

ERNESTO CO 

Independent Director 

 

CORAZON A. DELA ROSA 

Independent Director 

 

GEORGE V. DUQUE 

Independent Director 

 

RICA RIVERA-LUMIBAO 

Independent Director 
 

BOARD OFFICERS 
For the term 2020/2021 

ANDREW DEE CO 

Chairperson 

 

CO KENG KOC 

Vice Chairperson 

 

NANETTE QUIN-SIA 

Corporate Secretary 
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EXECUTIVE OFFICERS 

For the term 2020/2021 

 

ANDREW DEE CO 

President & Compliance Officer 

 

SOLEDAD TE GUE 

Executive Vice-President & Treasurer 

 

NANETTE QUIN-SIA 

Vice-President for Corporate Affairs 

 

AMELIA FILIPINA A. VELOSO 

Vice-President for Insurance Operations 

 

EXECUTIVE COMMITTEE 
For the term 2020/2021 

 

ANDREW DEE CO 

Chairperson 

 

SOLEDAD TE GUE 

Vice Chairperson 

 

AMELIA FILIPINA A. VELOSO 

Member 

 

NANETTE QUIN-SIA 

Member 

 

ANGELITA A. AYSON 

Member 
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PROFILE OF MEMBERS OF THE BOARD  

 

 

ANDREW DEE CO, 48 

President and Compliance Officer 

Chairperson of the Board 

Chairperson, Nomination Committee 

Member, Remuneration Committee 

Chairperson, Executive Committee 
(Director since 2001) 

 

 

Mr. Andrew Dee Co graduated from Ateneo de Manila University with a degree in Management 

Economics and has taken post graduate studies at the Asian Institute of Management.  He has been 

at the helm of Reliance Surety & Insurance Co., Inc. as its President from May 2006 to the present.  

In furtherance of his leadership and technical know-how, he has attended various local and 

international seminars and trainings. He is also a graduate of the International School of Japan.  He 

is not a director of any publicly-listed company. 
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KENG KOC SIA CO, 77 

Vice Chairman of the Board 

Non-Executive Director 

Member, Nomination Committee 
(Director since 1967) 

 

Mr. Keng Koc Sia Co finished his Bachelor of Science in Commerce degree at the University of the 

East.  He was instrumental to the sustained financial growth of the company, having been the 

Treasurer of RSICI from 1970 to 2006. He has attended various seminars and trainings for insurance 

and corporate governance. He also holds board positions in several non-listed companies. 

 

MARY DEE CO, 75 

Non-Executive Director 

Member, Audit Committee 
(Director since 1974) 

 

Mrs. Mary Dee Co graduated with a degree in B.S. Commerce, major in Accounting, from St. Theresa’s 

College and has pursued post graduate studies at the Ateneo de Manila University. She was a former 

employee of Reliance Surety & Insurance Co., Inc. (RSICI), holding various positions beginning 1973 

until her assumption of the presidency from 1993 to 2006. She retired from RSICI in May 2006.  

She is a graduate of the Insurance School of Japan (ISJ) and has attended several conferences and 

trainings held locally and internationally.  She is a lifetime member of the Financial Executives 

Institute of the Philippines (FINEX) and was a member of its 2014 Good Governance Committee.  

She is not a director of any publicly listed company. 
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SOLEDAD TE GUE, 79 

Executive Vice President and Treasurer 

Member, Remuneration Committee 

Vice Chairperson, Executive Committee 
(Director since 2001) 

 

 

Mrs. Soledad Te Gue obtained her B.S. Science in Business Administration from the University of the 

East.  She is one of the pioneering members of Reliance Surety & Insurance Co., Inc., having joined 

the company in 1960, eight (8) years after it started operations.  She has varied experiences in 

general insurance, reinsurance and surety. She was elected Executive Vice President and Treasurer 

in the year 2006.  She has likewise attended several local and international conferences on 

Insurance and governance.  She is not a director of any publicly-listed company. 

 

AMELIA FILIPINA A. VELOSO 

Vice President - Operations 

Member, Executive Committee 
(Director since 2020) 

 

Mrs. Amelia Filipina A. Veloso graduated with a degree in B.S. Commerce, major in Accounting. She 

started her career as an insurance professional upon joining Reliance Surety & Insurance Company 

in October 1975. She initially worked as an accounting staff before rising from the ranks to become 

the Vice President for Operations in the year 2017. She concurrently handles and is responsible for 

Customer Relations on behalf of the whole organization. She has attended several insurance courses 

in various related topics since joining the company. She is not a director of any publicly-listed company. 
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ERNESTO CHUA CO, 71 

Independent Director 

Member, Nomination Committee 
(Director since 2015) 

 

Mr. Ernesto Chua Co is a graduate of B.S. Commerce major in Marketing from San Beda College.  He 

joined the Board of Reliance Surety & Insurance Co., Inc. in May 2015.  Since then, he has actively 

attended the regular and special meetings of the Board.  He is also the President of Fedesu Diesel 

and Cosan Realty.  His exposure in the fields of heavy equipment and real properties offers a fresh 

perspective to the deliberations in the Board.  He is not a director of any publicly-listed company. 

 

CORAZON ARCEO DELA ROSA, 67 

Independent Director 

Chairperson, Remuneration Committee 
(Director since 2016) 

 

Mrs. Corazon Dela Rosa is a graduate of B.S. Commerce major in Management from the Philippine 

College of Commerce.  Prior to joining the non-life insurance industry, she has held various executive 

positions in companies belonging to the semi-conductor and electronics industries.  She has 

attended seminars/trainings on ISO 9002, QS9000 and ISO 14001.  Since her start in the non-life 

industry, she has attended lectures and seminars to enhance her knowledge of the field.  She was 

elected independent director during the stockholders’ meeting held on May 26, 2016.  She is not a 

director of any publicly-listed company. 

 

GEORGE V. DUQUE, 69 

Independent Director 

Chairperson, Audit Committee 
(Director since 2016) 

 

Mr. George V. Duque was the Regional Manager of MAPFRE Re Compania de Reseguros S. A. (Mapfre 

Re), a leading reinsurer in Spain and Latin America covering reinsurance services with a strong 

presence in the Asian market, particularly in the Philippines.  Mr. Duque started his reinsurance 

career with Universal Reinsurance Corporation in 1972.  He joined Mapfre Re in 1986 as Executive 

Assistant and rose through the ranks to assume the position of Regional Manager in 2007 until his 
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retirement in 2012.  With his proficiency in reinsurance, he has served as lecturer in the training 

courses held at the Insurance Institute for Asia and the Pacific (IIAP).  He was elected independent 

director of Reliance Surety & Insurance Co., Inc. during the stockholders’ meeting held on May 26, 

2016.  He is not a director of any publicly-listed company. 

 

ATTY. RICA RIVERA-LUMIBAO, 42 

Independent Director 

Member, Audit Committee 
(Director since 2016) 

 

Atty. Rica Rivera-Lumibao graduated from the Institute of Law of the Far Eastern University in the year 

2001 (LLB 2001).  She was admitted to the Philippine Bar in 2002.  She started her legal career 

as a researcher/assistant lawyer with the Padlan Sutton and Associates Law Offices.  She also 

experienced working as litigation staff of the Manila Electric Company.  She is currently a Partner at 

the Reyes, Reyes and Rivera-Lumibao Law Offices handling litigation, civil, insurance, labor and 

corporate cases.  She was elected independent director of Reliance Surety & Insurance Co., Inc. 

during the stockholders’ meeting held on May 26, 2016.  She is not a director of any publicly-listed 

company. 

 

NANETTE QUIN-SIA, 52 

Corporate Secretary 

Member, Executive Committee 
 

Mrs. Nanette Quin-Sia graduated with a degree in AB Behavioral Science from the University of Santo 

Tomas in 1989. She joined Reliance Surety & Insurance Co., Inc. in May of the same year. She rose 

from the ranks to head the HR & Administrative Department in 2003. She has served as the 

company’s corporate secretary since May 5, 2011. In furtherance of her knowledge, she has attended 

local and foreign conferences and seminars. She participated in the Korean Re International 

Reinsurance Program in the year 1998 and has undergone other courses in measuring corporate 

performance and corporate governance held at the Asian Institute of Management and the Institute 

of Corporate Directors.  

 

 



ANNUAL REPORT 2020 

 

RE  

 

24 RELIANCE SURETY & INS. CO., INC. 

 

Reliance Surety & Insurance Co., Inc. 

Report of Board Meetings and Attendance (2020/2021) 

Directors 03/12/20 06/25/20 07/02/20 09/24/20 03/18/21 
Total 

Attendance 

 

Andrew Dee Co                                    

(Chairperson) 

✓ ✓ ✓ ✓ ✓ 5/5 

 

Co Keng Koc                                          

(Independent Director) 

 

✓ ✓ X X ✓ 3/5 

Ernesto Co 

(Independent Director) 
✓ ✓ ✓ ✓ X 4/5 

 

George V. Duque 

(Independent Director) 

 

✓ ✓ ✓ ✓ ✓ 5/5 

Rica Lumibao-Rivera 

(Independent Director) 
✓ ✓ ✓ ✓ ✓ 5/5 

 

Corazon A. dela Rosa 

(Independent Director) 

 

✓ ✓ ✓ ✓ ✓ 5/5 

Amelia Filipina Veloso 

(Executive Director) 
✓ ✓ ✓ ✓ ✓ 5/5 

 

Soledad Te Gue 

(Executive Director) 
 

✓ ✓ ✓ ✓ ✓ 5/5 

Mary Dee Co 

(Non-Executive Director) 
✓ ✓ ✓ ✓ ✓ 4/5 
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COMMITMENT TO GOOD CORPORATE GOVERNANCE 

Reliance Surety & Insurance Co., Inc. is dedicated to the observance of good corporate governance 

principles and practices in all its business dealings.  In its commitment to all stakeholders, The 

Board of Directors, management and employees all adhere to transparency in governance as a key 

to achieving sustainable growth.  To this end, the Board has created three (3) committees:  Audit, 

Remuneration and Nomination, each with their own charter and scope of responsibilities, to provide 

oversight and governance functions. 

NOMINATION COMMITTEE 

ANDREW DEE CO 

Chairperson 

 

MARY DEE CO 

Member 

 

ERNESTO CO 

Member 
 

AUDIT COMMITTEE 

GEORGE DUQUE 

Chairperson 

 

RICA RIVERA-LUMIBAO 

Member 

 

MARY DEE CO 

Member 

 

CO KENG KOC 
Member 

 

REMUNERATION COMMITTEE 

CORAZON DELA ROSA 

Chairperson 
 

SOLEDAD TE GUE 

Member 
 

ANDREW DEE CO 

Member 
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CORPORATE GOVERNANCE STRUCTURE 
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DIRECTORS’ COMPENSATION & REMUNERATION 

 

Provision under Corporate By-Laws 

Article IX, Section 5 of the By-Laws provides: 

“Section 5 – Compensation of Directors - The compensation of the directors for attending the 

meetings of the Board shall be determined by the stockholders.”  [As amended at the Special 

Meeting of Stockholders held on December 7, 1970] 

 

Standard Arrangement (Current Compensation) 

The annual honorarium of each member of the Board of Directors is Twenty-Five Thousand Pesos 

(Php25, 000.00). A per diem allowance of Five Thousand Pesos (Php5,000.00) is also granted for 

each attendance. 
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DIVIDEND POLICY 

Consistent with its commitment to shareholders, the Company declares and pays out dividends from 

its unappropriated retained earnings after ascertaining full compliance with the Insurance Code on 

retaining unimpaired the entire paid-up capital stock, meeting solvency requirements, maintaining 

the legal reserve fund and providing a sum sufficient to pay all net losses reported or in the course of 

settlement, and all liabilities for expenses and taxes.  

The Board of Directors (Board) may, at its discretion and after taking into consideration the above 

regulatory compliances as well as the Company’s operating results, capital and cash flow 

requirements declare and approve the distribution of dividends to all shareholders. 

