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PHILIPPINE NAVY SAVINGS AND LOAN ASSOCIATION, INC.

(Authorized by the Bangko Sentral Ng Pilipinas)
PNSLAI Corporate Center, Lot 12 Blk. 54 Ph4, Diego Silang St.,
AFP Officer’s Village, Western Bicutan, City of Taguig
Tel. No.: (02) 8887-3736; (02) 8887-3738 email: pnslaimain@yahoo.com

STATEMENT OF MANAGEMENT’'S RESPONSIBILITY
FOR FINANCIAL STATEMENTS

The Management of PHILIPPINE NAVY SAVINGS AND LOANS ASSOCIATION, INC. is
responsible for the preparation and fair presentation of financial statements including the
schedules attached therein, for the years ended December 31, 2023 and 2022, in accordance
with the prescribed financial reporting framework indicated therein, and such internal control
as management determines is necessary to enable the preparation of financial statements
that are free from material misstatement, whether due to fraud or error.

In preparing the financial statements, management is responsible for assessing the
Association's ability to continue as a going concern, disclosing, as applicable matters related
to going concern and using the going concern basis of accounting uniess management either
intends to liquidate the Association or to cease operations, or has no realistic alternative but
to do so.

The Board of Trustees is responsible for overseeing the Association's financial reporting
process.

The Board of Trustees reviews and approves the financial statements including the schedules
attached therein, and submits the same to the members of the Association.

Alas, Oplas & Co., CPAs, the independent auditor appointed by the members for the years
ended December 31, 2023 and 2022, has audited the financial statements of the Association
in accordance with Philippine Standards on Auditing, and in its report to the members, has
expressed its opinion on the fairness of presentation upon completion of such audit.

COMMO EDU 4
Chairman of the Board

BGEN EU O/N. CLEMEN AFP(RET)

President
MlCHA?E;VILLA APR
VP for Jfeasury A 22 2024

Signed this 28" day of February, 2024




Alas Oplas & Co., CPAs

Alas Oplas & Co., CPAs

T/F Philippine AXA life Centre

1286 Sen. 6

Makali Cily
Phone
Email: aoch

Independent Member of

B KR [.; CIr1le liitlii\li

INDEPENDENT AUDITORS’ REPORT
TO ACCOMPANY FINANCIAL STATEMENTS FOR FILING WITH THE
BUREAU OF INTERNAL REVENUE

To the Members and the Board of Trustees

PHILIPPINE NAVY SAVINGS AND LOAN ASSOCIATION, INC.
PNSLAI Corporate Center, Lot 12 Blk 54 Phase IV,

Diego Silang St. AFP Officers Village

Western Bicutan 1630 Taguig City NCR, 4™ District Philippines

We have examined the financial statements of PHILIPPINE NAVY SAVINGS AND LOAN ASSOCIATION, INC.
for the years ended December 31, 2023 and 2022, on which we have rendered the attached report dated
February 28, 2024.

In compliance with Revenue Regulation V-20, we are stating that no partner of our Firm is related by
consanguinity or affinity to the president, manager or principal members of the Association.

ALAS, OPLAS & CO., CPAs
BOA Registration No. 0190, valid from October 31, 2022, to February 18, 2025
BIR A.N. 08-001026-000-2024, issued on January 5, 2024; effective until January 4, 2027

SEC A.N. (Firm) 0190-SEC, Group A, issued on October 21, 2021; valid for 2021 to 2025 audit period
TIN 002-013-406-000

By:

RYAN A. SABUG

Partner AR 2 7 2@24
CPA License No. 0111183 s nd ¥
BIR A.N. 08-001026-004-2023, issued on February 9, 2023; effective until February 8, 2026

SEC A.N. (Individual) 111183-SEC, Group A, issued on February 4, 2021, vahd for 2020 102024 audit period

TIN 232-158-286-000 -

.‘f".

PTR No. 10075665, issued on January 2, 2024, Makati City B

February 28, 2024
Makati City, Philippines

Offices: Makati + Alabang +« Cavite - Ortigas - Bulacan + Isabela - Nueva Ecija + Bacolod - lloilo



Alas Oplas & Co., CPAS

Alas Oplas & Co., CPAs

7/F Philippine AXA Life Centre

1286 Sen. Gil Puyat Avenue

Makali Cily, Philippines 1200

Phaone: (632) T116-4366

Fmail- ancheadoffice@alasoplas.com
Website: www.alasoplascpas.com

INDEPENDENT AUDITORS’ REPORT Independent Mcmber of
B K R Internation

To the Members and the Board of Trustees

PHILIPPINE NAVY SAVINGS AND LOAN ASSOCIATION, INC.
PNSLAI Corporate Center, Lot 12 Blk 54 Phase IV,

Diego Silang St. AFP Officers Village

Western Bicutan 1630 Taguig City NCR, 4™ District Philippines

Opinion

We have audited the financial statements PHILIPPINE NAVY SAVINGS AND LOAN ASSOCIATION, INC.
(the “Association”) which comprise the statements of financial position as of December 31, 2023 and 2022,
and the related statements of comprehensive income, statements of changes in member's equity and
statements of cash flows for the years then ended, and notes to the financial statements, including material
accounting policies and other explanatory information.

In our opinion, the accompanying financial statements present fairly, in all material respects, the financial
position of the Association as at December 31, 2023 and 2022, and its financial performance and its cash flows
for the years then ended in accordance with Philippine Financial Reporting Standards.

Basis for Opinion

We conducted our audit in accordance with Philippine Standards on Auditing (PSAs). Our responsibilities under
those standards are further described in the Auditor's Responsibilities for the Audit of the Financial Statements
section of our report. We are independent of the Association in accordance with the ethical requirements that
are relevant to our audit of the financial statements in the Philippines, the Code of Ethics for Professional
Accountants in the Philippines, and we have fulfilled our other responsibilities in accordance with these
requirements. We believe that the audit evidence we have obtained is sufficient and appropriate to provide a
basis for our opinion.

Emphasis of Matter {2 -- MUE

We draw attention to Note 5 to the financial statements which describes the basis used by the Association in-,
setting up allowance for credit losses. As stated in Bangko Sentral ng P:Ilpinas (BSP) Circular 1046, BSP-_'
supervised financial institutions with credit operations that may not economically justify adoption Atsp(n da
loss estimation methodology that is compliant with PFRS 9, shall, at a minimum, be subject to reg
guidelines in setting up allowance for credit losses prescribed under Appendix S- BdmeMaWons
for Non-Bank Financial Institutions (MORNBFI). Following the guidance of @B.Grrr:mar 1046 in adopting
PFRS 9 impairment requirements, the Association assessed the ECL in accordance with the said standard
and based on management judgement, it was determined that the amount recognized as allowance based on
Appendix S-8 of the MORNBFI is reasonable. Our opinion is not modified in respect of this matter.

Of_fices: Makati - Alabang - Cavite - Ortigas - Bulacan - Isabela - NuevaEcija - Bacolod - lloilo



Alas Oplas & Co., CPAs

Responsibilities of Management and Those Charged with Governance for the Financial Statements

Management is responsible for the preparation of the financial statements in accordance with Philippine Financial
Reporting Standards, and for such internal control as management determines is necessary to enable the
preparation of financial statements that are free from material misstatement, whether due to fraud or error.

in preparing the financial statements, management is responsible for assessing the Association’s ability to
continue as a going concern, disclosing, as applicable, matters related to going concern and using the going
concern basis of accounting unless management either intends to liquidate the Association or to cease
operations, or has no realistic alternative but to do so.

Those charged with governance are responsible for overseeing the Association’s financial reporting process.
Auditor’s Responsibilities for the Audit of the Financial Statements

Our objectives are to obtain reasonable assurance about whether the financial statements as a whole are free
from material misstatement, whether due to fraud or error, and to issue an auditor's report that includes our
opinion. Reasonable assurance is a high level of assurance, but is not a guarantee that an audit conducted in
accordance with PSAs will always detect 2 material misstatement when it exists.

Misstatements can arise from fraud or error and are considered material if, individually or in the aggregate, they
could reasonably be expected to influence the economic decisions of users taken on the basis of these financial
statements.

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

» Identify and assess the risks of material misstatement of the financial statements, whether due to fraud or
error, design and perform audit procedures responsive to those risks, and obtain audit evidence that is
sufficient and appropriate to provide a basis for our opinion. The risk of not detecting a material
misstatement resulting from fraud is higher than for one resulting from error, as fraud may involve collusion,
forgery, intentional omissions, misrepresentations, or the override of internal control.

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

¢ Evaluate the appropriateness of accounting policies used and the reasonableness of accounting estimates
and related disclosures made by management.

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

« Evaluate the overall presentation, structure and content of the financial statements, including the
disclosures, and whether the financial statements represent the underlying transactions and events i
manner that achieves fair presentation. - =

We communicate with those charged with governance regarding, among other matters; the blanned scope d
timing of the audit and significant audit findings, including any significant deficiericies in internal control that.
identify during our audit. \: \ P



Alas Oplas & Co., CPAs

The Supplementary Information Required under Bangko Sentral ng Pilipinas (BSP) Circular No. 1075
and Revenue Regulation No. 15-2010

Our audit was conducted for the purpose of forming an opinion on the basic financial statements taken as a
whole. The supplementary information required under BSP Circular No. 1075 in Note 34 and Revenue
Regulation No. 15-2010 on taxes, duties and license fees paid or accrued during the taxable year in Note 33
are presented for purposes of filing with the BSP and Bureau of Internal Revenue, respectively, and is not a
required part of the basic financial statements. Such information is the responsibility of the management of
PHILIPPINE NAVY SAVINGS AND LOAN ASSOCIATION, INC. The information has been subjected to the
auditing procedures applied in our audit of the basic financial statements. In our opinion, the information is
fairly stated in all material respects in relation to the basic financial statements taken as a whole.

ALAS, OPLAS & CO., CPAs

BOA Registration No. 0190, valid from October 31, 2022, to February 18, 2025

BIR A.N. 08-001026-000-2024, issued on January 5, 2024; effective until January 4, 2027

SEC A.N. (Firm) 0190-SEC, Group A, issued on October 21, 2021; valid for 2021 to 2025 audit penod |
TIN 002-013-406-000 NG\

” - ' \
Lt s\
7 \

! AP D
14 B- B

M,Lq/...-r N7 0,
RYAN A. SABUG \ W e
Partner e
CPA License No. 0111183
BIR A.N. 08-001026-004-2023, issued on February 9, 2023; effective until February 8, 2026
SEC A.N. (Individual) 111183-SEC, Group A, issued on February 4, 2021; valid for 2020 to 2024 audit period
TIN 232-158-286-000
PTR No. 10075665, issued on January 2, 2024, Makati City

February 28, 2024
Makati City, Philippines



PHILIPPINE NAVY SAVINGS AND LOAN ASSOCIATION, INC.

(A Non-Stock Savings and Loan Association)
STATEMENTS OF FINANCIAL POSITION
DECEMBER 31, 2023 AND 2022

In Philippine Peso

Notes 2023 2022
ASSETS
Cash 9 2,464,563,565 2,261,791,917
Investment securities at amortized cost 10 380,000,000 480,000,000
Loans and other receivables — net 1 6,525,023,746 6,646,091,485
Investment property — net 12 6,715,820 7,005,820
Property and equipment — net 13 231,565,506 223,058,845
Other assets 14 138,410,454 147,061,464
TOTAL ASSETS 9,746,279,091 9,765,009,531
LIABILITIES AND MEMBERS' EQUITY
LIABILITIES
Savings deposits 15 3,841,020,029 3,839,026,066
Accrued expenses and other liabilities 16 355,295,409 367,087,100
Retirement payable 17 - 1,683,344
Total Liabilities 4,196,315,438 4,207,796,510
MEMBERS' EQUITY
Capital contribution 18 4,637,613,821 4,591,022,338
Surplus reserves 19 292,197,954 341,266,124
Surplus free 20 620,151,878 624,924,559
Total Members’' Equity 5,549 963,653 5,5657,213,021
TOTAL LIABILITIES AND MEMBERS' EQUITY 9,746,279,091 9,765,009,531

See Notes to Financial Statements.




PHILIPPINE NAVY SAVINGS AND LOAN ASSOCIATION, INC.

(A Non-Stock Savings and Loan Association)
STATEMENTS OF COMPREHENSIVE INCOME

FOR THE YEARS ENDED DECEMBER 31, 2023 AND 2022

In Philippine Peso

Notes 2023 2022
INTEREST INCOME
Loans receivable 11 724,183,639 719,491,533
Due from other banks 9 72,075,227 17,171,010
Investment securities at amortized cost 10 21,117,659 20,698,973
817,376,525 757,361,516
INTEREST EXPENSE
Savings deposits B 15 (105,445,212) (102,349,003)
NET INTEREST INCOME 711,931,313 655,012,513
PROVISION FOR CREDIT AND IMPAIRMENT LOSSES 28 (21,941,220) (26,918,408)
NET INTEREST INCOME AFTER PROVISION 689,990,093 628,094,105
OTHER INCOME
Fees and commissions 48,218,079 67,064,307
Recovery on charged-off assets 24 1,943,928 7,216,984
Miscellaneous 25 5,392 803 9,946,635
B 55,554,810 84,227,926
OPERATING EXPENSES
Compensalion and fringe benefits 21 (147,622,853) (147,611,305)
Management and other professional fees (14,934,154) (15,466,914)
Depreciation 12,13 (14,307,670) (7,135,413)
Fuel and lubricants (3,976,370) (4,292,527)
Power, light and water (3,456,729) (2,844,825)
Poslage, lelephone, cable and telegrams (3,205,366) (2,960,604)
Security, messengerial, and janitorial services (3,203,880) (359,800)
Rent expense 22 (2,791,339) (3.046,853)
Repairs and maintenance (2,609,962) (2,281,043)
Stationaries and supplies used (2,439,290) (2,295,096)
Advertising and publicity (2,196,449) (1,552,8186)
Representalion and entertainment (1,893,435) (1,729,279)
Taxes and licenses (1,759,020) (209,122)
Insurance expense (1,079,594) (1,141,368)
Travelling expenses (866,019) (1,067,272)
Periodicals and magazines (152,860) (137,055)
Membership fee and dues (136,223) (118,943)
Donations and charitable contributions (84,032) (104,835)
Fines, penalties, and other charges (11,300) (534,400)
Miscellaneous 23 (10,417,917) (7,732,8486)
(217,144,462) (202,622,316)
INCOME BEFORE TAX 528,400,441 509,699,715
INCOME TAX EXPENSE 26 - ~
INCOME AFTER TAX 528,400,441 509,699,715
_ OTHER COMPREHENSIVE INCOME - 3\
TOTAL COMPREHENSIVE INCOME 528400441 .ﬁm \
See Notes o Financial Statements. AT L€ &9
o=



PHILIPPINE NAVY SAVINGS AND LOAN ASSOCIATION, INC.

(A Non-Stock Savings and Loan Assoclation)
STATEMENTS OF CHANGES IN MEMBERS' EQUITY

FOR THE YEARS ENDED DECEMBER 31, 2023 AND 2022

In Philippine Peso

Capital
contribution  Surplus reserves Surplus free
(Note 18) (Note 19) (Note 20) Total

Balance at December 31, 2021 4,590,631,714 360,049,503 677,991,557 5,628,672,774
Comprehensive income

Income for the year = = 509,699,715 509,699,715
Transactions with members

Additional contribution 1,226,996,997 - - 1,226,996,997

Withdrawals (1,226,606,373) - - (1,226,606,373)

Reversal of appropriation - (43,283,244) 43,283,244 -

Appropriation - 24 499 865 (24,499 ,865) -

Dividend declaration - - (581,550,092) (581,550,092)
Total transactions with members 390,624 (18,783,379) (562,766,713) (581,159,468)
Balance at December 31, 2022 4,591,022,338 341,266,124 624,924,559 5,557,213,021
Comprehensive income

Income for the year - - 528,400,441 528,400,441
Transactions with members

Additional contribution 1,237,713,191 - - 1,237,713,191

Withdrawals (1,191,121,708) - - (1,191,121,708)

Reversal of appropriation - (50,000,000) 50,000,000 -

Appropriation ~ 931,830 (931,830) -

Dividend declaration - - (582,241,292) (582,241,292)
Total transactions with members 46,591,483 (49,068,170) (533,173,122) (535,649,809)
Balance at December 31, 2023 4,637,613,821 292,197,954 620,151,878 5,549,963,653

See Notes to Financial Statements.

________



PHILIPPINE NAVY SAVINGS AND LOAN ASSOCIATION, INC.
(A Non-Stock Savings and Loan Association)

STATEMENTS OF CASH FLOWS

FOR THE YEARS ENDED DECEMBER 31, 2023 AND 2022

In Philippine Peso

Notes 2023 2022

CASH FLOWS FROM OPERATING ACTIVITIES
Income before tax 528,400,441 509,699,715
Adjustments for:

Interest income on due from other banks 9 (72,075,227) (17,171,010)

Interest income on investment securities at amortized cost 10 (21,117,659) (20,698,973)

Depreciation 12,13 14,307,670 7,135,413

Provision for retirement fund 17 - 4,040,024

Provision for credit and impairment losses 28 21,941,220 26,918,408
Operating cash flows before working capital changes 471,456,445 509,923,577
Decrease (increase) in operating assets:

Loans and other receivables 107,692,416 416,933,801

Other assets 3,750,668 (307,254,450)
Increase (decrease) in operating liabilities:

Savings deposits 1,993,962 197,595,546

Accrued expenses and other liabilities (11,791,693) 181,514,078
Cash generated from operating activities 573,101,798 998,712,552
Interest received 89,527,334 35,667,057
Contributions to retirement fund 17 (1,683,344) (2,509,931)
Income tax paid - (180)

Net cash generated from operating activities 660,945,788 1,031,869,498
CASH FLOWS FROM INVESTING ACTIVITIES
Acquisition of investment securities at amortized cost 10 (50,000,000) (100,000,000)
Proceeds from redemption of matured investment securities at

amortized cost 10 150,000,000 50,000,000
Acquisition of property and equipment 3 0 S ESR T (22,524,331) (66,353,723)

Net cash generated from (used in) investing activities 77,475,669 (116,353,723)
CASH FLOWS FROM FINANCING ACTIVITIES
Additional capital contribution 18 1,237,713,191 1,226,996,997
Withdrawal of capital contribution 18 (1,191,121,708) (1,226,606,373)
Payment of dividends 27 (582,241,292) (581,550,092)

Net cash used in financing activities (535,649,809) (581,159,468)
NET INCREASE IN CASH 202,771,648 334,356,307

CASH AT BEGINNING OF THE YEAR

2,261,791,817

CASH AT END OF THE YEAR 9

19274356187

2.261,791,017

See Notes to Financial Statements.

2,464,563,565 -




PHILIPPINE NAVY SAVINGS AND LOAN ASSOCIATION, INC.
(A Non-Stock Savings and Loan Association)

NOTES TO FINANCIAL STATEMENTS

DECEMBER 31, 2023 AND 2022

In Philippine Peso

7 CORPORATE INFORMATION

PHILIPPINE NAVY SAVINGS AND LOAN ASSOCIATION, INC. (the “Association”) was
organized under the law of the Philippines and duly registered with the Securities and
Exchange Commission (SEC) on August 4, 1993 under SEC Registration Number ANO-93-
003-407.

