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1. ELECTRIC COOPERATIVE INFORMATION

Isabela Il Electric Cooperative (ISELCO Il) is a non-stock, non-profit membership Rural Electric Cooperative
(REC) duly organized under the existing Philippine Laws and Regulations, particularly Republic Act 6038 as
amended by Presidential Decree Nos. 269 and 1645. It was incorporated and registered with the National
Electrification Administration (NEA) on February 25, 1978.

Pursuant to Article 144 of R.A. No. 9520 otherwise known as Philippine Cooperative Code of 2008, the
cooperative registered with the Cooperative Development Authority. After complying with the requirements
prescribed by the Authority, a new Certificate with Registration No. 9520-01008918 was issued on March 03,
2010. Its primary purpose is to engage in undertaking power generation, utilizing renewable energy

resources, including hybrid systems, acquisition and operation of sub-transmission or distribution to its
household members.

The EC was granted a Certificate of Franchise to operate an electric light and power service, covering one (1)
city and twenty-one (21) municipalities namely: llagan City, Cabagan, San Pablo, Sta. Maria, Naguilian, Gamu,
Roxas, Aurora, Mallig, Sto. Tomas, Delfin Albano, Tumauini, Quezon, Quirino, San Manuel, Burgos, Benito
Soliven, San Mariano, Palanan, and the municipalities benefited by Solar Home System, namely, Maconacon,
Divilacan and Dinapigue all in the Province of Isabela. The EC operates with 455 employees in 2021. Its main
office is in Alibagu, llagan City, Isabela.

The accompanying financial statements were approved by the Board of Directors.

2. STATUS OF OPERATION

As at December 2021, the EC has 176,629 billed consumers in its 506 barangays, 100% energized for the 17

municipalities and 1 city. It has a capacity of 62 MVA consisting of 6 substations, with 67.82% demand
utilization.

The electricity rates of Electric Cooperatives are governed by the “Rules for Setting Electric Cooperatives’

Wheeling Rates (RSEC-WR) promulgated by the Energy Regulatory Commission (ERC) as mandated by RA No.
9136 or the EPIRA law.

The EC incurred a net loss of P28,753,125 in 2021 and realized a net surplus of P9,841,621 in 2020. Its
collection efficiency is 88.58% (based on NEA Key Performance Standards formula) while its system loss is
10.15% as at December 31, 2021.

With its current financial condition, there are no significant uncertainties as to the Electric Cooperative’s
ability to continue as a going concern.
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3. BASIS OF PREPARATION AND PRESENTATION OF FINANCIAL STATEMENTS

The accompanying financial statements of the Electric Cooperative have been prepared in conformance with
the general practices on Electric Cooperatives (ECs) as prescribed by the National Electrification
Administration (NEA), Cooperative Development Authority (CDA) and the Energy Regulatory Commission
(ERC) and in conformity with Philippine Financial Reporting Standards (PFRS). The financial accounting
framework includes PFRS and Philippine Accounting Standards (PAS).

The financial statements are presented in Philippine peso, which is the Electric Cooperative’s functional and
presentation currency. All financial information were rounded to the nearest peso except as otherwise
indicated.

4. SUMMARY OF NEW AND REVISED ACCOUNTING STANDARDS

Adoption of New and Amended PFRS

The accounting policies adopted are consistent with those of the previous financial year, except for the new
and amended PFRS and PAS, when applicable, as follows:

Effective for annual periods beginning on or after January 1, 2021:

PFRS 17 Insurance Contracts - provides the first comprehensive guidance to accounting for insurance
contracts under PFRS. It aims to increase transparency and to reduce diversity in the accounting for insurance
contracts.

Effective for annual periods beginning on or after January 1, 2022:

PFRS 3 (Amendments) Reference to the Conceptual Framework — so that it refers to the 2018 Conceptual
Framework instead of the 1989 Framework. Adds a requirement that for transactions and other events within
the scope of PAS 37 or IFRIC 21, an acquirer applies PAS 37 or IFRIC 21 (instead of the Conceptual Framework)
to identify the liabilities it has assumed in a business combination. And adds an explicit statement that an
acquirer does not recognise contingent assets acquired in a business combination.

PAS 16 (Amendments) Property, Plant and Equipment — Proceeds before Intended Use - prohibit deducting
from the cost of an item of property, plant and equipment any proceeds from selling items produced while
bringing that asset to the location and condition necessary for it to be capable of operating in the manner
intended by management. Instead, an entity recognises the proceeds from selling such items, and the cost
of producing those items, in profit or loss.
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PFRS 37 (Amendments) Onerous Contracts — Cost of Fulfilling a Contract — specify that the ‘cost of fulfilling’
a contract comprises the ‘cost that relate directly to the contract’. Costs that relate directly to a contract can
either be incremental costs of fulfilling that contract (examples would be direct labour, materials) or an
allocation of other costs that relate directly to fulfilling contracts (an example would be the allocation of the
depreciation charge for an item of property, plant and equipment used in fulfilling the contract).

