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STATEMENT OF MANAGEMENT RESPONSIBILITY
FOR ANNUAL INCOME TAX RETURN

The Commissioner
Bureau of Internal Revenue

Quezon City

The Management of Kazama Grameen (KGI) Mutual Benefit Association (KGI-MBA) Inc. (a Non-stock,
Not-for profit Association) is responsible for all information and representations contained in the Annual
Income Tax Returns for the year ended December 31, 2025. Management is likewise responsible for all
information and representations contained in the financial statements accompanying the Annual Income Tax
Return coveting the same reporting period. Furthermore, the Management is responsible for all information and
representations contained in all the other tax returns filed for the reporting period, including, but not limited, to
the value added tax and / or percentage tax returns, withholding tax returns, documentary stamp tax returns, and
any and all other tax returns.

In this regards, the Management affirms that the attached audited financial statements for the year ended
December 31, 2025 and the accompanying Annual Income Tax Returns are in accordance with the books and
records of Kazama Grameen (KGI) Mutual Benefit Association (KGI-MBA) Inc. (o Non-stock, Not-for
profit Association) complete and correct in all material respects. Management likewise affirms that:

a) the Annual Income Tax Retumns has been prepared in accordance with the provisions of the National
Internal Revenue Code, as amended, and pertinent tax regulations and other issuances of the
Department of Finance and the Bureau of Internal Revenue;

b) any disparity of figures in the submitted reports arising from the preparation of financial statements
pursuant to financial accounting standards and the preparation of the income tax return pursuant to tax
accounting rules has been reported as reconciling items and maintained in the company’s books and
records in accordance with the requirements of Revenue Regulations No. 8-2007 and other relevant
issuances;

¢) the Kazama Grameen (KGI) Mutual Benefit Association (KGI-MBA) Inc. (a Non-stock, Not-for
profit Association) has filed all applicable tax returns, reports and statements required to be filed under
Philippine tax laws for the reporting period, and all taxes and other impositions shown thereon to be
due and payable have been paid for the reporting period, except those contested in good faith
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Chief Financial Officer President
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INDEPENDENT AUDITORS® REPORT

The Members and the Board of Trustees
Kazama Grameen (KGI)

Mutual Benefit Association (KGI-MBA) Inc.
Lot 25, Block 12, Sta. Monica Subdivision
Subic, Zambales

Report on the Audit of the Financial Statements
Opinion

We have audited the financial statements of Kazama Grameen (KGI) Mutual Benefit
Association (KGI-MBA) Inc. (a Non-stock, Not-for-profit Association) (the Association),
which comprise the statements of financial position as at December 31, 2025 and 2024, and
the related statements of profit or loss and other comprehensive income, statements of
changes in members’ equity and statements of cash flows for the years then ended, and notes
to the financial statements, including material accounting policy information.

In our opinion, the accompanying financial statements present fairly, in all material respects,
the financial position of Kazama Grameen (KGI) Mutual Benefit Association (KGI-
MBA) Inc., as at December 31, 2025 and 2024, and its financial performance and its cash
flows for the years then ended in accordance with Philippine Financial Reporting Standards
(PFRSs).

Basis for Opinion

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

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

Management is responsible for the preparation and fair presentation of the financial
statements in accordance with PFRSs, 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.

Auditors’ Responsibilities for the Audit of the Financial Statements

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

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

o  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

M. A. MERCADO & Co.
Cerlified Public Accountants
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higher than for one resulting from error, as fraud may involve collusion, forgery,
intentional omissions, misrepresentations, or the override of internal control.

e  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.

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

e  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 in a manner that achieves fair presentation.

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

M. A. MERCADO & Co.
Certified Public Accountants
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Report on the Supplementary Information Required Under Revenue Regulations 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 Revenue
Regulations 15-2010 in Note 22 to the financial statements is presented for purposes of filing
with the Bureau of Internal Revenue and is not a required part of the basic financial
statements. Such supplementary information is the responsibility of the management of
Kazama Grameen (KGI) Mutual Benefit Association (KGI-MBA) Inc. and has been
subjected to the auditing procedures applied in our audit of the basic financial statements. In
our opinion, the supplementary information is fairly stated in all material respects in relation
to the basic financial statements taken as a whole.

M. A. MERCADO & CO.

QA
MARCELINO A. MERCADO
Partner
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Certified Public Accountants



KAZAMA GRAMEEN (KGI) MUTUAL BENEFIT ASSOCIATION (KGI-MBA) INC.

(A Non-Stock, Not-for-Profit Association)

STATEMENTS OF FINANCIAL POSITION

December 31
Notes 2025 2024
ASSETS
Cash and cash equivalents 2,4 30,021,428 P 12,657,219
Short-term investments 2,5 12,679,718 12,629,990
Financial assets 2,3,6
Held-to-maturity (HTM) investments 24,964,000 31,301,235
Financial asset at fair value through profit or loss 6,692,775 6,374,107
Loans and receivables 2,935,227 13,403,289
Property and equipment 2,3,7 698,041 1,044,612
Prepayments and other assets 2,8 539,112 380,813
78,530,301 P 77,791,265
LIABILITIES AND EQUITY
Liabilitites
Insurance contract liabilities 2,9 34,950,336 P 23,297,467
Accrued expenses and other liabilities 2,10 1,315,797 13,582,147
36,266,133 36,879,614
Fund Balance
Appropriated fund balance 20 20,747,539 20,940,632
Unappropriated fund balance 20 21,516,629 19,971,019
42,264,168 40,911,651
78,530,301 P 77,791,265

See Accompanying Notes to Financial Statements.



KAZAMA GRAMEEN (KGI) MUTUAL BENEFIT ASSOCIATION (KGI-MBA) INC.

(4 Non-Stock, Not-for-Profit Association)

STATEMENTS OF COMPREHENSIVE INCOME

Years Ended December 31
Notes 2025 2024
REVENUES
Premiums on insurance contracts 2,11 P 13,115,265 11,455,987
Investment and other income 2,12 3,213,620 2,965,725
Miscellaneous income 2,13 437,509 842,564
TOTAL REVENUE 16,766,394 15,264,276
BENEFITS, CLAIMS, AND EXPENSES
Gross insurance contract benefits and claims paid 15 6,629,200 6,412,298
Gross change in insurance contract liabilities (491,152) (581,604)
Collection fees 670,595 586,578
6,808,643 6,417,272
GENERAL AND ADMINISTRATIVE EXPENSES 14 7,475,898 6,052,256
TOTAL COSTS AND OPERATING EXPENSES 14,284,541 12,469,528
EXCESS OF REVENUES OVER EXPENSES
BEFORE PROVISION FOR TAX 2,481,853 2,794,748
PROVISION FOR FINAL TAX 16 578,990 519,103
TOTAL COMPREHENSIVE INCOME
FOR THE YEAR P 1,902,863 2,275,645

See Accompanying Notes to Financial Statements.



KAZAMA GRAMEEN (KGI) MUTUAL BENEFIT ASSOCIATION (KGI-MBA) INC.

(A Non-Stock, Not-for-Profit Association)

STATEMENTS OF CHANGES IN MEMBERS' EQUITY

Year ended December 31, 2025

Appropriated Fund Balance

Unappropriated Fund Balance

Guaranty Fund Member's Equity Guaranty Fund Member's Equity

(Note 20) (Note 20) Total
Balances at January 1, 2025 P 17,317,108 P 3,623,524 P (546,746) P 20,517,765 P 40,911,651
Total comprehensive income - - - 1,902,863 1,902,863
Appropriation of during the year 655,763 - (655,763) - -
Utilization - - - (550,346) (550,346)
Reclassification 1,244 - 3,021,572 (3,022,816) -
Reversal of appropriation - - - - -
Distribution to members - (850,100) - 850,100 -
Balance at December 31, 2025 P 17,974,115 P 2,773,424 P 1,819,063 P 19,697,566 P 42,264,168

Year ended December 31, 2024
Appropriated Unappropriated Fund Balance
Guaranty Fund Member's Equity Guaranty Fund Members' Equity

(Note 20) (Note 20) Total
Balances at January 1, 2024 P 16,739,559 P 12,206,438 P 30,803 P 9,659,206 P 38,636,006
Total comprehensive income - - - 2,275,645 2,275,645
Appropriation of during the year 572,799 - (572,799) - -
Reversal of appropriation 4,750 (7,586,715) (4,750) 7,586,715 -
Distribution to members - (996,199) - 996,199 -
Balance at December 31, 2024 P 17,317,108 P 3,623,524 P (546,746) P 20,517,765 P 40,911,651

See Accompanying Notes to Financial Statements.



KAZAMA GRAMEEN (KGI) MUTUAL BENEFIT ASSOCIATION (KGI-MBA) INC.