The Association’s primary purpose is to promote frugality, accumulation of savings, and
judicious utilization of credit and divide its earnings among the members. On September 17,
1993, the Association was granted approval by the Bangko Sentral ng Pilipinas (BSP) to
operate as a non-stock savings and loan association.

The By-Laws of the Association dated January 31, 1999, as amended states that regular
membership is limited to military personnel and civilian employees of the Philippine Navy,
sither on active duty or retired, and their dependents (up to the second degree of
consanguinity or affinity).

In addition, honorary members are the regular employees of the Association.

The Association is a tax-exempt entity under Section 5 of Republic Act No. 8367, otherwise
known as the “Revised Non-Stock Savings and Loan Association Act of 1997", which
promotes exemption from payment of tax in respect to the income it receives including
interest on its deposits with any association: Provided, however, that income derived from
any of its properties real or personal, or any activity conducted for profit, regardless of the
disposition thereof, is subject to the corresponding internal revenue taxes imposed under
the National Internal Revenue Code of 1997, as amended.

Moreover, interest earnings on deposits of members with the Association, as well as the
shares of its members from the net income of the Association, are exempt from income tax
(BIR Ruling No. 347-98 dated July 28, 1998).

The Association's registered office address is located at Molave St., Naval Station Jose
Francisco (formerly Bonifacio Naval Station), Fort Bonifacio, Taguig City. In 2023, the
Association changed its registered office address to PNSLAI Corporate Center Lot 12 Blk
54 Phase 4 Diego Silang Street AFP Officer's Village Western Bicutan 1630 Taguig City
NCR, Fourth District Philippines. The Association is domiciled in the Philippines.
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As of December 31, 2023 and 2022, the Association operates eleven (11) active branches
within the Philippines.

No. Business Unit Location =y

1 Bicol Branch Naval Forces Southern Luzon, Naval Station
Julhasan A Arasain Rawis, Legaspi City

2 Cavite Branch Naval Base Heracleo Alano, Sangley Point, Cavite City

3 Cebu Branch Philippine Navy Compound, Arellano Blvd., Pier 3 Area,
Tinago, Cebu City.

4 Davao Branch Naval Station Felix Apolinario, Panacan, Davao
City

5 La Union Branch NAVFORNOL, Naval Station Ernesto R Ogbinar,
Poro Point, San Fernando, La Union

6 Manila Branch Molave Street, Naval Station Jose Francisco, Fort
Bonifacio, Taguig City

7 Palawan Branch Naval Forces West, Naval Station Apolinario
Jalandoon Puerto Princesa, Palawan

8 Taguig Branch PNSLAI Corporate Center Lot 12 Blk 54 Phase 4 Diego

Silang Street AFP Officer's Village Western Bicutan 1630
Taguig City NCR, Fourth District Philippines

Ground Floor, AFPCOC Building, Camp Gen. Emilio
Aguinaldo, Quezon City

Naval Education Training and Doctrine Center,

Naval Station Leovigildo Gantioqui, San Antonio,
Zambales

Naval Forces Western Mindanao, Naval Station

Romulo M Espaldon, Bagong Calarian, Zamboanga

City

9 Quezon City Branch

10  Zambales Branch

11 Zamboanga Branch

= FINANCIAL ACCOUNTING FRAMEWORK
2.01 Statement of Compliance

The financial statements of the Association have been prepared in accordance with
Philippine Financial Reporting Standards (PFRSs), except when otherwise indicated.

PFRSs include all applicable PFRSs, Philippine Accounting Standards (PASs), and
Interpretations issued by the International Financial Reporting Interpretations Committee
(IFRIC) as approved by the Financial Reporting Standards Council (FRSC) and adopted by
the SEC. All provisions and requirements of PFRSs are applied by the Association in
preparation of its financial statements except for the requirements of the following standard:

PFRS 9 Financial Instruments — For impairment, the Association adopted Appendix S-8 of
the Manual of Regulations for Non-Bank Financial Institutions (MORNBFIs) that provides
guidelines for provisioning based on number of days past due, collaterals, and type of loan.

2.02 Basis of Preparation

The financial statements are prepared on a going concern basis under the historical cost
convention, except for financial assets and financial liabilities at fair value through profit or
loss (FVPL) and fair value through other comprehensive income (FVOCI) that have been
measured at fair value.

2.03 Functional and Presentation Currency

Items included in the financial statements of the Association are measured using Philippine
Peso, the currency of the primary economic environment in which the Association operates
(the “functional currency”). All financial information presented in the functional currency has
been rounded to the nearest peso, unless otherwise specified.
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2.04 Use of Judgments and Estimates

The preparation of the Association's financial statements requires management to make
judgments, estimates and assumptions that affect the amounts reported in the Association’s
financial statements and accompanying notes.

Judgments are made by management on the development, selection and disclosure of the
Association’s significant accounting policies and estimates, and the application of these
palicies and estimates.

The estimates and assumptions are reviewed on an ongoing basis. These are based on
management’s evaluation of relevant facts and circumstances as of the reporting date. Actual
results could be different from such estimates.

Revisions to accounting estimates are recognized in the period in which the estimate is
revised if the revision affects only that period or in the period of the revision and future periods
if the revision affects both current and future periods.

2.05 Going Concern

The Association is not aware of any significant uncertainties that may cast doubts upon the
Association’s ability to continue as a going concern.

3. ADOPTION OF NEW AND AMENDED ACCOUNTING STANDARDS
3.01 New and Amended Standards and Interpretations Effective on January 1, 2023

The Association applied for the first-time the following standards and amendments, which
are effective for annual periods beginning on or after 1 January 2023, unless otherwise
stated.

3.01.01 PFRS 17 Insurance Contracts

PFRS 17 Insurance Contracts is a comprehensive new accounting standard for insurance
contracts covering recognition and measurement, presentation and disclosure. PFRS 17
replaces PFRS 4 Insurance Contracts. PFRS 17 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.

The overall objective of PFRS 17 is to provide a comprehensive accounting model for

insurance contracts that is more useful and consistent for insurers, covering all relevant

accounting aspects. PFRS 17 is based on a general model, supplemented by:

* A specific adaptation for contracts with direct participation features (the variable fee
approach)

e A simplified approach (the premium allocation approach) mainly for short-duration
contracts

The new standard had no impact on the Association's financial statements as the Association
does not have any contracts that meet the definition of an insurance contract under PFRS
17.

3.01.0. ndments to PAS 1 Presentation of Financial Stat Practic
ment 2 Making Materiality Ju fA nting Policies

The amendments change the requirements in PAS 1 with regard to disclosure of accounting
policies. The amendments replace all instances of the term ‘significant accounting policies’
with ‘material accounting policy information’. Accounting policy information is material if when
considered together with other information included in an entity's financial statements, it can
reasonably be expected to influence decisions that the primary users of general-purpose
financial statements make on the basis of those financial statements.
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The supporting paragraphs in PAS 1 are also amended to clarify that accounting policy
information that relates to immaterial transactions, other events or conditions is immaterial
and need not be disclosed. Accounting policy information may be material because of the
nature of the related transactions, other events or conditions, even if the amounts are
immaterial. However, not all accounting policy information relating to material transactions,
other events or conditions is itself material.

The amendments have had an impact on the Association's disclosures of accounting
policies, but not on the measurement, recognition or presentation of any items in the
Association’s financial statements.

3.01.03 Amendments to PAS 12 Income Taxes—Deferred Tax related to Assets and
Liabilities arising from a Single Transaction

The amendments introduce a further exception from the initial recognition exemption. Under
the amendments, an entity does not apply the initial recognition exemption for transactions
that give rise to equal taxable and deductible temporary differences. Depending on the
applicable tax law, equal taxable and deductible temporary differences may arise on initial
recognition of an asset and liability in a transaction that is not a business combination and
affects neither accounting profit nor taxable profit. Following the amendments to PAS 12, an
entity is required to recognise the related deferred tax asset and liability, with the recognition
of any deferred tax asset being subject to the recoverability criteria in PAS 12.

The amendments had no impact on the Association's financial statements.

3.01.04 Amendments to PAS 12

Model Rules

The amendments to PAS 12 have been introduced in response to the OECD’'s BEPS Pillar

Two rules and include:

+ A mandatory temporary exception to the recognition and disclosure of deferred taxes
arising from the jurisdictional implementation of the Pillar Two model rules; and

« Disclosure requirements for affected entities to help users of the financial statements
better understand an entity's exposure to Pillar Two income taxes arising from that
legislation, particularly before its effective date.

The mandatory temporary exception — the use of which is required to be disclosed — applies
immediately. The remaining disclosure requirements apply for annual reporting periods
beginning on or after 1 January 2023, but not for any interim periods ending on or before 31
December 2023.

3.01.05 Amendments to PAS 8 Accounting Policies, Changes in Accounting Estimates and
Errors—Definition of Accounting Estimates

The amendments to PAS 8 clarify the distinction between changes in accounting estimates,
changes in accounting policies and the correction of errors. They also clarify how entities use
measurement techniques and inputs to develop accounting estimates.

The amendments replace the definition of a change in accounting estimates with a definition
of accounting estimates. Under the new definition, accounting estimates are “monetary
amounts in financial statements that are subject to measurement uncertainty”. The definition
of a change in accounting estimates was deleted.

The amendments had no impact on the Association's financial statements.

3.02 New and Amended Standards Issued But Not Yet Effective

The new and amended standards and interpretations that are issued, but not yet effective,
up to the date of issuance of the Association’s financial statements are disclosed below. The

Association intends to adopt these new and amended standards and interpretations, if
applicable, when they become effective.
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3.02.01 Amendments to PAS 1 Presentation of Financial Statements—Classification of
Liabilities as Current or Non-current

The amendments to PAS 1 published in January 2020 affect only the presentation of liabilities
as current or noncurrent in the statement of financial position and not the amount or timing
of recognition of any asset, liability, income or expenses, or the information disclosed about
those items.

The amendments clarify that the classification of liabilities as current or non-current is based
on rights that are in existence at the end of the reporting period, specify that classification is
unaffected by expectations about whether an entity will exercise its right to defer settlement
of a liability, explain that rights are in existence if covenants are complied with at the end of
the reporting period, and introduce a definition of ‘settlement’ to make clear that settlement
refers to the transfer to the counterparty of cash, equity instruments, other assets or services.

The amendments are applied retrospectively for annual periods beginning on or after 1
January 2024, with early application permitted. The IASB has aligned the effective date with
the 2022 amendments to PAS 1. If an entity applies the 2020 amendments for an earlier
period, it is also required to apply the 2022 amendments early.

3.02.02 Amendments to PAS 1 Presentation of Financial Statements—Non-current Liabilities
with Covenants

The amendments specify that only covenants that an entity is required to comply with on or
before the end of the reporting period affect the entity’s right to defer settlement of a liability
for at least twelve months after the reporting date (and therefore must be considered in
assessing the classification of the liability as current or noncurrent). Such covenants affect
whether the right exists at the end of the reporting period, even if compliance with the
covenant is assessed only after the reporting date (e.g. a covenant based on the entity's
financial position at the reporting date that is assessed for compliance only after the reporting
date).

The IASB also specifies that the right to defer settlement of a liability for at least twelve
months after the reporting date is not affected if an entity only has to comply with a covenant
after the reporting period. However, if the entity's right to defer settlement of a liability is
subject to the entity complying with covenants within twelve months after the reporting period,
an entity discloses information that enables users of financial statements to understand the
risk of the liabilities becoming repayable within twelve months after the reporting period. This
would include information about the covenants (including the nature of the covenants and
when the entity is required to comply with them), the carrying amount of related liabilities and
facts and circumstances, if any, that indicate that the entity may have difficulties complying
with the covenants.

The amendments are applied retrospectively for annual reporting periods beginning on or
after 1 January 2024. Earlier application of the amendments is permitted. If an entity applies
the amendments for an earlier period, it is also required to apply the 2020 amendments early.

3.02.03 Amendments to PAS 7 Statement of Cash Flows and PFRS 7 Financial Instruments:
Disclosures—Supplier Finance Arrangements

The amendments add a disclosure objective to PAS 7 stating that an entity is required to
disclose information about its supplier finance arrangements that enables users of financial
statements to assess the effects of those arrangements on the entity's liabilities and cash
flows. In addition, PFRS 7 was amended to add supplier finance arrangements as an
example within the requirements to disclose information about an entity’'s exposure to
concentration of liquidity risk.

The term ‘supplier finance arrangements’ is not defined. Instead, the amendments describe
the characteristics of an arrangement for which an entity would be required to provide the
information.

To meet the disclosure objective, an entity will be required to disclose in aggregate for its
supplier finance arrangements:
« The terms and conditions of the arrangements
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e The carrying amount, and associated line items presented in the entity’s statement of
financial position, of the liabilities that are part of the arrangements

» The carrying amount, and associated line items for which the suppliers have already
received payment from the finance providers

« Ranges of payment due dates for both those financial liabilities that are part of a supplier
finance arrangement and comparable trade payables that are not part of a supplier
finance arrangement

» Liguidity risk information

The amendments, which contain specific transition reliefs for the first annual reporting period
in which an entity applies the amendments, are applicable for annual reporting periods
beginning on or after 1 January 2024. Earlier application is permitted.

3.02.04 Amendment to PFRS 16 Leases—Lease Liability in a Sale and [ easeback

The amendments to PFRS 16 add subsequent measurement requirements for sale and
leaseback transactions that satisfy the requirements in PFRS 15 to be accounted for as a
sale. The amendments require the seller-lessee to determine ‘lease payments’ or ‘revised
lease payments’ such that the seller-lessee does not recognise a gain or loss that relates to
the right of use retained by the seller-lessee, after the commencement date.

The amendments do not affect the gain or loss recognised by the seller-lessee relating to the
partial or full termination of a lease. Without these new requirements, a seller-lessee may
have recognised a gain on the right of use it retains solely because of a remeasurement of
the lease liability (for example, following a lease modification or change in the lease term)
applying the general requirements in PFRS 16. This could have been particularly the case in
a leaseback that includes variable lease payments that do not depend on an index or rate.

As part of the amendments, the IASB amended an lllustrative Example in PFRS 16 and added
a new example to illustrate the subsequent measurement of a right-of-use asset and lease
liability in a sale and leaseback transaction with variable lease payments that do not depend
on an index or rate. The illustrative examples also clarify that the liability, that arises from a
sale and leaseback transaction that qualifies as a sale applying PFRS 15, is a lease liability.

The amendments are effective for annual reporting periods beginning on or after 1 January
2024. Earlier application is permitted. If a seller-lessee applies the amendments for an earlier
period, it is required to disclose that fact.

A seller-lessee applies the amendments retrospectively in accordance with PAS 8 to sale and
leaseback transactions entered into after the date of initial application, which is defined as the
beginning of the annual reporting period in which the entity first applied PFRS 16.

3.03 Deferred Effectivity
3.03.01 Amendments to PFRS 10 Consolidated Financial Statemenis 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 to PFRS 10 and PAS 28 deal with situations where there is a sale or
contribution of assets between an investor and its associate or joint venture. Specifically, the
amendments state that gains or losses resulting from the loss of control of a subsidiary that
does not contain a business in a transaction with an associate or a joint venture that is
accounted for using the equity method, are recognised in the parent’s profit or loss only to the
extent of the unrelated investors' interests in that associate or joint venture. Similarly, gains
and losses resulting from the remeasurement of investments retained in any former subsidiary
(that has become an associate or a joint venture that is accounted for using the equity method)
to fair value are recognised in the former parent's profit or loss only to the extent of the
unrelated investors' interests in the new associate or joint venture.
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The effective date of the amendments has yet to be set by the IASB; however, earlier
application of the amendments is permitted.

4. MATERIAL ACCOUNTING POLICIES

Principal accounting and financial reporting policies applied by the Association in the
preparation of its financial statements are enumerated below and are consistently applied to
all the years presented, unless otherwise stated.

4.01 Financial Instruments

A financial instrument is any contract that gives rise to a financial asset of one entity or a
financial liability or equity instrument of another entity.

Date of Recognition

The Association recognizes a financial asset or a financial liability in the statements of
financial position when it becomes a party to the contractual provisions of a financial
instrument. In the case of a regular way purchase or sale of financial assets, recognition and
derecognition, as applicable, is done using settlement date accounting.

Day 1’ Difference

Where the transaction price in a non-active market is different with the fair value from other
observable current market transactions in the same instrument or based on a valuation
technique whose variables include only data from observable market, the Association
recognizes the difference between the transaction price and fair value (a '‘Day 1’ difference)
in the statement of income. In cases where the transaction price used is made of data which
is not observable, the difference between the transaction price and model value is only
recognized in the statement of income when the inputs become observable or when the
instrument is derecognized. For each transaction, the Association determines the
appropriate method of recognizing the ‘Day 1’ difference amount.

4.01.01 Financial Assets

Initial Recognition and Measurement

Financial assets are recognized initially at fair value, which is the fair value of the
consideration given. The initial measurement of financial assets, except for those designated
at FVPL, includes transaction cost.

Classlification

The Association classifies its financial assets at initial recognition under the following
categories: (a) financial assets at amortized cost, (b) financial assets at FVOCI, and (c)
financial assets at FVPL. The classification of a financial asset at initial recognition largely
depends on the Association's business model for managing the asset and its contractual
cash flow characteristics.

Financial Assets at Amortized Cost
Financial assets are measured at amortized cost if both of the following conditions are met:
e« The financial asset is held within a business model whose objective is to hold
financial assets in order to collect contractual cash flows; and
« The contractual terms of the financial asset give rise, on specified dates, to cash
flows that are solely payments of principal and interest on the principal amount
outstanding.

After initial recognition, financial assets at amortized cost are subsequently measured at
amortized cost using the effective interest method, less impairment in value. Amortized cost
is calculated by taking into account any discount or premium on acquisition and fees that are
an integral part of the effective interest rate. Gains and losses are recognized in profit or loss
when the financial assets are derecognized and through amortization process.
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As of December 31, 2023 and 2022, the Association's cash, investment securities at
amortized cost and loans and other receivables are classified under this category.

Cash
Cash include cash on hand, cash in banks, and checks and other items. These are highly

liquid investments with original maturities of three months or less that are readily convertible
to known amounts of cash and which are subject to an insignificant risk of changes in value.

Investment securities at amortized cost

Investment securities at amortized cost include non-derivative financial assets with fixed or
determinable payments and a fixed date of maturity. Investments are classified as at
amortized cost if the Association has the positive intention and ability to hold them until
maturity. Investments intended to be held for an undefined period are not included in this
classification. Investment securities at amortized cost are initially recognized at fair value plus
transaction costs that are directly attributable to the acquisition of the financial asset.

After initial measurement, these financial assets are subsequently measured at amortized
cost. Gains and losses are recognized in the statement of comprehensive income when the
investment securities at amortized cost are derecognized and impaired, as well as through
the amortization process.

The Association's investment securities at amortized cost amounted to 380,000,000 and
#480,000,000, for 2023 and 2022, respectively as disclosed in Note 10.

Loans receivable

Loans receivable include those arising from direct loans to members including officers and
employees. These are initially recognized at fair value plus transaction costs that are directly
attributable to the acquisition of the financial asset.

After initial measurement, ‘Loans receivables’ are subsequently measured at amortized cost
using the effective interest method, less allowance for credit losses. Amortized cost is
calculated by taking into account any discount or premium on acquisition and fees and costs
that are an integral part of the effective interest rate. The amortization is included as ‘Interest
income’ in the statement of comprehensive income. The losses arising from impairment are
recognized in ‘Provision for credit losses' in the statement of comprehensive income.