Dividends declared by the Company are payable in cash or in additional shares of stock. As a policy, 

the Company observes a 30-day period for the payment of dividends to shareholders from the 

declaration date of such dividends. 
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WHISTLEBLOWER POLICY 

Reliance Surety & Insurance Co., Inc. requires directors, officers and employees to observe high 

standards of business and personal ethics in the conduct of their duties and responsibilities.  All 

employees and representatives of the company must practice honesty and integrity in fulfilling their 

responsibilities and comply with all applicable laws and regulations. 

Introduction 

In adopting this Whistleblower Policy (the “Policy”) the company encourages all directors, officers and 

employees, suppliers, business partners, contractors and other third parties to come forward and 

raise genuine concerns about possible improprieties, whether in matters of financial reporting, 

malpractices or a risk involving the company. 

This policy ensures that those who raise concerns (the “Whistleblower”) will not suffer retribution and 

provides a transparent and confidential process for dealing with such concerns. 

Scope and Coverage 

This policy not only covers possible improprieties in matters of financial reporting, but also the 

following: 

1. Fraud; 

2. Corruption, bribery or blackmail; 

3. Fraudulent reporting or accounting malpractice; 

4. Criminal offenses; 

5. Failure to comply with legal or regulatory obligations; 

6. Misuse or misappropriation of company assets; 

7. Conflict of interests situations; 

8. Any conduct that poses a serious risk to public safety, health or the environment; 

9. Concealment of any of the above. 

Principles 

The following principles will govern disclosures brought forward under this policy: 

1. All concerns raised will be treated fairly and properly; 

2. Harassment or victimization of anyone raising a genuine concern will not be tolerated; 
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3. Any individual making a disclosure will retain his/her anonymity unless he/she agrees 

otherwise; 

4. Any individual raising a concern will be made aware of who is handling the matter; 

5. No one will be at risk of suffering some form of retribution as a result of raising a concern, 

even if he/she is mistaken.  However, this assurance is not extended to someone who 

maliciously raises a matter that is known to be untrue.  

Reporting Channels 

The Whistleblower may submit his/her complaint to the Compliance Officer through the following 

channels: 

1. Email  

(complaints@rsi-insure.com); 

 

2. Mail  

Office of the Compliance Officer 

Reliance Surety & Insurance Co., Inc. 

208 Dasmariñas St., Binondo, Manila 

 

3. Telephone  

2430261 local 108 

Investigation 

The company’s Compliance Officer will notify the person who submitted a complaint and acknowledge 

receipt of the reported violation or suspected violation.  All reports will be promptly investigated and 

appropriate corrective action will be taken if warranted by the investigation. 

Benefit 

This policy shall provide for the standard handling of complaints and ensure that serious concerns 

of reporting parties are addressed and they are protected against retaliation. 

  

mailto:complaints@rsi-insure.com
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STATEMENT OF MANAGEMENT’S RESPONSIBILITY  

FOR FINANCIAL STATEMENTS 
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REPORT OF INDEPENDENT PUBLIC ACCOUNTANTS 
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PARENT NOTES TO FINANCIAL STATEMENTS 

DECEMBER 31, 2020 AND 2019 

 

1. Corporate Information 

Reliance Surety & Insurance Co., Inc., (the Company) was incorporated in the Philippines 
and registered with the Securities and Exchange Commission (SEC) on August 13, 1952 and 
has extended its corporate life for another 50 years on April 18, 2002 pursuant to its amended 
Articles of Incorporation. Its primary purpose is to engage in insuring real and personal 
properties against loss or damage by fire, storm, earthquake, accident or otherwise, including 
insurance against marine risk. 

The company acquired its license to operate from the Insurance Commission on August 21, 
1952. 

As of December 31, 2020 and 2019, the company is 100% owned by Reliance Ventures and 
Resources, Inc. (RVR), its ultimate parent. RVR is domiciled and incorporated in the 
Philippines. 

The registered office of the Company is located at the 8th Floor of Unionbank Centre, 208 
Dasmariñas cor. Quintin Paredes St., Binondo, Manila. It maintains branches in Cebu and 
Davao. 

The financial statements of the Company as of and for the year ended December 31, 2020 
(with comparative figures as of and for the year ended December 31, 2019) were approved 
for issue by the Board of Directors (BOD) on June 29, 2021. 

  

2. Basis of Financial Statement Preparation and Presentation 

Statement of Compliance 

The financial statements of the Company have been prepared in compliance with Philippine 
Financial Reporting Standards (PFRS) issued by the Philippine Financial Reporting 
Standards Council. 

Basis of Financial Statement Preparation  

The accompanying financial statements have been prepared on a historical cost basis except 
for available-for-sale financial assets which are carried at their fair values. 
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Basis of Financial Statement Presentation 

The financial statements are presented in Philippine Peso and all values represent absolute 
amount except as otherwise indicated. 

The Company presents its statements of financial position broadly in order of liquidity. An 
analysis regarding recovery or settlement of assets and liabilities within twelve months after 
the end of the reporting period (current) is presented in the Note 35. 

 

3. Summary of Significant Accounting Policies 

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

Cash and Cash Equivalents 

Cash and cash equivalents are defined as cash on hand, demand deposits and short-term, 
highly liquid investments readily convertible to known amounts of cash and which are subject 
to insignificant risk of changes in value. 

Financial Instruments 

 Date of recognition 
Financial assets and financial liabilities are recognized in the statements of financial 

position of the Company when it becomes a party to the contractual provisions of the 

instrument. 

 Initial recognition 
All financial assets and financial liabilities are initially recognized at fair value. Except for 
financial assets and financial liabilities at FVPL, the initial measurement of these financial 
instruments includes transaction costs 

  Determination of fair value 
The fair value for instruments traded in active market at the end of the reporting period is 
based in their quoted market price. For all other financial instruments not listed in an active 
market, the fair value is determined by using appropriate techniques or comparison to similar 
instruments for which market observable prices exists. 
 
Where the transaction price in a non-active market is different from the fair value of other 
observable current market transactions in the same instruments or based on a valuation 
technique, the Company recognizes the difference between the transaction price and fair 
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value in the statement of comprehensive income unless it qualifies for recognition as some 
other type of asset. 

  Offsetting of Financial Instruments 
Financial assets and financial liabilities are offset and the net amount reported in the 
statement 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 settle on a net basis, or to realize 
the asst and settle the liability simultaneously. This is not generally the case with master 
netting agreements, and the related assets and liabilities are presented gross in the 
statements of financial position. 

Classification of financial instruments 
The Company classifies financial instruments into the following categories, (i) financial 
assets at fair value through profit or loss (FVPL), (ii) Available-for-sale, (iii) Held-to-maturity 
and (iv) Loans and receivable. The company classifies its financial liabilities into financial 
liabilities at FVPL and other financial liabilities. The classification depends on the purpose for 
which the investments were acquired or liabilities incurred and whether they are quoted in 
an active market. Management determines the classification of its investments at initial 
recognition and, where allowed and appropriate, re-evaluates such designation at every 
reporting date. 

• Financial assets and Financial Liabilities at FVPL 

Financial assets and financial liabilities at FVPL include financial assets and financial 
liabilities held for trading and financial assets and financial liabilities designated upon 
initial recognition as at FVPL. After the initial recognition, financial assets and 
financial liabilities at FVPL are carried at fair value. 

   A financial asset is classified as held for trading if: 

• It has been acquired principally for the purpose of selling in the near future; or 

• It is part of an identified portfolio of financial instruments that the Company 
manages together and has recent actual pattern of short-term profit-taking; or 

• It is a derivative that is not designated and effective as a hedging instrument. 

A financial asset other than a financial asset held for trading may be designated as at 
FVPL upon initial recognition if: 

• Such designation eliminates or significantly reduces the inconsistent treatment 
that would otherwise arise from measuring the assets or liabilities or recognizing 
gains or losses on a different basis; or 

• The financial asset forms part of a group of financial assets which is managed 
and its performance is evaluated on a fair value basis. 
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• It forms part of a contract containing one or more embedded derivatives. 

As of December 31, 2020 and 2019, there are no financial assets under this 

category. 

• Available-for-sale (AFS) 

AFS are non-derivative financial assets that are either designated on this category or 
not classified in any of the other categories. Subsequent to initial recognition, AFS 
assets are carried at fair value in the statement of financial position. Changes in the 
fair value are recognized directly in equity account as “Reserve for fluctuation of AFS 
investments”. Where the investment is disposed of or is determined to be impaired, 
the cumulative gain or loss previously recognized in equity is included in profit or loss 
for the period. 

    Included under this category are investments in equity securities. 

• Loans and receivables 

Loans and receivables are non-derivative financial assets with fixed or determinable 
payments that are not quoted in an active market. They arise when the Company 
provides money, goods or services directly to a debtor with no intention of trading 
the receivables. After initial measurement, loans and receivables are subsequently 
measured at amortized cost using the effective interest method less allowance for 
impairment. Amortized cost is calculated by taking into account any discount or 
premium on acquisition and transaction costs that are integral parts of effective 
interest rate. 

Included under this category are the company’s cash and cash equivalents, 
insurance and reinsurance receivables, security and deposits, and other receivables. 

• Held-to-maturity (HTM) 

HTM investments are non-derivative financial assets with fixed or determinable 
payments and fixed maturities wherein the Company has the positive intention and 
ability to hold the investment until its maturity. After initial measurement, HTM assets 
are carried at amortized cost using the effective interest method. Amortized cost is 
calculated by taking into account any discount or premium on acquisition and 
transaction costs that are integral parts of effective interest rate. Any changes to the 
carrying amount of the investment are recognized in profit or loss. 

As of December 31, 2020 and 2019, financial assets included in this category are 

the Company’s investment in bonds.  
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• Other financial liabilities 

Issued financial instruments or their components, which are not designated as at 
FVPL are classified as other financial liabilities where the substance of the 
contractual arrangement results in the Company having an obligation either to 
deliver cash or another financial asset to the holder, or to satisfy the obligation other 
than by the exchange of a fixed amount of cash or another financial asset for a fixed 
number of own equity shares. 

The components of issued financial instruments that contain both liability and equity 
elements are accounted for separately, with the equity component being assigned 
the residual amount after deducting from the instrument as a whole the amount 
separately determined as the fair value of the liability component on the date of issue.  

After initial measurement, other financial liabilities are subsequently measured at 
amortized cost using the effective interest method. Amortized cost is calculated by 
taking into account any discount or premium on the issue and fees that are integral 
parts of the effective interest rate. Any effects of restatement of foreign currency-
denominated liabilities are recognized in the statement of comprehensive income. 

Included under this category are accounts payable and accrued expenses.  

Reclassification of financial assets 

A financial asset is reclassified out of the FVPL category when the following conditions are 
met (i) the financial asset is no longer held for the purpose of selling or repurchasing it in the 
near term; and (ii) there is a rare situation. 

A financial asset that is reclassified out of the FVPL category is reclassified at its fair value 
on the date of reclassification. Any gain or loss already recognized in the statement of 
comprehensive income is not reversed. The fair value of the financial asset on the date of 
reclassification becomes its new cost or amortized cost, as applicable. 

Impairment of financial assets 

The Company assesses at each end of the reporting period whether there is any objective 
evidence that a financial asset or group of financial assets is impaired. 

(i) Assets carried at amortized cost 

If there is objective evidence that an impairment loss on loans and receivables or held-
to-maturity investments carried at amortized cost has been incurred, the amount of the 
loss is measured as the difference between the asset’s carrying amount and the 
present value of estimated future cash flows discounted at the financial asset’s original 
effective interest rate. The amount of the loss is recognized in the profit and loss 
accounts. 
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If, in a subsequent period, the amount of the impairment loss decreases and the 
decrease can be related objectively to an event occurring after the impairment was 
recognized, the previously recognized impairment loss is reversed. 

Any subsequent reversal of an impairment loss is recognized in the profit and loss 
accounts, to the extent that the carrying value of the asset does not exceed its 
amortized cost at the reversal date. 