(4 Non-Stock, Not-for-Profit Association)

STATEMENTS OF CASH FLOWS

Years ended December 31

Notes 2025 2024
Cash flows from operating activities
Excess of revenues ovver expenses before provision for
final tax 2,481,853 P 2,794,748
Adjustments for:
Interest income 2 (3,473,942) (3,217,577)
Utilization of fund balance (550,346) -
Amortization 2,3,6 (374,765) 481,317
Depreciation 2,3,7 422,119 171,773
Fair value loss (gain) on financial assets
through profit or loss 2,3,6 318,668 267,251
Cash (used in) generated from operations before
working capital changes (1,176,413) 497,512
Changes in operating assets and liabilities:
(Increase) decrease in:
Loans and receivables 2,3,6 10,468,062 (3,077,288)
Prepayments and other assets 2,8 (158,299) 531,757
Increase (decrease) in:
Insurance contract liabilities 2,9 11,652,869 (12,484,275)
Accrued expenses and other liabilities 2,10 (12,266,350) 11,430,313
Cash provided by (used in) operations 8,519,869 (3,101,981)
Final taxes paid (637,336) (534,502)
Income tax paid - -
Net cash provided by (used in) operating activities 7,882,533 (3,636,483)
Cash flows from investing activities
Proceeds from:
Short-term investments 2,3,6 - 1,494,642
Maturities of HTM investments 2,3,6 19,964,000 30,962,366
Acquisitions/availments of:
Short-term investments 2,3,6 (49,728) -
Held-to-maturity (HTM) investments 2,3,6 (13,252,000) (32,164,000)
Property and equipment 2,3,7 (75,548) (1,075,000)
Interest received; net of final tax 2 2,894,952 2,698,474
Net cash provided by investing activities 9,481,676 1,916,482
Net increase (decrease) in cash and cash equivalents 17,364,209 (1,720,001)
Cash and cash equivalents, beginning of year 2,4 12,657,219 14,377,220
Cash and cash equivalents, end of year 30,021,428 P 12,657,219

See Accompanying Notes to Financial Statements.



Kazama Grameen (KGI)
Mutual Benefit Association (KGI-MBA) Inc.

(A Non-stock, Not-for profit Association)
NOTES TO FINANCIAL STATEMENTS

1. CORPORATE INFORMATION

Kazama Grameen (KGI) Mutual Benefit Association (KGI-MBA) Inc. (@ Non-stock,
Not-for profit Association) (“the Association”) was registered with the Securities and
Exchange Commission (SEC) as a non-stock, not-for-profit association on September 23,
2011, with SEC Registration No. CN201117039.

The Association obtained its license to offer life and health insurance to all its members on
March 14, 2012. The Association focused on the campaign and information dissemination
of'its insurance products to branches, members and employees. Subsequently, the Insurance
Commission (IC) approved the Association’s Implementing Rules and Regulations
governing benefits under the Certificate of Membership to members or their beneficiaries.

It was granted a license by the IC on January 1, 2019 to engage as a mutual benefit
association that extends microinsurance benefits and services for the welfare and financial
security of its members and their families. The Association actively involves the members
in the direct management of the Association including the implementation of policies and
procedures geared towards sustainability and improved services. The license of the
Association is valid until December 31, 2027.

The Association is a non-stock, not-for-profit entity that no part of the income, which the
Association may obtain as an incident to its operations, shall be distributed as dividends to
its members, trustees or officers subject to the provisions of the Corporation Code on
dissolution. Any profit obtained by the Association as a result of its operations, whenever
necessary or proper shall be used for the furtherance of its purposes.

As a non-stock, not-for-profit and mutual benefit association, the Bureau of Internal
Revenue (BIR) accords tax-exempt status to these corporations and associations with
respect to income and value-added taxes as provided under the National Internal Revenue
Code of 1997 as amended by Republic Act 8424 known as the Comprehensive Tax Reform
Program by the Bureau of Internal Revenue.

The Association has been granted tax exemption by the Bureau of Internal Revenue (BIR)
on December 26, 2025. This exemption is valid for three (3) years from the date of the
issuance of the certificate of tax exemption, unless earlier revoked by the BIR for violation
of any provisions of applicable rules and regulations of BIR, or the other terms and
conditions set forth in the certification.

The registered office address of the Association is Block 12, Lot 25, Sta. Monica
Subdivision, Subic Zambales.

The Board of Trustees of the Association has reviewed and approved the release of the
accompanying financial statements on April 28, 2026.



KAZAMA GRAMEEN (KGI)

MUTUAL BENEFIT ASSOCIATION (KGI-MBA), INC.
(A Non-Stock, Not-for-Profit Association)

NOTES TO FINANCIAL STATEMENTS

2. MATERIAL ACCOUNTING POLICY INFORMATION

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

Basis of Preparation

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

The financial statements have been prepared under the historical cost convention except for
financial assets at fair value through profit or loss (FVPL), which have been measured at
fair value. The Association’s financial statements are presented in Philippine Peso, which
is the functional and presentation currency under PFRS. All values are rounded to the
nearest peso except as otherwise indicated.

The preparation of financial statements in conformity with PFRS requires the use of certain
critical accounting estimates. It also requires management to exercise its judgment in the
process of applying the Association’s accounting policies. The areas involving a higher
degree of judgment or complexity, or areas where assumptions and estimates are significant
to the financial statements are disclosed in Note 3.

Statement of Compliance
The financial statements of the Association have been prepared in compliance with the
Philippine Financial Reporting Standards (PFRSs).

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

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

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

The fair value measurement of a non-financial asset takes into account a market

participant’s ability to generate economic benefits by using the assets in its highest and best
use or by selling it to another participant that would use the asset in its highest and best use.

10



KAZAMA GRAMEEN (KGI)

MUTUAL BENEFIT ASSOCIATION (KGI-MBA), INC.
(A Non-Stock, Not-for-Profit Association)

NOTES TO FINANCIAL STATEMENTS

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

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

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

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

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

Changes in Accounting Policies and Disclosures

The accounting policies adopted are consistent with those of the previous financial year,
except for the adoption of new standards effective in 2025. Unless otherwise indicated,
adoption of these pronouncements did not have a significant impact on the financial
statements of the Association.

New and amended standards adopted by the Association

The Association has applied the following applicable new and revised accounting
standards except otherwise as stated. The accounting policies adopted are consistent with
those of the previous financial year.

»  Amendments to PAS 21, Lack of exchangeability
On 15 August 2023, the International Accounting Standards Board (IASB) issued Lack
of Exchangeability which amended IAS 21 The Effects of Changes in Foreign
Exchange Rates (the Amendments). The Amendments introduce requirements to assess
when a currency is exchangeable into another currency and when it is not. The
Amendments require an entity to estimate the spot exchange rate when it concludes that
a currency is not exchangeable into another currency.

The adoption of this amendment, will not have an impact on the Association’s Financial
Statements.

Standards Issued but not yet Effective

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

11



KAZAMA GRAMEEN (KGI)

MUTUAL BENEFIT ASSOCIATION (KGI-MBA), INC.
(A Non-Stock, Not-for-Profit Association)

NOTES TO FINANCIAL STATEMENTS

Effective beginning on or after January 1, 2026

»  Amendments to Illustrative Examples on PFRS 7, PFRS 18, Philippine Accounting
Standards (PAS) 1, PAS 8, PAS 26 and PAS 37, Disclosures about Uncertainties in
the Financial Statements
The amendments were issued to improve transparency and consistency in financial
reporting, especially regarding uncertainties that affect financial statements (such as
economic conditions, climate risks, or estimation uncertainties).

Their main objectives are to:

 Help entities explain significant uncertainties and assumptions in their financial
statements.

o Improve comparability and clarity of financial disclosures.

 Reduce inconsistencies between financial statements and sustainability reports.

 Provide practical examples of applying disclosure requirements.

» Amendments to IFRS 9 and IFRS 7 Financial Instruments: Disclosures

In May 2024, the TASB issued amendments to IFRS 9 and IFRS 7 Financial
Instruments: Disclosures which clarify the derecognition of a financial liability settled
through electronic transfer and introduces an accounting policy option to derecognize
a financial liability settled through electronic transfer before the settlement date, if
specific criteria are met. The amendments additionally clarify the classification of
financial assets with environmental, social and corporate governance and similar
features and also required additional disclosures for certain financial instruments. The
amendments will be effective for annual reporting periods beginning on or after January
1, 2026. The amendments are to be applied retrospectively.

The Association is currently assessing the impact of adopting these amendments.

Annual Improvements to PFRS Accounting Standards-Volume 11
» Amendments to PFRS 1, Hedge Accounting by a First-time Adopter
The amendments modified paragraphs B5-B6 of IFRS 1:
e to improve consistency with the requirements in IFRS 9 ‘Financial
Instruments’, and
e to add cross-references to improve the understandability of IFRS 1.

The Association is currently assessing the impact of adopting these amendments.

= Amendments to PFRS 7, Gain or Loss on Derecognition
The amendments modified paragraph B38 of IFRS 7:
e to replace an obsolete reference to paragraph 27A of IFRS 7 with a reference to
paragraphs 72—73 of IFRS 13 ’Fair Value Measurement’, and
e to replace the phrase ‘inputs that were not based on observable market data’
with ‘unobservable inputs’ to make the wording consistent with the wording in
paragraph 72 of IFRS 13.

The Association is currently assessing the impact of adopting these amendments.

12



KAZAMA GRAMEEN (KGI)

MUTUAL BENEFIT ASSOCIATION (KGI-MBA), INC.
(A Non-Stock, Not-for-Profit Association)

NOTES TO FINANCIAL STATEMENTS

» Amendments to PFRS 9, Lessee Derecognition of Lease Liabilities and Transaction

Price

The TASB’s amendments remove the conflict between IFRS 9 and IFRS 15 over the
amount at which a trade receivable is initially measured. Under IFRS 15, a trade
receivable may be recognized at an amount that differs from the transaction price — e.g.
when the transaction price is variable. Conversely, IFRS 9 requires that companies
initially measure trade receivables without a significant financing component at the
transaction price. The IASB has amended IFRS 9 to require companies to initially
measure a trade receivable without a significant financing component at the amount
determined by applying IFRS 15.

The adoption of this amendment, will not have an impact on the Association’s Financial
Statements.

»  Amendments to PFRS 10, Determination of a 'De Facto Agent’
Amends paragraph B74 of IFRS 10 ‘Consolidated Financial Statements’ to use less
conclusive language and to clarify that the relationship described in paragraph B74 is
just one example of a circumstance in which judgement is required to determine
whether a party is acting as a de facto agent.

