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Financial assets migrate through the following three stages based on the change 1n credit
quality since 1mitial recogrition:

* Stage 1: 12-month ECL. For credit exposures where there have not been
significant mcreases m credit risk since tnitial recognition and that are not credit-
impaired upon orgination, the portion of lifetime ECLs that represent the ECLs
that result from default events that are possible within the 12-months after the
reporting date are recognized.

* Stage 2: Lifetime ECL - not creditimparred. For credit exposures where there
have been significant increases 1 credit risk since mnitial recognition on an
individual or collective basis but are not credit-impaired, lifetime ECLs
representing the ECLs that result from all possible default events over the
expected life of the financial asset are recognized.

* Stage 3: Lifetime ECL - credit-impaired. Financial assets are credit-imparred
when one or more events that have a detrimental impact on the estimated future
cash flows of those financial assets have occurred. For these credit exposures,
lifetime ECLs are recognized and mterest revenue 1s calculated by applying the
credit-adjusted effective interest rate to the amortized cost of the financial asset.

Loss allowances are recognized based on 12-month ECL for debt mvestment securities
that are assessed to have low credit msk at the reporting date. A financial asset 1s
considered to have low credit risk if:

¢ the financial mstrument has a low risk of defaulg;

* the borrower has a strong capacity to meet its contractual cash flow obligations
in the near term; or,

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

RMF considers a debt mnvestment secunity to have low credit risk when its credit risk
rating 1s equivalent to the globally understood defmnition of ‘investment grade’, or when
the exposure 1s less than 30 days past due.

Determination of the Stage for Impaivment. At each reporting date, RMF assesses whether
there has been a significant mcrease in credit risk for financial assets since 1mitial
recognition by comparing the risk of default occurring over the expected hife between the
reporting date and the date of imitial recognition. RMF considers reasonable and
supportable information that 1s relevant and available without undue cost or effort for
this purpose. This includes quantitative and qualitative information and forward-looking
analysis.

An exposure will migrate through the ECL stages as asset quality deteriorates. If, m a
subsequent period, asset quality improves and also reverses any previously assessed
significant increase in credit risk since ongination, then the loss allowance measurement

reverts from lifetime ECL to 12-month ECL.

Derecognition of Financial Assets and Tiabilities.

Financial assets.

A financial asset (o1, where applicable a part of a financial asset or part of a group of similar
financial assets) 1s derecognized where:

o the rights to recewe cash flows from the asset have expired;

¢ RMF retains the right to recewe cash flows from the asset, but has assumed an
obligation to pay them 1n full without material delay to a third party under a “pass-
through’ arrangement; or

¢ RMF has transterred its rights to recewe cash flows from the asset and either ()
has transferred substantially all the risks and rewards of the asset, or (b) has
neither transterred nor retained substantially all the risks and rewards of the asset,
but has transtferred control of the asset.

Where RMF has transterred its rights to recewe cash flows from an asset and has neither
transterred nor retained substantially all the nisks and rewards of the asset nor transferred
control of the asset, the asset i1s recognized to the extent of RMPF’s continuing
mnvolvement in the asset.

Fenancial babilitzes.

A financial liability 1s derecognized when the obligation under the lLability 1s discharged

or cancelled or expires.

Where an existing financial hability 1s replaced by another from the same lender on
substantially different terms, or the terms of an existing liability are substantially modified,
such an exchange or modification 1s treated as a derecognition of the original liability and
the recognition of a new lability, and the difference in the respective carrying amounts is
recognized through results of operations.

If, 1n a subsequent period, the amount of impairment loss decreases and the decrease can
be related objectively to an event occurring after the mmpawrment was recognized, the
previously recognized mmpairment loss 1s reversed. Any subsequent reversal of an
unpairment loss 1s recognized through results of operations, to the extent that the carrying
value of the asset does not exceed its amortized cost at the reversal date.

Prepaid expenses.

Prepaid expenses are carried at the amounts paid and are amortized as they are used in
operations or as they expire with the passage of time.

Property and equipment.

Property and equipment are stated at cost, net of accumulated depreciation and
accumulated impairment losses.
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Cost of property and equipment comprises its net purchase price and directly attributable
costs of bringing the asset to workmg condition for its intended use.

Subsequent expenditures that mmprove asset performance are capitalized. Other
expenditures are expensed.

Depreciation and amortization is computed on the straight-line method over the
estimated useful lives of the assets. Annual rates are as follows:

Annual rates (%)

Leasehold improvernents 10%
Furmiture, fixtures and equipment 20%
Motorcycle 20%
Computer and financial software 33%
Right of use asset 20% to 50%

The usetul lives of the assets and depreciation method used are reviewed periodically for
any significant change 1n utility of the assets and in the expected pattern of economic
benetits to ensure that current and future depreciation charges are adjusted accordingly.

Gain or loss on disposal or retirement of property and equipment are generally reflected
in the statement of operations.

At each reporting date, property and equipment are assessed for any indication of
inpairment 1n value based on internal and external sources. If any indication exists,
recoverable amount of the asset 1s estimated and an impairment loss 1s recognized
through results of operations.

Deferred credits.

Funds recetved that are restricted by the donors for specitic purposes are reported as
deferred credits. These are deemed donated and reported as mcome only upon the
occurrence of the events specified by donors.

Fund balance.