(ii) Assets carried at cost 

If there is objective evidence that an impairment loss on an unquoted equity instrument 
that is not carried at fair value because its fair value cannot be reliably measured, or 
on a derivative asset that is linked to and must be settled by delivery of such an 
unquoted equity instrument has been incurred, the amount of the loss is measured as 
the difference between the asset’s carrying amount and the present value of estimated 
future cash flows discounted at the current market rate of return for a similar financial 
asset. Such impairment losses are not reversed in subsequent periods. 

(iii)  Available-for-sale financial assets 

Available-for-sale financial assets are subject to impairment review at each end of the 
reporting period. Impairment loss is recognized when there is objective evidence such 
as significant financial difficulty of the issuer/obligor, significant or prolonged decline in 
market prices and adverse economic indicators that the recoverable amount of an 
asset is below its carrying amount. 

Derecognition of financial instruments 

Financial assets 

A financial asset (or, where applicable a part of a financial asset or part of a group of financial 
assets) is derecognized where: 

• 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. 

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

Where the Company has transferred its rights to receive cash flows from an asset or has 
entered into a pass-through arrangement, and has neither transferred nor retained 
substantially all the risks and rewards of the asset nor transferred control of the asset, the 
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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 original carrying amount of the asset and the maximum amount of 
consideration that the Company could be required to repay. 

Financial liabilities 

A financial liability is derecognized when the obligation under the liability is discharged or 
cancelled or expires. 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 profit or loss. 

Accounting Policies for Insurance and Reinsurance Contracts 

Insurance contract 

Insurance contract is an agreement under which one party (the insurer), accepts significant 
insurance risk from another party (the policyholder) by agreeing to compensate the 
policyholder if a specified uncertain future event (the insured events) adversely affects the 
policyholder. 

Contract classification 

The Company issues short-term insurance contracts categorized as (i) Casualty, (ii) Property, 
(iii) guaranty and (iv) short-duration life accident insurance. 

Casualty insurance contracts protect the assured against the risk of causing them 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 assured for damages suffered to their properties or for the value of property lost. 
Short-duration accident insurance protects the assured from the consequences of events 
such as death or disability. 

An insurance contract remains in force at the inception date of policy until its maturity 
regardless of number of claims reported and for as long as the coverage is sufficient. 

Insurance receivables 

These include amounts due to and from agents, brokers and insurance contract holders 
which comprise the balance of uncollected policy premiums and reinsurance premiums from 
reinsurers arising from reinsurance contracts measured at amortized cost, using the effective 
interest method. 
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Reinsurance assets 

The Company assumes and cedes (treaty and facultative) insurance risk in the normal course 
of business. Reinsurance assets primarily included balances due from both insurance and 
reinsurance companies for ceded insurance liabilities. Premiums on reinsurance assumed 
are recognized as revenue in the same manner as they would be if the reinsurance were 
considered as direct business, taking into account the product classification of the reinsured 
business. 

Amounts recoverable from reinsurers that relate to paid and unpaid claims and claim 
adjustment expenses are classified as assets.  Reinsurance receivables and the related 
liabilities are reported separately.   

An impairment review is performed on all reinsurance assets when an indication of 
impairment occurs. Reinsurance assets are impaired only if there is objective evidence that 
the Company may not receive the amounts due to it under the terms of the contract and that 
it can be measured reliably. 

Reinsurance assets and liabilities are derecognized when the contractual rights is 
extinguished or expired. 

Assets Held for Sale 

Assets are classified as held for sale if their carrying amount will be recovered principally 
through a sale transaction rather than its original intention of the holding the asset. The asset 
must be available for immediate sale in its present condition subject only to terms that are 
usual and customary for sales of such asset and its sale must be highly probable. 

For the sale to be highly probable the following must be met: 

• an appropriate level of management myst be committed to a plan to sell the asset; 

• an active program must have been initiated; 

• the asset must be actively marketed for sale at a price that is reasonable in relation 

to its current value; 

• the sale should be expected to qualify for recognition as a completed scale within 

one year from the date of classification; and 

• actions required to complete the plan should indicate that it is unlikely that 

significant changes to the plan will be made or that the plan will be withdrawn. 

Noncurrent assets classified as held for sale are measured at the lower of their previous 

carrying amount, net of any impairment, and fair value less costs to sell. 

Investment in a Subsidiary 
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Subsidiary is an entity in which the Parent Company, directly or indirectly, holds more than 
half of the issued share capital, or controls more than half of the voting power, or exercises 
control over the operation and management of the subsidiary. Control is achieve when the 
Parent is exposed, or has rights, to variable returns from its involvement with the investee 
and has the ability to affect those returns through its power over the investee. 

Specifically, control is achieved if and only if the a parent company has all the following; 

(i) Power over the investee; 

(ii) Exposure rights, to variable returns from its involvement with the subsidiary; 
and  

(iii) The ability to use its power over the investee to affect the amount of the parent 
company’s returns. 

The Parent reassesses whether or not it controls a subsidiary or facts and circumstances 
indicates that there are changes to one or more of the three elements of control. 

Investment in a subsidiary is carried in the statement of financial position at cost net of 
impairment loss, if any. 

Property and Equipment 

 Property and equipment are initially recognized at cost including the costs to get the property 
ready for its intended use. Subsequent to initial recognition, property and equipment are 
carried at cost less accumulated depreciation and impairment losses, if any. Depreciation is 
computed on a straight-line method over the estimated useful lives of the depreciable assets 
as follows: 

 

An asset’s residual value, useful life and depreciation method are reviewed periodically to 
ensure that the period, residual value and method of depreciation are consistent with the 
expected pattern of economic benefits from items of property and equipment. 

Expenditures for additions, major improvements and renewals are capitalized while minor 
repairs and maintenance are charged to expense as incurred. When assets are sold, retired 
or otherwise disposed of, their cost and related accumulated depreciation and impairment 
losses are removed from the accounts and any resulting gain or loss is reflected in the 
statements of income for the period. 
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When the carrying amount of an asset is greater than its estimated recoverable amount, the 
cost is written down immediately to its recoverable amount. Fully depreciated assets are 
retained in the accounts until they are no longer in use. 

Investment Properties 

Investment properties are measured initially at acquisition cost. The cost of the investment 
property comprises its purchase price and directly attributable costs of bringing the asset to 
working condition for its intended use. Subsequently, investment properties are carried at 
cost less accumulated depreciation and any impairment in value. Depreciation of investment 
properties is computed using the straight-line method over the estimated useful life of 50 
years. 

Expenditures for additions, major improvements and renewals are capitalized; expenditures 
for repairs and maintenance are charged to expense when incurred.  

Transfers are made to or from investment property only when there is a change in use 
evidenced by the end of owner-occupation, commencement of an operating lease to another 
party or completion of construction or development. For a transfer from investment property 
to owner occupied property, the deemed cost for subsequent accounting is the carrying value 
at the date of change in use. If owner occupied property becomes an investment property, 
the Company accounts for such property in accordance with the policy stated under property 
and equipment up to the date of the change in use. 

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

 Deferred acquisition costs 

Commissions and other expenses directly attributable to the production and renewal of 
insurance contracts are deferred in proportion to premium revenue recognized. Subsequent 
to initial recognition, these costs are amortized using the 24th method over the life of the 
contract. Amortization is charged against the statement of income.  

Deferred acquisition costs are reviewed at each reporting date and the carrying value is 

written down to the recoverable amount. 

Other Assets 

Other Assets pertain to other resources controlled by the Company as a result of past events. 
They are recognized in the financial statements when it is probable that the future economic 
benefits will flow to the Company and the asset or value that can be measured reliably. 
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 Impairment of Non-financial Assets 

The company’s property and equipment, investment properties, investment in subsidiary and 

non-current asset held for sale are subject to impairment testing. All other individual assets 

or cash generating units are tested for impairment whenever events or changes in 

circumstances indicate that the carrying amount may not be recoverable 

For purposes of assessing impairment, assets are grouped at the lowest levels for which 

there are separately identifiable cash flows (cash generating units). As a result, some assets 

are tested individually for impairment and some are tested at cash-generating unit level. 

An impairment loss is recognized for the amount by which the asset or cash generating unit’s 

carrying amount exceeds its carrying amount. The recoverable amount is the higher of fair 

value, reflecting market conditions less cost to sell and value in use, based on an internal 

discounted cash flow evaluation. Impairment loss is charged pro-rata to the other assets in 

the cash generating unit.  

All assets are subsequently reassessed for indication that an impairment loss previously 

recognized may no longer exist and the carrying amount of the asset is adjusted to the 

recoverable amount resulting in the reversal of the impairment loss. 

Insurance Claims Payable 

Liabilities for claims is calculated as the sum of Outstanding claims reserve, Claims handling 
expense, and incurred but not reported claims (IBNR), with Margin for Adverse Deviation 
(MfAD). At the end of each reporting period, liability adequacy tests are performed, to ensure 
the adequacy of liabilities for claims. In performing the test for premium liabilities, the 
Unearned Risk Reserve (URR) is compared to the Unearned Premium Reserve (UPR). If the 
URR is greater than the UPR, the excess is setup as an additional premium liability on the 
top of the UPR. 

In calculating IBNR, the following primary reserving methodologies were applied in the 
valuation process: 

• Chain Ladder or Loss-Development Triangles Method 

• Bornhuetter-Ferguson Method 

• Expected Loss Ratio Method 

The actuary determines the appropriateness of the methodology considering the 

characteristics of the data available. The Actuary also assesses the reliability of the expected 

loss ratios by obtaining estimates from various sources, such as underwriters, the business 

plan, pricing actuaries, market statistics, or from historic view of profitability and loss ratios. 

In valuing the claims liabilities, the Actuary also considers other factors such as, but not 

limited to, varying expense structure in run-off situations, large losses arising from significant 

past events, operational changes in claims management, underwriting changes such as 
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business mix and premium rate changes, changes in reinsurance program, changes in claims 

handling process, and external conditions.  

To ensure the sufficiency of reserves, the Actuary conducts a back-testing exercise by 

comparing actual and expected experience based on previous valuations. Claims liabilities 

also include MfAD to allow for inherent uncertainty of the best estimate.  

Premium Reserves 

Premium reserves refer to all future claim payments arising from future events after the 
valuation date that are insured under unexpired policies, as well as expenses for policy 
management and claims settlement, and is computed as the higher of the UPR and URR at 
a designated level of confidence, on both gross and net of reinsurance basis. 

UPR is the reserve for that portion of the premium received which is attributable to a period 
of risk falling beyond the valuation date, and is recognized as revenue over the period of the 
policy using 24th method. UPR is an estimate of the total total liability (including expenses), 
at a designated level of confidence, in respect of the risk after the valuation date of policies 
written prior to that date including expenses for policy management and claims settlement 
costs. In estimating URR, the Company adopted the loss ratio approach by multiplying the 
UPR with loss ratios adjusted by taing into account all potential future payments including but 
not limited to future claims payments, retrocession costs, unallocated loss adjustment 
expense and ongoing policy administration costs arising from the unearned portion of the 
premium collected. A computation is performed to determine whether the URR required is 
greater or less than the URR. If the URR is greater, then the difference should be booked as 
an additional reserve on top of the UPR. 

Accounts Payable and Accrued Expenses 

Accounts and other payables are liabilities to pay for goods or services that have been 

received or supplied and have been invoiced or formally agreed with the supplier. Accounts 

Payable are noninterest bearing and are stated at their nominal value. 

Accounts payable are measured initially at their nominal values and subsequently recognized 

at amortized costs less settlement payments. 

Accruals are liabilities to pay for goods or services that have been received or supplied but 

have not been paid, invoiced or formally agreed with the supplier, including amounts due to 

employees. It is necessary to estimate the amount or timing of accruals; however, the 

uncertainty is generally much less than for provisions. 

Leases  

At inception of a contract, the Company assesses whether a contract is, or contains, a lease. 