The amendments apply for annual reporting periods beginning on or after 1 January
2026. Earlier application is permitted. The amendments have no impact on Association.

o Amendments to PAS 7, Cost Method
Amends paragraph 37 of IAS 7 to replace the term ‘cost method’ with ‘at cost’.
The amendments apply for annual reporting periods beginning on or after 1 January
2026. Earlier application is permitted. The Association is currently assessing the impact
of adopting these amendments.

Effective beginning on or after January 1, 2027

» PFRS 17, Insurance Contracts

IFRS 17 establishes the principles for the recognition, measurement, presentation and
disclosure of insurance contracts within the scope of the standard. The objective of
IFRS 17 is to ensure that an entity provides relevant information that faithfully
represents those contracts. This information gives a basis for users of financial
statements to assess the effect that insurance contracts have on the entity's financial
position, financial performance and cash flows. IFRS 17 was issued in May 2017 and
applies to annual reporting periods beginning on or after 1 January 2023.

Through IC Circular Letter (CL) No. 2020-62, the adoption of PFRS 17 was deferred
from January 1, 2023 to January 2025.

IC then issues IC Circular Letter No. 2025-04 further extending the adoption of PFRS
17. All companies shall adopt PFRS 17 in their AFS for submission to the SEC effective
January 1, 2027. However, companies are allowed to adopt PFRS 17 in their AFS
beginning January 1, 2025.

13



KAZAMA GRAMEEN (KGI)

MUTUAL BENEFIT ASSOCIATION (KGI-MBA), INC.
(A Non-Stock, Not-for-Profit Association)

NOTES TO FINANCIAL STATEMENTS

The Association is currently assessing the impact of the amendment on the
Association’s Financial Statements.

» JFRS 18 Presentation and Disclosure in Financial Statements ("IFRS 18")

In April 2024, the IASB issued IFRS 18 Presentation and Disclosure in Financial
Statements ("IFRS 18") which replaces IAS 1 Presentation of Financial Statements.
IFRS 18 introduces new requirements on presentation within the statement of profit or
loss, disclosure of management defined performance measures, and principles for
aggregation and disaggregation of financial information in the financial statements and
the notes. IFRS 18 will be effective for annual reporting periods beginning on or after
January 1, 2027. IFRS 18 is to be applied retrospectively.

The Association is currently assessing the impact of adopting these amendments.

= PFRS 19, Subsidiaries without Public Accountability
IFRS 19 specifies reduced disclosure requirements that an eligible entity is permitted
to apply instead of the disclosure requirements in other IFRS Accounting Standards.

IFRS 19 was issued in May 2024 and applies to an annual reporting period beginning
on or after 1 January 2027. The amendments will not have an impact on the
Association’s financial statements.

= Amendments to PAS 21, Translation to a Hyperinflationary Presentation Currency
The amendments to PAS 21 clarify the method for translating financial statements into
a hyperinflationary presentation currency. They require entities to translate all financial
statement amounts using the closing exchange rate, improving consistency,
comparability, and transparency in financial reporting.

Deferred effectivity

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

The amendments are not applicable and will have no impact on the Association since

the Association is not an investment entity or does it have an investment entity
associate.
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Fair value disclosures

The table below represents an analysis of the fair value of classes of financial assets of the
Association as of December 31, 2025 and 2024, as well as the corresponding change in fair
value for the year then ended. The financial assets are divided into two categories:

e Assets for which their contractual cash flows represent solely payments of
principal and interest (SPPI), excluding any financial assets that are held for
trading or that are managed and whose performance is evaluated on a fair value
basis; and

e All financial assets other than those specified in SPPI above (i.e. those for which
contractual cash flows do not represent SPPI, assets that are held for trading and
assets that are managed and whose performance is evaluated on a fair value

basis).
2025
SPPI financial assets Other financial assets
Fair value Fair value
Fair value change Fair value change
Cash P 29,995,205 P - P - P -
Short-term inves tments 12,679,718 - - -
Financial asset at fair value through
profit or loss - - 6,374,107 318,668
Held-to-maturity inves tments 24,964,000 - - -
Loans and receivables 2,935,227 - - -
P 70,574,150 P - 6,374,107 P 318,668
2024
SPPI financial assets Other financial assets
Fair value Fair value
Fair value change Fair value change
Cash P 12,633,065 P - P - P -
Short-term investments 12,629,990 - - -
Financial asset at fair value through
profit or loss - - 6,374,107 267,251
Held-to-maturity investments 31,301,235 - - -
Loans and receivables 13,403,289 - - -

P 69,967,579 P P 6,374,107 P 267,251
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Credit risk disclosures

The following table shows the carrying amounts of the SPPI assets in accordance with PAS
39 categories by credit risk rating grades reported to key management personnel. The
carrying amounts are measured in accordance with PAS 39. For assets measured at
amortized cost, the carrying amount shown is before any allowance for impairment loss.

025
Credit Rating
Total AAA AAA BBB BB/B Unrated
Cash and cash equivalents P 29995205 P 29995205 P P P P
Short-term investments 12,679,718 12,679,718
Held-to-maturity investments 24964000 24,964,000 -
Loans and receivables 293517 . . . 295,01
PoOSTAIN0 P 07,038923 P P P - P 2985007
2024
Credit Rating
Total AAA AA/A BBB BB/B Unrated
Cash and cash equivalents P 12,633,005 P 12,633,065 P - P P ig
Short-term mvestments 12,629,990 12,629,990
Held-to-maturity investments 31,301,235 31,301,235 - - - -
Loans and receivables 13,403,289 - - - - 13,403,289
P 69967579 P 56564290 P - P - P~ P 13403289

Financial assets that passed the SPPI test have low credit risk as of December 31, 2025.

Material Accounting Policies

Cash and Cash Equivalents

Cash and cash equivalents includes cash on hand and in banks. These are carried in the
statements of financial position at face amount. Cash in banks earn interest based on the
prevailing bank deposit rates.

Short-term Investments

Short-term are short-term, highly liquid investments that are readily convertible to known
amounts of cash with original maturities of more than three months but less than one year
from dates of placement. These earn interests at the respective short-term investment rates.
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Financial Instruments

Date of recognition

Financial instruments are recognized in the statement of financial position when the
Association becomes a party to the contractual provision of the instrument. Purchases or
sales of financial assets that require delivery of assets within the time frame established by
regulation or convention in the marketplace are recognized on the settlement date.

Initial recognition of financial instruments

Financial instruments are recognized initially at fair value of the consideration given (in the
case of an asset) or received (in the case of a liability. Except for financial instruments
valued at fair value through profit or loss (FVPL), the initial instrument of financial assets
includes transaction costs.

The Association classifies its financial instruments in the following categories: financial
assets or liabilities at FVPL, loans and receivables, held-to-maturity investments (HTM)
and available-for-sale (AFS) financial assets and other financial liabilities, as appropriate.
The classification depends on the purpose for which the investments were acquired and
whether they are quoted in an active market. Management determines the classification of
its financial assets at initial recognition and re-evaluates this designation at every reporting
date.

Determination of fair value
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:
e In the principal market for the asset or liability; or
e In the absence of a principal market, in the most advantageous market for the asset or
liability.

The principal or the most advantageous market must be accessible to the Association. The
fair value of an asset or a liability is measured using the assumptions that the 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:

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

liabilities

e Level 2 -Valuation techniques for which the lowest level input that is significant to
the fair value measurement is directly or indirectly observable
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e [evel 3 -Valuation techniques for which the lowest level input that is significant to
the fair value measurement is unobservable.

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 hierarchy by
reassessing 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 nature, characteristics and risks of the asset or liability and the
level of the fair value hierarchy as explained above.

As of December 31, 2025 and 2024, the Association’s financial instruments are classified
as loans and receivables, held-to-maturity investments, financial asset at fair value through
profit or loss and other financial liabilities.

‘Day 1’ difference

Where the transaction price in a non-active market is different to 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 profit or loss. In cases where use is made of data which is not observable, the
difference between transaction price and model value is only recognized in the profit or loss
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.

Financial assets

The fair value for financial instruments traded in active markets at the end of the reporting
period is based on their quoted market price or dealer price quotations, without any
deduction for transaction costs. When current market prices are not available, the price of
the most recent transaction provides evidence of the current fair value as long as there has
not been a significant change in economic circumstances since the time of the transaction.
For all other financial instruments not listed in an active market, the fair value is determined
by using appropriate valuation techniques. Valuation techniques include net present value
techniques, comparison to similar instruments for which market observable prices exist,
option pricing models, and other relevant valuation models.

Non-financial assets

A fair value measurement of a nonfinancial 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.

Loans and receivables

Loans and receivables are financial assets with fixed or determinable payments and fixed
maturities that are not quoted in an active market. They are not entered into with the
intention of immediate or short-term resale and are not designated as AFS financial assets
or financial assets at FVPL.
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After initial measurement, the loans and receivables are subsequently measured at amortized
cost using the effective interest method, less allowance for impairment. Amortized cost is
calculated by taking into account any discount or premium on acquisition and fees that are
an integral part of the effective interest rate. The amortization is included in “Interest
income” in profit or loss. The losses arising from impairment of such loans and receivables
are recognized in profit or loss. This accounting policy relates to the Association’s statement
of financial position captions “Cash and cash equivalents”, “Short-term investments” and
“Loans and receivables”.

Financial assets or financial liabilities at FVPL
Financial assets or financial liabilities at FVPL include financial assets or financial liabilities
held for trading designated upon initial recognition as at FVPL.

Financial assets or financial liabilities are classified as held for trading if they are acquired
for the purpose of selling in the near term. Financial assets or financial liabilities designated
upon initial recognition at fair value through profit or loss are so designated only if the
criteria of PAS 39 are satisfied. Gains or losses on assets or liabilities held for trading are
recognized in profit or loss.