Cumulative excess of supports and other gains over expenses mncludes the current and
prior period results reported in the statements of operations.

Revenue and expense recogmition.
Revenues are recognized when it 1s probable that the economic benetits associated with

the transaction will flow to RMF and the amount of revenue can be reliably measured on
the following basis:

® Interests on loans are recognized on accrual basis using the effectve interest

method.

® [ees charged for servicing of loans are recognized when the service 1s provided.
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o  Membership fees are recognized when a new member 1s admitted.

¢ Grants and sub-grants are recognized as receipts over pertods to match them with
the related costs which they are intended to compensate. Grants related to
depreciable assets are recognized as mcome over the periods and 1n proportion
in which depreciation on those assets 1s charged.

e Other income 1s recognized as earned.
Expenses are recognized when incurred.
Retirement benefits.

The net defined benefit liability or asset 1s the aggregate of the present value of the defined
benefit obligation at the end of the reporting period reduced by the fair value of plan
assets (1if any), adjusted for any effect of limiting a net defined benefit asset to the asset
cetling. The asset ceiling 1s the present value of any economic benefits available m the
form of retunds from the plan or reductions m future contrbutions to the plan.

The cost of providing benefits under the defined benefit plans 1s actuarially determined
using the projected unit credit method.

Detined benefit costs comprise the following:

® Service cost
e Netnterest on the net defined benefit hability or asset

¢ Remeasurements of net defined benefit liability or asset

Service costs which include current service costs, past service costs and gains or losses
on non-routine settlements are recognized as expense in the statement of operations. Past
service costs are recognized when plan amendment or curtailment occurs. These amounts
are calculated periodically by independent qualified actuaries.

Net interest on the net defined benefit liability or asset 1s the change during the period
the net defined benefit hability or asset that arises from the passage of time which 1s
determined by applying the discount rate based on government bonds to the net defined
benefit hability or asset. Net interest on the net defmmed benefit lability or asset 1s
recognized as expense or income in the statement of operations.

Remeasurements comprising actuarial gains and losses and return on plan assets are
recognized tmmediately as other comprehensive income in the period m which they anise.
Remeasurements are not reclassified to statement of operations in subsequent periods.

Plan assets are assets that are held by a long-term employee benefit fund. Plan assets are
not available to the creditors of RMF, nor can they be paid directly to RMF. Fair value
of plan assets 1s based on market price information. When no market price 1s available,
the fair value of plan assets 1s estunated by discounting expected future cash flows using
a discount rate that reflects both the risk associated with the plan assets and the maturity
or expected disposal date of those assets (or, 1f they have no maturity, the expected period
until the settlement of the related obligations). If the fair value of the plan assets 1s higher
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than the present value of the defined benefit obligation, the measurement of the resulting
defined benefit asset 1s limited to the present value of economic benefits available 1n the
form of refunds from the plan or reductions m future contributions to the plan.

Leases.

RMF assesses whether a contract 1s, or contains, a lease at the imnception of the contract.
A contract 1s, or contains, a lease if the contract conveys the night to control the use of
an 1dentifted asset for a period of tune n exchange for consideration. For leases, where
RMF acts as the lessee, RMF recognizes a nght-ofuse asset and a lease liability at the
commencement date of the lease. The nght-of-use asset 1s 1utially measured at cost,
which 1s comprised of the mitial amount of the lease lability with certain adjustments,
and subsequently depreciated using the straight line method, with depreciation expense
recognized in profit or loss. The lease liability 1s initially measured at the present value of
lease payments over the term of the lease using a discount rate that 1s based on the
prevailing borrowing rate. The discount rate 1s specific to each lease and 1s determined by
various factors, such as the lease term and currency. The lease term includes the non-
cancellable period and the optional period where 1t 1s reasonably certan we will exercise
of not exercise an extension or termination option, considering various factors that create
an economic mcentive to do so. Subsequently, the lease hability 1s measured at amortized
cost using the effective mnterest method, with interest charged to interest expense in profit
or loss. Lease liabilities and night-of-use assets are measured upon lease modifications.

Leases of low value assets or with relatively short terms are expensed when mecurred.
Provisions.

Provisions are recognized when RMF has a present obhgation (legal or constructive) as a
result of a past event, it 1s probable that an outflow of economic resources embodying
economic benefits will be required to settle the obligation and a reliable estimate can be
made of the amount of the obligation. The expense relating to any provision 1s presented
in the statements of operations.

Contingencies.

Contingent labilities are not recognized in the financial statements but are disclosed
unless the possibility of an outflow of resources embodying economic benefits 1s remote.
Contingent assets are not recognized but are disclosed 1n the financial statements when
an inflow of economic benefits 1s probable.

Events after reporting date.

Post year end events that provided additional mformation about RMF's position at

reporting date (adjusting events) are reflected in the financial statements. Post year end
events that are not adjusting events are disclosed when material.
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Tudoments and Accounting Estimates.

In the process of applying the accounting policies of RMF, management has made following
judgments and estunates which have the most significant effect on the amounts recognized
in the financial statements:

[udoments.

Provisions and contingencies.

RMF applies judgment on when to recognize provisions or contingent habilities. Provisions
are recognized when RMI has a present obligation (legal or constructive) as a result of a past
event, it 1s possible that an outflow of resources embodying economic benefits will be
required to settle the obligation, and a reliable estumate can be made of the amount of the
obligation.