A contract is, or contains a lease, if the contract conveys the right to control the use of an 

identified asset for a period of time in exchange for consideration. To assess whether a 

contract conveys the right to control the use of an identified asset, the Company uses the 
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definition of a lease in PFRS 16. This policy is applied to contracts entered into, on or after 

January 1, 2019. 

As a Lessee 

At commencement or on modification of a contract that contains a lease component, the 

Company allocates the consideration in the contract to each lease component on the basis 

of its relative stand-alone prices. However, for the leases of property, the Company has 

elected not to separate non-lease components and account for the lease and non-lease 

components as a single lease component. 

The Company recognizes a right-of-use asset and a lease liability at the lease 

commencement date. The right-of-use asset is initially measured at cost which comprises the 

initial amount of the lease liability adjusted for any lease payments made at or before the 

commencement date, plus any initial direct costs incurred and an estimate of costs to 

dismantle and remove the underlying asset or to restore the underlying asset of the site on 

which it is located, less any lease incentives received.  

The right-of-use asset is subsequently depreciated using the straight-line method from the 

commencement date to the end of the lease term unless the lease transfers ownership of the 

underlying asset to the Company by the end of the lease term or the cost of the right-of-use 

asset reflects that the Company will exercise a purchase option. In that case, the right-of-use 

asset will be depreciated over the useful life of the underlying asset which is determined on 

the same basis as those of property and equipment. In addition, the right-of-use asset is 

periodically reduced by impairment losses, if any, and adjusted for certain remeasurements 

of the lease liability.  

The lease liability is initially measured at the present value of the lease payments that are not 

paid at the commencement date, discounted using the interest rate implicit in the lease or if 

that rate cannot be readily determined, and the Company’s incremental borrowing rate. 

Generally, the Company uses its incremental borrowing rate as the discount rate. 

Lease payments included in the measurement of the lease liability comprise of the following: 

• Fixed payments, including in-substance fixed payments; 

• Variable lease payment that depend on an index or a rate, initially measured using the 

index or rate as at the commencement date; 

• Amounts expected to be payable under a residual guarantee; and 

• The exercise price under a purchase option that the Company is reasonably certain to 

exercise, lease payments in an optional renewal period if the Company is reasonably 

certain to exercise an extension option, and penalties for early termination of a lease 

unless the Company is reasonably certain not to terminate early. 
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The lease liability is measured at amortized cost using the effective interest method. It is 

remeasured when there is a change in future lease payments arising from a change in an 

index or rate, if there is a change in the Company’s estimate of the amount expected to be 

payable under a residual value guarantee, if the Company changes its assessment of 

whether it will exercise a purchase, extension or termination option or if there is a revised in-

substance fixed lease payment.  

When the lease liability is remeasured in this way, a corresponding adjustment is made to 

the carrying amount of the right-of-use asset or is recorded in profit or loss if the carrying 

amount of the right-of-use asset has been reduced to zero. 

The company used a number of practical expedients when applying PFRS 16 to leases 

previously classified as operating leases under PAS 17. In particular, the Company:  

• Did not recognize right-of-use assets and liabilities for leases for which the lease term 

ends within 12 months from the date of initial application; 

• Excluded initial direct cists from the measurement of the right-of-use asset at the date 

of initial application; and 

• Used hindsight when determining the lease term. 

Short term Leases and Leases of Low-value Assets 

The Company has elected not to recognize right-of-use assets and lease liabilities for the 

leases of low-value assets and short-term leases. The Company recognizes the lease 

payments associated with these leases as an expense on a straight-line basis over the lease 

term.  

As a Lessor 

When the Company acts as a lessor, it determines at the inceotion of the lease whether each 
lease is a finance lease or an operating lease. 

To classify each lease, the Company made an overall assessment of whether the lease 

transferred substantially all of the risks and rewards incidental to ownership of the underlying 

asset. If this was the case, then the lease is a finance lease; if not, then it was an operating 

lease. As part of this assessment, the Company considered certain indicators such as 

whether the lease was for the major part of the economic life of the asset. 

Leases where the Company does not transfer substantially all of the risks and rewards of 

ownership of the asset are classified as operating leases. Rental income is recognized on a 

straight-line basis over the term of the lease. Initial direct costs incurred in negotiating an 

operating lease are added to the carrying amount of the leased asset and recognized over 

the lease term on the same bases as rental income. Contingent rents are recognized as 

revenue in the period in which they are earned.  



ANNUAL REPORT 2020 

 

RE  

 

54 RELIANCE SURETY & INS. CO., INC. 

 Reinsurance Liabilities 

This corresponds to liabilities arising from reinsurance agreements with re-insurers, which 

the Company utilizes to minimize its exposure to large losses in all aspects of its insurance 

business. Reinsurance liabilities and reinsurance receivable are reported separately in the 

financial statements.  

Equity 

Share Capital 
Share capital is determined at par value of shares that have been issued. 

 Retained Earnings 

Retained earnings include all current and prior period results as disclosed in the statement 

of income 

Revaluation Reserve on AFS Financial Assets 

Reserve for fluctuation of available for sale investments comprise changes in fair value due 

to revaluation of Available-for-sale financial assets. 

Other comprehensive income 

Other comprehensive income comprises items of income and expenses that are not 

recognized in the statement of income for the year in accordance with PFRS. 

Dividends 

Dividends are recognized in the financial statements when approved by the BOD. 

In accordance with Section 201 of the Insurance Code, dividend declaration or distribution 
from accumulated profits remaining on hand can only be made if it has met the minimum 
paid-up capital and net worth requirements and after retaining unimpaired the following: 

• The entire paid-up share capital; 

• The margin of solvency required; 

• The legal reserve fund required; and 

• A sum sufficient to pay all net losses reported or in the course of settlement 
and all liabilities for expenses and taxes. 
 

 Revenue Recognition 
Revenue is recognized to the extent it is probable that the economic benefits will flow to the 
Company and the revenue can be reliably measured. 

 

Premiums 
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Premiums from short duration insurance contracts are recognized as revenue over the period 
of the contracts using the 24th method.  

The portion of the premiums written that relate to the unexpired periods of the policies at end 
of the reporting periods are accounted for as “Reserve for Unearned Premiums” and 
presented in the liability section of the statement of financial position. 

The reinsurance premiums ceded that pertains to the unexpired period as at reporting dates 
are accounted for as “Reserve for reinsurance premiums”, lodge under “Reinsurance Assets” 
and shown in the asset section of the statements of financial position. The net changes in 
these accounts between reporting dates are credited or charged against income for the year. 

Commission  

Reinsurance commissions are recognized as revenue over the period of the contracts. The 
portion of commissions that relates to the unexpired periods of the policies at the reporting 
date is accounted for as “Deferred commission income” in the liability section of the statement 
of financial position. 

Interest income 

Interest income from bank deposits, special savings account and held-to-maturity investment
 is recognized as interest accrues taking into account the effective yield on the related asset. 

Dividend income 

Dividend income is recognized when the right to receive dividends is established. 

Rental income 

Rental income is recognized on a straight-line basis over the term of the lease. 

Realized Gains and Losses 

Realized gains and losses on the sale of property and equipment are calculated as the 
difference between net sales proceeds and the net book value. Realized gains and losses on 
the sale of AFS investments are calculated as the difference between net sales proceeds and 
the original cost net of accumulated impairment losses. Realized gains and losses are 
recognized in profit or loss when the sale transaction occurred. 

Cost and Expense recognition 

 Claims  

 Liabilities for claims and claims adjustments expenses relating to insurance contracts are 
accrued when insured events occur. 
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 The liabilities for claims (including those incurred but not reported) are based on the 
estimated ultimate cost of settling these claims. The method of determining such 
estimates and establishing reserve are continually reviewed and updated. Changes in 
estimates of claims cost resulting from the continuous review process and differences 
between estimates and payments for claims are recognized as income or expense in the 
period the estimates are made. 

 Share in recoveries in claims are evaluated in terms of the estimated realizable values of 
the salvage or recoveries. Recoveries on settled claims are recognized in profit or loss in 
the period the recoveries are determined. Recoveries on the unsettled claims are 
recorded as reinsurance recoverable on losses shown as part of reinsurance assets. 

 Some insurance contracts permit the Company to sell (usually damaged) property 
acquired in settling a claim. The Company may also have the right to pursue third parties 
for payment of some or all costs. 

 Reinsurance commission 

 Commissions paid to cedants are deferred and are included in deferred acquisition cost, 
subject to the same amortization method. 

 Expenses 

 Expenses are recognized when there is a decrease in future economic benefit related to 
a decrease in an asset or an increase in a liability that can be measure reliably. Operating 
expenses and interest expense, except for lease agreement, are recognized in the 
statement of income as they are incurred. 

Income Taxes  

Current tax liabilities are measured at the amount expected to be paid to the tax authority. 
The tax rates and tax laws used to compute the amount are those that have been enacted or 
substantively enacted as at the end of the reporting period. 

Deferred tax assets and liabilities are recognized using the balance sheet liability method on 
all temporary differences at the end of the reporting period between the tax bases of assets 
and liabilities and their carrying amounts for financial reporting purposes. 

Deferred tax assets are recognized for all deductible temporary differences and the carry-
forward of unused tax losses to the extent that it is probable that taxable profit will be available 
against which the deferred tax asset can be utilized. Deferred tax liabilities are recognized for 
all taxable differences between the tax basis of the liabilities and their carrying amounts for 
financial reporting purposes. Deferred tax assets and liabilities are measured at the tax rates 
expected to apply to the periods when the asset is realized or the liability is settled. 
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The carrying amount of deferred tax asset is reviewed at each end of the reporting period 
and reduced 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. 

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

Deferred tax assets and deferred tax liabilities are offset if a legally enforceable right exists 
to set off current tax assets against current tax liabilities and the deferred tax relate to the 
same taxable entity and the same taxation authority. 

Employee Benefits 

The net defined benefit liability or asset is the aggregate of the present value of the defined 
benefit obligation at the end of the reporting period reduced by the fair value of plan assets, 
adjusted for any effect of limiting a net defined benefit asset to the asset ceiling.  The asset 
ceiling is the present value of any economic benefits available in the form of refunds from the 
plan or reductions in future contributions to the plan. 

The cost of providing benefits under the defined benefit plans is actuarially determined using 
the projected unit credit (PUC) method. 

Defined benefit costs comprise the following: 

• service cost; 

• net interest on the net defined benefit liability or asset; and 

• Re-measurements of net defined benefit liability or asset. 

Service costs which include current service costs, past service costs and gains or losses on 
non-routine settlements are recognized as expense in profit or loss.  Past service costs are 
recognized when plan amendment or curtailment occurs.Net interest on the net defined 
benefit liability or asset is the change during the period in the net defined benefit liability or 
asset that arises from the passage of time which is determined by applying the discount rate 
based on high quality corporate bonds to the net defined benefit liability or asset.  Net 
interest on the net defined benefit liability or asset is recognized as expense or income in 
profit or loss. 

Re-measurements comprising actuarial gains and losses, return on plan assets and any 
change in the effect of the asset ceiling (excluding net interest on defined benefit liability) are 
recognized immediately in OCI in the period in which they arise.  Re-measurements are not 
reclassified to profit or loss in subsequent periods. 

Plan assets are assets that are held by a long-term employee benefit fund or qualifying 
insurance policies.  Plan assets are not available to the creditors of the Company, nor can 
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they be paid directly to the Company.  Fair value of plan assets is based on market price 
information.  When no market price is available, the fair value of plan assets is estimated by 
discounting expected future cash flows using a discount rate that reflects both the risk 
associated with the plan assets and the maturity or expected disposal date of those assets 
(or, if they have no maturity, the expected period until the settlement of the related obligations). 