PFRS 1 (Amendments) Subsidiary as a First-Time Adopter — simplify the application of PFRS 1 for a subsidiary
that becomes a first-time adopter of PFRS Standards later than its parent — i.e. if a subsidiary adopts PFRS
1.D16(a), then a subsidiary may elect to measure cumulative translation differences for all foreign operations
at amounts included in the consolidated financial statements of the parent, based on the parent’s date of
transition to PFRS Standards.

PFRS 9 (Amendments) Fees in the '10 Per Cent Test’ For Derecognition of Financial Liabilities — clarify that for
the purpose of performing the ‘10 per cent test’ for derecognition of financial liabilities — in determining
those fees paid net of fees received, a borrower and the lender, including fees paid or received by either the
borrower or lender on the other’s behalf.

PFRS 16 (Amendments) Lease Incentives — remove the illustration of payments from the lessor relating to
leasehold improvements. As currently drafted, this example is not clear as to why such payments are not a
lease incentive.

PAS 41 (Amendments) Taxation in Fair Value Measurements — remove the requirement to exclude cash flows
for taxation when measuring fair value, thereby aligning the fair value measurement requirements in PAS 41
with those in PFRS 13 Fair Value Measurement.

Effective for annual periods beginning on or after January 1, 2023:

PAS 12 (Amendments) Deferred Tax related to Assets and Liabilities from Single Transaction - An entity
applies the amendments to transactions that occur on or after the beginning of the earliest comparative
period presented. It also, at the beginning of the earliest comparative period presented, recognizes deferred
tax for all temporary differences related to leases and decommissioning obligations and recognizes the
cumulative effect of initially applying the amendments as an adjustment to the opening balance of retained
earnings (or other component of equity, as appropriate) at that date.

PAS 1 and PFRS Practice Statement 2 (Amendments) Disclosure Initiative — Accounting Policies - are intended
to help preparers in deciding which accounting policies to disclose in their financial statements.

PAS 8 (Amendments) Definition of Accounting Estimates - introduce a new definition of ‘accounting
estimates’; clarify the distinction between changes in accounting estimates and changes in accounting
policies and the correction of errors; and clarify how entities use measurement techniques and inputs to
develop accounting estimates.

Effective for annual periods beginning on or after January 1, 2025:
PFRS 17 (Amendment), Initial Application of PFRS 17 and PFRS 9 — Comparative Information. On December

15, 2021, the FRSC amended the mandatory effective date of PFRS 17 from January 1, 2023 to January 1,
2025. This is consistent with Circular Letter No. 2020-62 issued by the Insurance Commission which deferred
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the implementation of IFRS 17 by two (2) years after its effective date as decided by the IASB. Still subject to
approval of the Board of Accountancy.

Under prevailing circumstances, the adoption of the forgoing and new and revised PFRS are not expected to
have any material effect on the financial statements. Additional disclosures will be included in the notes to
financial statements, as applicable.

5. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

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

Property, Plant, and Equipment and Depreciation

Property, Plant and Equipment is carried in the books at cost less accumulated depreciation and amortization.
Land is stated at cost less any impairment in value. The cost of an asset consists of its purchase price and cost
attributable to bringing the asset to its working condition for its intended use.

Major repairs and maintenance, which extend the life of the asset, are charged to the appropriate Property,
Plant and Equipment accounts. All other subsequent expenditures are recognized as expenses in the period
in which those are charged. Proceeds from sales of salvaged materials are credited to Non-Operating
Revenue account.

Depreciation and amortization are computed on a straight-line method over the estimated useful lives of the
assets. No depreciation is provided on land and land rights; when fixed assets are retired or otherwise
disposed of, a credit to the appropriate fixed asset account is made to eliminate the asset from the books
and the corresponding accumulated depreciation is debited.

Construction Work in Progress

Construction Work in Progress is stated at cost which represents the total cost of construction work awarded
through contracts and those being done by the EC’s own workforce. This includes the cost of construction,
other direct and indirect costs attributable to construction in progress. Borrowing costs that are directly
attributable to the construction of utility plant and others are capitalized during the construction period.
Property under construction is not depreciated until such time that completed construction are put into
operational use.

Other Non-Current Assets

Other non-current assets consist of long-term investments, security deposits, and restricted funds.
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Financial Assets

Financial assets include cash and other financial instruments. Financial assets are classified into the following
categories: financial assets at fair value through profit or loss, loans and receivables, held-to-maturity
investments and available-for-sale financial assets. Financial assets are assigned to the different categories
by management on initial recognition, depending on the purpose for which the investments were acquired.

The designation of financial assets is re-evaluated at every reporting date at which date a choice of
classification or accounting treatment is available, subject to compliance with specific provisions of applicable
accounting standards.