Estimales and Assumblions

The key assumption concerning the future and other key sources of estimation uncertainty
at the reporting date that have a significant nisk of causing a material adjustment to the
carrying amounts of assets and liabilities within the next financial year are discussed below.

Allowance for expected credit losses.

ECLs are dertved from unbiased and probability-weighted estumates of expected loss, and are
measured as follows:

s Financial assets that ave not credit-impaired at the veporting date: as the present value of all cash
shortfalls over the expected life of the financial asset discounted by the effective mnterest
rate. The cash shortfall 1s the difference between the cash flows due to RMF in
accordance with the contract and the cash flows that RMF expects to recewe.

»  Financial assets that are credit-impaived at the repoiting date: as the difference between the gross
carrying amount and the present value of estimated future cash flows discounted by the
effective mterest rate.

o Undrann loan commitments: as the present value of the difference between the contractual
cash flows that are due to RMF 1f the commitment 1s drawn down and the cash flows
that RMF expects to recetve.

»  Financial guarantee sontracts: as the expected payments to reunburse the holder less any
amounts that RMF expects to recover.

RMF leverages existing risk management indicators (e.g. internal credit risk classification and
restructuning triggers), credit risk rating changes and reasonable and supportable information
which allows RMF to identify whether the credit risk of financial assets has significantly

increased.

Allowance for expected credit losses amounted to P155,879,966 and P61,553,574 as of
December 31, 2020 and 2019, respectively. Loans and accounts recewables net of allowance for
expected credit losses amounted to P2,504941,427 and P1,698976,958 as of
December 31, 2020 and 2019, respectively.

13
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Retivement benefits.

The determmation of the obligation and cost of pension 1s dependent on certain assumptions
used 1n caleulating such amounts. Those assumptions are described m Note 15 — Retirernent
benefits and include among others, discount rates and future salary increases. While
management believes that its assumptions are reasonable and appropriate, significant
differences in the actual expentence or significant changes m the assumptions may matenally
affect the pension and post-employment obligations. Retirement benefit expense amounted

to P18,801,141 and P8,500,484 m 2020 and 2019, respectively. Accrued retirement payable
amounted to P68,625,237 and P28,141,934 as of December 31, 2020 and 2019, respectively.

Ulseful lives of property and equipmrent.

RMF estimates the useful lives of depreciable assets based on the period over which the assets
are expected to be available for use. The estimated useful lives of these assets are reviewed
annually and are updated if expectations differ from previous estimates due to physical wear and
tear and technical or commercial obsolescence. It 1s probable that the results of future operations
could be matenally affected by changes in the estimates due to changes in aforementioned
tactors. Reduction i estimated useful lives of depreciable assets would increase depreciation
expense and decrease non-current assets.

Carrying value of depreciable assets amounted to P204,047,499 and P135,581442 as of
December 31, 2020 and 2019, respectively.

Lmpazrment of non-financial assets.

RMF assesses the wnpamment of non-financial assets whenever events or changes in
circumstances indicate that the carrying amount of an asset may not be recoverable. The
impatrment review requires an estimation of the present value of the expected tuture cash flows
trom continued use of the assets and selection of an appropmniate discount rate that can materally
affect the financial statements.

Carrying values of non-financial assets as of reporting date are as follows:

December 31 December 31

CASH

This account consists of:

December 31 December 31

2020 2019
Cash on hand P60,322,532 P41,867,260
Cash in barks 226,615,263 196,033,550

P286,937,795 P237,900,810

Cash on hand consists substantially of revolving funds and other cash funds.

Cash in banks earn interest at annual bank rates. Interest income earned from cash in banks

amounted to P5,004,184 and P4,044,323 1n 2020 and 2019, respectively.

LOANS RECEIVABLE

This account consists of:

December 31 December 31

2020 2019

Gross loans recetvable P2,568,499,399 P1,689,498,475
Less: Deferred loan interest income 842,169 745,829
Allowance for expected credit losses 155,879,966 61,553,574
156,722,135 62,299,403

P2,411,777,264  P1,627,199,072

2020 2019
Prepaid expenses and other current assets P27,246,022 P40,165,636
Property and equipment — net 204,047,499 135,581,442

Fair value of financial instruments.

PIRSs requires that certain assets and liabilities be carried at fair value which requires the use
of accounting judgment and estimates. While significant components of fair value
measurement are determined using verifiable objective evidence, the timing and amount of
changes m fair value would differ with the valuation methodology used. Any change in fair
value of these financial assets and liabilities would directly atfect results of operations or fund
balance. As of December 31, 2020 and 2019, fair value of financial assets amounted to
P2,791,879,222 and P1,936,877,768, respectively, and fair value of financial liabilities
amounted to P2,248,833,563 and P1,204,130,957, respectively.
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Changes i allowance for expected credit losses were as follows:

2020 2019
Balance beginning P61,553,574 P46,450,538
Expected credit losses charged to operations (Note 11) 108,578,064 36,094,268
Written off (14,251,672) (20,991,232)
Balance end P155,879,966 61,553,574

The Philippine Finance Association (PFA) and the Microfinance Council of the Philippines,
Ine. (MCPI) requested for prudential accounting relief measures for licensed financing

companies (FCs) and lending companies (LCs), and accredited microfinance NGOs (MF-
NGOs).