As of December 31,2025 and 2024, the Association’s financial assets designated as at FVPL
include investments in unit investment trust fund and guaranty fund. These financial assets
are managed, and their performances are evaluated on a fair value basis, in accordance with
the investment strategy.

HTM investments

HTM investments are quoted non-derivative financial assets with fixed or determinable
payments and fixed maturities for which management has the positive intention and ability
to hold to maturity. Where the association sells other than an insignificant amount of HTM
investments, the entire category would be tainted and reclassified as AFS financial assets.
After initial measurement these investments are subsequently measured at amortized cost
using the effective interest rate method, less any impairment in value. Amortized cost is
calculated by taking into account any discount or premium on acquisition and fees that are
an integral part of the effective interest rate. Gains and losses are recognized in income when
the HTM investments are derecognized and impaired, as well as through the amortization
process. The losses arising from impairment of such investments are recognized in the
statement of income.

As of December 31, 2025 and 2024, the Association’s HTM investments consist of
government securities.

Other financial liabilities

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

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

As of December 31, 2025 and 2024, the Association’s other financial liabilities consist of
claims payable and accrued expenses and other liabilities.

Classification of Financial Instruments between Debt and Equity
A financial instrument is classified as debt if it provides for a contractual obligation to:
e deliver cash or another financial asset to another entity; or
e cxchange financial assets or financial liabilities with another entity under conditions
that are potentially unfavorable to the Association; or
o satisfy the obligation other than by the exchange of a fixed amount of cash or another
financial asset for a fixed number of 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.

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

Offsetting
Financial assets and financial liabilities are offset and the net amount is reported in the

statement of financial position if there is a currently enforceable legal right to set off the
recognized amounts and there is intention to settle on a net basis, or to realize the asset and
settle the liability simultaneously. The Association assesses that it has a currently
enforceable right of offset if the right is not contingent on a future event and is legally
enforceable in the normal course of business, event of default, and event of insolvency or
bankruptcy of the Association and all of the counterparties.

Impairment of Financial Assets

An assessment is made at each reporting date as to whether there is objective evidence that
a specific financial asset may be impaired. If such evidence exists, any impairment loss is
recognized in the statement of comprehensive income.

Financial assets carried at amortized cost

If there is an objective evidence that an impairment loss on financial assets carried at
amortized cost has been incurred, the amount of the loss is measured as the difference
between the asset’s carrying amount and the present value of estimated future cash flows
(excluding future credit losses that have not been incurred) discounted at the financial asset’s
original EIR (i.e., the EIR computed at initial recognition). The carrying amount of the asset
shall be reduced through use of an allowance account. The amount of the loss shall be
recognized in the statement of comprehensive income.
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The Association first assesses whether objective evidence of impairment exists individually
for financial assets that are individually significant, and individually or collectively for
financial assets that are not individually significant. If it is determined that no objective
evidence of impairment exists for an individually assessed financial asset, whether
significant or not, the asset is included in a group of financial assets with similar credit risk
characteristics and that group of financial assets is collectively assessed for impairment.
Assets that are individually assessed for impairment and for which an impairment loss is or
continues to be recognized are not included in a collective assessment of impairment.

If, in a subsequent period, the amount of the impairment loss decreases and the decrease can
be related objectively to an event occurring after the impairment was recognized, the
previously recognized impairment loss is reversed. Any subsequent reversal of an
impairment loss is recognized in the statement of comprehensive income, to the extent that
the carrying value of the asset does not exceed its amortized cost at the reversal date.

Financial assets carried at cost

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

Derecognition of Financial Assets and Liabilities

Financial assets

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

e the right to receive cash flows from the asset has expired;

e the Association retains the right to receive cash flows from the asset, but has assumed
an obligation to pay them in full without material delay to a third party under a ‘pass
through’ arrangement; or

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

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

repay.

Financial liabilities

A financial liability is derecognized when the obligation under the liability is discharged,
cancelled or has expired. Where an existing financial liability is replaced by another from
the same lender on substantially different terms, or the terms of an existing liability are
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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 Association’s statement of comprehensive income.

Property and Equipment

Property and equipment is stated at cost less accumulated depreciation and any impairment
in value. The initial cost of property and equipment comprises its purchase price, including
taxes and directly attributable cost to bring the asset to its working condition and location
for its intended use. Expenditures incurred after the fixed assets have been put into
operation, such as repairs and maintenance are normally charged to income in the period in
which the costs are incurred. In situations where it can be clearly demonstrated that the
expenditures have resulted in an increase in future economic benefits expected to obtain
from the use of an item of property and equipment beyond its originally assessed standard
of performance, the expenditures are capitalized as an additional cost of property and
equipment.

Depreciation is computed using the straight-line method over the estimated useful lives
(EUL) of the assets as follows:

Years
Office furniture and fixtures 10
Office equipment 5

Fully depreciated assets are retained in the accounts until they are no longer in use and no
further charge for depreciation is made with respect to these assets.

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

The carrying values of the property and equipment are reviewed for impairment when events
or changes in circumstances indicate the carrying values may not be recoverable. If any such
indication exists and where the carrying values exceed the estimated recoverable amounts,
an impairment loss is recognized in the statement of profit or loss and other comprehensive
income.

Impairment of Nonfinancial Assets

At each reporting date, the Association assesses whether there is any indication that its non-
financial assets may be impaired. When an indicator or impairment exists or when an annual
impairment testing for an asset is required, the Association makes a formal estimate of
recoverable amount. Recoverable amount is the higher of an asset’s cash generating unit
(CGU) fair value less costs to sell and its value in use and is determined for an individual
asset, unless the asset does not generate cash inflows that are largely independent of those
from other assets or groups of assets, in which case the recoverable amount is assessed as
part of the CGU to which it belongs. Where the carrying amount of an asset (or CGU)
exceeds its recoverable amount, the asset (or CGU) is considered impaired and is written
down to its recoverable amount. In assessing value in use, the estimated future cash flows
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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 (or CGU).

An impairment loss is charged to operations in the year in which it arises, unless the asset
is carried at a revalued amount, in which case the impairment loss is charged to the
revaluation increment of the said asset.

For the nonfinancial assets, excluding goodwill, an assessment is made at each reporting
date as to whether there is any indication that previously recognized impairment losses may
no longer exist or may have decreased. If such indication exists, the recoverable amount is
estimated.

A previously recognized impairment loss is reversed only if there has been a change in the
estimates used to determine the asset’s recoverable amount since the last impairment loss
was recognized. If that is the case, the carrying amount of the asset is increased to its
recoverable amount. The increased amount cannot exceed the carrying amount that would
have been determined, net of depreciation, had no impairment loss been recognized for the
asset in prior years. Such reversal is recognized in the statement of profit or loss and other
comprehensive income unless the asset is carried at revalued amount, in which case the
reversal is treated as a revaluation increase. After such a reversal, the depreciation expense
is adjusted in future years to allocate the asset’s revised carrying amount, less any residual
value, on a systematic basis over its remaining useful life.

Fund Balance
Fund balance represents accumulated excess of revenue over expenses of the Association.

Revenue Recognition

Revenue from contracts with customers is recognized upon transfer of services to the
customer at an amount that reflects the consideration to which the Company expects to be
entitled in exchange for those services. The Company assesses its revenue arrangements
against specific criteria in order to determine if it is acting as principal or agent.

Gross Premiums on Insurance Contracts

Premiums are recognized when collected. When premiums are recognized, actuarial
liabilities are computed, with the result that benefits and expenses are matched with such
revenue. The Association receives its premiums through KGI-MBA which is acting as a
collecting institution.

Interest income
Interest on interest-bearing placements is accrued using the effective interest rate (EIR)
method.

Other income
Income from other sources is recognized when earned.

Insurance Contract Liabilities

Life insurance contract liabilities

Life insurance contract liabilities are recognized when the contracts are entered into and the
premiums are recognized. The Association accumulates and maintains, out of the periodic
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member’s contribution and premiums collected as equity value reserves of 50% of the total
member’s contributions collected thereon. Valuation standards for life insurance policy
reserves require all life insurance companies to calculate the reserves for traditional life
insurance policies with a term of one year or less using unearned premium method.

Liability Adequacy Test

Liability adequacy tests are performed annually to ensure the adequacy of the insurance
contract liabilities. In performing these tests, current best estimates of future contractual
cash flows, claims handling and policy administration expenses are used. Any deficiency is
immediately charged against the statement of comprehensive income initially by
establishing a provision for losses arising from the liability adequacy tests.

Claim Costs

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

Expense Recognition

Expenses are decreases in economic benefits during the accounting period in the form of
outflows or decrease of assets or incurrence of liabilities that result in decrease in equity,
other than those relating to distributions to equity participants.

Benefits and claims

Life insurance claims reflect the cost of all claims arising during the year, including claims
handling costs. Death claims and surrenders are recorded on the basis of notifications
received. Maturities and annuity payments are recorded when due. Benefits recorded are
then accrued as liabilities.

Claims handling costs include internal and external costs incurred in connection with the
negotiation and settlement of claims. Internal costs include all direct expenses of the claims
department and any part of the general and administrative expenses directly attributable to
the claims function.

General and Administrative Expenses
Expenses consist of costs of administering the business. These are recognized as expenses
as incurred.