Foreign Currency Transactions and Translations 

Items included in the financial statements of the Company are measured using the currency 
of the primary economic environment in which the entity operates (the functional currency). 
The financial statements are presented in Philippine Peso, the Company’s functional and 
presentation currency 

Foreign currency transactions are translated into the functional currency at exchange rates 
prevailing at the time of transaction. Foreign currency gains and losses resulting from 
settlement of such transaction and from the translation at year-end exchange rates of 
monetary assets and liabilities denominated in foreign currencies are recognized in profit or 
loss. 

Related Party Transactions 

Parties are considered  related if one party has the ability to control the other party or 
exercise significant influence over the other party in making financial and operating decisions.  
The related party transactions are recognized based on transfer of resources or obligations 
between related parties, regardless of whether a price is charged. 

Provisions 

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

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

Provisions are reviewed at each end of the reporting period and adjusted to reflect the current 
best estimate. 
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In those cases, where the possible outflow of economic resources as a result of present 
obligations is considered improbable or remote, or the amount to be provided for cannot be 
measured reliably, no liability is recognized in the financial statements. 

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

Contingencies 

Contingent liabilities are not recognized in the financial statements. They are disclosed unless 
the possibility of an outflow of resources embodying economic benefits is remote. Contingent 
assets are not recognized in the financial statements but disclosed when an inflow of 
economic benefits is probable. 

Events after End of the reporting period 

Post year-end events that provide additional information about the Company’s position at the 
end of the reporting period (adjusting events) are reflected in the financial statements. Post 
year-end events that are not adjusting events are disclosed in the notes to the financial 
statements when material. 
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4. Changes in Accounting Standards and Disclosures 

The accounting policies in the preparation of the financial statements are consistent with 
those of the previous financial years, except for the PFRS, amended PFRS and 
improvements to PFRS which were adopted as of January 1, 2020. Unless otherwise stated, 
the new standards and amendments did not have any material impact to the Company. 

Amendments to PFRS 3, Business Combinations – Definition of a Business 
The amendments to PFRS 3 clarify that to be considered a business, an integrated set of 
activities and assets must include, at a minimum, an input and a substantive process that 
together significantly contribute to the ability to create output. Furthermore, it clarifies that a 
business can exist without including all of the inputs and processes needed to create outputs. 

Amendments to PFRS 7, Financial Instruments: Disclosures, PFRS 9, Financial Instruments, 
and PAS 39, Financial Instruments: Recognition and Measurement – Interest Rate 
Benchmark Reform 

The amendments to PFRS 9 and PAS 39 provide a number of reliefs, which apply to all 
hedging relationships that are directly affected by interest rate benchmark reform. A hedging 
relationship is affected if the reform gives rise to uncertainties about the timing and or amount 
of benchmark-based cash flows of the hedged item or the hedging instrument. The Company 
does not have any interest rate hedge relationships. 

Amendments to PFRS 16, Leases – Covid-19-Related Rent Concessions 
The amendments provide relief to lessees from applying the PFRS 16 requirement on lease 
modifications to rent concessions arising as a direct consequence of the COVID-19 pandemic. 
A lessee may elect not to assess whether a rent concession from a lessor is a lease 
modification if it meets all of the following criteria: 

• The rent concession is a direct consequence of COVID-19; 

• The change in lease payments results in a revised lease consideration that is 
substantially the same as, or less than, the lease consideration immediately preceding 
the change;  

• Any reduction in lease payments affects only payments originally due on or before 
June 30, 2021; and  

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

A lessee that applies this practical expedient will account for any change in lease payments 
resulting from the COVID-19 related rent concession in the same way it would account for a 
change that is not a lease modification, i.e., as a variable lease payment. 

The amendment, issued on May 28, 2020, is effective June 1, 2020 but, to ensure the relief 
is available when needed most, lessees can apply the amendment immediately in any 
financial statements – interim or annual – not yet authorized for issue. The Company adopted 
the amendment on its effective date. 
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The Company will continue to monitor future rent concessions that will fall within the scope 
of this amendment and assess its impact on the Company’s financial position and operations, 
when applicable. 

Amendments to PAS 1, Presentation of Financial Statements, and PAS 8, Accounting 
Policies, 
Changes in Accounting Estimates and Errors – Definition of Material 
The amendments provide a new definition of material that states “information is material if 
omitting, misstating or obscuring it could reasonably be expected to influence decisions that 
the primary users of general purpose financial statements make on the basis of those 
financial statements, which provide financial information about a specific reporting entity.” 

The amendments clarify that materiality will depend on the nature or magnitude of information, 
either individually or in combination with other information, in the context of the financial 
statements. A misstatement of information is material if it could reasonably be expected to 
influence decisions made by the primary users. 

Accounting Standard, Amendments to Existing Standards and Interpretations Effective 
Subsequent to December 31, 2020 
Pronouncements issued but not yet effective are listed below. The Company intends to adopt 
the following pronouncements when they become effective. Unless otherwise indicated, the 
Company does not expect that the future adoption of these pronouncements will have a 
significant impact on its financial statements. 

Effective beginning on or after January 1, 2021 

Amendments to PFRS 4, PFRS 7, PFRS 9, and PFRS 16 – Interest Rate Benchmark Reform 
– Phase2 
The amendments provide the following temporary reliefs which address the financial reporting 
effects when an interbank offered rate (IBOR) is replaced with an alternative nearly risk-free 
interest rate (RFR): 

• practical expedient for changes in the basis for determining the contractual cash flows 
as a result of IBOR reform; 

• relief from discontinuing hedging relationships; and 

• relief from the separately identifiable requirement when an RFR instrument is 
designated 
as a hedge of a risk component. 
The Company shall also disclose information about: 

• the nature and extent of risks to which the entity is exposed arising from financial 
instruments subject to IBOR reform, and how the entity manages those risks; and 
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• their progress in completing the transition to alternative benchmark rates, and how the 
entity is managing that transition 

Effective beginning on or after January 1, 2022 

Amendments to PFRS 3, Reference to the Conceptual Framework 
The amendments are intended to replace a reference to the Framework for the Preparation 
and Presentation of Financial Statements, issued in 1989, with a reference to the Conceptual 
Framework for Financial Reporting issued in March 2018 without significantly changing its 
requirements. 

The amendments added an exception to the recognition principle of PFRS 3, Business 
Combinations, to avoid the issue of potential ‘day 2’ gains or losses arising for liabilities and 
contingent liabilities that would be within the scope of PAS 37, Provisions, Contingent 
Liabilities and Contingent Assets, or Philippine IFRIC 21, Levies, if incurred separately. At the 
same time, the amendments add a new paragraph to PFRS 3 to clarify that contingent assets 
do not qualify for recognition at the acquisition date. 

Amendments to PAS 16, Property, Plant and Equipment – Proceeds before Intended Use 
The amendments prohibit entities from deducting from the cost of an item of property, plant 
and equipment, any proceeds from selling items produced while bringing that asset to the 
location and condition necessary for it to be capable of operating in the manner intended by 
management. Instead, an entity recognizes the proceeds from selling such items, and the 
costs of producing those items, in profit or loss. 

The amendment must be applied retrospectively to items of property, plant and equipment 
made available for use on or after the beginning of the earliest period presented when the 
Company first applies the amendment. 

Amendments to PAS 37, Onerous Contracts – Costs of Fulfilling a Contract 
The amendments specify which costs an entity needs to include when assessing whether a 
contract is onerous or loss-making. The amendments apply a “directly related cost approach”. 
The costs that relate directly to a contract to provide goods or services include both 
incremental costs and an allocation of costs directly related to contract activities. General and 
administrative costs do not relate directly to a contract and are excluded unless they are 
explicitly chargeable to the counterparty under the contract. The amendments must be 
applied to contracts for which the Company has not yet fulfilled all its obligations at the 
beginning of the annual reporting period in which it first applies the amendments. 

Annual Improvements to PFRSs 2018-2020 Cycle 

• Amendment to PFRS 1, First-time Adoption of Philippine Financial Reporting 
Standards – Subsidiary as a First-Time Adopter The amendment permits a subsidiary 
that elects to apply paragraph D16(a) of PFRS 1 to measure cumulative translation 
differences using the amounts reported by the parent, based on the parent’s date of 
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transition to PFRS. This amendment is also applied to an associate or joint venture 
that elects to apply paragraph D16 (a) of PFRS 1. 

• Amendments to PFRS 9, Fees in the ‘10 per cent’ Test for Derecognition of Financial 
Liabilities The amendment clarifies the fees that an entity includes when assessing 
whether the terms of a new or modified financial liability are substantially different from 
the terms of the original financial liability. These fees include only those paid or 
received between the borrower and the lender, including fees paid or received by 
either the borrower or lender on the other’s behalf. An entity applies the amendment 
to financial liabilities that are modified or exchanged on or after the beginning of the 
annual reporting period in which the entity first applies the amendment. The Company 
will apply the amendments to financial liabilities that are modified or exchanged on or 
after the beginning of the annual reporting period in which the entity first applies the 
amendment. 

• Amendments to PAS 41, Agriculture – Taxation in Fair Value Measurements The 
amendment removes the requirement in paragraph 22 of PAS 41 that entities exclude 
cash flows for taxation when measuring the fair value of assets within the scope of 
PAS 41.  

Effective beginning on or after January 1, 2023 

Amendments to PAS 1, Presentation of Financial Statements – Classification of Liabilities as 
Current or Non-current 
The amendments clarify paragraphs 69 to 76 of PAS 1 to specify the requirements for 
classifying liabilities as current or non-current. 

The amendments clarify: 

• what is meant by a right to defer settlement; 

• that a right to defer must exist at the end of the reporting period; 

• that classification is unaffected by the likelihood that an entity will exercise its deferral 
right; and 

• that only if an embedded derivative in a convertible liability is itself an equity instrument 
would the terms of a liability not impact its classification. 

PFRS 17, Insurance Contracts 
PFRS 17 is a comprehensive new accounting standard for insurance contracts covering 
recognition and measurement, presentation and disclosure. Once effective, PFRS 17 will 
replace PFRS 4, Insurance Contracts. This new standard on insurance contracts applies to 
all types of insurance contracts (i.e., life, non-life, direct insurance and re-insurance), 
regardless of the type of entities that issue them, as well as to certain guarantees and financial 
instruments with discretionary participation features. A few scope exceptions will apply. 
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The overall objective of PFRS 17 is to provide an accounting model for insurance contracts 
that is more useful and consistent for insurers. In contrast to the requirements in PFRS 4, 
which are largely based on grandfathering previous local accounting policies, PFRS 17 
provides a comprehensive model for insurance contracts, covering all relevant accounting 
aspects. 

The core of PFRS 17 is the general model, supplemented by: 

• a specific adaptation for contracts with direct participation features (the variable fee 
approach); and 

• a simplified approach (the premium allocation approach) mainly for short-duration 
contracts 

Interpretation with Deferred Effective Date 

Amendments to PFRS 10, Financial Statements, and PAS 28, Investments in Associates and 
Joint Ventures – Sale or Contribution of Assets between an Investor and its Associate or Joint 
Venture The amendments address the conflict between PFRS 10 and PAS 28 in dealing with 
the loss of control of a subsidiary that is sold or contributed to an associate or joint venture. 
The amendments clarify that a full gain or loss is recognized when a transfer to an associate 
or joint venture involves a business as defined in PFRS 3. Any gain or loss resulting from the 
sale or contribution of assets that does not constitute a business, however, is recognized only 
to the extent of unrelated investors’ interests in the associate or joint venture. 

On January 13, 2016, the Financial Reporting Standards Council postponed the original 
effective date of January 1, 2016 of the said amendments until the International Accounting 
Standards Board has completed its broader review of the research project on equity 
accounting that may result in the simplification of accounting for such transactions and of 
other aspects of accounting for associates and joint ventures. 

 

5. Summary of Significant Accounting Judgments and Estimates 

The preparation of the Company’s financial statements in conformity with Philippine Financial 
Reporting Standard requires Management to make estimates and assumptions that affect 
the amounts reported in the Company’s financial statements and accompanying notes. 
Judgments and estimates are continually evaluated and are based on historical experience 
and other factors, including expectations of future events that are believed to be reasonable 
under the circumstances. Actual results may actually differ from such estimates. 