Pursuant to R.A. No. 11494, Bayanihan to Recoveras One Act, the SEC 1s allowed to adopt

measures to enable companies to cope with the impact brought by Covid-19 pandemic. It s
of this purpose that the Commission en banc, i its meeting held on December 22, 2020,

15

IVIONVNI4 a3Lidny

V1S

SINIW

[«
(7]



NTS

CIAL STATEM

ED FINAN

AUDIT

(]
o

decided to provide relief to the subject mstitutions by allowing staggered booking of
provision for credit losses calculated m accordance with the requirements of Philippine
Financial Reporting Standards (PFRS), PFRS for Small and Medium-Sized Entities (SMEs),
or PFRS for Small Entities (SEs), as applicable, for annual period ending on or after
December 31, 2020 for a maximum period of five (5) years using straight-line amortization
method to be recognized in the profit or loss. FCs, LCs and MF-NGOs shall continue to

report actual past due and non-performing loans and provision for credit losses.

The financial statements have been modified by the application of the following financial
reporting rehief 1ssued and approved by the Secunties and Exchange Commussion 1n response
to the COVID-19 pandemic. The relief covers only current-year transactions/ events and
do notimpact the comparative period/s. (see Note 2)

Income from microfinance actrvities consists of as follows:

Advances to officers and employees include operational advances subject to liquidation.

Deposits recervable are rental deposits refundable to RMF at the end of the lease term.

PROPERTY AND EQUIPMENT

As of December 31, 2020

2020 2019
Interest mcome earned from loans 881,878,406 966,345,167
Comrmission income 96,552,682 106,470,715
Service and general fees 19,759,668 7,535,657

P998,190,756  P1,080,351,539

Loans earn interest at annual rates ranging from 24.00% to 77.82% in 2020 and 2019. Interest
rates are based on loan type and term, which may range from three months to twelve months.

Commission mcome 1s mainly from the insurance coverage of the members.

Service and general fees, which are deducted from the loan proceeds, are charged at a rate of
1% of the loan amount mn 2020 and 2019, based on the loan type. Service charge 1s no longer
charged for Mauswagon and Kabuhayan loans effective December 3, 2018. New loan

products introduced m 2019 are also not charged with service charge.

ACCOUNTS RECEIVABLE

This account consists of:

December 31 December 31

Furniture, Computer Right of
Leasehold fixtures and and financial use of
improvements equipment Motoreycele software (ROLT) assets Total
Cost
Balance, beginning P2,673,620 P92,706,438 P77.963,806 P28,404,440 P20,426,311 P222,174,615
Additions 195,317 375,142 24,532,059 69,587,806 — 24,690,324
Additions to ROU assets — — — — 48,897,362 48,897,362
Amortization . . . (30,628,225) (30,628,225)
Write-off — (8,084 — — (8,084)
Balance, end 2,868,937 93,073,496 102,495,865 97,992,246 28,695,448 il BgR s
Accumulated depreciation
Balance, beginning 1,874,156 43,143,490 30,100,021 6,475,500 — 86,593,173
Depreciation 408,576 1,358,608 16,157,565 26,568,655 — 44,493 404
Write-off — (8,084) — — — (8,084)
Balance, end 2,282 732 49,494 014 46,257 586 33,044,161 — 131,078 493
et book wvalue P536,205 43579 482 P56,238 279 P64,948 085 P38,695,448  D204,047 499
As of December 31, 2019
Furniture, Computer Right of
Leasehold fixtures and and financial use
improvements equipment Motoreycele software of assets Total
Cost
Balance, beginning P1,333,986 74,566,110 P5e,452.821 9,049,704 —  Pl143,402,621
Additions 1,581,614 24,437,936 22,494 244 22327 467 — 70,891,263
Adoption of FFRE 16 — — — — P42,616,298 42,616,298
Amortization — — — — (22,189,987) (22,189,987
Write-off (241,980 (6,347,608) (2,983,261} (2,972,731) — (12,545,580)
Balance, end 2,673,620 02,706,438 77,963,806 28,404,440 20,426,311 222,174,615
Accumulated depreciation
Balance, beginning 1,326,840 33,227 461 20,771,454 7,944,667 — 63,270,422
Depreciation 789,296 21,263,637 12,311,228 1,503,570 — 35,868,331
Write-off (241,980 (6,347,608) (2,983,261) (2,972,731) — (12,545,580)
Balance, end 1,874,156 48,143,490 30,100,021 6,475,506 — 86,593,173
et book value P799,464 F44.562 948 P47,863,735 P21,928934 P20,426,311 P135,581 442

2020 2019

Claimns receivable P66,368,728 P48,207,026
Accrued interest receivable 11,821,636 11,740,243
Advances to officers and employees 8,061,404 6,814,352
Deposits receivable 5,582,760 4,114,920
Recetvable from Sodal Security System 1,122,155 001,345
Other receivables 207,480 —=
P93,164,163 71,777,886

Claims recervable represents msurance claims that are not yet collected.

Accrued interest recervable pertains to the accrual of interest income on loans recervable.
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Depreciation charged to operations amounted to P44,493 404 and 35,868,331 in 2020 and
2019, respectively. (see Note 11)

Amortization of night of use assets amounted to P30,628,225 and 22,189,987 1 2020 and
2019, respectively. (see Notes 11 and 20)

RMF has no idle property and equipment as of reporting date.
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ACCOUNTS PAYABLE AND ACCRUED EXPENSES

This account consists of;

These are unsecured, clean loans. RMF was not in default on any of its loan commitments

throughout 2020 and 2019.