Leases

Short-term leases and leases of low-value assets

The Association applies recognition exemption to lease payments on short-term lease of
office space (i.e. lease term ends within 12 months). Lease payments on short-term leases
assets are recognized as expense on a straight-line basis over the lease term.
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Provisions

Provisions are recognized when an obligation (legal or constructive) is incurred as result of
a past event and where it is probable that an outflow of resources embodying economic
benefits will be required to settle the obligation and a reliable estimate can be made of the
amount of the obligation. If the effect of the time value of money is material, provisions are
determined by discounting the expected future cash flows at a pre-tax rate that reflects
current market assessment of the time value of money and, where appropriate, the risks
specific to the liability. Where discounting is used, the increase in the provision due to the
passage of time is recognized as an interest expense.

Contingencies
Contingent liabilities are not recognized in the financial statements. They are disclosed

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

Events After the Reporting Date

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

3. MANAGEMENT’S USE OF JUDGMENTS AND ESTIMATES

The preparation of the financial statements in accordance with PFRS requires the
Association to make judgments, estimates and assumptions that affect the reported amounts
of assets, liabilities, income and expenses and disclosure of contingent assets and
contingent liabilities. Future events may occur which will cause the assumptions used in
arriving at the estimates to change. The effects of any change in estimates are reflected in
the financial statements as they become reasonably determinable.

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

Judgment

HTM investments

The Association classifies non-derivative financial assets with fixed or determinable
payments and fixed maturities as HTM investments. This classification requires significant
judgment. In making this judgment, the Association evaluates its intention and ability to
hold such investments to maturity. If the Association fails to keep these investments to
maturity other than in certain specific circumstances, the Association will be required to
reclassify the entire portfolio as AFS financial assets and to measure these at fair value and
not at amortized cost. The Association has HTM investments amounting to £24.96 million
and P31.30 million as of December 31, 2025 and 2024, respectively (see Note 6).
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Leases

The Association does not recognize right-of-use (ROU) asset and lease liability. In
accordance with PFRS 16, Leases, the Association applies the short-term lease recognition
exemption to its short-term lease agreement for its head office (i.e. lease that has a lease
term of 12 months or less from the commencement date and does not contain a purchase
option). The renewal option for the existing lease is not included as part of the lease term
because the renewal is subject to mutual agreement of both the lessor and the Association.

Estimates

Estimation of member’s equity value

The Association is required to put up a reserve liability not lower than the equity value of
all in-force, active member certificates as at the end of each calendar year. Hence, the
Association sets up the 50% of its gross premium collection as its reserves for member’s
equity.

Estimation of incurred but not reported claims

Incurred but not reported claims is the sum of individual claims on membership certificates
that have already occurred but notice has not been received by the Association as of
reporting date. The Association computes the IBNR claims by getting the average number
of days to settle the claim multiplied by the average actual claims paid during year.
Estimation of basic contingent benefit reserves The Association estimates basic contingent
benefit reserves for payment of claims or obligations computed on the basis of a prudent
prospective actuarial valuation method. The assumptions used are based on the 17.5% of
total contributions for the month of December each year. This is based on mortality,
disability and morbidity rate assumptions. As of December 31, 2025 and 2024, the
Association’s basic contingent benefit reserves amounted to P77,788 and 2,473,
respectively (see Note 9).

Estimation of credit life insurance reserves

Credit life insurance reserves pertain to unearned premium reserves. Premiums from short-
duration insurance contracts are recognized as revenue over the period of the contracts
using the 24th method. The portion of the premiums written that relate to the unexpired
periods of the policies at reporting date are accounted for as credit life insurance reserves
and presented as part of “Insurance contract liabilities” in the liabilities section of the
statement of financial position. The change in the credit life insurance reserves is taken to
profit or loss in the order that revenue is recognized over the period of risk.

As of December 31, 2025 and 2024, the Association’s credit life insurance reserves
amounted to P427,859 and P672,359, respectively. (see Note 9).

Impairment of nonfinancial assets
The Association assesses impairment on assets whenever events or changes in
circumstances indicate that the carrying amount of an asset may not be recoverable. The
factors that the Association considers important, which could trigger an impairment review,
include the following:
e significant underperformance relative to expected historical or projected future
operating results;
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e significant changes in the manner of use of the acquired assets or the strategy for
overall business; and
e significant negative industry or economic trends.

The Association recognizes an impairment loss whenever the carrying amount of the asset
exceeds its recoverable amount. Recoverable amounts are estimated for individual assets
or, if it is not possible, for the CGU to which the asset belongs.

In 2025 and 2024, no impairment loss has been recognized for the Association’s property
and equipment. As of December 31, 2025 and 2024, the carrying value of property and
equipment amounted to P698,041 and 1,044,612, respectively. (see Note 7)

CASH AND CASH EQUIVALENTS

This account consists:

2025 2024
Cash on hand P 26,223 P 24,154
Cash in banks and cash equivalents 29,995,205 12,633,065
P 30,021,428 P 12,657,219

Cash on hand includes petty cash fund and undeposited collections at year end.

Cash in banks earns interest at the prevailing bank deposit rates. Cash in banks earned
interest of nil to 0.25% in 2025 and 2024. Interest income earned from cash in banks
amounted to P12,187 and P2,191 in 2025 and 2024, respectively. (see Note 12)

SHORT-TERM INVESTMENTS

Short-term investments are money market placements with maturity of more than 3 months
to 1 year and bear annual interest rates that ranged from 0.125% to 0.750% in 2025 and
2024. As of December 31, 2025 and 2024 the Association’s short-term investments
amounted to P12.68 million and P12.63 million, respectively. Interest income earned from
these investments amounted to P100,814 and P49,338 in 2025 and in 2024, respectively.
(see Note 12)
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6. FINANCIAL ASSETS

The Association’s financial assets are summarized by measurement categories as follow:

2025 2024
HTM investments P 24,964,000 P 31,301,235
Financial assets at FVPL 6,692,775 6,374,107
Loans and receivables - net 2,935,227 13,403,289

P 34,592,002 P 51,078,631

The assets included in each of the categories above are detailed below:

a) Financial assets at FVPL On August 13, 2018, the Association entered into a
Participating Trust Agreement with Bank of the Philippine Islands (BPI) as investment
manager of Bayanihan balanced fund. The Bayanihan balanced fund is a balanced Unit
Investment Trust Fund (UITF) with 5.00% to 20.00% equities exposure that intends to
achieve long term capital growth derived from a diversified portfolio of equity and fixed
income securities. This account also includes a guaranty fund which pertains to cash
paid by the Association to Microinsurance MBA Association of the Philippines, Inc.
This fund represents a claim reserve held and being managed by MIMAP that will be
subsequently used to satisfy the claims of the Association’s members in case of
insolvency. The fund is being managed by a universal bank and invested in bank
deposits and government securities. The fair value of the guaranty fund amounted to
P481,754 and P463,658 as of December 31, 2025 and 2024, respectively. The
rollforward analysis of financial assets at FVPL follows:

2025 2024
Bayanihan Guaranty Bayanihan  Guaranty
Balanced Fund Fund Total Balanced Fund Fund Total
Balance at beginning of
year P 5910449 P 463,658 P 6,374,107 P 5,603,740 P 443116 P 6,100,856
Fair value gain (loss)
(Note 12) 300,572 18,096 318,668 246,709 20,542 267,251

Balance at end of the year 6,211,021 P 481,754 P 6,692,775 P 5910449 P 463,658 P 6,374,107

b) HTM investments
This consists of government securities with aggregate carrying amount of £24.96 million

and P31.30 million as at December 31, 2025 and 2024, respectively, and which earned
interest at a nominal rate of 1.77% in 2025 and 2024.
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The amortized costs of HTM investments follow:

2025 2024
Fair value P 25,452,000 P 32,164,000
Discount (862,765) (1,344,082)
Carrying value 24,589,235 30,819,918
Amortization of discount 374,765 481,317
Balance at end of the year P 24,964,000 P 31,301,235

The rollforward analysis of HTM investments follows:

2025 2024
At January 1 P 31,301,235 P 30,580,918
Acquisitions 13,252,000 32,164,000
Maturities (19,964,000) (30,962,366)
Amortization of discount 374,765 (481,317)
Balance at end of the year P 24,964,000 P 31,301,235

Interest earned from HTM investments, including amortization of discount, amounted to
P1,840,956 and P1,783,061 in 2025 and 2024, respectively. (see Note 12)

c) Loans and receivables

This account consists of:

2025 2024
Due from KGI Microfinance (KGMI) P 2,209,684 P 12,670,851
Due from microfinance institution (MFI) branches 685,060 711,232
Interest receivable 40,483 21,206
P 2,935,227 P 13,403,289
The rollforward analysis of Due from KGMI as follows
2025 2024
At January 1 P 12,670,851 P 10,305,332
Additions 6,500,000 14,000,000
Payments (16,961,167) (11,634,481)
P 2,209,684 P 12,670,851

KGMI entered into new loan agreements in 2024 amounting to 14.0 million, with interest
of 3% per annum. Also in 2024, the Association received payment for the outstanding loan
amounting to P11.6 million. The remaining balance of the loan amounted to £12.67 million.

In 2025, KGMI received payment for the loan amounting to P10.5 million. The remaining
balance of the loan mounted to £2.2 million.

Interest earned from the bridge loan contract amounted to £940,995 and 863,884 in 2025
and 2024, respectively (see Note 12).
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Due from MFI branches pertain to premiums collected by the branches of KGI from the
Association’s members. These are generally on 1-to-30 day terms.

Interest receivable pertains to interest to be received on the outstanding loan from loan
agreements.