All financial assets are recognized on their trade date. All financial assets that are not classified at fair value
through profit or loss are initially recognized at fair value, plus transaction costs. Aside from cash, the EC’s
other financial assets are currently classified as loans and receivables.

Cash and Cash Equivalents

Cash includes cash on hand and in banks which are stated at face value. Cash equivalents, if there are, may
consist of short-term, highly liquid investments that are readily convertible to known amounts of cash and
are subject to an insignificant risk of changes in value.

Consumer Accounts Receivables
Consumer Accounts Receivables are stated net of allowance for uncollectible accounts (non-interest bearing).

Allowance for uncollectible accounts is maintained at a level considered adequate to provide for potential
uncollectibility of its receivables. The level of this allowance is generally based on the aging of consumer
receivables. Allowance for uncollectible accounts on other receivables is based on management’s evaluation
on past collection experience and other factors that may affect collectability. An estimate of the allowance
for bad debts is made when collection of the full amount is no longer probable.

Given the nature of the EC’s business, the consumer receivables are appropriate for collective impairment
assessment rather than specific. The EC’s policy in providing allowance for uncollectible accounts is in
accordance with NEA’s policy.

Materials and Supplies Inventories

The inventories on hand are stated at cost and are determined using the weighted average method, the
balances are checked by means of annual physical counts. Physical inventory is being conducted annually.

Prepayments and Other Current Assets

Prepayments represent expenses not yet incurred but already paid in cash. Prepayments are initially
recorded as assets and measured at the amount of cash paid. Subsequently, these are charged to profit or
loss as they are consumed in operations or expire through passage of time. Other current assets consist of
other dues from RECs and input tax which are initially measured at transaction cost and subsequently
measured at cost less impairment if there’s any.
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Equity

Authorized Share Capital

This account refers to authorized capitalization as prescribed in the articles of cooperation.
Unissued Share Capital

This refers to portion of the Authorized Share Capital prescribed in the articles of cooperation which is not
yet subscribed and issued.

Subscribed Share Capital

This account refers to the share capital subscribed by regular members and is payable over a certain period
of time.

Subscription Receivable

This account refers to the total unpaid subscribed share capital of regular members.

Paid-up Share Capital

This refers to collected subscribed capital stock (if memo entry recording is used).

Donated Capital

Donated capital represents contribution or grants received by the EC in the form of cash, equipment,
commodities or all forms of services. Donated capital from PSALM represents condoned debt of the EC to
NEA, while subsidies from government are also accounted as donated capital and are measured at nominal
amount received.

Miscellaneous Contributed Capital

This represents reinvestment for sustainable capital expenditures being collected from member-consumers
which are embedded in the members’ contribution equivalent to 5% of the distribution rate per kWh which
are to be used for expansion, rehabilitation or upgrading of electric power system as stated in the rate
unbundling decision. Its recognition is based on the reinvestment guidelines by NEA and ERC. Also included
are Contributions in aid of construction from private entities or members.

Accumulated Margin (Loss)

Accumulated Margin (Loss) represents the net accumulated earnings (losses) of the EC less any adjustments

arising from application of new accounting standards, policies or corrections of errors applied retrospectively.
This account contains accumulated losses from the time when PANELCO | was not yet registered to CDA.
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Statutory Fund

Based on CDA, any excess of revenues over expenses is regarded as a surplus. This shall be allocated and
distributed at the end of each reporting period in accordance with article 86 of R.A 9520.

Thirty percent (30%) of the net surplus shall be allocated to the statutory reserves to be appropriated as
follows:

e Reserve fund- 10%

e Community development fund- 3%

e Optional fund (for land or building) — 7%

e Cooperative education and training fund — 5%

e Due to union/federation (CETF) — 5%

The remaining net surplus shall be made available to the members in the form of interest on share capital not
to exceed the normal rate of return on investments and patronage refunds: Provided, that any amount

remaining after the allowable interest and the patronage refund have been deducted shall be credited to the
reserve fund.

Reserve fund refers to the amount set aside annually for the stability of the cooperative and to meet net
operating losses in its operation. Under this account are the accumulated losses incurred by the Cooperative.

The above statutory reserves shall form part of the restricted funds of the Cooperative and shall be funded
separately under a separate bank account. The maintenance of such funds shall be in accordance with the
intention as provided under R.A. 9520.

Financial Liabilities

Financial liabilities include trade and other payables, interest bearing borrowings and other liabilities.
Financial liabilities are recognized when the EC becomes a party to the contractual agreements of the
instruments. All interest related charges are recognized as an expense in the income statement under the
caption Interest Expense.

Trade payables are accounts payables while other payables represent accruals which are expenses incurred
but not yet paid. These are initially measured at transaction cost and are subsequently measured at
undiscounted amount of cash or other considerations expected to be paid.