Judgments 

The following judgments were applied which have the most significant effect on the amounts 
recognized in the financial statements. 
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Determination of functional currency 

The Company has determined that its functional currency is the Philippine peso which is the 
currency of the primary economic environment in which the Company operates. 

Classification of Investments 

In classifying its financial assets, the Company follows the guidance of PAS 39. In making 
the judgment, the Company evaluates its intention, marketability of the instrument and its 
ability to hold the investments until maturity. 

For non-derivative financial assets with fixed determinable payments and fixed maturity as 
held-to-maturity which requires significant judgments, the Company evaluates its intention 
and ability to hold its investments in bonds up to maturity as well as the requirement of the 
regulatory agency. 

If the company fails to keep these investments to maturity other than for specific 
circumstances explained in PAS 39 it will be required to reclassify the whole class as 
available-for-sale. The Investments would therefore be measured at fair value, not amortized 
cost. 

Investments classification is as follows: 

 

Impairment of financial assets 

The Company follows the guidance of PAS 39 on determining when the investment is other 
than temporarily impaired. This determination requires significant judgment. In making this 
judgment, the Company evaluates, among other factors, the duration and extent to which the 
fair value of investment is less than its cost; and the financial health of and near-term business 
outlook for the investee, including factors such as industry and sector performance, changes 
in technology and operational and financing cash flow. 

Determination of Control 

Control is presumed to exist when an investor is exposed, or has rights, to variable returns 
from its involvement with the investee and has the ability to affect those returns through its 
power over the investee. 

As of December 31, 2019, the Company has 95.51% equity interest in a subsidiary where 
control over the Company exists. As of December 31, 2020, investment in subsidiary is 
reclassified to Asset held for sale. (See Note 13).  
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Distinction between Investment properties and owner-occupied properties 

The Company determines whether a property qualifies as investment property or owner-
occupied property. If an insignificant portion is leased out under the operating lease, the 
property is treated as property and equipment. If the property is not occupied and is held to 
earn it is treated as Investment property.  

As at December 31, 2020 and 2019, investment properties amounted to P17.1 million and 
P17.4 million, respectively. 

Rent income on investment properties amounted to P168,624 in 2020 and P404,626 in 

2019. (See Note 26) 

Determination of Fair Value of Available-for-sale Financial Assets 

The Company measures fair value of financial instruments using the fair value hierarchy 

that reflects the significance of the inputs used in making the measurements. 

Level 1 

Included in the Level 1 category are financial assets and liabilities that are measured in whole 

or in part by reference to published quotes in an active market. A financial instrument is 

regarded as quoted in an active market if quoted prices are readily and regularly available 

from an exchange, dealer, broker, industry group, pricing service or regulatory agence and 

those prices represent actual and regularly occurring market transactions on an arm’s length 

basis. 

Level 2 

Inputs other than quoted price 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). 

The table below analyzes financial instruments measured at fair value at the end of the 

reporting period, by the level in the fair value hierarchy into which the fair value measurement 

is categorized. 

 

Classification of assets held for sale 
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The Company classifies a noncurrent asset as held for sale if it’s carrying amount will be 

recovered principally through a sale transaction rather than its original intention of holding 

the asset. For this to be the case, the asset must be available for immediate sale in its 

present condition and its sale must be highly probable. In 2020 management determined 

that its investment in a subsidiary will be sold within the next 12 months. Management 

reclassified this from “Investment in subsidiary” into “Assets held for sale” in the statements 

of financial position as of December 31, 2020 (see Note 13).  

Impairment of non-financial assets 

The Company assesses impairment on assets whenever events or changes in circumstances 

indicate that the carrying amount of an asset may not be recoverable. Several factors are 

considered which could trigger that impairment has occurred. Though management believes 

that the assumptions used in the estimation of fair values reflected in the financial statements 

are appropriate and reasonable, significant changes in these assumptions may materially 

affect the assessment of recoverable values and any resulting impairment loss could have 

material adverse effect on the results of operations. 

As at December 31, 2020 and 2019, management believes that its non-financial assets have 

not been impaired. 

Non-financial assets subject to impairment are as follows:  

 

 Estimates 

The key assumptions concerning the future and other key sources of estimation of uncertainty 

at end of the reporting period that have significant risk of causing a material adjustment to 

the carrying amounts of assets and liabilities within the next financial year are discussed 

below: 

Estimating Allowance for impairment of receivable 

The Company maintains allowance for probable losses at a level considered adequate to 

provide for potential uncollectible insurance receivables.  

The level of allowance for probable losses is evaluated by management on the basis of 

factors affecting collectability of the receivables. In addition, a review of the accounts 

designed to identify accounts to be provided with allowance, is made on a continuing basis. 

Allowance for impairment losses on insurance and reinsurance receivable are as follows: 
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Changes in allowance for impairment of receivable are disclosed in Note 12. 

Estimated Useful Lives of Property and Equipment 

The Company reviews annually the estimated useful lives of property and equipment, based 

on the period on which the assets are expected to be available for use. It is possible that 

future results of operation could be materially affected by changes in these estimates. A 

reduction in the estimated useful lives of property and equipment would increase recorded 

depreciation and decrease the related asset account.  

The carrying value of property and equipment as at December 31, 2020 and 2019 amounted 

to P30.3 million and P32.4 million, respectively. 

Recoverability of Deferred Tax Assets 

The Company reviews the carrying amounts of deferred tax asset at the end of each reporting 

period and reduces the deferred tax asset to the extent that it is no longer probable that 

sufficient taxable profit will be available to allow all or part of the deferred 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 tax asset to be utilized. 

The Company’s deferred tax assets are as follows: 

 

The breakdown of deferred tax assets and liabilities are presented in Note 30. 

Estimating Retirement Benefits 

The determination of the Company’s obligation and cost for retirement and other retirement 

benefits is dependent on selection of certain assumptions used by actuaries in computing 

such amounts. The assumptions as discussed in Note 29 are believed to be reasonable and 

appropriate for the Company although actual experience or significant changes in 

assumption may affect retirement benefits and asset/obligation. 

 

Details of retirement benefits recognized in the financial statements are as follows: 
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Liability for Insurance Claims 

The estimation process for insurance claims involves estimation of reserve of outstanding 

reported claims and estimation of additional reserves for IBNR and expected future 

movements in the estimated ultimate liabilities associated with outstanding reported claims 

incurred but no enough reported (IBNER). Reported clams are set and periodically reviewed 

by the claims department. IBNR and IBNER reserves are determined by the Company after 

taking into account the certifying actuary’s assessment. The total claim liabilities are subject 

to a quarterly actuarial review and a formal actuarial report is provided on the adequacy of 

the reported claims, the actuary uses a variety of statistical projection like the Incurred Chain 

Ladder/Development Approach (IDA), the Paid Chain Ladder Development Method (PDA), 

the Bournhuetter-Ferguson Incurred Approach (BFIA) and the Bornhuetter-Ferguson Paid 

Approach. 

Under the IDA, incurred losses by accident year are multiplied by appropriate loss 

development factors to estimate ultimate losses. The PDA is similar to IDA. Paid loss 

development factors are applied to paid losses to estimate ultimate losses. 

Under the BFIA, actual incurred losses and expected unreported losses are added to 

estmate the ultimate losses. Under the BFPA, actal paid losses and expected unpaid losses 

are added to the estimate the ultimate loss. The initial ultimate loss estimates required for 

the BFIA and BFPA were based on selected loss ratios. 

For all the approaches, the loss development factors are based on the Company’s historical 

loss experience supplemented with industry triangles. 

Insurance claims payable gross and net of reinsurance as at December 31, 2020 and 2019 

are as follows: 

 

The analysis of changes in insurance claims payable and the share of reinsurer is 
presented in Note 20. 

 

6. Fair Value Measurement 

The fair value for instruments traded in active market at the reporting date is based on 
their quoted market price. For all other financial instruments not listed in an active 
market, the fair value is determined by using appropriate techniques or comparison to 
similar instruments for which market observable price exists. 

Where the transaction price in a non-active market is different from the fair value of 
other observable current market transactions in the same instruments or based on a 
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valuation technique, the Company recognizes the difference between the transaction 
price and the fair value in the statements of income unless it qualifies for recognition as 
some other type of asset. 

Comparative carrying amounts and fair values of financial instruments as at December 

31, 2020 and December 31, 2019 are shown below: 

 

Fair values were determined as follows: 

• Cash and cash equivalents, short-term investments, FVPL financial assets, 
receivables, deposits and other financial liabilities – the fair values are approximately 
the carrying amounts at initial recognition due to their short-term nature. 

• Quoted AFS investments (debt and equity securities) – the fair values were determined 
from the published references from Philippine Stock Exchange, recommended values 
of IC or third party information. 

• Non-quoted AFS investments – valuation technique using significant observable inputs. 
Where valuation technique is not representative of fair values, the acquisition cost is 
used as fair value. 

• HTM investment – fair value was determined from quoted yield rates provided by 
Philippine Dealing System. 

 

7. Management of Insurance risk, Financial risk and Capital 

(See “Key Risks”, Page 6) 
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8. Cash and cash equivalents 

This account consists of: 

 

Cash on hand represents undeposited collections, petty cash fund, commission fund, and 
various branch operating funds while Cash in banks represents cash deposited in various 
reputable local banks that earns interests at the respective banks’ deposit rates. 

Cash in banks earn interest at prevailing bank interest rates ranging from 0.25% to 3.0% in 

2020 and 2019. 

 

9. Investments 

The reconciliation of the carrying amounts of financial assets at the beginning and end of the 

year is a follows: 

 

 

• Available for sale financial assets represent equity instruments with quoted and unquoted 
market values. The breakdown of this account is as follows: 
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Unquoted AFS investment includes 11% equity interest in Equitable Insurance 

Corporation (EIC), a non-life insurance company. EIC is in the process of liquidation since 

2011. As of December 31, 2020 and 2019 investment in EIC amounted to P11.6 million 

in both years. Management believes that investment in EIC is fully recoverable. 

The fair value of AFS investments at year end was determined in a manner described in 
Note 6. 

• Held-to-maturity financial assets represent debt instruments issued by the Philippine 
government. The term of the issues ranges from 2 to 10 years and earn an annual coupon 
rate of 3.5% to 7.375% in 2020 and 2019. 

    The maturity profile of this account is presented below: 

 

In accordance with the provisions of the Insurance Code, government securities with face 
value of P225.1 million as of December 31, 2020 were deposited with the Insurance 
Commission as security for the benefit of policyholders and creditors of the Company. 

 

10. Insurance balances receivables - net 

   The breakdown of this account follows: 
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Due from agents and brokers are usually settled in a 30-90 days term. Due from ceding 

companies represents balances as a result of treaty and facultative acceptances which are 

settled for a period less than 12 months. Funds held by ceding companies represents portion 

of the premium withheld by ceding companies in accordance with reinsurance contracts and 

earn interest at the rate of 3% per annum. 

There is no concentration of credit risk with respect to insurance receivables, as the Company 

has a diverse base of agents, brokers, and reinsurers. 

As of December 31, 2020 and 2019, management believes that the carrying value disclosed 
above is a reasonable approximates of their fair values.  

 

11. Reinsurance assets 

 This account consists of: 

 

 As of December 31, 2020 and 2019, management believes that the carrying amount of 

reinsurers’ share on losses is a reasonable approximation of their fair values. 

  The reconciliation of reinsurers’ share on paid losses is as follows: 
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12. Allowance for Probable Cause 

The movements of this account as of December 31, is as follows: 

 

Past due accounts are monitored on a regular basis. Accounts reaching a specified age are 
provided with allowance for probable losses and charged to operation. 

 

13. Assets held for sale 

On February 11, 2021, the Board of Directors authorized to sell its investment in AA 

Guaranty Assurance Co., Inc. (AAGA). Management committed then to a plan to sell the 

asset. 