Financial assets at FVOCI
Financial assets at FVOCI include debt and equity securities.

Debt Instruments at FVOCI

For debt instruments that are not designated at FVPL under the fair value option, the financial
assets are measured at FVOCI if both of the following conditions are met: (1) the financial
asset is held within a business model whose objective is achieved by both collecting
contractual cash flows and selling the financial assets; and (2) the contractual terms of the
financial asset give rise, on specified dates, to cash flows that are solely payments of principal
and interest on the principal amount outstanding.

After initial recognition, interest income (calculated using the effective interest rate method),
foreign currency gains or losses and impairment gains or losses of debt instruments
measured at FVOCI are recognized directly in profit or loss. When the financial asset is
derecognized, the cumulative gains or losses previously recognized in OCI are reclassified
from equity to profit or loss as a reclassification adjustment.

As of December 31, 2023 and 2022, the Association does not have debt instruments at
FVOCI.
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Equity Instruments at FVOCI

For equity instruments that are not held for trading, the Association may irrevocably
designate, at initial recognition, a financial asset to be measured at FVOCI when it meets the
definition of equity instrument under PAS 32, Financial Instruments: Presentation. This option
is available and made on an instrument by instrument basis. Dividends from equity
instruments held at FVOCI are recognized in profit or loss when the right to receive payment
is established, unless the dividend clearly represents a recovery of part of the cost of the
investment. All other gains or losses from equity instruments are recognized in OCl and
presented in the equity section of the statements of financial position. These fair value
changes are recognized in equity and are not reclassified to profit or loss in subsequent
periods, instead, these are transferred directly to retained earnings. Equity securities at
FVOCI are not subject to impairment assessment.

As of December 31, 2023 and 2022, the Association does not have equity securities at
FVOCI.

Financial Assets at FVPL

Financial assets that do not meet the criteria for baing measured at amortized cost or FVOCI
are classified under this category. Specifically, financial assets at FVPL include financial
assets that are (a) held for trading, (b) designated upon initial recognition at FVPL, or (c)
mandatorily required to be measured at fair value. Financial assets are classified as held for
trading if they are acquired for the purpose of selling or repurchasing in the near term.

This category includes debt instruments whose cash flows, based on the assessment at initial
recognition of the assets, are not “solely for payment of principal and interest”, and which are
not held within a business model whose objective is either to collect contractual cash flows
or to both collect contractual cash flows and sell. The Association may, at initial recognition,
designate a debt instrument meeting the criteria to be classified at amortized cost or at
FVOCI, as a financial asset at FVPL, if doing so eliminates or significantly reduces accounting
mismatch that would arise from measuring these assets.

This category also includes equity instruments which the Association had not irrevocably
elected to classify at FVOCI at initial recognition.

After initial recognition, financial assets at FVPL are subsequently measured at fair value.
Gains or losses arising from the fair valuation of financial assets at FVPL are recognized in
profit or loss.

As of December 31, 2023 and 2022, the Association does not have equity securities at FVPL.

Reclassification

The Association reclassifies its financial assets when, and only when, it changes its business
model for managing those financial assets. The reclassification is applied prospectively from
the first day of the first reporting period following the change in the business model
(reclassification date).

For a financial asset reclassified out of the financial assets at amortized cost category to
financial assets at FVPL, any gain or loss arising from the difference between the previous
amortized cost of the financial asset and fair value is recognized in profit or loss.

For a financial asset reclassified out of the financial assets at amortized cost category to
financial assets at FVOCI, any gain or loss arising from a difference between the previous
amortized cost of the financial asset and fair value is recognized in OCI.

For a financial asset reclassified out of the financial assets at FVPL category to financial

assets at amortized cost, its fair value at the reclassification date becomes its new gross
carrying amount.
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For a financial asset reclassified out of the financial assets at FVOCI category to financial
assets at amortized cost, any gain or loss previously recognized in OCI, and any difference
between the new amortized cost and maturity amount, are amortized to profit or loss over
the remaining life of the investment using the effective interest method. If the financial asset
is subsequently impaired, any gain or loss that has been recognized in OCl is reclassified
from equity to profit or loss.

In the case of a financial asset that does not have a fixed maturity, the gain or loss shall be
recognized in profit or loss when the financial asset is sold or disposed. If the financial asset
is subsequently impaired, any previous gain or loss that has been recognized in OCI is
reclassified from equity to profit or loss.

For a financial asset reclassified out of the financial assets at FVPL category to financial
assets at FVOCI, its fair value at the reclassification date becomes its new gross carrying
amount. Meanwhile, for a financial asset reclassified out of the financial assets at FVOCI
category to financial assets at FVPL, the cumulative gain or loss previously recognized in
OCI is reclassified from equity to profit or loss as a reclassification adjustment at the
reclassification date.

Impairment of Financial Assets

At the end of the reporting period, the Association assess its expected credit losses (ECL).
The Association recognizes an allowance for expected credit losses (ECLs) for all debt
instruments not held at fair value through profit or loss. The Association being categorized
as having simple and non-complex operations adopted the basic guidelines in setting up of
allowance for credit losses provided for in BSP Circular 1046 of the Manual of Regulations
for Non-Bank Financial Institutions in recognizing expected credit losses (ECL) for its loans
and other receivables.

The Association considers a financial asset in default when contractual payments, i.e. last
amortization paid are more than 30 days past due. However, in certain cases, the
Association may also consider a financial asset to be in default when internal or external
information indicates that the Association is unlikely to receive the outstanding contractual
amounts in full before taking into account any credit enhancements held by the Association.
A financial asset is written off when there is no reasonable expectation of recovering the
contractual cash flows.

The Association's ECL measurement, as determined by the Management, is disclosed in
Note 6.

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

« The right to receive cash flows from the asset has expired;

« The Association retains the right to receive cash flows from the financial asset, but
has assumed an obligation to pay them in full without material delay to a third party
under a “pass-through” arrangement; or

» The Association has transferred its right to receive cash flows from the financial 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 control of the asset.

When the Association has transferred its right to receive cash flows from a financial asset or
has entered into a pass-through arrangement, and has neither transferred nor retained
substantially all the risks and rewards of ownership of the financial asset nor transferred
control of the financial asset, the financial asset is recognized to the extent of the
Association's continuing involvement in the financial asset. Continuing involvement that takes
the form of a guarantee over the transferred financial asset is measured at the lower of the
original carrying amount of the financial asset and the maximum amount that the Association
could be required to repay.
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4.01.02 Financial Liabilities

Initial Recognition and Measurement

Financial liabilities are recognized initially at fair value, which is the fair value of the
consideration received. In case of financial liabilities at amortized costs, the initial
measurement is net of any directly attributable transaction costs.

Classification
The Association classifies its financial liabilities at initial recognition as either financial
liabilities at FVPL or financial liabilities at amortized cost.

As at December 31, 2023 and 2022, the Association does not have liabilities at FVPL.

Financial Liabilities at Amortized Cost

Financial liabilities are categorized as financial liabilities at amortized cost when the
substance of the contractual arrangement results in the Association having an obligation
either to deliver cash or an-other financial asset to the holder, or to settle the obligation other
than by the exchange of a fixed amount of cash or another financial asset for a fixed number
of its own equity instruments.

These financial liabilities are initially recognized at fair value less any directly attributable
transaction costs. After initial recognition, these financial liabilities are subsequently
measured at amortized cost using the effective interest method. Amortized cost is calculated
by taking into account any discount or premium on the issue and fees that are an integral
part of the effective interest rate. Gains and losses are recognized in profit or loss when the
liabilities are derecognized or impaired or through the amortization process.

As at December 31, 2023 and 2022, the Association's savings deposits and accrued
expenses and other liabilities (except statutory payables), are classified under this, as
disclosed in Notes 15 and 16.

Derecognition

A financial liability is derecognized when the obligation under the liability is discharged,
cancelled or has expired. When an existing financial liability is replaced by another from the
same lender on substantially different terms, or the terms of an existing liability are
substantially modified, such an exchange or modification is treated as a derecognition of the
original liability and the recognition of a new liability, and the difference in the respective
carrying amounts is recognized in the consolidated statement of comprehensive income.

Classification of Financial Instrument between Liability and Equity
A financial instrument is classified as liability if it provides for a contractual obligation to:

Deliver cash or another financial asset to another entity;
Exchange financial assets or financial liabilities with another entity under conditions
that are potentially unfavorable to the Association; or

« 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.

If the Association does not have an unconditional right to avoid delivering cash or another
financial asset to settle its contractual obligation, the obligation meets the definition of a
financial liability.

4.01.03 Offsetting of Financial Assets and Liabilities

Financial assets and financial liabilites are offset and the net amount reported in the
statements of financial position if, and only if, there is a currently enforceable legal right to
offset the recognized amounts and there is intention to settle on a net basis, or to realize the
asset 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 consolidated
statements of financial position.
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4.02 Property and Equipment

Property and equipment are measured at cost less any accumulated depreciation, and
impairment losses. Cost consists of purchase price and costs directly attributable to bringing
the asset to its working condition for its intended use.

Subsequent expenditures relating to an item of property and equipment that have already
been recognized are added to the carrying amount of the asset when it is probable that future
economic benefits, in excess of the originally assessed standard of performance of the
existing asset, will flow to the Association.

The carrying amount of replaced parts is derecognized. All other subsequent expenditures
are recognized as expense in the period in which those are incurred.

Depreciation is computed on the straight-line method based on the estimated useful lives of
the assets as follows:

Furniture, fixtures and equipment - 3years
Transportation equipment - bSyears

Leasehold improvements are depreciated over the shorter between the improvements' useful
life of 1 year to 20 years or the lease term.

The assets’ residual values and useful lives are reviewed, and adjusted if appropriate, at the
end of each reporting period.

An asset’s carrying amount is written down immediately to its recoverable amount if the
asset’s carrying amount is greater than its estimated recoverable amount.

When revalued assets are sold, the amounts included in other reserves are transferred to
Surplus free.

Fully depreciated assets still in use are retained in the financial statements. When assets
are retired or otherwise disposed of, the cost and the related accumulated depreciation and
any impairment in value are removed from the financial statements and any resulting gain
or loss is credited or charged to profit or loss. Gains and losses on disposals are determined
by comparing the proceeds with the carrying amount and are recognized in profit or loss.

4.03 Investment Properties

Investment properties shall be recognized as an asset when and only when: (a) it is probable
that future economic benefit will flow to the entity, and (b) the cost of the investment property
can be measured reliably.

Investment properties, which pertain to land and building acquired, are initially recognized
at acquisition cost and other incidental cost necessary to transfer the property in the name
of Association, and subsequently measured at cost less impairment, if any. Depreciation is
computed using straight-line method based on the estimated useful lives of the assets of 20
years. Land is not depreciated. Impairment test is conducted when there is an indication that
the carrying amount of the asset may not be recovered. An impairment loss is recognized
for the amount by which the property's carrying amount exceeds its recoverable amount,
which is the higher between the property's fair value less cost to sell and value in use.

Investment properties are derecognized when they have either been disposed of or when
the investment property is permanently withdrawn from use and no future benefit is expected
from its disposal. Any gain or loss on derecognition of an investment property is recognized
in the statement of comprehensive income in the year of derecognition.

Expenditures incurred after the investment properties have been put into operations, such
as repairs and maintenance costs, are normally charged to income in the period on which
the costs are incurred.
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The Association determines the fair value of the acquired properties through internally or
externally-generated appraisal. The appraised value is determined on the current economic
and market conditions as well as the physical condition of the properties.

4.04 Other Assets

Other assets include cash advance, accounts receivable, stationery and unused supplies,
documentary stamps, prepaid expenses, petty cash fund, refundable deposits, other
investment and miscellaneous asset which are initially and subsequently measured at
historical cost at each reporting period.

Prepayments represent expenses not yet incurred but already paid in cash. Prepayments
are initially recorded as assets and measured at the amount of cash paid. Subsequently,
these are expensed to profit or loss as they are consumed in the operations or expire with
the passage of time.

Refundable deposits represent payments to supplier of services in cash. Deposits are
recorded as assets and measured at the amount of cash paid. The amount is refundable
upon termination of the service agreements.

Other assets are derecognized when expensed or refunded by the Association.

4.05 Impairment of Non-Financial Assets

At each reporting date, the Association assesses whether there is any indication that any
non-financial assets may have suffered an impairment loss. If any such indication exists,
the recoverable amount of these assets is estimated in order to determine the extent of the
impairment loss, if any. Where it is not possible to estimate the recoverable amount of an
individual asset, the Association estimates the recoverable amount of the cash-generating
unit to which the asset belongs.

When a reasonable and consistent basis of allocation can be identified, assets are also
allocated to individual cash-generating units, or otherwise they are allocated to the smallest
group of cash-generating units for which a reasonable and consistent allocation basis can
be identified.

Recoverable amount is the higher of fair value less costs to sell and value in use. In
assessing value in use, the estimated future cash flows are discounted to their present value
using a pre-tax discount rate that reflects current market assessments of the time value of
money and the risks specific to the asset for which the estimates of future cash flows have
not been adjusted.

If the recoverable amount of an asset or cash-generating unit is estimated to be less than its
carrying amount, the carrying amount of the asset or cash-generating unit is reduced to its
recoverable amount. An impairment loss is recognized as an expense.

4.06 Equity Instruments

An equity instrument is any contract that evidences a residual interest in the assets of an
entity after deducting all of its liabilities.

» Capital contribution

Capital contribution refers to the amount contributed by the members to finance the
Assaciation's operations.

Capital contribution is determined using the nominal value of contributions by members
and is presented as part of members’ equity. Itis increased by the amount of additional
contributions or upon declaration of dividend when allowed by the Board of Trustees.
Members’ equity is further decreased by withdrawals of members.
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¢ Surplus reserves

Reserves include withdrawable share reserves, reserve for office premises, furniture,
fixtures and equipment, and reserve for contingencies. These are amounts set aside by
action of the board of trustees and retained by the Association for specific purposes.

Surplus reserves pertain to a portion of the Association’s income from operation set-up
on a yearly basis in compliance with BSP regulations and appropriation for general
banking risk. Surplus reserves increase or decrease by provisions set up by the
Association and transfers to or from surplus free. Surplus reserve includes:

a. Withdrawable share reserve — two percent (2%) of the total capital contribution is
provided from the net income for the year as provision for withdrawable share
reserve required by Section 22 of Savings and Loan Association Act (R.A. 3779), as
amended by R.A. 4378 and R.A. 8367(Revised Non-stock Savings and Loan
Association Act of 1997).

b. Reserve for office premises, furnifure, fixture and equipment — NSSLAs shall set
aside five percent (5%) of their yearly net income until it amount to at least five
percent (5%) of the total assets as a reserve for building fund to cover the cost of
construction or acquisition of office premises, and of the purchase of office furniture,
fixtures and equipment.

Surplus free

Surplus free is the sum of all profits generated by the Association since its inception which
is available for dividend distribution. Surplus free are reduced by losses, dividends
declared to stockholders, and transfers to reserves and/or allowances.

4.07 Fair Value Measurement

Fair value is the price that would be received to sell an asset or paid to transfer a liability

in an orderly transaction between market participants at the measurement date. The fair

value measurement is based on the presumption that the transaction to sell the asset or

transfer the liability takes place either:

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

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

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

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

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

+ Level 1 — Quoted (unadjusted) market price in active markets for identical assets or
liabilities. This level includes listed equity securities and debt instruments on
exchange (e.g. listed equity securities traded in active, deep markets, such as
Philippine Stock Exchange, Inc. or Philippine Dealing and Exchange Corp., etc.) The
Association has no financial instruments that fall under this category.

« Level 2 — Valuation techniques for which the lowest level input that is significant to the
fair value measurement is directly or indirectly observable.

= Level 3 —Valuation technigues for which the lowest level input that is significant to the
fair value measurement is unobservable.
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For assets and liabilities that are recognized in the financial statements on a recurring
basis, the Association determines whether transfers have occurred between levels in the
hierarchy by re-assessing categorization (based on the lowest level input that is significant
to the fair value measurement as a whole) at the end of each reporting period.

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

4.08 Provisions, Contingent Liabllities and Contingent Assets

4.08.01 Provisions

Provisions are recognized when the Association has a present obligation, whether legal or
constructive, as a result of a past event, it is probable that the Association will be required
to settle the obligation, and a reliable estimate can be made for the amount of the
obligation.

The amount recognized as a provision is the best estimate of the consideration required to
settle the present obligation at the end of the reporting period, taking into account the risks
and uncertainties surrounding the obligation. Where a provision is measured using the
cash flows estimated to settle the present obligation, its carrying amount is the present
value of those cash flows.

When some or all of the economic benefits required to settle a provision are expected to
be recovered from a third party, a receivable is recognized as an asset if it is virtually
certain that reimbursement will be received, and the amount of the receivable can be
measured reliably.

Provisions are reviewed at each reporting date and adjusted to reflect the current best
estimate.

4.08.02 Contingent Liabilities and Assets

Contingent liabilities and assets are not recognized because their existence will be
confirmed only by the occurrence or non-occurrence of one or more uncertain future events
not wholly within the control of the Association. Contingent liabilities are disclosed, unless
the possibility of an outflow of resources embodying economic benefits is remote.

Contingent assets are disclosed only when an inflow of economic benefits is probable.
4.09 Revenue Recognition

4.09.01 Revenue Recognition for Revenues within the scope of PFRS 15

Prior to January 1, 2018, under PAS 18, Revenue, revenue is recognized to the extent that
it is probable that the economic benefits will flow to the Association and the revenue can
be reliably measured, regardless of when the payment is being made. Revenue is
recognized to the extent that it is probable that the economic benefit will flow to the
Association and the revenue can be measured reliably. Revenue is measured at the fair
value of the consideration received or receivable by the Association for services provided
in the normal course of business.

Upon adoption of PFRS 15 beginning January 1, 2018, revenue from contracts with
customers is recognized upon transfer of services to the customer at an amount that
reflects the consideration to which the Association expects to be entitled in exchange for
those services.

The Association assesses its revenue arrangements against specific criteria in order to

determine if it is acting as principal or agent. The Association has no revenue within the
scope of PFRS 15.
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4.09.02 Revenue Recognition for Revenues outside the scope of PFRS 15
For revenues outside the scope of PFRS 15, the following specific recognition criteria must
also be met before revenue is recognized:

a. Interest on loans - Interest income is recognized in the statements of

comprehensive income for all interest-bearing financial instruments using the
effective interest method. The effective interest method is a method of calculating
the amortized cost of a financial asset and of allocating the interest income over the
relevant period. The effective interest rate is the rate that exactly discounts
estimated future cash payments or receipts through the expected life of the financial
instrument or when appropriate, a shorter period to the net carrying amount of the
financial asset.
Section 306-S of MORNBFI provides for method of computing interest. NSSLA shall
only charge interest based on the outstanding balance of a loan at the beginning of
an interest period. For a loan where the principal is payable in instalments, interest
per instalment period shall be calculated based on the outstanding balance of the
loan at the beginning of each instalment period.

b. Interestincome on due from other banks and investment securities at amortized cost
— Interest on due from other banks and held-to-maturity financial assets are
recognized using the effective interest method.

c. Other Income — Service charges and other fees are recognized only upon collection
or accrued when there is a reasonable degree of certainty as to its collectability.

Miscellaneous income such as ID fees, membership fees, and surcharges and
penalties are recognized when received.