Accrued expenses include payable for statutory contributions such as withholding taxes due to Bureau of
Internal Revenue (BIR), SSS premiums due to Social Security System (SSS) and HDMF employees' loan
amortizations and premiums due to Home Development Mutual fund (HDMF). These are measured at their
transaction cost.

Consumers’ Deposits
The member consumers also provided capital and operating funds to facilitate the construction of service

installations including deposits to secure payment of monthly bills which are refundable upon termination of
the service contract or upon compliance with the requirements of ERC for refund. Meter deposits cover
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mainly the cost of meters. However, on June 9, 2004, the ERC authorized the promulgation of Magna Carta
for residential electricity consumers which took effect on July 19, 2004, which stipulates that, residential
consumers shall be exempt from the payment of meter deposits.

Revenue Recognition

Revenue is recognized when it is probable that the economic benefits associated with the transaction will
flow to the EC and the amount of the revenue can be measured reliably.

Revenue is measured at the fair value of the consideration received or receivable and represents amounts
receivable for goods or services provided in the normal course of business.

e Revenue from distribution of electricity is recognized upon supply of power to the consumers,
net of portion allocated to capital contribution for reinvestment.

e Service charges and penalties are recognized only upon collection or accrual where there is
reasonable degree of certainty as to its collectability.

e Interest Income is recognized as the interest accrues (taking into account the effective yield on
the asset).

e Income from scrap sales is recognized when the significant and rewards of ownership of the
goods have passed to the buyer.

e Income from government grant represents the amount deducted from donated capital account
to subsidize depreciation charges on property and equipment funded by donation and grant.
Government grants shall be recognized in profit or loss on a systematic basis over the periods in
which the entity recognizes as expenses the related costs for which the grants are intended to
compensate.

e Miscellaneous income includes penalties and surcharges, income from merchandising jobs and
other non-electrical revenues, which are recognized as revenue upon billing.

Billings to member-consumers for electricity consumption consist of two major items such as
(1) Pass-On Charges to cover the cost of Generation, Transmission, System Loss and Subsidy Charges.

Under ERC Resolution No. 16 series of 2009 as amended by ERC Res. No. 21 series of 2010, the ERC
established the procedure for automatic recovery or refund of pass-through costs. Additionally, ECs are
required to file their respective application for confirmation and approval of their calculation of over/under
recoveries in the implementation of automatic cost adjustments and true up mechanism every three years
after initial filing date on October 30, 2009 for Luzon Distribution utilities like PANELCO I.

(2) Distribution, Supply, and Metering Charges are considered as EC revenue to finance its operation.
Cost and Expense Recognition

Costs and expenses are recognized in the statement of income upon utilization of the service or in the date
they are incurred. Finance costs are reported on an accrual basis.

]
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Purchased Power Cost/Cost of Energy Sold

Also known as Purchased Power Cost, represents the cost incurred by the EC for the purchase of power from
generation companies, WESM, and the transmission costs associated with the purchase of power. Power cost
is recognized on a month- to-month basis based on the kWh purchased from the power providers. Purchased
Power Cost is net of prompt payment discount received from power provider.

Distribution Expense

This account represents expenses such as supervision, operations and maintenance of the distribution
system.

Supply Expense

This account represents expenses related to consumer Accounts.
Metering Expense

This account represents expenses related to metering activities.
Administrative and General Expense

This account represents the compensation of officers, executives and other employees of the utility properly
chargeable to utility operations and not directly to any particular operating function.

Finance Cost

This account represents the total interest charges arising from all the loans availed by the EC from NEA, banks
and other financial institutions.

Employee benefits
Short-term benefits

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

For employee leave entitlement, the expected cost of short-term employee benefits in the form of
compensated absences is recognized in the case of accumulating compensated absences, when the
employees render service that increases their entitlement to future compensated absences; and in the case
of non-accumulating compensated absences, when the absences occur. A liability for bonuses is recognized
when the entity is contractually obliged or where there is constructive obligation based on past practice.
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Post-employment benefits

The Company has a non-contributory defined benefit retirement plan covering all of its regular employees.
Retirement expense is determined using the projected unit credit actuarial valuation method taking into
account the factors of discount rates, the expected rates of return on plan assets, expected rates of salary
increases, employee turnover, mortality, and medical cost trend rates.

Preferential Tax Treatments

Republic Act (RA) No. 9520, otherwise known as the “Philippine Cooperative Code of 2008”, was approved on
February 17, 2009 and took effect on April 6, 2009. Pursuant to the provisions of Article 144 of the Cooperative
Code, in relation to Sections 4 and 244 of the National Internal Revenue Code of 1997 (NIRC), as amended, the
Department of Finance, Bureau of Internal Revenue (BIR) and the Cooperative Development Authority (CDA)
issued the Joint Rules and Regulations Implementing Articles 60, 61 and 144 of the Cooperative Code on
February 5, 2010 which became effective on June 16, 2010.