The carrying value of the investment in subsidiary and advances to AAGA at the time of 

reclassification is as follows:  

 

Subsequently, on January 17, 2020, the Company received an offer to buy the investment in 

which an earnest money amounting to P175 million was tendered. The same was classified 

in the statement of financial position as “liability portion of Asset-held-for-sale”. 

A deed of sale was executed on March 11, 2020 for sale of the above mentioned subsidiary. 

14. Investment in a Subsidiary 
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On December 15, 2015, the Company entered into a Deed of Absolute Sale of Shares with 
the various stockholders for the acquisition of 92% of AA Guaranty Assurance Co., Inc. Total 
consideration paid for such transaction amounted to P304,999,634. During 2017, additional 
investment totaling to P218,500,000 was made. As of December 31, 2019, investment in 
subsidiary amounted to P523,499,634 representing 95.5% equity interest. 

AA Guaranty Assurance Co., Inc. is a non-life insurance company licensed to do business by 
the Insurance Commission. The registered address is 7th floor, Unionbank Centre, 208 
Dasmariñas St. cor. Quintin Paredes St., Binondo, Manila. 

As discussed on Note 13, Investment in AAGA was reclassified to Asset-held-for-sale in 2020. 

 

15. Investment properties - net 

Investment properties represent land and building located in Davao City. The breakdown is 
as follows: 

 

Investment properties are leased out to third parties at terms and conditions mutually agreed 
upon by both parties. Rental income earned amounted to P168,624 in 2020 and P404,626 in 
2019. Lease agreements range between 1 and 3 years renewable at the option of both parties. 

Depreciation of investment properties charged to operations amounted to P368,860 and 
P368,859 in 2020 and 2019 respectively. 

Management believes that there are no present material factors that would significantly 
increase or decrease the fair value of these properties as of December 31, 2020 and 2019. 
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16. Property and equipment 

Property and equipment consist of: 

 

Depreciation of property and equipment charged to operations amounted to P4,018,153 and 

P3,758,696 in 2020 and 2019, respectively. 

Management believes that fair values of property and equipment do not differ materially from 

their carrying values. 

17. Deferred acquisition costs (DAC) and Deferred commission income 

Account movements as of December 31, 2020 and 2019 are as follows: 
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As at December 31, 2020 and 2019, management believes that DAC are fully recoverable 
and that no impairment loss is necessary. 

 

18. Other assets 

This account consists of: 

 

• During 2019, receivable from broker represents the amount due from stock broker from 
the sale of AFS investments. The same was subsequently collected in January 2020. As 
of December 31, 2020, this amount represents commission receivable from inter-trade 
insurance brokers.  

• Software development cost represent the cumulative cost of Web Based Insurance 
System. 

Software development cost broken down as follows:  
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• Creditable withholding tax pertains to the Company’s tax withheld at source by its 
customers. These can be credited against the income tax liability of the Company.   

• Input VAT pertains to the 12% tax paid by the Company in the course of the Company’s 
trade or business on local purchase of goods or services. These are available for offset 
against output VAT in subsequent periods. 

• Prepayments include unused supplies and prepaid insurances. 

• Accrued investment income principally consists of accruals of interest on debt instrument. 

• Advances to shareholders are advances made to Reliance Ventures and Resources, Inc. 

• Deposits, receivable from employees and others include (i) security deposit for the leases 
of branch office in Cebu which is refundable at the end of the lease term, (ii) receivable 
from employees that are collectible through the employee’s semi-monthly salaries, (iii) 
other receivables are check payments from assured and brokers, returned by the banks, 
which are either closed or with insufficient balances, (iv) security fund. Security fund was 
created under Section 365 of Presidential Decree (PD) No. 612 as amended under PD 
No. 1640, to be used for payment of allowed claims against insolvent insurance 
companies. The balance of the fund amounting to P48,439 in 2020 and 2019 represents 
the Company’s contribution to the fund. The balance of the fund earns interest at rates 
determined by the IC annually. 

 

19. Reserve for unearned premiums 

The analysis of this account is as follows: 
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In accordance with IC circular 2016-67, Premium liabilities with each class of business shall 
be determined as the higher of Unearned Premium Reserve (UPR) and Unexpired Risk 
Reserve (URR). UPR is calculated using the 24th method for all classes of business, on a 
gross of reinsurance basis. URR is calculated as the best estimate of future obligation, 
expenses for policy management and claims settlement cost. URR may be estimated as the 
unearned premium for each class of business multiplied by ultimate loss ratio and adjusted 
for future expenses. 

The actuarial valuation result for premium liabilities for the year ended December 31, 2020 
and 2019 is as follows: 

 

 

20. Insurance claims payable 

Outstanding claims will become payable and materialize into claims paid as and when the 
amounts of insured losses suffered by policyholders were ascertained and agreed, without 
any contractual maturity date. The timing of future cash outflow arising from the provision is 
not ascertainable but is likely to fall within 3 years.  
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The provision is sensitive to many factors such as interpretation of circumstances, judicial 
decisions, economic conditions, climatic changes and is subject to uncertainties such as:  

• Uncertainty as to whether an event has occurred which would give rise to a policyholder 
suffering an insured loss;  

• Uncertainty as to the extent of policy coverage and limits applicable; and  

• Uncertainty as to the amount of insured loss suffered by a policyholder as a result of the 
event occurring.  

The movement in outstanding claims is shown below: 

 

In accordance with IC circular 2016-67, claims liabilities for both direct business, assumed 
treaty and reinsurance business shall be calculated as the sum of outstanding claims reserve, 
claims handling expense and IBNR. 

Claims handling expense was computed on a net insurance basis using the Kittle’s 
Refinement to the Classical Paid-to-Paid Ratio Method that explicitly recognized that claims 
handling expense is incurred as claims are reported, even if no loss payments are made. 

Outstanding claims reserve shall be based on actual claims reported but have not yet been 
settled at year-end. IBNR is calculated based on the following methods: 
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21. Reinsurance liabilities 

Details of this account as at December 31, 2020 and 2019 are as follows: 

 

22. Accounts payable and accrued expenses 

This account consists of: 

 

Terms and conditions: 

• Commission payable are settled upon remittance of premiums from agents and 
brokers 

• Taxes payable consisting of documentary stamp tax, output tax, withholding taxes 
and others are usually settled in the succeeding month. 

• Accrued expenses and other liabilities is usually settled on a 30-90 days term.  
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• Lease liability represents obligation to make lease payments and is measured at the 
present value of future lease payments. 

Management believes that the carrying amounts of the above accounts are the reasonable 

approximation of their fair values as at December 31, 2020 and 2019. 

 

23.  Equity 

Share capital 

The movement of share capital during 2020 and 2019 are as follows: 

 

As at December 31, 2018, the Company has a total number of 9 stockholders owning 100 
or more shares each 

Revaluation reserve on AFS investments 

The movement of this account is as follows: 

 

Retained earnings  

• A certain percentage of net retained premiums on earthquake and other perils of the 
previous underwriting period are annually determined to cover any unexpected losses 
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resulting from catastrophic losses. The balance of retained earnings appropriated for 
catastrophe loss is P2,034,463 and P2,613,352 as at December 31, 2020 and 2019 
respectively. 

• Retained earnings available for dividend declaration computed in accordance with SEC 
Memorandum Circular 11 amounted to P140,596,019 and P312,347,021 as of December 
31, 2020 and 2019, respectively. 

 

24. Insurance Contracts – Terms, Assumption and Sensitivities 

Terms and Conditions 

The major classes of general insurance written by the Company include motor, property, 
casualty, marine and engineering. Risks under these policies usually cover 12 months 
duration. 

For general insurance contracts, claims provisions (comprising provisions for claims reported 
by policyholders and IBNR claims) are established to cover the ultimate cost of settling the 
liabilities in respect of claims that have occurred and are estimated based on known facts at 
the end of the reporting period. 

The provisions are reviewed quarterly as part of a regular ongoing process as claims 
experience develops; certain claims are settled and further claims are reported. Outstanding 
claims provisions are not discounted for the time value of money. 

The measurement process primarily includes projections of future claims through the use of 
historical experience statistics. In certain cases, where there is a lack of reliable historical 
data on which to estimate claims development, relevant benchmarks of similar business are 
used in developing claims estimates. Claims provisions are separately analyzed by 
geographical area and class of business. In addition, claims are usually assessed by loss 
adjusters. 

Assumptions 

The principal assumption underlying the estimates is the Company’s past claims 
development experience. This includes assumptions in respect of average claim costs, claim 
handling costs, claims inflation factors, and claim numbers for each accident year. Judgment 
is used to assess the extent to which external factors such as judicial decisions, government 
legislation and climatic changes that affect the estimates. Other key assumptions include 
variation in interest and delays in settlement. 
 
Sensitivities 
The general insurance claims provision is sensitive to the above key assumptions. The 
sensitivity to certain variables such as legislative change and uncertainty in the estimation 
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process is impossible to quantify. Furthermore, because of delays that arise between 
occurrence of a claim and its subsequent notification and eventual settlement, the 
outstanding claim provisions are not known with certainty at the end of the reporting period. 
Consequently, the ultimate liabilities will vary as a result of subsequent developments. 
Differences resulting from reassessments of the ultimate liabilities are recognized in 
subsequent financial statements. 

Since certain proportional reinsurance facilities are entered, the Company’s net exposure is 
minimal. The Company considers that the liability recognized in the statement of financial 
position is adequate. However, actual experience will differ from the expected outcome. 
Sensitivity test are set out below, showing the impact on profit and loss and equity, gross and 
net of reinsurance.  

The Sensitivity tests the impact of change with other assumptions unchanged. 

 

There is no effect on equity except on those affecting profit and loss. 
 

 Loss Development Table 

Loss development table for the year 2020 and 2019, gross and net of the reinsurer’s share 

is as follows: 
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25. Premiums 
 
Analysis of premiums follows: 

 

 

26. Interest and other Investment income - net 

Interest income 
Sources of interest income are as follows: 
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Other investment income-net 

The breakdown of this account is as follows 

 

Loss on foreign exchange includes unrealized gain on foreign exchange transactions 

amounting to P195,286 and P214,485 in December 31, 2020 and 2019, respectively.  

 

27. Lease Agreements 

The Company is a lessee under the Contract of Lease effective December 26, 2019. The 
subject of the lease contract is an office space with a total area of 138.85 square meters 
and one (1) parking slot. The lease is for a period of two (2) years, beginning on September 
15, 2019 and ending on September 14, 2021. 

a. Lease liabilities  

Set out below are the carrying amounts of lease liabilities and the movement during the 
period:  

 

b. Amounts recognized in statements of income 

Set out below, are the amounts recognized in the statements of income: 
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As the country is battling the effects of COVID-19 pandemic, key positions in Accounting, 
Treasury, Claims and Productions had to be isolated in a safe housing facility so that 
office work will not be interrupted, thereby assuring health conditions of these office 
workers. As a consequence, short term lease for the housing needs of the affected 
workers were incurred amounting to P9.99million.  

 

28. Claims, losses and adjustment expenses 

Analysis of claims, losses and adjustment expenses paid is shown below: 

 

 
 

 

29. Commission expense and commission income 

The composition of this account is as follows: 
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Standard commission rate for direct and reinsurance business ranges from 10% to 30%. 

 

30. Administrative expenses 

The breakdown of this account is as follows:  

 

Miscellaneous expenses include donations, contributions and anniversary and Christmas 

expenses. 

 

31. Loss on sale of investments 
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Loss on sale of investments represents the loss incurred related to the Company’s trading 
listed equity securities in 2020. The breakdown of which is as follows: 

 

 

32. Salaries and wages and other benefits 

The composition of this account is as follows: 

 

The Company has a non-contributory and of the defined benefit type retirement plan which 

provides a retirement benefit equal to one (1) month’s pay for every year of service based 

on the member’s average salary for the last three (3) years. The benefit is paid in a lump 

sum upon retirement or separation in accordance with the terms of the plan. Contribution to 

the plan and earnings thereof are managed by a trustee. The Plan has no specific matching 

strategy between the Plan asset and the Plan liabilities. The Company is not required to pre-

fund the defined benefit obligation payable under the plan before they become due. The 

amount and timing of contribution to the plan asset are at the Company’s discretion. However, 

in the event a benefit claim arises and the plan asset is insufficient to pay the claim, the 

shortfall will then be due and payable to the plan asset. 