Interest expense from short-term loans amounted to 16,157,499 and P4,226 497 1n 2020
and 2019, respectively. (see Note 11)

December 31 December 31

2020 2019

Accounts payable and other current liabilities P105,286,305 P21,320,232
Lease liability (Note 20) 39,417,706 20,844,067
Emplovee bonds payable 18,307,046 13,083,472
Insurance payable 14,723,621 39,735,942
Loan redemption fund 13,248,164 1,572,568
Accrued interest payable 2,520,833 2,254,306
Accrued expense payable 166,454 19,013
Other payables 17,315,713 179,145
210,985,847 99,008,745

Less: Non-current portion of lease liability (14,031,292) (4,232,340)
P196,954,555 P94,776,405

MEMBERS FUND

Members with or without loan outstanding are required to make a weekly deposit of at least
fifty pesos (P50.00). Any amount of deposit in excess of 20% of the loan balance can be

withdrawn anytime. A member has the option to deposit more than the required balance.

Members’ fund earns interest at the rate of four percent (4%) per annum but was temporarily
suspended m 2020. Interest expense on members’ fund amounted to P9,918 and P16,856,560
in 2020 and 2019, respectively. (see Note 11)

Accounts payable and other current habilities mclude payable to other entity tor expenses

paid in behalf of RMF, suppliers” credits, and amounts due to government agencies.

Employee bonds payable 1s a security bond collected from trust staff and branch managers

to be refunded upon resignation.

Insurance payable represents insurance premium of members for their life insurance policy

for remittances to insurer.

Loan redemption fund 1s a percentage of amounts borrowed by the member, established to

serve as 4 security on loan principal in case of death of a borrower during the term of the

loan.

SHORT-TERM LOANS

These are loans from banks with terms ranging from two months to one year as follows:

Maturity December 31 December 31

Interest rate date 2020 2019

Union Bank of the Philippines (UBP) 5.75% 05/11/2021 P99.000,000 =
5.75% 05/10/2021 500,000,000 —

5.75% 03/02/2021 333,333,333 —

6.00% 03/02/2020 e P310,000,000

Land Bank of the Philippines (LBP) 5.00% 06/09/2021 200,000,000 —
5.00% 12/10/2021 200,000,000 —

5.00% 03/02/2020 — 145,000,000

Philippine National Bank (PNB) 5.75% 03/22/2021 100,000,000 -
6.50% 02/03/2020 — 50,000,000

P1.432,333 333 P505.000,000
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10.

OTHER SUPPORTS

RMTF 1s the recipient of the following grants and sub-grants:

2020 2019

Water Org. Inc. P838,011 P3,089,443
PhilPacific Insurance Brokers & Managers, Inc. 800,000 —
Grameen Foundation USA 50,000 —
Others 276,829 -
1,964,840 P3,089,443

On November 6, 2017, Water.org entered into a grant agreement with RMF for the
implementation of its new project called Water, Sanitation and Hygiene (WASH). Water.org
grants the total amount of $126,828 (the “Program Funds™) to RMF. The Program Funds
will be disbursed to RMF in amounts and tuning to be determimned at Water.org’s sole
discretion but may adjust its timing or amount based upon written request from RMF. The
Program Funds will be use by RMF for the mmplementation of sustainable water and
sanitation projects for health and environmental education, organization development, and
the introduction of potable water and sanitation. The agreement will expire on

February 28, 2021.

In 2020, RMF recewved a grant from PhilPacific Insurance Brokers & Managers, Inc.
(“Philinsure”) for the implementation of a project called Bugsay Scholarship Program. The
project shall establish a scholarship program for the children of RMF’s clients who meet the
criteria set by the Scholarship Program Commuittee. The scholarship shall cover the cost of
tuition and other school fees, academic and extracurricular expenses, purchase of textbooks,
board and lodging, transportation, clothing, medical needs and other valid related education
expenses and support services to complete the student-grantee’s degree program. The project
aims to provide scholarship to a total of ten (10) scholars per year over the course of ten (10)
years. Philinsure will provide RMF with a grant of P80,000 net of tax for each scholar per
year. This project has a duration of ten years subject to an annual evaluation. Both parties
shall have the option to continue the grant after each evaluation.

19
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RME also recetved a grant from Grameen Foundation USA in the amount of $1,000 for

Covid-19 response to enhance livelthoods of individual entrepreneurs and families.

Other grants substantially consist of Covid-19 related donations.

11.