4.10 Expense Recognition

Expenses are recognized in profit or loss when incurred or a decrease in future economic
benefit related to a decrease in an asset or an increase in a liability has arisen that can be
measured reliably. Expenses are recognized in profit or loss in the following manner:

» On the basis of a direct association between costs incurred and the earning of
specific items of income;

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

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

4.11 Employee Benefits

4.11.01 Post-empl t

The Association has retirement plan approved by the Board of Trustees effective January
1, 2018. The retirement plan was registered with Bureau of Internal Revenue with
certificate of Tax Exemption No: RP-150-2021 on July 19, 2021.

The name of the plan is Philippine Navy Savings and Loan Association, Inc. Employees
Retirement and Separation Plan. This plan establish the Philippine Navy Savings & Loan
Assaociation, Inc. Retirement Trust Fund that will provide retirement, death, disability and
severance benefits for all eligible employees of the Association.

Membership in the Plan is automatic for all officers and employees of the Association who

are considered having a regular employment status. Membership in the plan will
commence retroactively on the day of his regular employment status,
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A member may opt to retire upon completion of at least five (5) years of credited service
with Association. The member's optional retirement benefit shall be a percentage of the
plan annual salary for every year of credited service in accordance with the vesting
schedule below:

Years of service Percentage Years of service _Percentage
Less than 5 years 0% 20 years 60%
More than 5 but less

than 6 years 15% 21 years 63%
6 years 18% 22 years 66%
7 years 21% 23 years 69%
8 years 24% 24 years 72%
9 years 27% 25 years 75%
10 years 30% 26 years 78%
11 years 33% 27 years 81%
12 years 36% 28 years 84%
13 years 35% 29 years 87%
14 years 42% 30 years 90%
15 years 45% 31 years 93%
16 years 48% 32 years 96%
17 years 51% 33 years 99%
18 years 54% 34 years 100%
19 years 57% 35 years __100%

A Member who is allowed to by the Association to continue to work beyond his normal
retirement date shall continue to be a member of the plan. The late Retirement Date of a
member shall be the first day of any month after attaining his normal retirement date but
not beyond age sixty-five (65).

The Association recognizes immediately the following changes in the retirement benefit
obligation in the statements of comprehensive income.

The retirement bensfit is a defined benefit plan computed as a certain percentage of current
basic monthly salary multiplied by year of service rendered.

4.11.02 Short-term Benefits

The Association recognizes a liability, net of amounts already paid, and an expense for
services rendered by employees during the accounting period. Short-term benefits given
by the Association to its employees include salaries and wages, social security
contributions, short-term compensated absences, bonuses, non-monetary benefits, and
other short-term benefits.

Compensated absences are recognized for the number of paid leave days (including
holiday entitlement) remaining at the reporting date. These are included in Other Liabilities
account at the undiscounted amount that the Association expects to pay as a result of the
unused entitlement.

4.11.03 Termination Bensfits

Termination benefits are payable when employment is terminated before the normal
retirement date, or whenever an employee accepts voluntary redundancy in exchange for
these benefits. The Association recognizes termination benefits when it is demonstrably
committed to either; terminating the employment of current employees according to a
detailed formal plan without possibility of withdrawal; or providing termination benefits as a
result of an offer made to encourage voluntary redundancy. Benefits falling due more than
12 months after the end of the reporting period are discounted to present value.
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4.12 Leases

4.12.01 The Association as Lessee

For any new contracts entered into on or after 1 January 2019, the Association considers
whether a contract is, or contains a lease. A lease is defined as ‘a contract, or part of a
contract, that conveys the right to use an asset (the underlying asset) for a period of time
in exchange for consideration’. To apply this definition, the Association assesses whether
the contract meets three (3) key evaluations which are whether:

= the contract contains an identified asset, which is either explicitly identified in the
contract or implicitly specified by being identified at the time the asset is made available
to the Association.

* the Association has the right to obtain substantially all of the economic benefits from
use of the identified asset throughout the period of use, considering its rights within the
defined scope of the contract.

¢ the Association has the right to direct the use of the identified asset throughout the
period of use. The Association assess whether it has the right to direct ‘how and for
what purpose’ the asset is used throughout the period of use.

Recognition and Initial Measurement

At lease commencement date, the Association recognizes a right-of-use asset and a lease
liability on the balance sheet. The right-of-use asset is measured at cost, which is made
up of the initial measurement of the lease liability, any initial direct costs incurred by the
Association, an estimate of any costs to dismantle and remove the asset at the end of the
lease, and any lease payments made in advance of the lease commencement date (net of
any incentives received).

At the commencement date, the Association measures the lease liability at the present
value of the lease payments unpaid at that date, discounted using the interest rate implicit
in the lease if that rate is readily available or the Association's incremental borrowing rate.

Lease payments included in the measurement of the lease liability are made up of fixed
payments (including in substance fixed), variable payments based on an index or rate,
amounts expected to be payable under a residual value guarantee and payments arising
from options reasonably certain to be exercised.

The Association has elected to account for short-term leases and leases of low-value
assets using the practical expedients. Instead of recognizing a right-of-use asset and lease
liability, the payments in relation to these are recognized as an expense in profit or loss on
a straight-line basis over the lease term.

4.13 Borrowing Costs
Borrowing costs are recognized in profit or loss in the period in which they are incurred.
4.14 Related Party Transactions

Parties are considered related if one party has control, joint control, or significant influence
over the other party in making financial and operating decisions. The key management
personnel of the Association, post-employment benefit plans for the benefit of Association’s
employees, and close members of the family of any individuals owning directly or indirectly
a significant volting power of the Association that gives them significant influence in the
financial and operating policy decisions of the Association are also considered to be related
parties.

A related party transaction is a transfer of resources, services or obligations between
related parties, regardless of whether a price is charged. An entity is related to the
Association when it directly or indirectly, through one or more intermediaries, controls, or is
controlled by, or is under common control with the Association.
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4.15 Income Tax

The Association is a tax-exempt entity under Republic Act (RA) No. 8367, otherwise known
as the revised Non-stock Savings and Loan Association Act of 1997. Under R.A. No. 8367,
the Association is exempt from the payment of tax in respect to income received, including
interest on Association deposits, but excluding income derived from any of its real or
personal property, or any activity conducted for profit.

4.16 Cash Advance

As a transition/adjustment to the BSP Circular No. 1045 series of 2019, which states that
‘an NSSLA shall distribute net income to members only once in a calendar year or fiscal
year, the Association, thru its Board of Trustees, approves the grant of Cash advance to
members. Cash advance is recognized upon approval of Board of Trustees and is included
under other assets. Cash advance is derecognized upon final declaration of annual
dividend to members.

BSP Circular No. 1045 series of 2019 states that ‘An NSSLA may distribute net income to
members out of its adjusted Undivided Profits and the balance of its Surplus Free account
as of the calendar year-end of fiscal year-end immediately preceding the date of net income
distribution. In accordance with BSP regulations, dividends are paid to the members if the
Association does not receive any approval from the BSP regarding the dividend declaration
within 20 days from the date of notice'.

4.17 Events after the end Reporting Period

The Association identifies events after the reporting date as events that occurred after the
reporting date but before the date the financial statements were authorized for issue. Any
event that provides additional information about the Association’s financial position at the
reporting date is reflected in the financial statements. Non-adjusting events are disclosed
in the notes to the financial statements when material.

5. CRITICAL ACCOUNTING JUDGMENTS AND KEY SOURCES OF ESTIMATION
UNCERTAINTY

5.01 Critical Judgments in Applying Accounting Policies

The following are the critical judgments, apart from those involving estimations that
Management has made in the process of applying the entity's accounting policies and that
have the most significant effect on the amounts recagnized in financial statements.

5.01.01 Classification of financial assets

The Association follows the guidance of PFRS 9 starting January 1, 2018 in classifying
financial assets at initial recognition whether it will be subsequently measured at fair value
through other comprehensive income, at amortized cost, or at fair value through profit or
loss. The Association determines the classification based on the contractual cash flow
characteristics of the financial assets and on the business model it uses to manage these
financial assets. The Association determines whether the contractual cash flows associated
with the financial asset are solely payments of principal and interest (the “SPPI"). If the
instrument fails the SPPI test, it will be measured at fair value through profit or loss.

In both years, Management assessed that there is no change in the objective of holding
the investments, as a result, the carrying amounts of investment securities at amortized
cost are 380,000,000 and 480,000,000 as of December 31, 2023 and 2022, respectively,
as disclosed in Note 10.
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5.01.02 Determining whether or not a contract contains a lease

At inception of a contract, the Association assesses whether the contract is, or contains, a
lease. A contractis, 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.

Identified asset

An asset is typically identified by being explicitly specified in a contract. However, an asset
can also be identified by being implicitly specified at the time that the asset is made available
for use by the customer.

i. Substantive substitution rights

Even if the asset is specified, the Association does not have the right to use an identified
asset, if, at inception of the contract, a supplier has the substantive right to a substitute the
asset throughout the period of use (i.e., the total period of time that an asset is used to fulfill
a contract with the Association, including the sum of any non-consecutive periods of time).
A supplier’s right to substitute an asset is substantive when both of the following conditions
are met:

= The supplier has the practical ability to substitute alternative assets throughout the
period of use (e.g., the Association cannot prevent the supplier from substituting an
asset and alternative assets are readily available to the supplier or could be sourced
by the supplier within a reasonable period of time); and

* The supplier would benefit economically from the exercise of its right to substitute
the asset (i.e., the economic benefits associated with substituting the asset is
expected to exceed the costs associated with substituting the asset).

The Association’s evaluation of whether a supplier's substitution right is substantive is
based on facts and circumstances at inception of the contract. At inception of the contract,
the Association does not consider future events that are not likely to occur.

Right to obtain substantially all of the economic benefits from use of the identified asset
To control the use of an identified asset, the Association is required to have the right to
obtain substantially all of the economic benefits from use of the identified asset throughout
the period of use (e.g., by having exclusive use of the asset throughout that period).

When assessing whether the Association has the right to obtain substantially all of the
economic benefits from the use of an asset, the Association considers the economic
benefits that result from use of the asset within the defined scope of the customer’s right
to use the asset. A right that solely protects the supplier’s interest in the underlying asset
(e.g., limits on the number of miles a customer can drive a supplier's vehicle) does not, in
and of itself, prevent the Association from obtaining substantially all of the economic
benefits from use of the asset and, therefore, are not considered when assessing whether
the Association has the right to obtain substantially all of the economic benefits.

If a contract requires the Association to pay the supplier or another party a portion of the
cash flows derived from the use of an asset as consideration (e.g., a percentage of sales
from the use of retail space), those cash flows are considered to be economic benefits that
the Association derives from the use of the asset.
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Right to direct the use of the identified asset

The Association has the right to direct the use of an identified asset throughout the period
of use when either the Association has the right to direct how and for what purpose the
asset is used throughout the period of use. The Association has the right to direct the use
of an identified asset whenever it has the right to direct how and for what purpose the asset
is used throughout the period of use (i.e., it can change how and for what purpose the
asset is used throughout the period of use). When evaluating whether the Association has
the right to change how and for what purpose the asset is used throughout the period of
use, its focus is on whether the Association has the decision-making rights that will most
affect the economic benefits that will be derived from the use of the asset. The decision-
making rights that are most relevant are likely to depend on the nature of the asset and the
terms and conditions of the contract.

5.01.03 Determining Fair Value of Financial Instruments

The Association classifies financial assets by evaluating, among others, whether the asset
is quoted or not in an active market. Included in the evaluation on whether a financial asset
is quoted in an active market is the determination on whether quoted prices are readily and
regularly available, and whether those prices represent actual and regularly occurring
market transactions on an arm’s length basis.

Where the fair values of financial assets and financial liabilities recorded on the statements
of financial position cannot be derived from active markets, these are determined using a
variety of valuation techniques that include the use of mathematical models. The input to
these models was taken from observable markets where possible, but where this is not
feasible, a degree of judgement is required in establishing fair values. These estimates
may include considerations of liquidity, volatility, and correlation.

5.01.04 Determining Asset Impairment

The Association performs an impairment review when certain impairment indicators are
present. Determining the fair value of property and equipment, investments properties, and
assets held for sale, which require the determination of future cash flows expected to be
generated from the continued use and ultimate disposition of such assets, requires the
Association to make estimates and assumptions that can materially affect the financial
statements. Future events could cause the Association to conclude that property and
equipment, investments and intangible assets associated with an acquired business is
impaired. Any resulting impairment loss could have a material adverse impact on the
financial condition and results of operations. The preparation of the estimated future cash
flows involves significant judgment and estimations. While the Association believes that its
assumptions are appropriate and reasonable, significant changes in the assumptions may
materially affect the assessment of recoverable values and may lead to future additional
impairment charges under generally accepted accounting principles in the Philippines.

Management has assessed the Association’s property and equipment and investment
property annually for impairment. As of December 31, 2023 and 2022, allowance for
impairment loss in investment property of the Association amounted to 2,410,118, as
disclosed in Note 12.

5.01.05 Determining Method of Computing ECL

As stated in Bangko Sentral ng Pilipinas (BSP) Circular 1046, the BSP-supervised financial
institutions with credit operations that may not economically justify adoption of simple loan
loss estimation methodology that is compliant with PFRS 9, shall, at a minimum, be subject
to regulatory guidelines in setting up allowance for credit losses under Appendix S-8 of the
Manual of Regulations for Non-Bank Financial Institutions (MORNBFls).

Following the guidance of BSP Circular 1046 in adopting PFRS 9 impairment requirements,
the Association assessed the ECL in accordance with the said standard and based on
management judgement, it was determined that the amount recognized as allowance
based on Appendix S-8 is reasonable.
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In determining the appropriate level of allowance for credit losses, the Association consider
the higher amount computed based on ECL model consistent with PFRS 9 and the
regulatory requirements set by the BSP.

5.02 Key Sources of Estimation Uncertainty

The following are the key assumptions concemning the future, and other key sources of
estimation uncertainty at the end of the reporting period that have a significant risk of
causing a material adjustment to the carrying amounts of assets and liabilities within the
next financial year.

5.02.01 Estimating Allowance for Credit Losses

The Association estimates the allowance for credit losses related to its loans and other
receivables based on assessment of specific accounts where the Association has
information that certain customers are unable to meet their financial obligations. In these
cases, judgment used was based on the best available facts and circumstances including
but not limited to, the length of relationship with the customer and the customer’s current
credit status based on third party credit reports and known market factors. The Association
used judgment to record specific reserves for customers against amounts due to reduce
the expected collectible amounts. These specific reserves are re-evaluated and adjusted
as additional information received impacts the amounts estimated, notwithstanding the
provisioning requirements under Manual of Regulations for Non-Banks Financial
Institutions (MORNBFI).

The amounts and timing of recorded expenses for any period would differ if different
judgments were made or different estimates were utilized. An increase in the allowance
for credit losses would increase the recognized operating expenses and decrease current
assets.

As of December 31, 2023 and 2022, loans and other receivables amounted to
P6,525,023,746 and P6,646,091,485, respectively, net of allowance for credit losses
amounting to ®591,737,217 and ™637,919,649 in 2023 and 2022, respectively as
disclosed in Note 11.

Total provision for credit losses on loans and other receivable recognized for the years
ended December 31, 2023 and 2022 amounted to 21,941,220 and 26,918,408,
respectively, as disclosed in Note 28.

5.02.02 Estimating Provisions and Contingencies

Judgment is exercised by management to distinguish between provisions and
contingencies. The policy on the recognition and disclosure of provisions is discussed in
Note 4. As of December 31, 2023 and 2022, the Association has determined that no
contingencies will materially affect the Association’s financial statements, hence no
provisions are recognized.

5.02.03 Determining Useful Lives of Property and Equipment and Investment Properties

The Association estimates the useful lives of property and equipment and investment
properties based on the period over which the assets are expected to be available for use.
The estimate useful lives of property and equipment and investment properties are
reviewed periodically and are updated if expectations differ from previous estimates due
to physical wear and tear, technical or commercial obsolescence and legal or other limits
on the use of the assets.

In addition, estimation of the useful lives of property and equipment is based on collective
assessment of industry practice, internal technical evaluation and experience with similar
assets,

It is possible, however, that future results operations could be materially affected by
changes in estimates brought about by changes in factors and circumstances. A reduction
in the estimated useful lives of property and equipment would increase recorded operating
expenses and decrease non-current assets.
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The net carrying amount of the Association's property and equipment amount to
£231,565,506 and 223,058,845 as of December 31, 2023 and 2022, respectively as
disclosed in Note 13.

5.02.04 Estimating Retirement Benefit Obligation
The determination of the retirement obligation and cost and other retirement benefits is

dependent on the selection of certain assumptions. Those assumptions include among
others, discount rates, expected returns on plan assets and rates of compensation increase.
While the Association believes that the assumptions are reasonable and appropriate,
significant differences in the actual experience or significant changes in the assumptions
may materially affect the pension and other retirement obligations.

The management estimates retirement benefit obligation as certain percentage of current
basic monthly salary for every year of service rendered by the qualified employee. As of
December 31, 2023 and 2022, the management believes that the difference between the
retirement costs determined under the current method used by the Association and the
acceptable actuarial valuation is not significant.

The retirement benefit obligation as of December 31, 2023 and 2022 amounted fo nil and
1,683,344, respectively, as disclosed in Note 17.

5.02.05 Assessing Impairment Losses on Non-Financial Assets

The Association performs an impairment review when certain impairment indicators are
present. Determining the fair value of investment properties, and property and equipment,
which require the determination of future cash flows expected to be generated from the
continued use and ultimate disposition of such assets, requires the Association to make
estimates and assumptions that can materially affect the financial statements. Future
events could cause the Association to conclude that investment properties and property
and equipment are impaired. Any resulting impairment loss could have a material adverse
impact on the financial condition and results of operations.

The preparation of the estimated future cash flows involves significant judgment and
estimations. While the Association believes that its assumptions are appropriate and
reasonable, significant changes in the assumptions may materially affect the assessment
of recoverable values and may lead to future additional impairment charges under PFRS.
Impairment of investment properties is disclosed in Note 12.

6. FINANCIAL RISK AND CAPITAL MANAGEMENT

By their nature, the Association’s activities are principally related to the use of financial
instruments. The Association accepts deposits from members at fixed and floating rates,
and for various periods, and seeks to earn above-average interest margins by investing
these funds in high-quality assets. The Association seeks to increase these margins by
investing these funds in high-quality assets. The Association seeks to increase these
margins by consolidating short-term funds and lending for longer periods at higher rates,
while maintaining sufficient liquidity to meet all claims that might fall due.

To manage the financial risk for holding financial assets and liabilities, the Association
operates an integrated risk management system to address the risks it faces in its
Assaociation’s activities. The Association's risk management objective is to adequately and
consistently evaluate, manage, control, and monitor the risk profile of the Association’s
financial position to optimize the risk-reward balance and maximize return on the
Association’s capital.

Under the amended by-laws dated April 26, 2008, Article Xll, The Association created the
semestral and annual Program Performance Review and Assessment (PPRA) to be
conducted regularly to gauge the performance of the Association. The President shall
present the annual PPRA on or before the regular BOT meeting every February while the
semestral PPRA shall be presents not later than two (2) months after the end of the period
under review.
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Per Board Resolution No. 2012-092 dated May 25, 2012, the Association approved and
adopted the Revised Risk Management Manual (as amendment of Board Resolution No.
2010-095) as part of the Association’s policy in compliance with the requirement of Bangko
Sentral ng Pilpinas.