 

The following information summarizes the components of defined benefit costs, the unfunded 

status and the amounts recognized as defined benefit liability 

 

The retirement benefits recognized in the statement of income and comprehensive income 

is as follows: 
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Re-measurement gain(loss) recognized in OCI consists of the following: 

 

The Net defined benefit liability recognized in the statement of financial position is as 

follows: 

 

The changes in present value of defined benefit obligation are as follows:  
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The changes in fair value of plan asset are as follows: 

 

The allocation of Plan asset is as follows: 

 

Plan assets are valued by the fund manager at fair value using the mark-to-market 
valuation. The Company contributes to the fund depending on the requirements of the plan. 

Actuarial assumptions used to determine retirement benefits are as follows: 

 

The sensitivity analysis based on reasonably possible changes of each significant 
assumption on the defined benefit liabilities as of December 31, 2020 and 2019 are as follows: 

 

 

33. Income Taxes 
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The major components of provision for (benefit from) income tax for the years ended 

December 31, 2020 and 2019 are as follows: 

 

For the years ended December 31, 2020 and 2019, the Company was subjected to Minimum 

Corporate income tax (MCIT) since it does not have any net taxable income. MCIT is 

computed at 2% of gross income and can be claimed as tax credits for a period of 3 years, 

whenever regular income tax is higher than the MCIT. 

The reconciliation of tax on pretax income computed at the applicable statutory rates to tax 

expense is as follows: 

 

Components of deferred tax assets and liabilities are as follows: 
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The movements of deferred tax assets and liabilities are as follows: 

 

As at December 31, 2020 and 2019, the Company did not recognize any deferred tax assets 

on the following items since it does not expect to have sufficient profit against which the 

deferred tax assets can be utilized. 

 

Components of the Company’s unrecognized/unutilized NOLCO and MCIT and the year 

until which these are deductible from taxable income are as follows:  

 

Net Operating Losses Carry Over (NOLCO) 

On September 30, 2020, the BIR issued Revenue Regulations No. 25-2020 implementing 

Section 4(bbbb) of “Bayanihan to Recover As One Act” which provide that the NOLCO 

incurred for taxable years 2020 and 2021 can be carried over and claimed as a deduction 

from gross income for the next five (5) consecutive taxable years immediately following the 

year of such loss. 
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Corporate Recovery and Tax Incentives for Enterprises (CREATE) Act 

On February 1, 2021, the Bicameral Conference Committee, approved the House Bill No. 

4157 and Senate Bill No.1357 (the CREATE) which seeks to reduce the corporate income 

tax rates and to rationalize the current fiscal incentives by making it time-bound, targeted and 

performance based. CREATE pursues to dynamically fight the effects of COVID-19 and help 

businesses to recover as quickly as possible. 

Among the reforms provided under CREATE Act are the following:  

i. Reduction in current income tax rate effective July 1, 2020 as follows: 

• Those with assets amounting to P100 million and below, and with taxable 

income equivalent to P5million and below will be subjected to a 20% tax rate 

• Those with assets above P100 million or those with taxable income amounting 

to more than P5 million will be subjected to a 25% tax rate. 

ii. Effective July 1, 2020 until June 30, 2023, the MCIT rate shall be one percent (1%). 

In accordance with PAS 12- Income taxes, if a bill is passed into law after the reporting date 

but before the issuance of the audited financial statements, it is treated as a non-adjusting 

event, hence the Company still applied the 30% statutory tax rate and 2% MCIT in the 

calculation of income taxes. 

Had the new income tax rate been applied in the accompanying financial statements, the 

effect is a decrease in the following:  

 

 

 

34. Related party transactions 

The Company leases its Cebu branch office from a related party at rate, terms and lease 

provisions comparable to unrelated parties. Also, during 2020, as the country is battling the 

effects of COVID-19 pandemic, key positions in Accounting, Treasury, Claims and 

Productions had to be isolated in a safe housing facility so that office work will not be 

interrupted, thereby assuring the health conditions of these office workers. As a consequence, 

short-term lease for the housing needs of the affected workers were incurred from Reliance 
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Land Inc. amounting to P9.99 million. The total rent expense charged to operations from a 

related party amounted to P10,056,691 and P846,706 in 2020 and 2019, respectively. 

Compensation to key management personnel included in Salaries and other employee 

benefits follows: 

 

 Cash advances to and from related parties are as follows: 

 

 

35. Other Significant Matters 

 

1. Applying PFRS 9 Financial Instruments with PFRS 4 Insurance Contracts (Amendments 

to IFRS 

Qualifying for Temporary Exception from PFRS 9 

The company applied the temporary exemption from PFRS 9 as permitted by the 

amendments to PFRS 4 Applying PFRS 9 Financial Instruments with PFRS 4 Insurance 

Contracts issued in September 2016. The temporary exemption permits entities whose 
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activities are predominantly connected with insurance to continue applying PAS 39 rather 

than PFRS 9 for annual periods beginning before January 1, 2025. 

The assessment for whether a reporting entity’s activities are predominantly connected 

with insurance is based on the liabilities connected with insurance in proportion to the 

entity’s total liabilities. An entity may elect the temporary exemption if, and only if: 

• The carrying amount of its liabilities arising from contracts within the scope of PFRS 

4 is significant compared to the total carrying amount of all its liabilities; and 

• The percentage of the total carrying amount of its liabilities connected with 

insurance relative to the total carrying amount of all of its liabilities is: 

o Greater than 90 percent; or 

o Less than or equal to 90 percent but greater than 80 percent, and the insurer 

does not engage in a significant activity unconnected with insurance.  

The predominance assessment is performed using the carrying amounts of liabilities 

reported on the statement of financial position at the annual reporting December 31, 2017. 

Applying the requirements, the Company performed the predominance assessment using 

the Company’s statement of financial position as of December 31, 2017. 

The Company concluded that it qualified for the temporary exemption from PFRS 9 

because its activities are predominantly connected with insurance. As at December 31, 

2017, the Company’s gross liabilities arising from contracts within the scope of PFRS 4 

represented 86% of the total carrying amount of all its liabilities, and the Company did not 

engage into any significant activities not connected with insurance. Since December 31, 

2017, there has been no change in the activities of the Company that requires 

reassessment of the use of the temporary exemption. 

Fair Value Disclosures 

The table below presents an analysis of the fair value of classes of financial assets as of 

December 31, 2020, as well as the corresponding change in fair value for the year ended 

December 31, 2020. In the table, the amortized costs of cash and cash equivalents and 

short-term receivables have been used as reasonable approximations of fair value. The 

financial assets are divided into two categories: 

• Assets on which contractual cash flows represent Solely Payments of Principal and 

Interest (SPPI), excluding any financial assets that are held for trading or that are 

managed and whose performance is evaluated on a fair value basis; and 
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• All financial assets other than those specified in SPPI above (i.e. those for which 

contractual cash flows do not represent SPPI, assets that are held for trading and 

assets that are managed and whose performance is evaluated on a fair value 

basis). 

Credit Risk Disclosures 

The following table shows the carrying amounts of the SPPI assets in accordance with 

PAS 39 categories by credit risk rating grades reported to key management personnel. 

The carrying amounts are measured in accordance with PAS 39. 

Given the Company’s discussion on managing credit risks as disclosed under Note 7, 

provided below is the Company’s assessment of its SPPI assets: 

 

The following table provides information on the fair value and carrying amount under PAS 

39 for those SPPI assets other than low credit risk as determined by the Company. The 

carrying amounts are measured in accordance with PAS 39. 

 

2. Contingencies 
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In the normal course of business, the Company may become defendant in lawsuits 

involving settlement of insurance claims. The Company recognized adequate provisions 

in its books to cover possible losses that may be incurred on these claims. In the opinion 

of management, liabilities arising from these claims, if any, will not have material effect on 

the Company’s financial position and will have no material impact in the financial 

statements, taken as a whole. 

3. Current Assets and Liabilities Distinction 

The company’s current assets and current liabilities are presented below:  

 

Current versus non-current classification 

The company presents assets and liabilities in the statements of financial position based 

on current/non-current classification. An asset 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 end of the reporting 

period ;or 

• Cash and cash equivalent unless restricted from being exchanged or used to settle 

a liability for at least twelve months after the end of the reporting period.  

The company classifies all other assets as non-current 

A liability is current when:  
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• 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 end of the reporting period; or 

• There is no unconditional right to defer the settlement of the liability for at least 

twelve months after the end of the reporting period. 

4. Effects of COVID-19 Pandemic 

On March 11, 2020, the World Health Organization declared a global pandemic as a result 

of the increasing number of COVID-19 cases worldwide. This was followed by the 

issuance of Presidential Proclamation Order No. 929 declaring a State of Calamity in the 

Country from the COVID-19 outbreak. 

Different quarantine classifications were imposed nationwide which resulted to disruptions 

in 

business and economic activities and their impact on business continue to evolve. In 2020, 

the 

COVID-19 has significantly affect the Company which resulted to the following: 

• Decrease in premium production of 12% before reinsurance (decrease of 16% after 

reinsurance) as people mobility was limited during the stricter quarantine period; 

• Incurred additional occupancy cost to house key office staff in an effort (i) to provide 

uninterrupted processes on policy issuance, claims handling and certain treasury 

functions and (ii) to mitigate the spread of COVID-19 among the staff; 

• Incurred additional gratuities and benefits to certain employees who have tendered 

resignations as employees reporting for work becomes unsafe. 

• Re-calibrated the manner of identifying past due accounts resulting to additional 

provision for probable losses in 2020 amounting to P793,694; 

• The global economic uncertainty also affected the Company’s position in the stock 

market as significant portion of its investments are measured at fair value. To 

maintain an appropriate level of liquidity, the Company sold a substantial portion of 

AFS during 2020 which resulted to a loss of P189 million (see Note 31). 

Internally, the Company continues to adapt to these challenges including implementation 

of the following: 

• Work-from-home arrangement for certain office personnel; 
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• Online meetings and discussions with officers and employees; 

• Use of mobile banking and online platforms for certain financial transactions; 

Considering the evolving nature of this outbreak, the Company continues to monitor the 

situation and will take further actions as necessary and appropriate in response to these 

economic disruptions and other consequences. 

 

36. Subsequent Event After Reporting Period 

Subsequent events occurred after December 31, 2020 is as follows:  

i. Advances to and from subsidiary amounting to P3.1 million and P175 million was 

collected and paid in full.  

ii. A share purchase agreement was signed wherein the company’s equity interest in its 

subsidiary was sold to another party. Accordingly, RSIC ceased to be the Parent 

company on the said date. 

 

 

37. Supplementary Information Required under Revenue Regulation 15-2010 

 The Bureau of Internal Revenue (BIR) issued Revenue Regulation 15-2010 which requires 

additional tax information to be disclosed in the Notes to Financial Statements. The following 

information covering the calendar year ended December 31, 2020 is presented in compliance 

thereto. 

• The details of VAT output tax declared in the Company’s 2020 VAT returns and their 

related accounts are as follows: 

 
• The VAT input tax claimed is broken down as follows: 
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• The premium tax on personal accident insurance paid and accrued amounted to    

P27,127. 

• The premium tax on travel insurance paid and accrued amounted to P1,079. 

• Documentary stamp tax paid/accrued on insurance policies issued amounted to 

P24,926,754 

• The amounts of withholding tax payments, by category are as follows: 

 

• As of December 31, 2020, the Company has no pending tax investigation with the BIR. 

• Taxes and licensed presented as part of administrative expense in the Company’s 

statement of income is detailed below: 

 