EXPENSES FOR MICROFINANCING ACTIVITIES

This account consists of:

Client retention consist of:

2020 2019
Personnel management P626,488,599 P482,871,559
Branch expenses 130,271,852 163,837,330
Expected credit losses (Note 4) 108,578,064 36,094,268
Depreciation (Note 6) 44,493,404 35,868,331
Amortization (Notes 6 and 20) 30,628,225 22,189,987
Interest expense (Notes 8, 9, and 20) 17,995,976 22,216,726
Client retention 16,375,387 22,725,839
Fixed asset managernent 7,117,986 6,587,254
981,949,493 P792,391,294
Personnel management consists of:
2020 2019
Salaries and wages P537,016,852 P421,011,960
Retirement benefits expense (Note 15) 18,801,141 8,500,484
Other employee benefits 70,670,606 53,359,115
P626,488,599 P482,871,559
Branch expenses consists of:
2020 2019
Finance charges P25,479,732 P15,496,402
Maintenance and office supplies 22,954,682 42,074,716
Gasoline and o1l 18,381,850 20,091,958
Utilities 15,897,745 15,751,255
Communications 11,648,142 11,748,786
Rent (Note 20) 10,226,241 14,669,157
Fare and toll fees 10,117,300 16,507,594
Freight and delivery expenses 2,851,553 2,081,860
Miscellaneous 12,714,607 25,415,601
P130,271,852 P163,837,329
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2020 2019
Client training and intervention 7,588,526 3,897,758
Advertising and promotions 6,931,724 790,476
Market research and development 1,124,253 2,043,891
Gifts and tokens 727,084 10,749,289
General assermnbly expenses 3,800 5,244,425
P16,375,387 P22,725,839
12. ADMINISTRATIVE EXPENSES
This account consists of:

2020 2019
Membership fees and dues P71,630,203 P1,704,442
Taxes and licenses 36,672,386 7,425,538
Professional fees 18,912,810 61,129,232
Contracted services 9,395,466 _—
Branch pre-operating expenses 1,871,939 946,113
Representation 526,381 5,087,162
Program monitoring and evaluation 830,088 7,054,807
Computerization project expense = 2,247,120
Miscellaneous 2,343,687 2,761,878
P141,433,050 88,356,292
Professional fees consists substantially of consultancy fees paid to a third party for process

review and improvement.

13. INCOME TAX

Republic Act No. 10693, provides that a duly registered and accredited NGO whose primary
purpose 1s microfinance and only on their microfinance operations catering to the poor and
low-income mdvidual in alignment with the main goal of the Act to alleviate poverty 1s
subject to a preferential tax treatment of 2% based on its gross receipts from microfinance
operations 1 lieu of all national taxes.

On March 21, 2019, the Microfinance NGO Regulatory Council (Council) 1ssued a certificate
of accreditation to RAFI Micro-Finance, Inc. (RMF). The certificate shall be valid for three
(3) years from the date of issuance unless earlier revoked by the Council. As such, RMF 1s
subject to the preferential tax rate of 2%.

Income tax expense amounting to P20,003,112 and P21,668,820 in 2020 and 2019,
respectively, represents 2% preferential tax on gross recepts of RMI.

Income tax payable amounting to P7,826,598 and P6,528,157 as of December 31, 2020 and

2019, respectively, represents the current mcome tax net of income tax credits.
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14. COMPENSATION OF KEY MANAGEMENT PERSONNEL

The members of the Board of Trustees do not recerve any compensation from RMF.

The aggregate compensation and benefits paid to key management personnel were as follows:

2020 2019
Short-term employee benefits P48,250,828 P30,067,024
Post-employment benefits 3,668,550 1,894,222

i

RETIREMENT BENEFITS

RMF has a non-contributory benefit plan providing for retirement, death and disability
benefits to permanent and regular employees. Retirement benefits under the plan 1s equal to
100% of final monthly salary for every year of service for services rendered prior to January
1, 2006 and 150% of final monthly salary for every year of service rendered starting January
1, 2006.

Components of accrued retirement obligation recognized in the balance sheet and retirement
cost recognized in the statement of operations, and actuamal loss recognized in other
comprehensive income (OCI) are as follows:

2020 2019
Retirement cost
Current service cost P17,379,973 8,093,835
Net interest cost 1,421,168 406,649
Retirement benefits expense imcluded in personmnel
management (Note 11) 18,801,141 8,500,484
2020 2019
Curnulative actuarnal gain (loss)
Balance, beginning 8,293,532 P37,713,903
Actuarial loss for the year (37,710,578) (29,420,371)
Balance, end (29,417,046) P8,293,532
2020 2019
Assumptions used to determine retirement benefits
Discount rate 4.09% 5.05%
Rate of salary increase 6.00% 6.00%

The sensitivity analysis below has been determined based on reasonably possible changes of
each significant assumption on the accrued retirement obligation as of December 31, 2020,

assuming all other assumptions were held constant:

Effect on 2020 accrued

retirernent payable

Change in discount rates

1% increase (P19,573,740)

1% decrease 24,261,091
Change in salary rate increase

1% 1increase 24,178,404

1% decrease (19,879,917)

2020 2019
Changes in present value of obligation
Balance, January 1 P73,096,150 P35,256,408
Current service cost 17,379,973 8,093,835
Interest cost 3,691,356 2,947 436
Withdrawals (6,424,521 =
Actuanal loss 36,123,677 26,798,471
Balance, December 31 123,866,635 73,096,150
Changes in fair value of plan assets
Balance, January 1 44,954,216 30,392,186
Interest incomne 2,270,188 2,540,788
Contributions 16,028,415 14,643,142
Withdrawals (6,424,521 =
Actuanal loss (1,586,900) (2,621,900)
Balance, December 31 55,241,398 44,954,216
Liability recognized in balance sheet 68,625,237 P28,141,934
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10.