7. PROPERTY PLANT AND EQUIPMENT

The roll forward analysis of this account follows:

2025
Office Office Furniture Total
Equipment and Fixtures
Cost
At January 1, 2025 P 2,929,006 P 206,321 P 3,135,327
Additions - 75,548 75,548
At December 31,2025 P 2,929,006 P 281,869 P 3,210,875
Accumulated depreciation and
amortization
At January 1, 2025 P 1,884,685 P 206,030 P 2,090,715
Depreciation and amortization
(Note 14) 406,806 15,313 422,119
At December 31,2025 2,291,491 221,343 2,512,834
Net book values P 637,515 P 60,526 P 698,041
2024
Office Office Furniture Total
Equipment and Fixtures
Cost
At January 1, 2024 P 1,854,006 P 206,321 P 2,060,327
Additions 1,075,000 - 1,075,000
At December 31,2024 P 2,929,006 P 206,321 P 3,135,327
Accumulated depreciation and
amortization
At January 1, 2024 P 1,716,412 P 202,530 P 1,918,942
Depreciation and amortization
(Note 14) 168,273 3,500 171,773
At December 31,2024 1,884,685 206,030 2,090,715
Net book values P 1,044,321 P 291 P 1,044,612

Cost of fully depreciated assets still in use amounted to 2,784,738 and 2,626,258 as of
December 31, 2025 and 2024, respectively.
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8. PREPAYMENTS AND OTHER ASSETS

This account consists of:

2025 2024
Prepaid expenses P 60,600 P 90,900
Supplies inventory 92,590 38,873
Others 385,922 251,040

P 539,112 P 380,813

Prepaid expenses pertain to payments made to the Insurance Commission for the renewal
of the Association’s license which is valid for three (3) years and software development
contract.

Supplies inventory consists of unused vouchers, official receipts and membership
certificates.

9. INSURANCE CONTRACT LIABILITIES

This account consists of:

2025 2024
Liability on individual equity value P 33,930,142 P 22,099,367
Credit life insurance reserves 427,859 672,359
Accounts payable - benefit/claims 372,822 387,710
Claims payable 141,725 135,558
Basic contingent benefit reserves 717,788 2,473

P 34,950,336 P 23,297,467

The liability on individual equity represents the entitlement of members for 50% of the
total gross contributions paid. The contributions are invested, and the interests thereon are
credited to the equity value. Interest rate is determined by the BOT and in no case be less
than the prevailing savings rate of the commercial banks. This equity value, inclusive of
interest thereon, is payable upon termination of membership from MBA, including death
or total and permanent disability (as amended on June 23, 2016).
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Claims payable consists of the following:

2025 2024
Claims incurred but not yet reported (IBNR) P 132,725 P 123,558
Claims in course of settlement 3,000 12,000
Claims due and unpaid 6,000 -

P 141,725 P 135,558

Basic contingent benefit reserves represent reserves for payment of claims or obligations
computed on the basis of a prudent prospective actuarial valuation method, where the
assumptions used are based on 17.5% of total contribution for the month of December.
Total contributions for the month of December in 2025 and 2024 amounted to 7,093,200
and P6,210,180, respectively. The decrease in basic contingent benefit reserves charged
against profit or loss amounted to 75,315 and 62,322 in 2025 and 2024, respectively.

The rollforward of BLIP reserve follows:

2025 2024
Balance, beginning of the year P 2,473 P 64,796
Arising (reversal) during the year 75,315 (62,323)
77,788 P 2473

Credit life insurance reserves pertain to the proportion of written premiums attributable to
subsequent periods or to risks that have not yet expired. Premiums from short-duration
insurance contracts are recognized as revenue over the period of the contracts using the
24th method. The change in the credit life insurance reserves is taken to profit or loss in the
order that revenue is recognized over the period of risk. Total loans issued by MFI covered
by credit life insurance premiums amounted to $98.30 million and P504.41 million as of
December 31, 2025 and 2024, respectively. The (decrease) increase in credit life insurance
reserves in the profit or loss amounted to P(244,500) and 518,129 in 2025 and 2024,
respectively.

Collection fees are those fees charged to the Association by KGI in exchange for collecting
contributions from members. This is 3% of gross basic life insurance premiums and 25%
of credit life insurance gross premiums. As of December 31, 2025 and 2024, collection fees
amounted to P670,595 and 586,579, respectively.
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10. ACCRUED EXPENSES AND OTHER LIABILITIES

This account consists of:

2025 2024
Accrued expenses and provisions P 1,290,560 P 13,558,419
Payable to government agencies 24,837 23,728
P 1,315,397 P 13,582,147

Accrued expenses and provisions pertain to accrual of audit fee, other post-employment
benefits and provisions recognized for estimated losses on claims by a third party. The
information usually required by PAS 37 Provisions, Contingent Liabilities and Contingent
Assets is not disclosed on the grounds that it can be expected to prejudice the outcome of
these lawsuits, claims and assessments. Payable to government agencies consists mainly of
withholding taxes on purchases from suppliers as well as statutory contribution of
employees which are subsequently remitted within one month after the reporting date.

11.

PREMIUMS ON INSURANCE CONTRACTS

Under the Association’s basic life insurance program, members and its qualified
dependents are entitled to receive a minimum amount of benefit upon death or permanent
disability duly approved by the Association after meeting certain conditions as stated in the
certificate of membership issued to members. The member’s contribution is P50 every
week. Additionally, a member shall be entitled to an equity value (equivalent to 50% of
total gross contributions paid), inclusive of interest thereon, payable upon termination of
membership from the Association. However, a surrender charge equal to 30% of equity
value may be imposed by the association for member’s termination occurring only within
the first three years of membership. Under the Association’s Credit life insurance program,
debtor-members and the creditor-Association are entitled to receive the amount of loan
insured upon death or permanent disability of the member duly approved by the Association
after meeting certain conditions as stated in the policy certificate issued to members. The
member’s contribution is P10.00 per 1,000 of loan per year on a mode of single payment
and the length of coverage is based on the term of the loan.

Premiums for Basic life and Credit life insurance amounted to a total of 13.12 million and
P11.46 million in 2024 and 2023, respectively. Breakdown follows:

2025 2024
Basic Life Insurance Premiums (BLIP) P 7,093,200 P 6,210,180
Credit Life Insurance Premiums (CLIP) 6,022,065 5,245,807
P 13,115,265 P 11,455,987
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12. INVESTMENT AND OTHER INCOME - NET

This account consists of®

2025 2024
Interest income from:
Cash in banks (Note 5) P 12,187 P 2,191
Short-term investments (Note 6) 100,814 49,338
HTM investments (Note 6) 1,840,956 1,783,061
Loans and receivables (Note 6) 940,995 863,884
Fair value gain (loss) on financial assets at FVPL 318,668 267,251
P 3,213,620 P 2,965,725

13. MISCELLANEOUS INCOME
This account consists of income other than those related to premiums and investments.

As of December 31, 2025 and 2024, other income amounted to P437,509 and P842,564,
respectively.

14. GENERAL AND ADMINISTRATIVE EXPENSES

This account consists of:

2025 2024

Salaries and allowances 2,457,729 P 2,082,827
Meetings and seminars 1,601,038 1,597,789
Membership dues 1,130,138 250,511
Technical and professional fees 564,557 703,409
Transportation and travel 462,954 466,055
Depreciation (Notes 7) 422,119 171,773
Rent (Note 19) 240,000 240,000
Taxes and licenses (Note 22) 118,409 135,458
Light and water 64,448 62,685
Supplies 22,325 11,001
Miscellaneous 392,181 330,748

P 7,475,898 P 6,052,256
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15. BENEFITS, CLAIMS, AND EXPENSES

This account consists of:

2025 2024
Gross insurance contract benefits and claims paid P 6,629,200 P 6,412,298
Allocation for liability on individual equity value (321,967) (1,037,411)
Increase (decrease) in reserve for optional benefit (244,500) 518,129
Increase (decrease) in reserve for basic contingent benefit 75,315 (62,322)
Collection fees 670,595 586,578
P 6,808,643 P 6,417,272

16. INCOME TAXES

Provision for income tax consists of final tax from interest income on cash in banks, short
term investments and held-to-maturity investments amounting to 578,990 and 519,103 in
2025 and 2024, respectively (see Note 12).

17. RELATED PARTY TRANSACTIONS

The significant transactions of related parties consist of premium collections made by the
Microfinance Institution branches of KGI on behalf of the Association and bridge loan
contract with KGMI. Details follow:

2025
Amount/ Outstanding
Category Volume Balance Terms Conditions
Non-interest bearing; Unsecured and
Due from KGMI P (10,461,167) P 2,209,684 payable on demand  Cash settled
2024
Amount/ Outstanding
Category Volume Balance Terms Conditions
Non-interest bearing; Unsecured and
Due from KGMI P 2,365,519 & 12,670,851 payable on demand  Cash settled

Compensation of key management personnel amounted to P291,500 and £1,020,000 for
the years ended December 31, 2025 and 2024, respectively.

Terms and conditions of transactions with related parties

Outstanding balances at year-end are unsecured, interest-fee if paid when due, otherwise,
interest bearing, and settlement occurs in cash. There have been no guarantees provided or
received for any related party receivables or payables.
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The Association has not recognized any impairment losses on amount due from related
parties for the years ended December 31, 2025 and 2024. This assessment is undertaken
each financial year through a review of the financial position of the related party and the
market in which the related party operates.

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

18.

MANAGEMENT OF INSURANCE AND FINANCIAL RISK

Governance Framework

The Association has established a risk management function with clear terms of reference
and with the responsibility for the developing policies on market, credit, liquidity, insurance
and operational risk. It also supports the effective implementation of policies at the overall
association and individual business unit levels.

The policies define the Association’s identification of risk and its interpretation, limit
structure to ensure the appropriate quality and diversification of assets, alignment of
underwriting and reinsurance strategies to the corporate goals and specify reporting
requirements.