The Revised Risk Management Manual (RMM) is designed to identify potential events and
trends that may significantly affect the operations and the achievement of the strategic
objectives of the Association, either negatively or positively. Through the risk management
process, these identified risks are assessed to their impact to the operations of the
Association and the likelihood of them happening in the future, given the existing controls
that are in place, and evaluating them vis-a-vis the level of risk tolerance of the Association.

6.01 Risk Management Process

6.01.01 Risk Identification

This is the first step in the risk management process. It is identifying the risks that the
Association might face. It is a structure process that considers the source of risks, areas
of impact, and potential events and their causes and consequences.

Risks are categorized as follows:

1. Compliance Risk —is the current and prospective risk to earning or capital arising from
violations of, or non-conformance with laws, regulations, prescribed practices, internal
policies and procedures, or ethical standards. Compliance risk also arises in situations
where the laws or rules governing certain products or activities of the clients may be
ambiguous or untested. Compliance risk can lead to diminished reputation, limited
business opportunities, reduced expansion potential and lack of contract
enforceability.

2. Strategic Risks — is the current and prospective impact on eamings or capital arising
from adverse decisions, improper implementation of decisions, or lack of
responsiveness to industry changes. This risk is a function of the compatibility of an
organization's strategic goals, the business strategies developed to achieve those
goals, the resources deployed against these goals, and the quality of implementation.

The general guidelines in controlling strategic risk are as follows:

a. The Association should consider new trends in industry so as to keep pace in the
new developments happening that possibly other associations are adopting.

b. The Association should be cognizant with competition in the industry. New entrants
like new associations created in other PN units can make competition hard.

c. It is important to adopt new innovations that would help expedite and improve
efficiency of service. Lessening the waiting time and making the members more
convenient are key factors to consider.

d. The Association should be able to detect members' preferences. At times,
member/borrower would prefer the scheme of no-front loading scheme or
sometimes they would ask long-term loans to be able to acquire real estate.

e. There should be a regular environmental scanning. This involves identifying
emerging issues, situations and potential pitfalls that may affect the Association's
future. SWOT (strength, weakness opportunities and threats) analysis should be
regularly conducted to review the environment where the Association operates.

f. The annual Operating Program and Budget (OPB), usually a 5-day activity, should
be done to determine the specific objectives and plans at least for the coming year.
Long term strategic planning is necessary as well and can be referred to as the 5-
year Strategic Plan of the Association. A feedback mechanism should be in place
to monitor the progress of the entire plan.

g. Strategic initiatives should be analyzed/studied and subjected to risk management
processes.

h. The Association should endeavour to improve its management information system
particularly those supporting strategic initiatives. Staff training on risk management
should be on-going to ensure the corporation that knowledge is maintained.
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3. Reputation Risk — is the current and prospective impact on earnings or capital arising
from negative public opinion. This affects the Association's ability to establish new
relationships or services or continue servicing existing relationships. This risk may
expose the Association to litigation, financial loss, or a decline in its customer base.

In extreme cases, financial institutions (F1) that loses their reputation may suffer a run
on deposits. Reputation risk exposure is present throughout the organization and
requires the responsibility to exercise an abundance of caution in dealing with
customers and the community.

General guidelines in controlling reputation risk are as follows:

a. Ensure compliance to laws and regulations.

b. The management shall continue to track the changing perceptions, requirements
and expectations of the members so that it can be able to deliver the good quality
of service and products.

c. The management of Association shall promote good governance practices within
the Association by ensuring that politics on governance as approved by the Board
of Trustees are consistently adopted across the Association. There should be clear
and well-communicated business vision, values and strategy that set the right
ethical tone for the business.

d. As much as possible, meet the expectations of the members.

e. The management shall support policies and codes of conduct that guide employee
behaviour and decision-making so that goals are achieved in accordance with
business values.

f. Processes for crises management should be planned and documented. The
Business Community Plan should be reviewed and tested regularly. The objective
is to minimize the disruptions in business in order to maintain high trust and
confidence in the organization. Management should proactively incorporate
business continuity considerations into the overall design of its business model to
mitigate the risk of service disruptions.

g. Confidentiality of information should always be maintained. Employees should be
properly trained on handling sensitive information and not give out unauthorized
data. Data encryption should always be utilized when transferring sensitive data
over the internet.

h. The perception of the members should regularly be monitored and issues should
immediately be addressed. Implement the communication strategy that enables
the organization to respond quickly and effectively to bad news. Manage the issues
promptly and openly.

i. The Association should maintain good corporate reputation or untarnished name
at all times. Rumors or issues should be skilfully handled otherwise to lose the
members’ confidence has the potential to create massive withdrawals. Good and
transparent communications is vital to meet stakeholder needs and build trust and
confidence.

4. Operation Risk — is the current and prospective risk to earnings or capital arising from
fraud, error, and the inability to deliver products or services, maintain a competitive
position and manage information. Risk is inherent in efforts to gain strategic
advantage, and in the failure to keep pace with changes in the financial services
market place. Operational risk encompasses: product development and delivery,
operational processing, systems development, computing systems, complexity of
products and services and the internal control environment.

Sources of operational risk include the following:

a. Failure to detect red flags of existence of fraud, theft or loss.

b. No adequate security over physical assets that could easily be robbed or
vandalized. Physical assets may also be damaged due to calamities like floods,
earthquakes and fires and if there is no insurance coverage to compensate the
damages it may be difficult to recover.

c. Cash may be exposed to certain operation risk if it is loosely controlled.
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d. Branch manager/heads paying no attention to details. Signing without checking
may oftentimes lead to erroneous reports.

e. No maintenance of accurate personnel records of dishonest acts or disciplinary
actions. Acts of dishonesty may be forgotten and possibly the employee will commit
the same mistake again.

f. Failure to recognize the operational risk on information technology.

g. Failure to recognize operational risk on information, communication, and
personnel.

h. Inadequate personnel-screening policies when hiring new employees to fill
positions of trust.

i. Poor or absence of a monitoring system.

j. Unexpected expenses. Loss of property due to theft or casualty, such as floods,
earthquakes and fire for which the Association is not insured can cause major cash
shortage.

General guidelines in controlling operational risks are as follows:

a. Fraud risk assessment should be performed and related controls should be
assessed. This typically involves identifying scenarios in which theft or loss could
occur and determining if existing control procedures effectively manages the risk
to an acceptable level.

b. Proper handling adequate records and physically security should be emphasized
to each employee having access to or responsibility for cash. These general
guidelines are important and should be communicated to each employee.

c. Department heads and/or branch managers/heads should check the details of
what they are signing to ensure accuracy and completeness.

d. Maintain records of employees’ dishonest acts or disciplinary actions.

e. Operational policies pertaining to information technology must have provision for
manual operations in case its IT Database and Online System Servers at the
Corporate Office is unavailable.

f. Adequate personnel-screening policies when hiring new employees to fill positions
of trust should be established.

g. Identified operational risk should be monitored. Recommendations for
improvements should be tracked if proper action were taken and implemented.
Follow-up should also be done. The Manual of Internal Control should be strictly
enforced.

5. Market Risk — is the risk that changes in market prices, such as, interest rates, equity
prices and foreign exchange rates, will affect the Association’s income or the value of
its haldings of financial instruments.

The objective of market risk management is to manage and control market risk
exposures within acceptable parameters, while optimizing the return on risk.

As of December 31, 2023 and 2022, the Association is not exposed to foreign currency
risk, interest rate risk, and price risk as the Association does not have transactions aor
balances measured at foreign currency, liabilities at both fixed and floating rates, and
do not hold any equity investments.

6. Credit Risk — arises from the counterparty's failure to meet the terms of the contract
with the Association or otherwise perform as agreed. Credit risk is found in all activities
where success depends on counterparty, issuer, or borrower performance.

It arises anytime when financial institution funds are extended, committed, invested or
otherwise exposed through actual or implied contractual agreements, whether
reflected on or off the balance sheet. Credit risk is not limited to the loan portfolio.

Sources of credit risk are as follows:

a. The borrower did not have the capacity to pay. This could be because his net take
home pay is not enough to pay for monthly amortization for he has borrowed too
much not only from the Association but from other financial institutions as well. The
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business that the borrower will use the borrowed money is not also feasible from
the very beginning.

Inadequate background checking/verification on character and account of the
borrower.

Incomplete loan documentation requirement. The loan may have been granted to
the borrower despite that the lack of necessary requirements or other legal aspects
of such documentation.

d. No signs of approval from appropriate level of authority. Collection may be difficult

T@ ™o

to impose because of the possible deficiencies in granting loan.

Failure to include borrower from the billing statement.

Inexperienced staff assigned to process loans at front desk.

Borrowers' accounts are not properly monitored.

Failure to institute immediate recovery procedure on past due accounts.

General guidelines in controlling credit risk are as follows:

a.

Only borrowers with paying capacity should be processed by frontline staff and
approved by the approving authority. The required amortization of the loan should
not lower the borrower’s net take home pay to what is mandated by law.

The Branch (Association) must have adequate information on the prospective
borrower before it grants loans to minimize the risk involved. The collection
background and credit information of the borrower should be considered. The loan
processor is primarily responsible for checking and verifying the circumstances of
the prospective borrower through verification from the Corporate Office/ Other
branches and interview. Branch personnel should take reasonable measures to
ascertain that the signatures of principal borrowers and co-makers, if any, are
genuine.

All personnel must be aware and familiar with the documentary requirements. Loan
should only be processed from a completely filled up and submitted loan
application form and requirements. It shall be the responsibility of the loan
processor to obtain all the necessary documents and the approval before the loan
is released.

. Allloans should be approved by the appropriate level of authority. Branches should

only approve within the limits of their authority. Higher management acts required
on higher amounts and other limitations.

Timely and accurate billing statement shall be sent to the PNFC. This is to ensure
that all amortizations are collected on time. Failure to do so may be taken as
opportunity by other financial institutions to feed in their billing statement.

Branch personnel should read and understand the loan palicies and the marketing
plan which clearly indicate the target market, the purpose and structure of the credit
and its source of repayment and a thorough understanding of the borrower to be
able to operate under a sound, well-defined credit-granting criterion.

Proper monitoring and following up collections should be done.

All past due accounts should be reported along with the corresponding reasons for
non-payment. They should be subjected to more frequent review and monitoring.
The review should update the status and development of the loan accounts and
progress of the remedial plans. When it becomes obvious that the borrower's
account has deteriorated seriously to warrant a substandard classification or
worse, immediate measures/steps must be taken to halt or avoid further
deterioration.

36



PHILIPPINE NAVY SAVINGS AND LOAN ASSOCIATION, INC.
(A Non-Stock Savings and Loan Association)

NOTES TO FINANCIAL STATEMENTS

DECEMBER 31, 2023 AND 2022

In Philippine Peso

Credit Risk Exposure
The table below shows the gross maximum exposure to credit risk of the Association
as of December 31, 2023 and 2022.

Notes 2023 2022

Cash* 9 P 2,455901,393 P 2,258,036,070
Investment securities at

amortized cost 10 380,000,000 480,000,000

Loans and other receivables 11 7,170,116,953 7,347,048,591

Other assets™ 14 134,421,141 140,914,434

P 10,140,439,487 # 10,225,999,095
*excluding cash on hand amounting to 8,662,172 and P3,755,847 as of December 31, 2023 and 2022,
respectively.
““excluding non-financial asset amounting to 3,989,313 and 6, 147,030 as of December 31, 2023 and
2022, respectively, and nel of allowance for credit losses amounting to P227,860,224 and P366,128,116
as of December 31, 2023 and 2022, respectively.

Credit Quality of Financial Assets
The table below shows the credit quality by class of financial assets as of December
31, 2023 and 2022.

Neither past due Past due but not

2023 nor impaired impaired Impaired Total

Cash* 2,455,901,383 - - 2,455,901,393

Investment securities at

amortized cost 380,000,000 - - 380,000,000

Loans receivables 6,589,140,320 25,821,330 515,765,676 7.130,727,326

Accrued interest

receivable 17,446,181 296,302 21,647,144 39,389,627

Other ™ 133,832,871 130,085 458,185 134,421,141
9,576,320,765 26,247,717 537,871,005 10,140,439 487

2022

Cash* 2,258,038,070 - - 2,258,036,070

Investment securities at

amortized cost 480,000,000 - - 480,000,000

Loans receivables 6,753,939,411 15,078,992 532,613,175 7,301,631,578

Accrued interest

receivable 13,608,658 322,568 31,485,787 45417,013

Other assats** 140,857,376 46,308 10,750 140,914,434
9,646,441,515 15,447,868 564,109,712 10 999,095

*excluding cash on hand amounting to 8,662,172 and 3,755,847 as of December 31, 2023 and
2022, respectively.

**excluding non-financial asset amounting to 3,989,313 and 6,147,030 as of December 31, 2023
and 2022, respectively and net of allowance for credit losses amounting to 227,860,224 and
366,128,116 as of December 31, 2023 and 2022, respectively.
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The credit quality of the financial assets was determined as follows:

i. Neither past due nor impaired — The credit quality of the portfolio of loans and
advances can be assessed by reference to the historical experience of the
Association with the borrower.

ii. Past due but not impaired — Late processing and other administrative delays can
lead to a financial asset being past due but not impaired. Therefore, loans
receivables up to 90 days are not usually considered impaired, unless other
information is available to indicate the contrary.

iil. Impaired — Loans and receivables with more than 91 days past due are considered
impaired.

i nt Assessment

The Association recognizes impairment losses based on the results of the
specific/individual and collective assessment of its credit exposures. Impairment has taken
place when there is a presence of known difficulties in the servicing of cash flows by
counterparties, infringement of the original terms of the contract has happened, or when
there is an inability to pay principal or interest overdue beyond a certain threshold. These
and the other factors constitute observable events and/or data that meet the definition of
an objective evidence of impairment.

The two methodologies applied by the Association in assessing and measuring impairment
include: (1) specific/individual assessment; and (2) collective assessment. Under
specific/individual assessment, the Association assesses each individual significant credit
exposure for any objective evidence of impairment, and where such evidence exists,
accordingly calculates the required impairment. Among the items and factors considered
by the Association when assessing and measuring specific impairment allowances are: (a)
the timing of the expected cash flows; (b) the projected recsipts or expected cash flows; (c)
the going concern of the counterparty’s business; (d) the ability of the counterparty to repay
its obligations during financial crises; (e) the availability of other sources of financial support;
and (f) the existing realizable value of collateral. The impairment allowances, if any, are
evaluated as the need arises, in view of favourable or unfavourable developments.

With regard to the collective assessment of impairment, allowances are assessed
collectively for losses on receivables that are not individually significant and for individually
significant receivables when there is no apparent or objective evidence of individual
impairment. A particular portfolio is reviewed on a periodic basis, in order to determine its
corresponding appropriate allowances. The collective assessment evaluates and estimates
the impairment of the portfolio in its entirety even though there is no objective evidence of
impairment on an individual assessment. Impairment losses are estimated by taking into
consideration the following deterministic information: (a) historical losses/write offs; (b)
losses which are likely to occur but has not yet occurred; and (c) the expected receipts and
recoveries once impaired.

Individually Assessed Credit Exposure
1. Loans and other credit exposures with unpaid principal and/or interest shall be classified

and provided with allowance for credit losses (ACL) based on the number of days of
missed payments as follows:
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For unsecured loans and other credit exposures:

No. of days unpaid/with

missed payments Classification Minimum ACL Stage
31 - 90 days Substandard (underperforming) 10% 2
91 — 120 days Substandard (non-performing) 25% 3
121 - 180 days Doubtful 50% 3
181 days and over Loss 100% 3

For secured loans and other credit exposures:

No. of days unpaid/with

missed payments Classification Minimum ACL Stage
31 - 90 days* Substandard (underperforming) 10% 7
91 — 180 days* Substandard (non-performing) 10% 3
181 — 365 days Substandard (non-performing) 25% 3
Over a year — 5 years Doubtful 50% 3
Over 5 years Loss 100% 3

*When there is iImminent possibility of foreclosure and expectation of loss. ACL shall be increased to 25%

Provided, that where the quality of physical collaterals or financial guarantees securing the
loans and advances are determined to be insufficient, weak or without recoverable values,
such loans and advances shall be treated as if these are unsecured.

2. Loans and other credit exposures that exhibit the characteristics for classified accounts
described under Section 114- S (credit classification and provisioning) shall be provided
with ACL as follows:

Classification Minimum ACL Stage
Especially mentioned 5% 2
Substandard - secured 10% 2or3
Substandard — unsecured 25% 2o0r3
Doubtful 50% 3
Loss 100% 3

3. Unsecured loans and other credit accommodations classified as "substandard" in the
last two (2) internal credit reviews which have been continuously renewed/extended
without reduction in principal and is not in process of collection, shall be downgraded to
"Doubtful” classification and provided with a fifty percent (50%) allowance for credit
losses.

4. Loans and other credit accommodations under litigation which have been classified as
"Pass" prior to the litigation process shall be classified as "Substandard" and provided
with twenty percent (25%) allowance for credit losses.

5. Loans and other credit accommodations that were previously classified as "Pass" but
were subsequently restructured shall have a minimum classification of Especially
Mentioned (EM) and provided with a five percent (5%) allowance for credit losses, except
for loans which are considered non- risk under existing laws, rules and regulations.

6. Classified loans and other credit accommodations that were subsequently restructured

shall retain their classification and provisioning until the borrower has sufficiently
exhibited that the loan will be fully repaid.
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Collectively Assessed Loans and Other Credit Exposures

1. Current "Pass" loans and other credit exposures should be provided with a reasonable
level of collective allowance, using historical loss experience adjusted for current
conditions.

2. Loans and other credit exposures with unpaid principal and/or interest shall be
classified and provided with ACL based on the number of days of missed payments as
follows:

For unsecured loans and other credit exposures:

No. of days unpaid/with missed

payments* Classification Minimum ACL  Stage
1— 30 days Especially Mentioned 2% 2
31 — 60 days/1% restructuring Substandard 25% 2o0r3
61 — 90 days Doubtful 50% 3
91 days and over/2™ restructuring Loss 100% 3

*PAR for microfinance loans

For secured and other credit exposures:

ACL (%)
No. of days unpaid/with Other types of Security by
missed payments* Classification collateral real estate Stage
Substandard
31 -90 days (underperforming) 10 10 2
Substandard
91 — 120 days (non-performing) 25 15 3
121 - 360 days Doubtful 50 25 3
361 days — 5 years Loss 100 50 3
Over 5 years . Loss 100 100 3

Provided, that where the quality of physical collaterals or financial guarantees securing the
loans and advances are determined to be insufficient, weak or without recoverable values,
such loans and advances shall be treated as if these are unsecured.

7. Liquidity Risks — is the current and prospective risk to earnings or capital arising from a
financial institution’s inability to meet its obligations when they come due without incurring
unacceptable losses. Liquidity risk includes the inability to manage unplanned decreases
or changes in funding sources. Liquidity risk also arises from the failure to recognize or
address changes in market conditions that affect the ability to liquidate assets quickly and
with minimal loss in value.
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General guidelines in controlling liquidity risk are as follows:

b.

The Association should ensure quick access to liquid assets by maintenance of a
stock of high quality liquid assets.

The Association should select banks that are financially sound and stable. It is very
important to get all available information concerning the banks especially if it
involves their stability and security of deposits.

The Corporate Office is responsible for managing the cash position of the
Association and does overall investment planning. These investments earn much
higher interest income than ordinary deposit accounts of branches. It is important
branches request fund only when they need it so as to maximize the Association’s
potential earning capabilities.