PERFORMANCE STANDARDS

As required under the Regulatory Framework for Microfinance Institutions, a common set
of performance standards for all institutions engaged 1n microfinance was formulated to allow
greater transparency in the operations of MFTs.
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The performance standards of RMF as of and for the years then ended calculated based on
the Regulatory Framework for Microfinance Institution are as follows:

risk. The Board of Trustees has set policies on management of each of these risks and has
appomnted a committee to implement the policies and monitor compliance thereot.

Credit visk.

Credit risk 1s the risk that one party of a financial instrument will cause a financial loss for the

other party by failling to discharge an obligation.

The lending policies of RMF include among others that all loan applicants be required to
make a weekly deposit which earns interest if member 1s active, and a loan redemption fund
deducted from proceeds of the loan to serve as a security on the principal in case of death of
a borrower. The Credit Commuittee undertakes the implementation of credit policies and
monitors loans recevable on an ongoing basis to minimize exposure to bad debts. Loans

recetvable net of allowance amounted to P2,411,777,264 and P1,627,199,072 as of
December 31, 2020 and 2019, respectively.

RMF’s exposure to credit risk from other financial assets which comprises cash 1s mitigated
by mamntainmg depository accounts and cash investments with financial institutions of high
credit rating. Furthermore, the Board of Trustees sets limits on deposits that could be placed
with a single mstitution. Cash amounted to P286,937.795 and P237,900,810 as of
December 31, 2020 and 2019, respectively

The credit quality per class of financial assets that was neither past due nor umpaired 1s as

follows:
December 31, 2020
Neither past due nor impaired Past due or
High Medium Low Impaired Total
Financial assets at
amortized cost
Cash P256,937,795 — — — P256,937,795
Loans receivable — P2,371,595,008 — P196,204,301 2,568,499,399
Accounts receivable — 03,164,163 — — 093,164,163
P2586,937,795 P2,464,759,201 — P196,904,301 P2.948,601,357

December 31, 2019

Neither past due nor impaired Past due or

2020 2019
Portfolio quality
Portfolio at risk 8% 3%
Loan loss reserve 80% 102%
Efticiency
Administrative efficiency 51% 58%
Operational self-sufficiency 81% 110%
Loan officer productivity 269 196
Sustamability
Financial selt-sufficency 89% 119%
Loan portfolio profitability (6%) 14%
Outreach
Growth m number of active MF clients 31% 16%
Growth in microfinance loan portfolio 52% 23%
Depth of cutreach 19% 13%
17. CAPITAL MANAGEMENT
The primary objective of RMF 1n managing capital 1s to ensure RME's ability to continue as
a going concern so that RMF can continue to support its projects and programs and thus
achieve the purpose for which it was created.
RMF manages its capital structure and makes adjustments to it in the light of changes in
economic condition. To mamtain or adjust capital, RMFEF may assess its members or sell its
assets to reduce debt. No changes were made 1n the objective, policy or processes 1n 2020
and 2019.
RMF considers fund balance as capital. Fund balance amounted to P697,887,345 and
P875,823,/98 as of December31,.2020 and.2019; respectively.
18. FINANCIAL INSTRUMENTS
RMF’s prineipal financial mstruments comprise of cash, loans recervable, accounts recervable,
accounts payable and accrued expenses, short-term loans, and members” fund.
The carrying value of RMF’s financial asset and financial liabilities approximates fair value
due to their relatively short term maturities.
19. FINANCIAL RISK MANAGEMENT POLICIES AND OBJECTIVES

The financial assets and fmancial labilities of RMF comprise of cash in banks, loans
recetvable, accounts recetvable, accounts payable and accrued expenses, short-term loans, and
members’ fund. The main nisks ansing from these instruments are credit risk and liquidity

24

High Medium Low Impaired Total
Financial assets at
amortized cost
Cash P237 900,810 — — — P237 900,810
Loans receivable — P1,635,890,082 — P53,608,393 1,689,498,475
Accounts receivable — 71,777,886 — — 71,777,886
P237 900,810 P1,707,667,968 — P53,608,393 P1,999.177.171
25
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Aging analysis per class of financial assets that were past due but not impaired and impaired
were as follows:

December 31, 2020

90 Ower 90 less Owver
days or less than 1 year 1 year Impaired Total
Loans receivable P32,352,939 P137,340,502 P27,210,860 s P195,904,301
December 31, 2019
a0 Owver 90 less Ower
days or less than 1 year 1 year Impaired Total
Loans receivable P12,942 817 P25,822,802 P14,842,774 = P53,608,393

Liguidity visk.

Liquidity risk 1s the risk that an entity will encounter difficulty in meeting obligations
associated with financial liabilities that are settled by delwering cash or another financial asset.

RMF 1s exposed to daily calls on its available cash resources from its members’ funds and
loan draw downs. [t maintains sufficient cash at each operating unit to cover withdrawals at
unexpected levels of demand.

To manage this risk, RMF regularly monitors its projected and actual cash flows information
and, 1f necessary, obtains additional short-term funding from banks.

As of reporting date, the RMP’s accounts payable and accrued expenses, short-term loans,
and members’ fund are payable within one year and their carrying values are equal to their
total contractual undiscounted payments.

As of reporting date, the RMF's cash, loans recetvable, and accounts recervable are collectible
within one year and their carrying values are equal to therr total contractual undiscounted
collections.

Tnterest rate risk.

Floating rate financial instruments are subject to cash flow interest rate risk while fixed rate
financial instruments are subject to fair value rate nisk.