Regulatory Framework

Regulators are interested in protecting the rights of the members and maintain close vigil
to ensure that the Association is satisfactorily managing affairs for the member’s benefit.
At the same time, the regulators are also interested in ensuring that the Association
maintains appropriate solvency position to meet liabilities arising from claims and that the
risk levels are at the acceptable levels.

The operations of the Association are subject to the regulatory requirements of the IC. Such
regulations not only prescribe approval and monitoring of activities but also impose certain
restrictive provisions (e.g., margin of solvency to minimize the risk of default and
insolvency on the part of the insurance companies to meet the unforeseen liabilities as these
arise, minimum guaranty fund, risk-based capital requirements).

Guaranty fund

As a mutual benefit association, the IC also requires the Association to possess a guaranty
fund of P5.00 million. This minimum amount shall be maintained at all times and it must
be increased by an amount equivalent to 5% of the Association’s gross premium
collections. The Association appropriated a guaranty fund amounting to 655,763 and
P572,799 during 2025 and 2024, respectively. In 2024, the Association reversed an
appropriation amounting to P4,750.

As of December 31, 2025 and 2024, the Association has a total guaranty fund of P17.97
million and P17.32 million, respectively, representing guaranty fund which is deposited
with the IC. The guaranty fund is presented under “Appropriated fund balance” in the
statements of financial position.
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Distribution to Members

Per IC Circular Letter 2015-46, a mutual benefit association shall only maintain free and
unassigned fund balance of not more than twenty percent (20%) of its total liabilities as
verified by the IC.

Appropriation made amounted to nil for the years 2025 and 2024.

The Association distributed benefits in-kind to all its active members amounting to
P850,100 and 996,199 in 2025 and 2024, respectively, from the Association’s surplus
approved and verified by the Insurance Commission. The balance of appropriated fund
balance for allocation to members amounted to $2.77 million and P3.62 million as of
December 31, 2025 and 2024, respectively.

Risk-based capital requirements (RBC2)

On December 8, 2006, the IC issued IMC No. 11-2006, adopting the RBC framework for
the mutual benefit associations to establish the required amounts of capital to be maintained
by entities in relation to their investment and insurance risks. Every mutual benefit
association is annually required to maintain a minimum RBC ratio of 100% and not fail the
trend test. Failure to meet the minimum RBC ratio shall subject the insurance entity to the
corresponding regulatory intervention which has been defined at various levels.

The RBC ratio shall be calculated as members’ equity divided by the RBC requirement
whereas, members’ equity is defined as admitted assets minus all liabilities inclusive of
actuarial reserves and other policy obligations.

The following table shows how the RBC ratio was determined by the Association based on
its calculation:

2025 2024
Total assets P 78,530,301 P 77,791,265
Less: Non-admitted assets 2,849,805 12,800,915
Admitted assets P 75,680,496 P 64,990,350
Total liabilities 36,266,133 36,879,614
Member's equity 39,414,363 28,110,736
Aggregate RBC requirement 841,893 834,194
RBC Ratio 4682 % 3370%

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

Loans to Partner Microfinance Institutions (MFI)
Per IC Circular Letter 2016-33, MBAs may be allowed to grant loans to partner MFIs to
finance their lending business to MFI clients, based on the following:

e The MFI/s shall have a P.E.S.O rating not lower than 2.

e The total amount of loans granted by the MBA to all its partner MFIs shall not
exceed 10% of the former’s Total Admitted Assets (TAA) based on the latest
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verified financial statements or 20% of the Member’s Equity/Paid-Up Capital of the
partner MFI, whichever is lesser.

e The loan shall be secured by a qualified security enumerated under Section 204 of
the New Insurance Code (RA 10607).

e The loan transaction shall be approved by the Board of Trustees and duly supported
by a notarized loan agreement.

e The loan to partner MFI/s shall be subject to prior approval of the Insurance
Commission.

e The request for approval shall be accompanied by a risk management plan drawn
up jointly by the MBA and MFTI in relation to the administration of the loan.

In 2025 and 2024, the Association granted loans to KGMI amounting to P14.0 million. The
total amount of loan that can be granted by the Association to its partner MFI shall not
exceed P7.31 million (10% of its verified TAA as of December 31, 2021 amounting to
P73.5 million) or P7.71 million (20% of the Member’s equity/Paid-up capital of the partner
MFI amounting to 38.55 million as of December 31, 2021) whichever is lesser.

In 2024, the Association breached the IC threshold in its loans to partner KGMI.
As of December 31, 2025 and 2024, the outstanding balance of the Association’s loans to
KGMI amounted to P2.21 million and P12.67 million, respectively (see Note 6).

The main risks arising from the Association’s financial instruments follow:

Margin of Solvency (MOS)

The Association is required to maintain at all times an MOS for life insurance business of
P1,500,000 or P2.00 per thousand of the total amounts of its insurance in force as the
preceding calendar year on all policies, except term insurance, whichever is higher. The
MOS shall be the excess of the value of its admitted assets (as defined under the IC Code),
exclusive of its paid-up capital, over the amount of its liabilities, unearned premiums and
reinsurance reserves. As of December 31, 2025 and 2024, the Association’s MOS, based
on its calculations, amounted to P18.07 million and 17.41 million for 2025 and 2024,
respectively.

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

The surplus available for MOS for the Association follows:

2025 2024
Admitted assets P 75,680,496 P 64,990,350
Admitted liabilities 36,266,133 36,879,614
Net worth P 39,414,363 P 28,110,736
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As of December 31, 2025 and 2024, the estimated non-admitted assets of the Association’s
life operations, as defined under the Code, which are included in the accompanying
statements of financial position follows:

2025 2024

(Estimated) (Estimated)
Receivables P 2,250,167 P 12,670,851
Property and equipment 60,526 292
Other assets 539,112 129,772
P 2,849,805 P 12,800,915

If an insurance company failed to meet the minimum required MOS, the IC is authorized
to suspend or revoked all certificates of authority granted to such companies, its officers
and agents, and no new business shall be done by and for such Association until its authority
is restored by the IC.

Insurance Risk

The principal risk the Association faces under insurance contracts is that the actual claims
and benefit payments or the timing thereof, differ from expectations. This is influenced by
the frequency of claims, severity of claims, actual benefits paid are greater than originally
estimated, and subsequent development of long-term claims. Therefore, the objective of
the Association is to ensure that sufficient reserves are available to cover these liabilities.

The above risk exposure is mitigated by diversification across a large portfolio of insurance
contracts and geographical areas. The variability of risks is also improved by careful
selection and implementation of underwriting strategy and guidelines.

Underwriting risk
Underwriting risk represents the exposure to loss resulting from actual policy experience
adversely deviating from assumptions made in the product pricing. Underwriting risks are
brought about by a combination of the following:
e Mortality risk - risk of loss arising due to policyholder death experience being
different than expected.
e Morbidity risk - risk of loss arising due to policyholder health experience being
different than expected.
e Investment return risk - risk of loss arising from actual returns being different than
expected.
e Expense risk - risk of loss arising from expense experience being different than
expected.
e Policyholder decision risk - risk of loss arising due to policyholder experiences
(lapses and surrenders) being different than expected.

These risks do not vary significantly in relation to the location of the risk insured by the
Association, type of risk insured and by industry. Undue concentration by amounts could
have an impact on the severity of benefit payments on a portfolio basis.

The Association’s underwriting strategy is designed to ensure that risks are well diversified

in terms of type of risk and level of insured benefits. Underwriting limits are in place to
enforce appropriate risk selection criteria. For example, the Association has the right not
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to renew individual policies, it can impose deductibles and it has the right to reject the
payment of fraudulent claims. Insurance contracts also entitle the Association to pursue
third parties for payment of some or all cost. The Association further enforces a policy of
actively managing and prompt pursuing of claims, in order to reduce its exposure to
unpredictable future developments that can negatively impact the Association.

The key assumptions to which the estimation of liabilities is particularly sensitive are as
follows:

Mortality and morbidity rates

Assumptions are based on standard industry and national tables, according to the type of
contract written, reflecting recent historical experience and which are adjusted where
appropriate to reflect the Association’s own experiences. An appropriate but not excessive
prudent allowance is made for expected future improvements.

An increase in rates will lead to a larger number of claims and claims could occur sooner
than anticipated, which will increase the expenditure and decrease the funds of the
Association.

Investment return

The weighted average rate of return is derived based on a model portfolio that is assumed
to back liabilities, consistent with the long-term asset allocation strategy. These estimates
are based on current market returns as well as expectations about future economic and
financial developments.

An increase in investment return would lead to a reduction in expenditure and an increase
in the funds of the Association.

Expenses

Operating expenses assumptions reflect the projected costs of maintaining and servicing in
force policies and associated overhead expenses. The current level of expenses is taken as
an appropriate expense base, adjusted for expected expense inflation adjustments if
appropriate. An increase in the level of expenses would result in an increase in expenditure
thereby reducing the funds of the Association.

Lapse and surrender rates

Lapses relate to the termination of policies due to nonpayment of premiums. Surrenders
relate to the voluntary termination of policies by policyholders. Policy termination
assumptions are determined using statistical measures based on Association’s experience
and vary by product type, policy duration and sales trends.

An increase in lapse rates early in the life of the policy would tend to reduce the funds of
the Association, but later increases are broadly neutral in effect.

Discount rate

Life insurance liabilities are determined as the sum of the discounted value of the expected
benefits and future administration expenses directly related to the contract, less the
discounted value of the expected theoretical premiums that would be required to meet these
future cash outflows. Discount rates are based on current industry risk rates, adjusted for
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the Association’s own risk exposure. A decrease in the discount rate will increase the value
of the liability.

Financial instruments

The Association’s principal financial instruments are cash and cash equivalents, short-term
investments, loans and receivables, accrued expenses and other liabilities. The main
purpose of these financial instruments is to finance their operations.