1. Taxability/Exemption of Duly Registered Cooperatives Which Transact Business with Members and
Non-Members.

a) Cooperatives with accumulated reserves and undivided net savings of not more than Ten Million
(Php10,000,000.00) — Exemption - from all national internal revenue taxes for which these
cooperatives are liable as enumerated under Section 7 of this Joint Rules and Regulations such as:

i. Income Tax imposed by Title Il of the NIRC, as amended;

ii. Value-Added Tax (VAT) imposed under Title IV of the NIRC, as amended;

iii. Percentage Tax imposed under Title V of the NIRC, as amended;

iv. Donor's Tax imposed under Title Il of the NIRC, as amended, on donations to duly accredited
charitable research and educational institutions and reinvestment to socio-economic projects
within the area of operation of the cooperatives;

V. Excise Tax under Title VI of the NIRC, as amended, for which it is directly liable;

vi. Documentary Stamp Tax imposed under Title VIl of the NIRC, as amended, provided, however,
that the other party to the taxable document/transaction who is not exempt shall be the one
directly liable for the tax;

vii. Annual Registration Fee of P500.00 under Section 236(B) of the NIRC, as amended;

viii. All taxes on transactions with insurance companies and banks, including but not limited to 20%
final tax on interest deposits and 7.5% final income tax on interest income derived from a
depository bank under the expanded foreign currency deposit system; and

iX. Electric cooperatives duly registered with the Authority shall be exempt from VAT on revenues on
systems loss and VAT on revenues on distribution, supply, metering and lifeline subsidy of
electricity to their members.

]
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b) Cooperatives with accumulated reserves and undivided net savings of more than Ten Million Pesos
(Php10,000,000.00) -

b.1) Business transactions with members - Business activities engaged in by such cooperatives with its
members where said cooperative generates revenues shall be exempt from all national internal
revenue taxes for which it is liable as enumerated in Section 7 of this Joint Rules and Regulations;

b.2) Business transactions with non-members - Cooperatives with accumulated reserves and undivided
net savings of more than Php10,000,000.00 which transact with non-members shall: pay the following
taxes at the full rate:

b.2.1.1) Income Tax - On the amount allocated for interest on capitals: Provided, That the same
tax is not consequently imposed on interest individually received by the members. The tax base
for all cooperatives liable to income tax shall be the net surplus arising from the business
transactions with non-members after deducting the amounts for the statutory reserve funds as
provided for in the Cooperative Code and other laws.

b.2.1.2) Value Added Tax (VAT) - On transactions with non-members: Provided, however, That
cooperatives, pursuant to Section 109, par. (L),(M) and (N) of the NIRC, as amended by RA 9337,
shall be exempt from the imposition of VAT:

b.2.1.3) Percentage Tax - all sales of goods and/or services rendered to non-members shall be
subject to the applicable percentage taxes imposed by Title V of the NIRC, as amended, except
sales made by producers, marketing or service cooperatives;

b.2.1.4) All other Internal Revenue Taxes unless otherwise provided by the law; and

b.2.2) Be entitled to limited or full deductibility of donations to duly accredited charitable,
research and educational institutions and reinvestment to socio-economic projects within the
area of operation of such cooperative.

b.2.3) Pursuant to Article 61(3) be entitled to an exemption on taxes on transactions with
insurance companies and banks, including but not limited to 20% final tax on interest deposits and
7.5% final income tax on interest income derived from a depository bank under the expanded
foreign currency deposit system.

2. Taxability of Unrelated Income of Cooperative
Notwithstanding the foregoing, all income of cooperatives not related to the main/principal business/es
under its Articles of Cooperation shall be subject to all the appropriate taxes under the N1RC, as amended.
This is applicable to all types of cooperatives whether dealing purely with members or both members and
non-members.

3. Taxability of Cooperatives to Other Internal Revenue Taxes

All cooperatives, regardless of classification shall be subject to:
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a.) Capital Gains Tax from sale of shares of stock or sale, exchange or other disposition of real property
classified as capital assets;

b.) Documentary stamp taxes on transactions of cooperatives dealing with non-members, except
transactions with banks and insurance companies, Provided, that whenever one party to the taxable
document enjoys the exemption from DST, the other party who is not exempt shall be the one directly
liable for the tax;

c.) VAT billed on purchases of goods and services, except the VAT on the importation by agricultural
cooperatives of direct farm inputs, machineries and equipment, including spare parts thereof, to be
used directly and exclusively in the production and/or processing of their produce, pursuant to Section
109(L) of the NIRC, as amended. All tax-free importations shall not be transferred to any person until
five (5) years, otherwise, the cooperative and the transferee or assignee shall be solidarity liable to pay
twice the amount of the tax and/or the duties thereon;

d.) Withholding tax on compensation/wages, except in the case where an employee is a minimum
wage earner; and creditable and final withholding taxes, if applicable. All cooperatives, regardless of
classification, are considered as withholding agents on all income payments that are subject to
withholding pursuant to the provisions of Revenue Regulations No. 2-98, as amended; and

e.) All other taxes for which cooperatives are directly liable and not otherwise expressly exempted by
any law.