Cash flow interest rate risk 1s the risk that the future cash flows of a financial instrument will
fluctuate because of changes in market interest rate. Fair value interest rate risk 1s the risk
that the fair value of a financial instrument will fluctuate due to changes in market interest
rate.

RMF’s exposure to market risk for changes in mterest rates relates prumarily to its short-term
loans.

26

The following table sets out the carrying amount, by maturity, of RMFs financial instruments
that are exposed to interest rate risk:

As of December 31, 2020

< 1 year 1 to 5 years = 5 years Total
Short-term loans P1,432,333,333 - __ P1,432,333,333
As of December 31, 2019

< 1 year 1 to 5 years > 5 years Total
Short-term loans P505,000,000 — —_ P505,000,000

The following table demonstrates the sensitivity to a reasonably possible change 1 mterest
rates, with all other variables held constant, of RMIs profit before tax:

Increase (decrease)
in basis points

Increase (decrease) i
profit before tax

December 31, 2020 100 (P5,755,620)
(503 2,877,810
Decemnber 31, 2019 100 (830,833)
(50) 415,417
20. LEASES

RMF leases its otfice and branch premuses from third parties for a term rangmg from one (1)
year to ten (10) years renewable upon mutually acceptable terms.

Set out below are the carrying amounts of RMF’s right-of-use assets and lease liabilities and
the movements during the year:

December 31, 2020

Right-of-use asset Lease liability

(Note 6) (Note 7)

As at January 1 P20,426,311 20,844,067
Additions 48,897,362 48,897,362
Amortization (30,628,225) =
Interest = 1,828,559
Payments — (32,152,282)
As at December 31 P38,695,448 P39,417,706
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December 31, 2019

Right-of-use asset Lease hability

(Note 6) (Note 7)

As at January 1 - _—
Additions P42,616,298 P42,616,298
Amortization (22,189,987, =
Interest = 1,133,669
Payments — (22,905,900}

As at December 31 P20,426,311 P20,844,067

branch expansion mitiatives which resulted to a higher personnel costs and salaries which
were still grven throughout the community quarantine period.

Portfolio at risk at the end of the year 1s at 7.6%. The loan portfolio 1s covered with an
allowance for expected credit losses of P156 mullion. RMF focuses on nitiatives that would
impact on the improvement of the loan portfolio quality.

RMF is continuously providing interventions to clhients particularly those with diminished or
no family mncome, transferred residence, and unstable businesses.

The carrying amounts of RMPF’s night-of-use asset as of December 31, 2020 and 2019 are
presented as part of property and equipment. (see Note 6)

Set out below are the amounts recognized in the statements of comprehensive mncome:

2020 2019

22,

NOTES TO CASH FLOWS

Non-cash transactions include recognition of night of use asset and lease hability amounting

to P48,897,362 and P42,616,298 1n 2020 and 2019, respectively.

Amortization expense of rnight of use assets (Note 6 and 11)

P30,628,225 P22,189,987

23:

RECLASSIFICATION OF ACCOUNTS

Certain accounts in the 2019 financial staternents were reclassified to conform with the 2020
presentation.

Rent expense — short-term leases (Note 11) 10,226,241 14,669,157
Interest expense on lease hiability (Note 11) 1,828,559 1,133,669
P42,683,025 37,992,813

The future minimum rental payments per contract provisions are as follows:
December 31 December 31
2020 2019
Within one year 26,717,534 P17,487,908
More than cne year but less than 5 years 14,582,410 4,232,340

24.

APPROVAL OF FINANCIAL STATEMENTS

The financial statements of RMF as of and for the year ended December 31, 2020 (including

the comparatives for the year ended December 31, 2019) were authornized for 1ssue by the
Board of Trustees on ___, 2020,

21

IMPACT OF COVID-19 PANDEMIC ON THE FINANCIAL STATEMENTS

With the outbreak of the 2019 Novel Corona Virus Acute Respiratory Disease, now known
as COVID — 19, the Philippine government has been undertaking measures to contain its
spread by mposing commumty quarantine and protocols that include compliance of
minimum public health standards, strict home quarantine, prohibition of mass gatherings,
suspension of face to face or in person classes at all levels, suspension of public transportation
and strict regulation of operating businesses, among others. No economic activities were
allowed during enhanced commumty quarantine (ECQ) except those involved in the
provision of essential goods and services. Depending on industry classification, some
businesses were allowed to operate partially or i full during modified enhanced community

quarantine (MECQ) and general community quarantine (GCQ).
RMF’s income from microfmancing activities decreased due to the suspension of operations

caused by the commumnity quarantines and the availment of the borrowers of the grace period
provided by Bayanthan 1 and 2. Expenses for microfinancing activities increased due to

28

25:

SUPPLEMENTARY TAX INFORMATION

Revenue Regulation No. 15-2020.

RMF reported the following tax types:

W ithholding fasces
Amount
Compensation 120,879,235
Expanded 10,569,117
P31,448,352
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Other taxes and fcernses

Amount

Documentary stamps tax P24,668,817
Busimess permit and other fees 8,161,536
Vehicle registration 3,757,759
Commurty tax 55,134
BIR annual registration 29,140
P36,672,386

Revenue Regulation No. 34-2020.

RMF 1s not covered by the requirements and procedures for related party transactions

provided under Revenue Regulation No. 34-2020.

—000—
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