Due to the short-term nature of transactions, the carrying amounts of financial instruments
such as cash, short-term investments, loans and receivables, claims payable and accrued
expenses and other liabilities approximate their fair values. Also, due to the insignificance
of the fair value adjustment for ‘Due from KGMUD’, its carrying amount approximates its
fair value.

Financial Risks

The Association is exposed to financial risk through its financial assets, financial liabilities
and insurance liabilities. In particular, the key financial risk that the Association is exposed
to is that the proceeds from its financial assets may not be sufficient to fund the obligations
arising from its insurance contracts. The most important components of this financial risk
are credit risk, liquidity risk and market risk.

These risks arise from open positions in interest rate, currency and debt securities products,
all of which are exposed to general and specific market movements.

Credit Risk
This is the risk that one party to a financial instrument will cause a financial loss for the
other party by failing to discharge an obligation.

The following policies and procedures are in place to mitigate the Association’s exposure
to credit risk:

a. The credit risk in respect of customer balances, incurred on nonpayment of premiums
or contribution will only persist during the grace period specified in the following
document or when the policy is either paid up or terminated.

b. Reinsurance is placed with highly rated counterparties and concentration of risk is
avoided by following policy guidelines in respect of counterparties’ limits that are set
each year and are subject to regular reviews. At each reporting date, management
performs an assessment of credit worthiness of reinsurers and updates the reinsurance
purchase strategy, ascertaining suitable allowance for impairment.

c. The Association sets the maximum amounts and limits that may be advanced to
corporate counterparties by reference to their long-term credit ratings.
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The table below shows the maximum exposure to credit risk for the components of the
statements of financial position.

2025 2024
Financial Assets
Cash* P 29,995,205 P 12,633,065
Short-term investments 12,679,718 12,629,990
Loans and receivables
Due from KGMI 2,209,684 12,670,851
Due from MFI branches 685,060 711,232
Interest receivable 40,483 21,206
Financial assets at FVPL 6,692,775 6,374,107
Held-to-maturity investments 24,964,000 31,301,235
P 71,266,925 P 76,341,686

*Excluding cash on hand

The table below provides information regarding the credit risk exposure of the Association
by classifying assets according to the Association’s credit ratings of counterparties as of
December 31, 2025 and 2024.

2025
Neither Past-Due nor Impaired
Investment Non-Investment  Past Due and
Grade Grade Impaired Total
Financial Assets
Cash* P 29,995,205 P - P - P 29,995,205
Short-term investments 12,679,718 - - 12,679,718
Loans and receivable -
Due from KGMI - 2,209,684 - 2,209,684
Due from MFI
branches - 685,060 - 685,060
Interest receivable 40,483 - - 40,483
Financial assets at FVPL 6,692,775 - - 6,692,775
Held-to-maturity investments 24,964,000 - - 24,964,000
P 74372,181 P 2,894,744 P - P 77,266,925

* Excluding cash on hand
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2024
Neither Past-Due nor Impaired
Investment ~ Non-Investment Past Due and
Grade Grade Impaired Total
Financial Assets
Cash* P 12,633,065 P - P - P 12,633,065
Short-term investments 12,629,990 - - 12,629,990
Loans and receivable
Due from KGMI - 12,670,851 - 12,670,851
Due from MFI
branches - 711,232 - 711,232
Interest receivable 21,206 - - 21,206
Financial assets at FVPL 6,374,107 - - 6,374,107
Held-to-maturity investments 31,301,235 - - 31,301,235
P 62,959,603 P 13,382,083 P - P 76,341,686

* Excluding cash on hand

The Association uses a credit rating concept based on the borrowers and counterparties’
overall credit worthiness, as follows:

Investment grade financial assets are assets which have strong capacity to meet the
Association’s financial commitments and are unsusceptible to adverse effects of changes in
economic conditions.

Non-investment grade financial assets are assets which are vulnerable to impairment due to
the assets’ significant speculative characteristics. Adverse economic conditions will likely
impair non-investment grade financial assets.

The Association trades only with members who are also members of the related parties. The
receivables represent mostly collections of the related parties pertaining to contributions for
premiums for life insurance, loan redemption assistance and provident fund unremitted to
the Association. Receivables are generally on a 1-30 days terms and are all current. All
receivables are neither past due nor impaired.

The Association conducts periodic review of allowance for credit losses each financial year
through examining the financial position of the related party and the market in which the
related party operates.

Liquidity Risk
This risk is the risk that an entity will encounter difficulty in meeting obligations associated

with financial instruments.

The following policies and procedures are in place to mitigate the Association’s exposure
to liquidity risk:

a) The Association Liquidity risk policy sets out the assessment and determination of what
constitutes liquidity risk for the Association. Compliance with the policy is monitored
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and exposures and breaches are reported to the management. The policy is regularly
reviewed for pertinence and for changes in the risk environment.

b) Set guidelines on assets allocations, portfolio limit structures and, maturity profiles of
assets, in order to ensure sufficient funding available to meet insurance and investment
contracts obligations.

The following table shows an analysis of assets liabilities analyzed according to whether
they are expected to be recovered or settled within one (1) year and beyond 1 year from
reporting date:

2025
Upto
oneyear 1-3years 3-5years Over Syears No term Total
Financial Assets
Cash* P 2999520 P - P - P - P - P 29,995,205
Short-term investments 12,679,718 - - - - 12,679,718
Due from KGMI 2,209,684 - - - - 2,209,684
Due from MFI branches 685,060 - - - - 685,060
Interest receivable 40,483 - - - - 40,483
Financial assets at FVPL 0,692,775 - - - - 0,692,775
HTM investments 24,964,000 - - - - 24,964,000
P 771266925 ¢ - P - P - P - P 71,266,925
*Excluding cash on hand
2024
Upto
oneyear 1-3years 3-5years OverSyears No term Total
Financial Assets
Cash* P 12,633,065 P - | p - P - P 12,633,065
Short-term investments 12,629,990 - - - - 12,629,990
Due from KGMI 12,670,851 - - - - 12,670,851
Due from MFI branches 711,232 - - - - 711,232
Interest receivable 21,206 - - - - 21,206
Financial assets at FVPL 6,374,107 - - - - 6,374,107
HTM investments 31,301,235 - - - - 31,301,235
P 76,341,686 P - P - P - P - P 76,341,686

*Excluding cash on hand

Market Risk

Market risk is the risk that the fair value or future cash flow of financial instruments will
fluctuate because of changes in market prices. Market risk comprises three types of risk:
foreign exchange rates (currency risk), market interest rates. (interest rate risk) and market
prices (price risk).
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The following policies and procedures are in place to mitigate the Association’s exposure
to market risk.

1) The market risk policy sets out the assessment and determination on what constitutes
the market risk for the Association. Compliance with the policy monitored and
exposures and breaches are reported to the Association risk committee. The policy is
reviewed regularly for pertinence and for changes in the risk environment.

2) Set asset allocation and portfolio limit structure, to ensure that the assets back specific
member liabilities and that assets are held to deliver income and gains for member who
are in line with expectations of the members.

3) Stipulated diversification benchmarks by type of instrument, and the association is
exposed to guaranteed bonuses, cash annuity options when interest rates fall.

19. LEASE COMMITMENT

Association as Lessee

In 2014, the Association entered into an operating lease agreement for its office space for a
period of seventeen (17) months commencing on August 1, 2014 and ended on December
31, 2015. This was subsequently renewed by the Association on a yearly basis. As of
December 31, 2024, the Association has renewed the lease agreement for a period of one
year commencing on January 1, 2025 to December 31, 2025. The contract of lease is
renewable every year.

The office space lease qualifies as a short-term lease, as each renewal period does not exceed
twelve (12) months and is not reasonably certain to be renewed. Accordingly, lease
payments are recognized as an expense on a straight-line basis over the lease term.

The Association pays monthly rentals amounting to 20,000 in cash. Rent expense
pertaining to this lease agreement amounting to 240,000 is recorded under “General and
Administrative Expenses” in 2025 and 2024 (see Note 14).

20. CONTINGENCIES

The Association has no contingent liabilities arising in the ordinary conduct of business
which are either pending decision by the courts or being contested, the outcome of which
are not presently determinable. No provision for probable losses arising from legal
contingencies was recognized in the Association’s financial statements in 2025 and 2024.
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21.

SUPPLEMENTARY DISCLOSURE ARISING FROM NON-CASH
TRANSACTIONS FROM INVESTING AND FINANCING ACTIVITIES

There are no non-cash transactions from investing and financing activities for the years
ended December 31, 2025 and 2024.

22.

SUPPLEMENTARY INFORMATION REQUIRED UNDER REVENUE
REGULATIONS NO.15-2010

Revenue Regulation No. 15-2010

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

In compliance with the requirements set forth by RR 15-2010, hereunder are the
information on taxes, duties and license fees paid or accrued during the taxable year.

1. The Association is not VAT-registered being a tax exempt organization.
2. Landed Cost, Customs’ Duties and Tariff Fees

The Association did not have any importations in 2025 and 2024 that would require for
payment of customs duties and tariff fees.

3. Excise Tax

The Association did not have any transactions in 2025 and 2024 which are subject to
excise tax.

4. Other Taxes and Licenses

2025
Local tax P 118,409
National tax -
P 118,409
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5. Withholding Taxes

2025

National Internal Revenue Taxes
Withholding Tax on Compensation g 5,033
Expanded Withholding Tax 12,000
P 17,033

6. Deficiency Tax Assessments and Tax Cases

As of December 31, 2025, the Association did not have any final deficiency tax
assessments from the BIR nor does it have cases outstanding or pending in courts or
bodies outside of the BIR in any of the open years.

7. Other Information

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