The Daily Collection and Disbursement Report generated by all branches are
required to be prepared religiously and submitted to the Treasury Department for
daily monitoring of cash flow. The Treasury Department shall always prepare a
Daily Cash Position Report to be distributed to the President, EVP and the General
Manager and SVP-Operations.

Branches are allowed and should always maintain appropriate level of cash on
hand to adequately meet daily cash requirements particularly withdrawals of
member's deposits.

It is important to plan disbursement to maximize potential interest income from
banks. As much as possible, the budgeted expenditures must be observe and the
liabilities are paid when already due.

Lines of credit with depository banks should be established. It provides ready cash
to help meet short term funding needs.

Liquidity risk provides information about a firm's ability to meet short term financial
obligations. High current ratio is usually preferred by short-term creditors since it
reduces their risk. Lower current ratio may be preferred by members because it
means that more of the Association’s assets are working to grow the business.
The basic information of the Association is trust and confidence. The Association
therefore should maintain good corporate reputation or untarnished name at all
time.

Branches should control spending. On the other, loan production should continually
be improved. All should be guided by the approved budget and strategic plans to
reach the Association's goals.

New deposit and loan products should be adequately studied prior to offering.
Associated risks should be analyzed and related cost vs. benefits measured. It is
difficult to reverse the consequences of a defective product that was already
introduced in the market.

Changes in priorities should be analyzed carefully because they may either affect
the financial position of the Association in a positive or adverse way.

. Estimates and assumptions used for the Association's Operating Program and

Budget should undergo deliberation to ensure that they are SMART (simple,
measurable, attainable, realistic and timely).

Properties of the Association should be insured to recover uncertainties. Proceed
from insurance claims will help the Association recover from damages.

As of December 31, 2023 and 2022, minimum required liquidity ratio of the Association is
58.73% and 53.75%, respectively.

41



PHILIPPINE NAVY SAVINGS AND LOAN ASSOCIATION, INC.
{A Non-Stock Savings and Loan Association)

NOTES TO FINANCIAL STATEMENTS

DECEMBER 31, 2023 AND 2022

In Philippine Peso

The table below summarizes maturity profile of the Association's financial assets and
liabilities as of December 31, 2023 and 2022 based on undiscounted contractual cash

flows.
Due within one Due after one
2023 On Demand (1) year (1) year Total
Financlal Assets
Cash (Note 9)* 647,551,059 1,808,350,334 - 2,455 901,393
Investment securities at
amortized cost (Note 10) 70,000,000 310,000,000 380,000,000
Loans and other receivables
(Note 11) 605,756,656 417,861,842 6,107,108,728 7.130,727,326
Other assets (Note 14)** 1,219,149 133,201,992 - 134,421,141
_1,254,526,884 2,429,414,268 6,417,108,728 10,101,049,860
Financial Liabilities
Savings deposits (Note 15) 3,841,020,028 - - 3,841,020,029
2022
Financial Assets
Cash (Note 9) 732,977,863 1,525,058,207 - 2,258,036,070
Investment securities at
amorlized cost (Note 10) - 150,000,000 330,000,000 480,000,000
Loans and other receivables
(Note 11) 336,651,929 595,133,311 6,415,263,351 7.347,048,591
Other assets (Note 14)** 140,914 434 — - 140,914 434
1,210,544 ,226 2,270,191,518 6.745@63,351 10,225,999,095
Financial Liabilities
Savings depoasits (Note 15) 3,839,026,066 - 3,839,026,066
“excluding cash on hand amounting to 8,662,172 and P3, ?55 847 as of December 31, 2023 and 2022,

respectively

“*excluding non-financial asset amounting to 3,989,313 and 6, 147,030 as of December 31, 2023 and 2022,
respectively, and net of allowance for credit losses amounting to P227,860,224 and 366,128,116 as of
December 31, 2023 and 2022, respectively.

6.01.02 Analyzing and Assessing Risk

Analyzing and assessing risk is the second step in the risk management process. It involves
identifying and evaluating any existing controls and analyzing the risks in terms of
consequences and likelihood.

The Risk Management Matrix shall be used as a tool in analyzing the risk identified. The
consideration of likelihood and consequences leads to a rating or ranking of the risk, which
can assist evaluation of the best method of handling the risk.

6.01.03 Risk Evaluation

Once the level of risk has been determined based in the table of Likelihood of
Consequences, the next step is to evaluate the risk and see where the risk fits against the
Legend/Action Levels. The table gives guidance as to the acceptability of the risk and who
is responsible for the acceptable decision for that risk.

Each risk that is identified needs to be allocated a Risk Owner. This is the person
responsible for managing the risk and is usually the person who is directly responsible for
the strategy, activity or function that related to the risk.

ontrolling Risk
Contmlhng risk involves establishing and communicating risk limits through policies,

standards and procedures that define responsibility and authority. These control limits
should be valid tolls that management should be able to adjust when conditions or risk
tolerances change.
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Once a risk has been analysed and evaluated, the Risk Owner makes informed decision
to do the following:
» Accept the risk — the opportunity outweighs the risk and the existing controls are

deemed adequate and effective.
Avoid the risk — do not carry on with the activity that is associated with the risk.
Treat the risk — reduce the consequence, likelihood or both and/or improve the
controls rating by strengthening existing controls or developing new controls so
that the risk can be accepted.

6.01.05 Risk Monitoring

Risk Monitoring is the final step in risk management process is ongoing risk monitoring
which is built into the normal, recurring operating activities of the Association. This will
ensure that problems will immediately be identified as actions are performed on real-time
basis.

Effective risk management requires reporting and review structure to ensure that risks are
effectively identified and assessed and that appropriate controls and responses are in
place. Regular audits of policy and standards compliance should be carried out and
standards performance reviewed to identify opportunities fort improvement.

It should be remembered that organizations are dynamic and operated in dynamic
environment in which it operates must be identified and appropriate modifications to
systems. The monitoring process should provide assurance that there are appropriate
controls in place for the organization's activities and that the procedures are understood
and followed. Changes in the organization and the environment in which it operates must
be identified and appropriate changes are made to systems.

Any monitoring and review process should also determine whether:

The measures adopted resulted in what was intended.
The procedure adopted and information gathered for undertaking the assessment
was appropriate.

¢ Improved knowledge would have helped reach better decisions and identify what
lessons could be learned for future assessment and management of risks.

The Association established various organizational committees to manage and control the
risks as follows:

a. The Board of Trustees (BOT) - The BOT shall be responsible for defining the
Association’s level of risk tolerance and for approval and oversight of the
implementation of policies and procedures relating to the management of risks
throughout the organization,

b. Risk Management Committee (RMC) - The RMC shall be responsible for the
development and oversight of the risk management program. It shall oversee the
system of limits to discretionary authority that the board delegates to management,
ensure that the system remains effective, that the limits are observed and that
immediate corrective actions are taken whenever limits are breached.

¢. Executive Committee (EXECOM) - The EXECOM is composed of three members of the
Board is and tasked to review all management actions and decisions and to recommend
to the Board approval of certain transactions/actions that require its approval.

d. Audit Committee - The Audit Committee provides oversight over the Association's
financial reporting policies, practices and control and internal and external audit
functions. It shall be responsible for setting up the internal audit department and for the
appointment of the internal auditor as well as the independent external auditor who shall
both report directly to the audit committee. It shall monitor and evaluate the adequacy
and effectiveness of the internal control system.
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e. Loans and Credit Committee - The Loans and Credit Committee shall review all existing
loans to determine their status and to finally determine the accounts that need to be
supervised and monitored more closely that the others. It is also tasked, as a result of
its review process, to determine the amount of reserves and loan loss provision to be
set up.

f. Corpgrate Planning Committee (Corplan) - The Corplan shall review periodically the
overall economic situations as it relates to the Association in order to identify
opportunities that the Association can pursue as well as threats that the Association
should prepare for.

6.02 Capital Management

The Association, in fulfilment of its mission, plans and monitors fervently its capital
contribution and deposits in order to fully utilize the accumulation of savings and its leading
operations thus maximizing each member’'s value. It is extremely important to secure
sufficient capital to cover risks the Association faces, form the viewpoint of ensuring the
soundness and appropriateness of the Association's business. The management is
charged with and responsible for taking the initiative in developing and establishing such.

The management sets policies and internal rules with regard to capital management,
ensures the development and implementation of capital plans, assessment of capital
adequacy and capital allocation processes.

The Association reviews at least annually whether its policies and internal rules adopted
and the tasks undertaken by the capital management group are suited to the levels of
complexity and sophistication of the internal capital adequacy assessment processes used
by the Association and whether their respective capital management processes are
functioning effectively. The review should be conducted by using check items concerning
internal capital adequacy assessment as part of the capital management system and those
concerning the comprehensive risk management system, and any problem with regard to
capital adequacy should be examined as the issue of management system.

The Association ensures that the management is appropriately implementing (1) policy
development, (2) development of internal rules and organizational frameworks and (3)
development of a system for assessment and improvement activities.

The Association appropriately determines whether there are any weaknesses or problems
in the capital management system and the particulars thereof, and appropriately reviews
their causes by precisely analyzing the status of capital management, such as the results
of information available regarding the status of capital management, such as the results of
audits by external auditors, and internal audits. In addition, if necessary, take all possible
measures to find the causes by, for example, establishing fact findings committees, elc.

The management may revise the analysis and assessment processes in a timely manner
by reviewing their effectiveness based on reports and findings on the status of capital
management in a regular and timely manner or on an as needed basis. They provide a
system to implement improvements in the areas of the problems and weaknesses in the
capital management system identified through their analysis, assessment and review.

They also provide a system to follow up on the efforts for improvement in a timely and
appropriate manner by reviewing the progress status in a regular and timely manner on an

as needed basis.
The Association's debt-to-equity ratio is presented below:

2023 2022
Total liabilities P 4,196,315438 P 4,207,796,510
Total member's equity P 5,549,963,653 P 5,557,213,021
Debt-to-equity ratio P0.76: P1.00 £0.76: P1.00
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6.02.01 Regul ualifying Capital

In accordance with Section 121-S of MORNBFI, as amended by BSP Circular No. 1045
series of 2019, the Association shall have a minimum initial aggregate capital contribution
of P1.0 million and shall, thereafter, maintain a minimum capital that would allow it to
comply with the capital adequacy ratio requirements. The Association’s capital contribution
amounted to P4,637,613,821 and P4,591,022,338 as of December 31, 2023 and 2022,
respectively, as disclosed in Note 18.

In accordance with Section 122-S of BSP Manual of Regulations for Non-Bank Financial
Institutions, the risk-based capital ratio of the Association as a non-stock savings and loan
association, expressed as a percentage of qualifying capital-to-risk assets, should not be
less than ten percent (10%). Qualifying capital and risk assets are computed based on BSP
regulations. Risk assets consist of total assets less cash on hand, government securities,
loans covered by hold-out or assignment of deposits and other non-risk items determined
by the Monetary Board of BSP.

Capital contributions shall be classified as either fixed/non-withdrawable or withdrawable.
Fixed/non-withdrawable refers to capital contribution which must be maintained for the
duration of membership as prescribed by the Association's by-laws, and the remainder from
the total capital contribution shall refer to the withdrawable portion.

For purposes of computing capital-to-risk asset ratio, the aggregate amount of
withdrawable capital contribution that shall be allowed to form part of the Association's total
capital accounts shall be capped at ten times (10x) the aggregate amount of fixed/non-
withdrawable capital contributions.

As of December 31, 2023 and 2022, the Association's capital-to-risk assets ratio in
compliance with BSP regulations is as follows:

2023 2022

Total assets P 9,746,279,091 ® 9 765,009,531
Risk assets * 8,967,169,324 # 8,938,527,390
Qualifying capital P 5,549,963,653 ™ 5,557,213,021
Capital-to-risk asset ratio 61.89% 62.17%
Qualifying capital consists of:

Notes 2023 2022
Capital contribution 18 P 4,637,613,821 P 4,591,022,338
Surplus reserves 19 292,197,954 341,266,124
Surplus free o 20 620,151,878 624,924,559

P 5,549,963,653 P 5,557,213,021

7. FAIR VALUE OF FINANCIAL INSTRUMENTS
The fair values of financial assets and financial liabilities measured at amortized cost
approximates their carrying values either because these instruments are short- term in nature
or the effect of discounting for those with maturities of more than one year is not material.
7.01 Fair Value Hierarchy

The Association uses the following hierarchy as guide for determining fair value of financial
instruments:

Level 1: Quoted (unadjusted) prices in active markets for identical assets or liabilities. This
level includes listed equity securities and debt instruments on exchange;
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Investment securities at amortized cost of the Association are categorized as Level 2 in the
absence of bid-offer as at reporting date and due to low volume of trading activity in the
market.

Level 2: Inputs other than quoted prices included within Level 1 that are observable for the
asset or liability, either directly or indirectly; and

Level 3: Inputs for the asset or liability that are not based on observable market data
(observable inputs). This level includes equity investment (if any,) and debt instruments
with significant unobservable components. This hierarchy requires the use of observable
market data when available.

The Association has no financial instruments that fall under this category.

As of December 31, 2023 and 2022, there were no transfers between Level 1 and Level 2
fair value measurements.

7.02 Fair Value Determination

Basis or assumptions in determining the fair value of financial instruments are disclosed
below:

7.02.01 Due from other bank

The estimated fair value of fixed interest-bearing deposits is made based on discounted
cash flows using prevailing money-market interest rates for debts with similar credit risk
and remaining maturity, which for short-term deposits approximate the nominal value.

7.0 vestme iti Amortize

The fair value for investment securities at amortized cost is based on market prices. Where
this information is not available, the fair value has been estimated using quoted market
prices for securities with similar credit, maturity and yield characteristics or through
valuation techniques using discounted cash flow analysis.

7.02.03 Loans and Other Receivables

Loans and other receivables are net of provisions for credit losses. The estimated fair value
of loans and other receivables represents the discounted amount of estimated future cash
flows expected to be received. Expected cash flows are discounted at original rates to
determine fair value.

7.02.04 Savings deposits

The estimated fair value of savings deposits with no stated maturity, which includes non-
interest-bearing deposits, is the amount repayable on demand. The estimated fair value of
other deposits represents the estimated cash flows expected to be paid which are
discounted at the current market rates.

7.02.05 Accrued expenses and other liabilities

Due to their short duration, the carrying amounts of accrued interest and other expenses
and other liabilities in the statement of financial position are considered to be reasonable
approximations of their fair values.

7.03 Fair Value Measurement for Non-financial Assets

The fair value of the Association’s investment properties account, as disclosed in Note 12,
is determined on the basis of the appraisals performed by an appraiser with appropriate
qualifications and recent experience in the valuation of similar properties in the relevant
locations. To some extent, the valuation process was conducted by the appraiser in
discussion with the Association’s management with respect to the determination of the
inputs such as the size, age, and condition of the land and buildings, and the comparable
prices in the corresponding property location.
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The fair value with impairment allowance of investment properties as of December 31,
2023 and 2022 is disclosed in Note 12.

8. RELATED PARTY TRANSACTIONS

Related party relationship exists when one party has the ability to control, directly or
indirectly through one or more intermediaries, the other party or exercise significant
influence over the other party in making financial and operating decisions. Such
relationship also exists between and/or among the reporting entities, which are under
common control with the reporting enterprise, or between, and/or among the reporting
entities and its key management personnel, trustees, or its shareholders.

Significant provisions of Section 321-S of MORNBFI regarding related party transactions
follow:

a) The Association shall not directly or indirectly make any loans to any trustee or
officer, either for himself or as agent or as partner of another, except with the written
approval of the majority of the trustees of the Association, excluding the trustee
concerned.

b) Total loans, direct or indirect, granted at any one time to such trustess and officers
shall not exceed twenty percent (20%) of the total capital contributions of such
Association.

c) In all cases of the credit accommodations granted to trustees and officers, the
written approval of the majority of the trustees of the Association, excluding the
Trustee concerned, shall be entered upon the records of the Association and a
copy of such entry be transmitted forthwith to the BSP.

d) The transaction of all trustee-officers with the Association shall not be under terms
of more favorable than those transacted with other members,

There are transactions and arrangements between the Association and its related parties
and the effects of these on the basis determined between the parties are reflected in these
financial statements.

2023
Amount of Outstanding
Category  Transactions  Balance £ LA Terms Conditions
Payable in installment; interest Secured, unsecured;
TORI Loans 1,106,892 22,701,044 bearing; setfled in cash unimpairad
2022
Amountof  Outstanding
Category Transactions Balance Tarms Conditions
Payable in installment; interest Secured; unsecured:
TORI Loans 1,246,644 21,594,152 bearing; settled in cash unimpaired

The Association’s transactions with related parties in the ordinary course of business are
described below:

a. The Association has loan transactions with the Trustees, Officers and Related Interest
(TORI) with total outstanding balance of 22,701,044 and 21,594,152 as of
December 31, 2023 and 2022, respectively, which are summarized as follows:

2023 2022
Back-to-back P 10,867,931 P 7,804,989
Expanded back-to-back - 3,757,192
VALUE - 26,750
Others 11,833,113 10,005,221
Total P 22,701,044 P 21,594,152
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Other relevant information regarding TORI loans were summarized as follows:
Related Party
Loans (Inclusive
2023 TORI Loans  of TORI Loans)

Total outstanding TORI/ Related party loans | 4 22,701,044 P 22,701,044
Percent of TORI/ Related party accounts to

total loans 0.32% 0.32%
Percent of unsecured TORI/ Related party
accounts to TORI/ Related party accounts 44.19% 44.19%

Percent of past due TORI/ Related party

accounts to total TORI/ Related party

accounts 4.53% 4.53%
Percent of nonperforming TORI/ Related

party accounts to total TORI/ Related party

accounts 4.53% 4.53%
i a Related Party
Loans (Inclusive of

2022 TORI Loans TORI Loans)

Total outstanding TORI/ Related party loans | o 21,594,152 ® 21,594 152
Percent of TORI/ Related party accounts to

total loans 0.30% 0.30%
Percent of unsecured TORI/ Related party
accounts to TORI/ Related party accounts 46.46% 46.46%

Percent of past due TORI/ Related party

accounts to total TORI/ Related party

accounts 5.58% 5.58%
Percent of nonperforming TORI/ Related

party accounts to total TORI/ Related party

accounts 5.58% 5.58%

The Association assess impairment on TORI loans annually. As of December 31, 2023
and 2022, no impairment loss was recognized on TORI loans.

Moreover, total TORI loans are 0.49% and 0.47% of the total capital contribution of
P4,637,821 and P4,591,022,338 as of December 31, 2023 and 2022, respectively.

The Association satisfactorily complied with the MORNBFI's Section 322-S mandating
that TORI loans should not exceed 20% of the Association’s capital contribution.

b. Remuneration of key management personnel

LT, 2023 2022
Compensation > 33,259,474 P 34,353,828
Trustee’s fee 8,100,284 7,794,384
Post-employment benefits - 1,741,470

P 41,359,758 P 43,889,682
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9. CASH
The account consists of the following:
2023 2022
Cash on hand 1.4 8,662,172 P 3,755,847
Cash in banks 2,454,371,543 2,257,020,178
Checks and other cash items 1,529,850 1,015,892

P 2,464,563,565

* 2.261,791,917

Cash in banks represent unrestricted deposits with various local banks which earn interest
at the prevailing bank deposit rates ranging from 0.125% to 6%.