4. Taxability of Members/Share Holders of Cooperatives

All members of cooperatives shall be liable to pay all the necessary internal revenue taxes under the NIRC,
as amended, except for the following:

a) Any tax and fee, including but not limited to final, tax on member's deposits or fixed deposits
(otherwise known as share capital) with cooperatives, and documentary tax on transactions of members
with the cooperative; and

b) Patronage Refund which includes all refunds, returns or rebates of the net savings generated from
the operation of the cooperative.

Others:
1) In areas where there are no available notaries public, the judge exercising his ex officio capacity as

notary public, shall render service, free charge, to any person or group of persons requiring the
administration of oath or the acknowledgement of articles of cooperation and instruments of loan
from cooperatives not exceeding Five Hundred Thousand Pesos (P500,000.00);

2) Any register of deeds shall accept for registration, free of charge, any instrument relative to a loan
made under this Code which does not exceed Two Hundred Fifty Thousand Pesos (P250,000.00) or
the deeds of title of any property acquired by the cooperative or any paper or document drawn ,in
connection with any action brought by the cooperative or with any court judgment rendered in its
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favor or any instrument relative to a bond of any accountable officer of a cooperative for the faithful
performance of his duties and obligations;

3) Cooperatives shall be exempt from the payment of all court and sheriff’s fees payable to the
Philippine Government for and in connection with all actions brought under this Code, or where such
actions are brought by the Authority before the court, to enforce the payment of obligations
contracted in favour of the cooperative;

4) All cooperatives shall be exempt from putting up a bond for bringing an appeal against the decision
of an inferior court or for seeking to set aside any third-party claim:

5) Any security issued by cooperatives shall be exempt from the provisions of the Securities Act provided
such security shall not be speculative.

Republic Act (RA) No. 10963, otherwise known as the “Tax Reform for Acceleration and Inclusion (TRAIN
ACT)”

Section 6 (A) “After a return has been filed as required under the provisions of this law, the Commissioner or
his duly authorized representative may authorize the examination of any taxpayer and the assessment of the
correct amount of tax, notwithstanding any law requiring the prior authorization of any government agency
or instrumentality. x x x x”

Section 108 (A) “x x x There shall be levied, assessed and collected a value added tax equivalent to 12% of
gross receipts derived from the sale or exchange of services including the use and lease of properties: x x x x
sale of electricity by generation companies, transmission by any entity and distribution companies, including
electric cooperatives x x x x

Section 116 Tax on Persons Exempt from Value added Tax (VAT). Any person whose sales or receipts are
exempt under Section 109 (BB) of this Code from the payment of value-added tax and who is not a VAT-
registered person shall pay a tax equivalent to three percent (3%) of his gross quarterly sales or receipts:
Provided, That cooperatives, and beginning January 1, 2019, self-employed and professionals with total
annual gross sales and/or gross receipts not exceeding Five hundred thousand pesos (P500,000) shall be
exempt from the three percent (3%) gross receipts tax herein .

Section 5 (b)) xxxx...Provided, That the Cooperative Development Authority shall submit to the Bureau of
Internal Revenue a tax incentive report, which shall include information on the income tax, value-added tax,
and other tax incentives availed of by cooperatives registered and enjoying incentives under Republic Act No.
6938, as amended: Provided, further, That the information submitted by the Cooperative Development
Authority to the Bureau shall be submitted to the Department of Finance and shall be included in the database
created under Republic Act No. 10708, otherwise known as ‘The Tax Incentives Management and
Transparency Act (TIMTA)’.

Financial Instruments

Non-derivative financial instruments consist of cash, trade receivables, and investments in associate, and
advances to associate, trade payables, and loans payable.
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Initial measurement
A financial asset or financial liability is initially measured as follows:

e For services rendered to a customer on short-term credit, a receivable is recognized at the transaction
price, which is normally the invoice price

e For goods purchased from a supplier on short-term credit, a payable is recognized at the transaction
price, which is normally the invoice price.

Subsequent measurement

At the end of each reporting period, financial asset or financial liability is subsequently measured as follows,
without any deduction for transaction costs that may incur on sale or other disposal:

e For services rendered to a customer on short-term credit, a receivable is recognized at the
undiscounted amount of cash or other consideration expected to be received, net of any impairment
or any uncollectible accounts

e For goods purchased from a supplier on short-term credit, a payable is recognized at the undiscounted
amount of cash or other consideration expected to be paid.

Derecognition of Financial Assets and Financial Liabilities

A financial asset (or, where applicable a part of financial asset or part of a group of similar financial assets) is
derecognized when: (a) the rights to receive cash flows from the asset have expired; (b) the EC 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 (c) the EC has transferred its rights to receive
cash flows from the asset and either the entity has transferred substantially all the risks and rewards of the
asset, or has neither transferred nor retained substantially all the risks and rewards of the asset, but has
transferred control of the asset.