The Association earned interests on these bank deposits amounting to 72,075,227 and

17,171,010 for the years ended December 31, 2023 and 2022, respectively.

10. INVESTMENT SECURITIES AT AMORTIZED COST

The account consists of:

2023

Certificate Number Date issued Maturity Date Term Interest Amount
PIID 2537J015 October 12, 2019 October 19, 2037 25 years 6.125% 60,000,000
PIID 10261057 September 16, 2016  September 20, 2026 10 ysars 3.500% 50,000,000
PIID 0528B176 February 22, 2023 August 22, 2028 5.5 years 6.125% 50,000,000
PlID0527C159 March 4, 2022 March 4, 2027 5 years 4.875% 50,000,000
PIDO527C158 September 6, 2022 September 6, 2028 B8 years 5.750% 50,000,000
PIID 0324C115 March 9, 2021 March 9, 2024 dyears 2.375% 50,000,000
PID 05271140 December 2, 2021 June 2, 2027 5 years 4.825% 50,000,000
PlID0524C129 March 12, 2019 March 12, 2024 5 years 6.250% 20,000,000
Total | = m.ooolouo
2022

Certificate Number Date issued Maturity Date Term Interest Amount
PIID 1023H046 August 15, 2013 August 1,2023 9 years 3.250% # 100,000,000
PIID 2537J015 October 12, 2019 Oclober 19, 2037 25 years 6.125% 60,000,000
PID 10261057 September 16, 2016  September 20, 2026 10 years 3.500% 50,000,000
PHD 0323B101 February 7, 2020 February 7, 2023 3 years 4.375% 50,000,000
PlIIDOS27C159 March 4, 2022 March 4, 2027 5 years 4.875% 50,000,000
PIIDO527C159 September 6, 2022 Seplember 6, 2028 G years 5.750% 50,000,000
PID 0324C115 March 8, 2021 March 8, 2024 3 years 2.375% 50,000,000
PIID 05271140 December 2, 2021 June 2, 2027 5 years 4625% 50,000,000
PIID0524C 129 March 12, 2019 March 12, 2024 5 years 6.250% 20,000,000
Total # 480,000,000

The above investments are carried at amortized cost.

Total interest income from the foregoing investments in bonds amounted to 21,117,659
and P20,698,973 for the years ended December 31, 2023 and 2022, respectively.

Under Sec. 331-S of the MORNBFI, no Association at any one time shall invest in bonds
and securities in a total amount in excess of ten percent (10%) of the total assets. As of
and 2022, the Association has satisfactorily complied with this

December 31, 2023

= provision.

In addition, the foregoing investments are restricted to fund the withdrawable share
reserves amounting to 92,752,276 and 91,820,447 as of December 31, 2023 and 2022.

None of the foregoing amount was used as collateral to any obligations of the Association.
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The detailed movements of the account are as follows:

2023 2022
Beginning P 480,000,000 ™ 430,000,000
Acquisitions during the year 50,000,000 100,000,000
Redeemed matured investment — net of
discount/premium (150,000,000) (50,000,000)
f 380,000,000 ® 480,000,000
1. LOANS AND OTHER RECEIVABLES - net
The account consists of the following:
2023 2022
Current loans P 6,589,140,320 ® 6,717,939.411
Past due loans 541,587,006 583,692,167
Total loans receivable 7,130,727,326 7,301,631,578
Accrued interest receivable
Loans receivable 31,786,599 41,479,537
Due from other banks 5,768,896 1,485,224
Debt securities at amortized cost 1,834,132 2,452,252
Ay . 39,389,627 45,417,013
Total loans and other receivables 7,170,116,953 7,347,048,591
Uneamed interest discount (53,355,990) (63,037,457)
S 00000 _# 7,116,760,963 7,284,011,134
Allowance for credit losses:
Loans receivable (Note 28) (570,168,869) (606,254,209)
Accrued interest receivable (Note 28) ~ (21,568,348) (31,665,440)
(591,737,217) (637,919,649)

Loans and other receivables — net

P 6,525,023,746 P 6,646,091,485

Details of loans receivable are as follows (gross of unearned interest discount):

2023 2022
Current
VALUE loans | 6,138,980 P 8,278,796
Multi-purpose loans 20,365,752 30,931,745
Back-to-back loans 158,823,185 119,667,499
Other promotional loans 6,403,812,403 6,5569,061,371
Tolal current 6,589,140,320 6,717,939,411
Past due loans 541,587,006 583,692,167
Total loan portfolio 7,130,727,326 7,301,631,578
Allowance for credit losses (570,168,869) (606,254,209)
Net loans receivable P 6,560,558,457 P 6,695,377,369
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Unearned interest discount consists of the following:

Type of Loans 2023 2022
Multi-purpase loans 4 154,838 P 295,719
VALUE Loans 57,686 86,297
Accounts receivable 18,655 12,000
Other promotional loans 53,124,811 62,643,441

L 53,355,990 P 63,037,457

The Association earned interest income on loans during the years 2023 and 2022
amounting to 724,183,639 and P719,491,533, respectively using effective interest
method as prescribed by the BSP and Philippine Accounting Standards.

As of December 31, 2023 and 2022, no assets were pledged as collateral to secure

borrowings and other liabilities of the Association.

Breakdown of allowance for credit losses is as follows:

2023 2022
Specific loan loss provision P 506,196,567 P 541,419,978
General loan loss provision 63,972,302 64,834,231
Total P 570,168,869 ™ 606254209

As of December 31, 2023 and 2022, non-performing loans (NPLs) not fully covered by

allowance for credit losses are as follows:

2023 2022

Total Non-performing loans P 515,800,578 P 550,107,705
Less: Non-performing loans covered by

allowance for credit losses 515,800,578 550,107,705

Total

[

Information regarding the Association's non-performing loans (based on MORNBFI Sec.

307-8) are as follows:

2023 2022
Gross Non-performing loans P 515,800,578 P 550,107,705
Ratio of gross NPLs to gross TLP (%) 7.23% 7.53%
Net non-performing loans | - ™ -
Ratio of net NPLs to gross TLP (%) - I
Ratio of total allowance for credit losses to
gross NPLs (%) 110.54% 110.21%
Ratio of specific allowance for credit losses on
__gross TLP to gross NPLs (%) 98.14% 98.42%

Section 307-S of MORNBFI defined non-performing loans (NPLs) as follows:

Loans, investments, receivables or any financial asset shall be considered non-performing,
even without missed contractual payments, when it is considered impaired under existing
accounting standards, classified as doubtful or loss, in litigation, and/or there is evidence that
full repayment of principal and interest is unlikely without foreclosure of collateral. All other
loans, even if not considered impaired, shall be considered non-performing if any principal
and/or interest are unpaid for more than 90 days from contractual due date, or accrued
interests for more than 90 days have been capitalized, refinanced, or delayed by agreement.
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Restructured loans shall be considered non-performing. However, if prior to restructuring,
the loans were categorized as performing, such classification shall be retained.

INVESTMENT PROPERTY — net

The account includes a 2,500 sq. m. parcel of land located in Bo. Sta. Monica, Puerto
Princesa, Palawan. The land was acquired by the Association as seftlement of a delinquent
account. The property was transferred under the name of the Association on
September 8, 2005. The cost of the land originally amounted to 750,000 plus subsequent
expenditures amounting to 99,249 necessary to transfer the property in the name of the
Association were also capitalized.

On November 7, 2017, the Association purchased a property in Villa Rio, Pasonanca,
Zamboanga City with area of 179 sq. m. which originally amounted to 7,000,000 plus
additional cost of #2,410,118.

The Association acquired a 31,024 sq. m. lot in Buenavista, Puerto Princesa, Palawan City
in November 29, 2017 which originally amounted to 600,000 plus additional cost of
#51,273. Additional cost amounting to 3,630 was incurred in 2018.

Movements in the account are summarized as follows:

2023 2022
Cost:
Balance, December 31 P 10,914,271 * 10,914,271
Accumulated depreciation:
Balance, January 1 1,498,333 1,208,333
Depreciation expense 290,000 290,000
Balance, December 31 1,788,333 1,498,333
Impairment loss
Balance, December 31 2,410,118 2,410,118
Carrying amount " 6,715,820 |t 7,005,820

There was no additional impairment recognized during the year and neither were the
properties used as collateral to secure liabilities of the Association.

The Association applies cost model. No income or expense was recognized during the
year.

The significant unobservable inputs (level 3 in fair value hierarchy) used in the fair value
measurement of the Association's investment property are the estimated net price per
square meter and various factors such as size, location, and utility among others. The
Management believes that the cost of the assets approximates their fair values as of
December 31, 2023 and 2022.
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PROPERTY AND EQUIPMENT - net

A reconciliation of the carrying amounts at the beginning and end of years 2023 and 2022, and the gross carrying amounts and accumulated depreciation of
property and equipment are shown below.

2023
Furniture,
Building under fixtures and Leasehold
Land Building construction equipment improvement Total
Cost:
Balance, January 1 64,754,212 134,869,204 1,176,500 51,862,743 33,009,746 285,672,405
Additions 176,028 5,456,606 - 4,829,020 12,062,677 22,524,331
Write-off - - - (486,155) - (486,155)
Balance, December 31 64,930,240 140,325,810 1,176,500 56,205,608 45,072,423 307,710,581
Accumulated depreciation:
Balance, January 1 - 1,246,929 - 41,440,371 19,926,260 62,613,560
Depreciation - 6,898,029 - 5,605,176 1,514,465 14,017,670
Write-off - - - (486,155) - (486,155)
Balance, December 31 - 8,144,958 - 46,559,392 21,440,725 76,145,075
Net carrying value 64,930,240 132,180,852 1,176,500 9,646,216 23,631,698 231,565,506
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2022
3 Building under  Furniture, fixtures Leasehold
Land Building construction and equipment improvement Total
Cost:
Balance, January 1 64,754,212 2,669,510 80,445,047 48,335,836 28,445 537 224,650,142
Additions - 21,994,622 35,638,834 4,156,058 4,564,209 66,353,723
Reclassification - 110,205,072 (114,907,381) 4,702,309 - -
Write-off - - - (5,331,460) - (5,331,460)
Balance, December 31 64,754 212 134,869,204 1,176,500 51,862,743 33,009,746 285,672,405
Accumulated depreciation:
Balance, January 1 - 538,706 — 42 643,177 17,917,724 61,099,607
Depreciation - 708,223 - 4,128,654 2,008,536 6,845,413
Write-off - - - (5,331,460) - (5,331,460)
Balance, December 31 — 1,246,929 — 41,440,371 19,926,260 62,613,560
Net carrying value 64,754,212 133,622,275 1,176,500 10,422,372 13,083,486 223,058,845

The Association has no outstanding contractual commitments to acquire certain property and equipment as of December 31, 2023 and 2022 and none of the

foregoing assets was used as collateral on any liability of the Association for both 2023 and 2022.

During the year, the Association carried out a review of the recoverable amounts of its property and equipment. The Association has determined that there is no
indication that an impairment loss has occurred on its property and equipment.

All additions were paid in cash.

Depreciation was presented as part of operating expenses in statements of comprehensive income.
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Property and equipment with cost amounting to 43,844 610 and 40,305,800 that are fully
depreciated as at December 31, 2023 and 2022, respectively, are still used by the
Association for the years then ended.

14. OTHER ASSETS

The account consists of the following:
2023 2022
Cash advance P 133,201,993 P 139,114,556
Documentary stamps 1,453,806 1,503,646
Accounts receivable* 1,108,610 1,694,340
Stationery and supplies unused 1,025,233 782,625
Prepaid expenses 738,397 1,956,321
Petty cash fund 92,000 87,000
Other investment 18,538 18,538
Miscellaneous assst 771,877 1,904,438

P 138410454 P 147,061,464

*net of allowance for credit losses amounting to P227,860,224 and 366,128,116 as of December 31, 2023 and
2022, respectively

Cash advance pertains to the advance intended dividend paid to members. This is
derecognized upon final declaration of annual dividend to members.

Stationery and supplies unused refer to supplies used by the Association in its day-to-day
activities.

Documentary stamps refer to documentary stamps purchased by the Association which are
being refunded from the borrowers upon approval of their loans.

Prepaid expenses represent expenses not yet incurred but already paid in cash.

Accounts receivable consists of advances to employees for the procurement of office
expenses subject for liquidation and receivable from an employee due to cash shortage,
unpaid loan balance of members who are no longer considered members pursuant to the
NSSLA's By-Laws. The account is presented net of allowance amounting to 277,860,225
and 366,128,116 in 2023 and 2022, respectively.

Note 2023 2022
Balance, January 1 P 366,128,116 P 89,338,018
Provision 4,900,342 4,132,931
Reclassification 28 (7,903,527) 284,191,149
Write-off ) (135,264,707) (11,533,982)
Balance, December 31 P 227,860,224 P 366,128,116

Reclassification pertains to terminated members outside well-defined group.
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15.

16.

17.

SAVINGS DEPOSITS
The Association’s savings deposits for the year are composed as follows:

3 2023 2022
Savings deposit P 3,533,079,838 P 3,589,326,289
Special savings deposit 307,940,191 249,699,777

P 3,841,020,029 P 3,839,026,066

Savings deposit earns annual interest rate of 0.5% for 2023 and 2.5% for 2022 which is paid
on a monthly basis. Special savings deposit earns 6.0% annual interest rate compounded
monthly for 2023 and 2022.

Interest expense on deposit liabilities amounted to 105,445,212 and 102,349,003 as of
December 31, 2023 and 2022, respectively.

ACCRUED EXPENSES AND OTHER LIABILITIES

The account consists of the following:

2023 2022
Accounts payable | 340,739,356 ™ 353,049,022
Accrued interest payable 8,786,650 8,616,196
Accrued expenses payable 2,467,432 2,591,624
Withholding tax payable 1,866,865 1,673,717
Other liabilities 1,435,106 1,156,541

» 355,295,409 P 367,087,100

Accounts payable includes advance payments of loans, appraisal fee, and advances from
employees.

Accrued interest payable represents accruals on interest on regular savings deposit and
special deposits account of depositors.

Other liabilities include government contributions and provision for medical expenses of
employees.

RETIREMENT PAYABLE

Under Republic Act (RA) No. 7641, otherwise known as the Retirement Pay Law that took
effect on January 17, 1993, the Association is required to provide minimum retirement
benefits to qualified retiring employees.

The Association has a retirement plan entitied PNSLAI Retirement Trust Fund which shall
provide retirement, death, disability and severance benefits for all eligible employees of the
Association. The retirement benefit is a defined benefit plan computed as a certain
percentage of current basic monthly salary multiplied by year of service rendered.
Management believes that the effect on the financial statements of the difference between
the retirement costs determined under the current method used by the Association and the
acceptable actuarial valuation is not material.
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The amount of retirement benefit obligation recognized in the statements of financial position
as of December 31, 2023 and 2022 are determined as follows:

2023 2022

Present value of defined benefit obligation L 51,222,875 P 52,061,655
Fair value of the plan assets (51,222,875) (50,378,311)

Present value of unfunded obligation L4 - P 1,683,344

The movement in the present value of the defined benefit obligation for the years December
31, 2023 and 2022 are as follows:

Note 2023 2022
Beginning of year P 52,061,655 ® 50,775,549
Current service cost 21 - 4,040,024
Benefits paid from plan asset b (838,780) (2,753,918)

P 51222875 P 52,061,655

Provision for retirement fund amounting to nil and ®4,040,024, which represents current
service cost, for the years ended December 31, 2023 and 2022, respectively, is recognized
as part of operating expenses as presented in the statements of comprehensive income.

Movements in fair value of plan assets for the years ended December 31, 2023 and 2022 are
as follows:

2023 2022
Balance, January 1 | 4 50,378,311 ™ 50,622,298
Contribution 1,683,344 2,509,931
Benefits paid from plan asset (838,780) (2,753,918)
Balance, December 31 P 51,222 875 P 50,378,311

A Certificate of Qualification as a Reasonable Employees’ Retirement Benefit Plan was
issued to the Association last July 19, 2021, with Certificate of Tax Exemption No: RP 150-
2021.

CAPITAL CONTRIBUTION
The movements of the Association’s capital contribution are as follows:

2023 2022
Beginning P 4,591,022,338 ¢ 4,590,631,714
Additional contribution/deposits 1,237,713,191 1,226,996,997
Withdrawals (1,191,121,708) (1,226,606,373)

P 4,637,613,821 # 4,591,022,338

The Association's capital contribution is divided into fixed/non-withdrawable and
withdrawable capital, as follows:

2023 2022
Fixed/non-withdrawable P 498,073,855 486,617,589
Withdrawable 4,139,539,966 4,104,404,749

P 4637,613,821 P  4591,022,338
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Withdrawals and deposits normally are made by the members of the Association as long as
the minimum capital contribution of the member does not fall below the required amount of
its fixed capital contribution. Only the withdrawable amount can be withdrawn.

19. SURPLUS RESERVES

The account consists of the following:

2023 2022
Withdrawable share reserves 92,752,276 91,820,447
Others:
Office premises, furniture and fixtures 149,445,678 149,445,677
__ Gross receipt tax 50,000,000 100,000,000
% 199,445,678 249,445 677
292,197,954 341,266,124
The table below shows the movement of reserves:
2023 2022
Surplus — reserves, beginning 341,266,124 360,049,503
Additional appropriation for office premises,
furniture and fixtures - 24,499,865
Additional (reversal) of withdrawable shares 931,830 (16,283,244)
reserves
Reversal of provision for gross receipt tax (50,000,000) (27,000,000)
Balance, December 31 ol 292,197,954 # 341,266,124

In 2023 and 2022, the Association set aside an additional fund for office premises, furniture
and fixtures amounting to nil and ®24,499 865, respectively.

Per Section 123-S, NSSLAs shall create a withdrawable share reserve which shall consist
of 2% of total contributions of the members.

Per section 125-S, NSSLAs shall set aside 5% of their yearly net income until it amounts to
at least 5% of the total assets as a reserve for a building to fund to cover the cost of
construction or acquisition of office premises, and of the purchase of office furniture, fixtures
and equipment. The Association was granted an exemption from the BSP to comply with the
minimum requirements. In 2019 through Board Resolution No. 2019-166, it started to
allocate its yearly net income for the construction of the building. In 2022 through Board
Resolution No. 2022-33, it discontinued the allocation of their yearly net income since the
building was already completed.
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20.

21.

22,

23.

24.

SURPLUS FREE
The table below shows the retained earnings free for the year:

__Note 2023 2022
Retained earnings — free, beginning P 624,924,559 P 677,991,557
Cash dividends declared 27 (582,241,292) (581,550,092)
Profit 528,400,441 509,699,715
Reversal of appropriation 50,000,000 43,283,244
Appropriaton (931,830) (24,499,865)
Retained earnings — free, ending P 620,151,878 P 624,924,559

COMPENSATION AND FRINGE BENEFITS

Expenses recognized for employee benefits are presented below:

= 2023 2022
Salaries and wages P 73,606,506 ™ 71,795,990
Staff benefits 50,875,296 50,216,312
Directors and committee's fees 8,100,284 7,794,384
SSS, Med and EC premiums share 7,444 458 6,276,527
Trustees' benefits 5,720,693 5,459,216
Provision for retirement fund - 4,040,024
Medical, dental and hospitalization 1,875,616 2,028,852

P 147,622,853 P 147,611,305
RENT EXPENSE

Operating lease payments represent rentals payable by the Association for lease of its office
premises. Leases are negotiated for an average term of 1 year. Rent expense, as presented
under operating expenses in the statements of comprehensive income, represents operating
leases incurred by the Association amounting to 2,791,339 and 3,046,853 for the years
ended December 31, 2023 and 2022, respectively. All lease agreements entered into were
cancellable and with an option to renew subject to mutually acceptable terms and conditions
between parties.

MISCELLANEOUS EXPENSE

The account consists of expenses such as cash/equipment donations to various
organizations, notarial fees, office and janitorial supplies, snacks and meal during meetings
and other small expenses necessary for the operation of the Association totalling
10,417,917 and P7,732,846 for the years ended December 31, 2023 and 2022,
respectively.

RECOVERY ON CHARGED-OFF ASSETS
The account pertains to the recovery from impairment of items previously written-off or

provided with allowance for credit losses. As of December 31, 2023 and 2022 recovery on
charged-off assets amounted 1,943,928 and 7,216,984, respectively.
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25.

26.

MISCELLANEOUS INCOME

The account generally consists of surcharges and penalties on loans, membership fee and
ID’s and replacement/penalties for lost passbooks and ID, other minor operating income and
recoveries from charged off assets amounting 5,392,803 and 9,946,635 for the years
ended December 31, 2023 and 2022, respectively.

INCOME TAXES

RA No. 8367 provides that the Association is exempt from payment of tax in respect to
income received including interest on its deposits with any bank. Further, the Bureau of
Internal Revenue (BIR), on September 14, 2005 pursuant to the Authority of Revenue
Administrative Order No. 10-95 and Delegation of Authority under Revenue Memorandum
Circular No. 14-2001 issued a ruling confirming the Association exemption from final
withholding taxes of 20% on interest from deposit and deposit substitute with various bank
in light of the provisions of Section 5 of RA No. 8367.

Components of income tax expense are as follows:

2023 2022

Income tax expense (RCIT at 25%) — current P - P -

A numerical reconciliation between tax expense and the product of accounting income
multiplied by the tax rate in 2023 and 2022 are as follows:

2023 2022
Accounting income P - P -
Income tax expense at 25% = =
Exempt income = -
Costs and expenses attributable to exempt
income - i
Non-deductible expense = =
Income subject to final tax o -
Current tax expense — RCIT at 25% P - =

26.01 Revenue Regulations (RR) No. 34-2020 - Related Party Transaction (RPT) Form
and Transfer Pricing Documentation

The Bureau of Internal Revenue, in its Revenue Regulation No. 34-2020, requires taxpayers
to submit BIR Form No. 1703 (RPT Form) to allow the BIR to verify that taxpayers are
reporting their related party transactions at arm’s length prices. It is also intended to improve
and strengthen the Bureau's transfer pricing risk assessment and audit functions. Most
importantly, the information that will be gathered from the RPT Form and its attachments will
be used by the BIR during the transfer pricing risk assessment to determine whether or not
to conduct a thorough review/audit of a particular entity or transaction.

Under the said RR, the following are required to file and submit the RPT Form, together with
the Annual Income Tax Return (AITR):

1. Large taxpayers

2. Taxpayers enjoying tax incentives, i.e. Board of Investments (BOI)-registered and
economic zone enterprises, those enjoying Income Tax Holiday (ITH) or subject to
preferential income tax rate;

3. Taxpayers reporting net operating losses for the current taxable year and the
immediately preceding two (2) consecutive taxable years; and
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4. A related party, as defined under Section 3 of RR No. 19-2020, which has transactions
with (1), (2) or (3) above. For this purpose, key management personnel (KMP), as
defined under Section 3(7) of RR No. 19-2020, shall no longer be required to file and
submit the RPT Form, nor shall there be any requirement to report any transaction
between KMP and the reporting entity/parent company of the latter in the RPT Form.

In addition, the preparation and submission of Transfer Pricing Documentation (TPD) under

RR No. 02-2013, otherwise known as “Transfer Pricing Guidelines’ and all other relevant

issuances, shall be mandatory for taxpayers enumerated above who meet the following

materiality thresholds:

a. Annual gross sales/revenue for the subject taxable period exceeds 150 million and the
total amount of related party transactions with foreign and domestic related parties
exceeds P90 million; OR

b. Related party transactions meeting the following materiality threshold:

i. If it involves sale of tangible goods in the aggregate amount exceeding P80 million
within the taxable year;

ii. If it involves service transaction, payment of interest, utilization of intangible goods
or other related party transaction in the aggregate amount exceeding 15 million
within the taxable year.

c. IfTPD was required to be prepared during the immediately preceding taxable period for
exceeding seither (a) or (b) above.

As it does not belong to taxpayers who are required to file and submit the RPT Form under
Section 2 of RR 34-2020, the Association is not covered by the requirements and procedures
for related party transactions under the said RR.

26.02 Republic Act No. 11534, otherwise known as the “Corporate Recovery and Tax
Incentives for Enterprises (CREATE)” Act

On February 03, 2021, the final provisions of Senate Bill No. 1357 and House Bill No. 4157
or the CREATE Bill, which seeks to reform corporate income taxes and incentives in the
country, had been ratified by the Senate and the House of Representatives of the Philippines.

Under the bill, the regular corporate income tax (RCIT) will be reduced from the current 30%
to 20% for domestic corporations with total assets not exceeding 100 million, excluding
land, and total net taxable income of not more than P5 million. The corporate income tax of
all other corporations, meanwhile, will be lowered to 25%. The bill would also lower the
minimum corporate income tax from 2% to 1% effective July 1, 2020 until June 30, 2023.

Other key provisions of the CREATE bill include:
¢ Effective January 1, 2021, income tax rate for nonresident foreign corporation is reduced

from 30% to 25%.

» Preferential income tax rate for proprietary educational institutions and hospitals which

are nonprofit is reduced from 10% to 1% effective July 1, 2020 to June 30, 2023.

= Effective January 1, 2022, regional operating headquarters (ROHQ) currently enjoying

10% preferential income tax rate shall be subject to RCIT.

Imposition of improperly accumulated eamnings tax (IAET) is repealed.

Foreign-sourced dividends received by domestic corporations are exempt from income

tax subject to the following conditions:

- The funds from such dividends actually received or remitted into the Philippines are
reinvested in the business operations of the domestic corporation in the Philippines
within the next taxable year from the time the foreign-sourced dividends were
received;

- Shall be limited to funding the working capital requirements, capital expenditures,
dividend payments, investment in domestic subsidiaries, and infrastructure project;
and

-  The domestic corporation holds directly at least 20% of the outstanding shares of the
foreign corporation and has held the shareholdings for a minimum of 2 years at the
time of the dividend distribution.
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27,

» Qualified export enterprises shall be entitled to 4 to 7 years income tax holiday (ITH) to
be followed by 10 years 5% special corporate income tax (SCIT) or enhanced
deductions (ED).

¢ Qualified domestic market enterprises shall be entitled to 4 to 7 years ITH to be followed
by 5 years ED.

+ Forinvestments prior to effectivity of CREATE:

- Registered business enterprises (RBEs) granted only an ITH — can continue with
the availment of the ITH for the remaining period of the ITH.

- RBEs granted an ITH followed 5% GIT or are currently enjoying 5% GIT — allowed to
avail of the 5% GIT for 10 years.

The said bill was signed into law on March 26, 2021, except for certain provisions that were
vetoed, by the President of the Philippines.

As clarified by the Philippine Financial Reporting Standards Council in its Philippine
Interpretations Committee Q&A No. 2020-07, the CREATE Act was not considered
substantively enacted as of December 31, 2020 even though some of the provisions have
retroactive effect to July 1, 2020. The passage of the CREATE Act into law on March 26,
2021 is considered as a non-adjusting subsequent event. Accordingly, current and deferred
taxes as of and for the year ended December 31, 2020 continued to be computed and
measured using the applicable income tax rates as of December 31, 2020 (i.e., 30% RCIT /
2% MCIT) for financial reporting purposes.

DIVIDEND

As a transition/adjustment to the BSP Circular No. 1045 series of 2019, which states that ‘an
NSSLA shall distribute net income to members only once in a calendar year or fiscal year',
the Association, thru its Board of Trustees, approves the grant of cash advance to members.
Cash advance Is recognized upon approval of Board of Trustees and is presented as part of
other assets. Cash advance is derecognized upon final declaration of annual dividend to
members.

On July 19, 2023, the Associations’ Board of Trustees in its Resolution No. 2023-131
resolved to grant a cash advance equivalent to 6% of members’ capital contribution or a total
available amount of 269,638,164 out of which, ®133,201,992 was actually released to
members who applied as of December 31, 2023. The declared dividend net of cash advance
is scheduled to be distributed to all members on January 26, 2024 at 12.5% per annum as
approved by the Board in its Resolution No. 2024-001.

On July 8, 2022, the Associations’ Board of Trustees in its Resolution No. 2022-122 resolved
to grant a cash advance equivalent to 12% of members’ capital contribution or a total
available amount of P269,638,164 out of which, 139,114,555 was actually released to
members who applied as of December 31, 2022. The declared dividend net of cash advance
is scheduled to be distributed to all members on January 9, 2023 at 12% per annum as
approved by the Board in its Resolution No. 2023-001.

Movements of cash advance are as follows:

2023 2022
Balance at January 1 P 139,114555 P& 123,191,275
Additions 133,202,123 139,586,721
Returns (139,114,686) (123,663,441)
Advanced intended dividend, December 31 P 133,201,992 P 139,114,555
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The summary of Board declaration for dividend is as follows:

Calendar Year Declaration date Date of record Amount Board Resolution No.

CY 2021 January 5, 2022 January 24, 2022 581,550,092 2022-001

CY 2022 January 9, 2023 January 30, 2023 582,241,291 2023-001
Movements of dividends payable are as follows:

Note 2023 2022
Balance at January 1 = ]
Dividends declared 20 582,241,292 581,550,092
Payments o (582,241,292) (581,550,092)
Dividends payable, December 31 - P -
28. ALLOWANCE FOR CREDIT AND IMPAIRMENT LOSSES
Allowance for credit and impairment losses is comprised of the following:
2023 2022

Balance at January 1
Loans and receivables (Note 11)

606,254,209 P 905,245,706

Accounts receivable (Note 14) 31,665,440 89,338,018
Accrued interest receivable (Note 11) 366,128,116 32,648,779
Investment properties (Note 12) 2,410,118 2,410,118
o 1,006,457,883 1,029,642 621
Provision for credit and impairment losses
Loans and receivables 16,996,541 22,661,999
Accrued interest receivable 44 337 123,478
Accounts receivable ) ) - 4,900,342 4,132,931
21,941,220 26,918,408
Write off
Loans and receivable (60,985,408) (37,462,347)
Accrued interest receivable (9,795,914) (538,652)
Accounts receivable (135,264,707) (11,533,982)
- (206,046,029) (49,534,981)
Reversal
Accrued interest receivable (345,515) (568,165)
Reclassification
Loans and receivable 7,903,527 (284,191,149)
Accounts receivable (7,903,527) 284,191,149
Balance at December 31
Loans and receivables (Note 11) 570,168,869 606,254,209
Accrued interest receivable — loans (Note 11) 21,568,348 31,665,440
Accounts receivable (Note 14) 227,860,224 366,128,116
Investment properties (Note 12) 2,410,118 2,410,118

822,007,559 P 1,006,457,883
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29. CHANGES IN LIABILITIES ARISING FROM FINANCING ACTIVITIES

The following shows the movement of financial liabilities.

Non-cash changes

Interest Foreign Fair value  Declaration of
2023 January 1 Cash flows expense  exchange changes cash dividends December 31
Dividends payable - (582,241,292) - - - 582,241,292 -
Non-cash changes
Interest Foreign Fair value Declaration of
2022 January 1 Cash flows expense exchange changes  cash dividends December 31
Dividends payable - (581,550,092) — - - 581,550,092 -
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30.

31.

32.

33.

PROVISIONS, CONTINGENT LIABILITIES AND ASSETS

The Association is a plaintiff in various cases pending in courts, the matter has been referred
to arbitration and, having received legal advice, the trustees believe that a favourable
outcome is probable. The contingent asset has been recognized as a receivable in the
statements of financial position of the Association as of December 31, 2023 and 2022.

The Association intends to prosecute and seek conviction against all former employees who
may have directly or indirectly benefitted from the missing cash funds. The contingent asset
has been recognised as a receivable at December 31, 2023 and 2022.

EVENTS AFTER THE END OF THE REPORTING PERIOD

No events after the end of the reporting date were identified in these financial statements
that provide evidence of conditions that existed at the reporting date (adjusting events after
reporting date), and that are indicative of conditions that arose after the reporting date (non-
adjusting events after the reporting date).

APPROVAL OF THE FINANCIAL STATEMENTS

The financial statements were approved and authorized for issue by the Board of Trustees
on February 28, 2024.

SUPPLEMENTARY INFORMATION UNDER REVENUE REGULATION 15-2010

Revenue Regulations (RR) No. 21-2002 prescribing additional procedural requirements in
connection with the preparation and submission of financial statements accompanying
income tax returns was amended under RR 15-2010. The amendment that became effective
on December 28, 2010 requires the inclusion in the notes to financial statements, information
on taxes, duties and license fees paid or accrued during the year in addition to what is
required under the Philippine Financial Reporting Standards and such other standards
and/or conventions.

Below are the additional information required by RR No. 15-2010. This information is
presented for purposes of filing with the BIR and is not a required part of the basic financial
statements.

33.01 Value-added Taxes

The Association is a non-VAT registered entity engaged in the business of general financing
and investing business, classified as non-bank financial institution which is VAT-exempt
under Section (1)(V) of the National Internal Revenue Code (NIRC) of 1997, as amended.
33.02 Other Taxes and Licenses

All other taxes, local and national, including license and permits lodged under the Taxes and
Licenses account in administrative expense accounts are listed as follows:

g 2023 2022
Business permit ™= 18617481 P 118,307
Real property tax 52,088 42,086
Vehicle registration fee 45,190 48,729

* 1,75%019 P 209,122
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34,

33.03 Withholding Taxes

The amount of withholding taxes withheld during the year is enumerated as follows:
2023 Paid Accrued Total

Total expanded withholding tax and
withholding tax on compensation P 11,859,317 1,866,865 P 13,726,182

2022 ' S Paid Accrued Total

Total expanded withholding tax and
withholding tax on compensation # 15,018,083 1,673,717 ® 16,691,800

33.04 Tax Assessments/Cases

As of December 31, 2023 and 2022, the Association has no outstanding tax assessments
and has no outstanding tax cases in any other courts or bodies outside of BIR.

All other tax information required as supplemental disclosure to the notes to the financial
statements under the above-mentioned regulation is not applicable to the Association.
SUPPLEMENTARY INFORMATION REQUIRED UNDER BSP CIRCULAR 1075

On January 8, 2020, the Monetary Board of the Bangko Sentral ng Pilipinas issued BSP
circular 1075, Amendments to the Regulation on the Financial Audits of Non-Bank Financial
Institutions, which requires Associations to include the following additional information:

34.01 Basic Quantitative Indicators of Financial Performance

The Association’s comparative financial indicators on financial performance are shown
below:

2023 2022
Return on average equity 9.51% 9.11%
Return on average assets 5.42% 5.30%
Net interest margin 7.60% 7.07%
Capital-to-risk asset ratio 61.89% 62.17%
Minimum liquidity ratio 58.73% 53.75%
Leverage ratio* 84.10% 86.61%
Debt-to-equity ratio 0.76:1 0.76:1

*Total loans portfolio/(deposit liabilities plus capital contribution)
34.02 Capital Instrument Issued

The description of the capital instrument issued by the Association is disclosed in Note 18.
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34.03 Significant Credit Exposures

The Association’s total loan portfolio by loan type, status and credit concentration as to
purpose/industry are summarized as follows (gross of unearned interest discount):

2023

Type of Loans - Current Past due Total %
VALUE loans 6,138,980 116,419,484 122,558,464 1.72%
Back to back loans 158,823,185 - 158,823,185 2.23%
Multi-purpose loans 20,365,752 19,003,582 39,369,334 0.55%
Convenience loans - 4 831 4831 0.00%
Other promotional loans 6,403,812.403 406,159,109 6,809,971,512 95.50%
Total loan portfolio 6,589,140,320 541,587,006 7,130,727,326 100%
Percentage 92.40% 7.60%

Allowance for credit losses " (570,168,869) 8.00%
Net loans receivable 6,560,558,457 92.00%
2022

Type of Loans Current Past due Total %
VALUE loans 8,278,796 145,462,753 153,741,549 211%
Back to back loans 119,667,449 - 119,667,449 1.64%
Multi-purpose loans 30,931,745 23,123,827 54,055,572 0.74%
Convenience loans - 4,898 4,898 -
Other promational loans 6,559,061,421 415,100,689 6,974,162.110 95.52%
Total loan portfolio 6,717,939,411 583,692,167 7,301,631,578 100.00%
Percentage 92% 8%

Allowance for credit losses (606,254,209) 8.30%
Net loans receivable 6,695,377,369 91.70%

Under existing BSP rules and regulations, there is credit concentration when the loan
exposure to a particular industry exceeds 30% of the total loan portfolio.

The Association’s concentration on its lending activities based on the total loan portfolio is
on other promotional loans with a credit exposure of 95.50% and 95.52% in 2023 and 2022,

respectively.
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34.04 Breakdown of Total Loans

34.04.01 As to security
Breakdown of loans as to secured and unsecured, and secured loans as to type of security:
2023 % 2022 %
Secured
Capital contribution 128,283,837 1.80% 148,765,996 2.04%
Savings deposit 19,639,467 0.28% 18,709,234 0.26%
Special saving deposit 10,951,881 0.15% 5,775,992 0.08%
Retiree’s future pay 20,849,680 0.29% 23,626,000 0.32%
179,724,865 2.52% 196,877,222 2.70%
Unsecured i 6,951,002,461 97.48% 7,104,754,356 97.30%

Total loan portfolio 7,130,727,326 100.00% 7,301,631,578 100.00%

34.04.02 As fo status
Breakdown of loans as to performing and non-performing status per product is as follows:

2023 Performing  Non-performing Total
VALUE loans 6,343,860 # 116,214,604 » 122,558,464
Back to back loans 158,823,185 - 158,823,185
Multi-purpose loans 20,365,752 19,003,582 39,369,334
Expanded back to back

loans 52,000 - 52,000
Convenience loans - 4 831 4,831
Other promotional loans 6,429,341,951 380,577,561 6,809,919,512

P 6,614,926,748 P

515,800,578 P 7,130,727,326

2022 Performing  Non-performing Total
VALUE loans L 8,278,796 P 145462,753 P 153,741,549
Back to back loans 119,667,499 - 119,667,499
Multi-purpose loans 31,075,885 22,979,687 54,055,572
Expanded back to back
loans 53,583,723 - 53,583,723
Convenience loans - 4,898 4,898
Other promotional loans 6,538,917,970 381,660,367 6,920,578,337
P  6,751,523873 ® 550,107,705 P 7,301,631,578

34.05 Information of Related Party Loans

Information on related party loans is disclosed in Note 8.

34.06 Aggregate Amount of Secured Liabilities and Assets pledge as Security

As of December 31, 2023 and 2022, there were no assets pledge as a collateral for any

liabilities of the Association.

34.07 Contingencies and Commitments Arising from Off-balance Sheet ltems

As of December 31, 2023 and 2022, the Assoclation has no contingencies and commitments
arising from off-balance sheet items as describe in BSP Circular 1075.
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