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

Impairment of financial instruments

At the end of each reporting period, a financial asset or financial liability is assessed whether there is an
objective evidence of impairment. If there is, an impairment loss is recognized in profit or loss immediately.

Objective evidence that a financial asset or group of assets is impaired includes observable data that come
to the attention of the holder of the asset about the following loss events:

a) Significant financial difficulty of the issuer or obligor.
b) A breach of contract, such as a default or delinquency in interest or principal payments.
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c) The creditor, for economic or legal reasons relating to the debtor’s financial difficulty,
granting to the debtor a concession that the creditor would not otherwise consider.

d) There has been a measurable decrease in the estimated future cash flows from a group of
financial assets since the initial recognition of those assets, even though the decrease cannot
yet be identified with the individual financial assets in the group, such as adverse national
or local economic conditions or adverse changes in industry conditions.

e) Other factors may also be evidence of impairment, including significant changes with an
adverse effect that have taken place in the technological, market, economic or legal
environment in which the issuer operates.

Provisions and contingencies
Provisions

Provisions are recognized when the EC has a present obligation, either legal or constructive, as a result of a
past event, it is probable that the EC will be required to settle the obligation through an outflow of resources
embodying economic benefits, and the amount of the obligation can be estimated reliably.

The amount of the provision recognized is the best estimate of the consideration required to settle the
present obligation at the balance sheet date and where the effect of the time value of money is material, the
amount recognized is the present value of the expenditures expected to be required to settle the obligation
using a pre-tax rate that reflects the current market assessments of the time value of money, taking into
account the risks and uncertainties surrounding the obligation. The increase in the provision due to passage
of time is recognized as interest expense. Changes in estimates are reflected in profit or loss in the period
they occur.

Contingencies

Contingent liabilities are not recognized in the EC's 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 are disclosed when an inflow of economic benefits is probable.

Related party Disclosures

Related party relationships exist when one party has the ability to control, directly or indirectly through one
or more intermediaries, the other party or exercise significant influence over the other party in making
financial and operating decisions. This includes: (1) individual owning, directly or indirectly through one or
more intermediaries, control, or are controlled by, or under common control with, the Company; (2)
associates; and (3) individuals owning, directly or indirectly, an interest in the voting power of the Company
that gives them significant influence over the Company and close members of the family of any such
individual.

The key management personnel of the Company and post-employment benefit plans for the benefit of
Company’s employees are also considered to be related parties.
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Events after reporting date

The EC identifies subsequent events as events that occurred after the balance sheet date but before the date
when the financial statements were authorized for issue. Any subsequent events that provide additional
information about the EC’s financial position at the balance sheet date are reflected in the financial
statements.

Events that are not adjusting events are disclosed in the notes to the financial statements when material.

6. MANAGEMENT SIGNIFICANT ACCOUNTING JUDGEMENT AND ESTIMATES

In the application of the Electric Cooperative’s accounting policies, management is required to make
judgments, estimates and assumptions about the carrying amounts of assets and liabilities that are not easily
apparent from other source. The estimates and associated assumption are based on historical experience
and other factors that are considered to be relevant. Actual results may differ from these estimates.

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

The following represents a summary of the significant estimates and judgments and related impact and
associated risks in the EC’s financial statements.

Estimating useful lives of property, plant and equipment

The useful lives of property, plant and equipment are estimated based on the period over which the assets
are expected to be available for use. The estimated useful lives of property, plant and equipment are
reviewed periodically and are updated if expectations differ from previous estimates due to physical wear
and tear, technical or commercial obsolescence and legal or other limits on the use of the EC’s assets. In
addition, the estimation of the useful lives of property, plant and equipment is based on EC's collective
assessment of industry practice, internal technical evaluation and experience with similar assets. It is
possible, however, that future results of operations could be materially affected by changes in estimates
brought about by changes in factors mentioned above.

The amounts and timing of recorded expenses for any period would be affected by changes in these factors
and circumstances. A reduction in the estimated useful lives of property, plant and equipment would increase
the recognized operating expenses and decrease non-current assets.

Asset impairment
The EC is required to perform an impairment review when certain impairment indicators are present.

Purchase accounting requires extensive use of accounting estimates and judgment to allocate the purchase
price to the fair market values of the assets and liabilities.
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Determining the fair value of property, plant and equipment, investments and intangible assets, which
require the determination of future cash flows expected to be generated from the continued use and
ultimate disposition of such assets, requires the EC to make estimates and assumptions that can materially
affect the financial statements.

Future events could cause the EC to conclude that property, plant and equipment, investments and intangible
assets associated with an acquired business is impaired. Any resulting impairment loss could have a material
adverse impact on the financial condition and results of operations.

The preparation of the estimated future cash flows involves significant judgment and estimations. While the
EC believes that its assumptions are appropriate and reasonable, significant changes in the assumptions may
materially affect the assessment of recoverable values and may lead to future additional impairment charges
under generally accepted accounting principles in the Philippine.

The EC has adopted the fair value approach in determining the carrying value of its investment properties.
While the EC has opted to rely on independent appraisers to determine the fair value of its investment
properties, such fair value was determined based on recent prices of similar properties, with adjustments to
reflect any changes in economic conditions since the date of the transactions that occurred at those prices.
The amounts and timing of recorded changes in fair value for any period would differ if the EC made different
judgments and estimates or utilized different basis for determining fair value.

Revenue recognition

The EC’s revenue is recognized upon distribution of power to consumers, net of portion allocated to capital
contribution for reinvestment, universal charge and EVAT.

The Preparation of the EC’s financial statements in conformity with accounting principles generally accepted
in the Philippines requires management to make estimates and assumptions that affect the amounts
reported in the Cooperative financial statements and accompanying notes. The estimates and assumptions
used in the financial statements are based upon management’s evaluation of relevant facts and
circumstances as of the date of the financial statements. Actual result could differ from such estimate.

Allowance for doubtful accounts

A provision for impairment of receivables is established when there is objective evidence that the EC will not
be able to collect all amounts due according to the original terms of the receivables. The allowance for
impairment loss is the estimated amount of probable losses arising from non-collection based on past
collection experience and management review of the current status of the long-outstanding trade
receivables. The EC's policy in providing allowance for doubtful accounts in accordance with NEA's policy.
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7. FINANCIAL RISK MANAGEMENT, OBJECTIVES, POLICIES, AND PROCEDURES

The main risks arising from the EC’s activities are credit risk, liquidity risk, operational risk, and interest rate
risk. The respective Board of Directors (BODs) review and approve policies for managing each of these risks
and they are summarized below.

Credit Risk

Credit risk is the risk that counterparty will not meet its obligation under a financial asset or financial liability
or customer contract, leading to a financial loss. The EC performs credit evaluation of new applicants as
member-consumer. In addition, receivable balances are monitored on an ongoing basis. On a monthly and
annual basis, the EC’s collection efficiency is evaluated and reported to NEA.

Liquidity risk

Liquidity risk is the risk that an entity will encounter difficulty in raising funds to meet commitments
associated with financial assets and financial liabilities. Liquidity risk may result from either the inability to
sell financial assets quickly at their fair values; or the counterparty failing on repayment of a contractual
obligation; or inability to generate cash inflows as anticipated.

The EC monitors its cash flow position, debt maturity profile and overall liquidity position in assessing its
exposure to liquidity risk. The EC is required by NEA to maintain a cash general fund (CGF) equivalent to one
month working capital requirement of the EC in the conduct of its operation. Overall, the EC’s funding
arrangements are designed to keep an appropriate balance between equity and liabilities to give financing
flexibility while continuously enhancing the operation.

Operational risk

Operational risk is the risk of loss due to the EC’s failure to comply with defined operational procedures,
inability to respond to system failures, inability to respond to fraud both internally and externally and inability
to adjust to external factors.

The EC manages this risk by proper implementation and supervision of firmly placed operational procedures
and internal controls together with raising awareness on these procedures and controls to all employees on
various levels of operations, training employees and key personnel on a regular basis for any updates on
these procedures and also for any contingencies which could be anticipated, and finally by having insurance
or a business continuity plan to prepare for unforeseen losses due to external factors.

Interest rate risk

The EC’s exposure to interest rate risk arises from its cash deposits in banks that are subjected to variable
interest rates. Any change in the market interest rates has no significant effect on the statements of
comprehensive income. Fair value interest rate risk is the risk that the fair value or future cash flows of a
financial instrument will fluctuate due to changes in market interest rates.
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The interest rate risk arising from cash in banks are managed by means of effective investment planning and
analysis and maximizing investments opportunities in various local banks and financial institutions.

The EC’s sensitivity to interest rates has not changed significantly from the prior year.

8. PROPERTY, PLANT AND EQUIPMENT

Breakdown of the EC Property, Plant, and Equipment is as follows:

2020 December 31, 2021
Description of Assets Additions/ Net Book
Historical Cost | Disosal/Adi | Historical Cost | Accum. Dep'n Value
Distribution Utility Plant & Equipment In Service
Land, Land Rights and Improvements 8,293,680 80,208 8,373,888 8,373,888
Structures and Improvements 49,688,023 | 20,310,045 69,998,069 10,373,886 59,624,183
Station Equipment 180,263,643 1,584,500 181,348,143 63,587,270 118,260,873
Poles, Towers and Fixtures 285,891,927 | 30,847,425 316,739,351 | 157,443,638 159,295,714
Overhead Conductors and Devices 182,752,655 | 16,135,907 198,388,562 57,718,883 141,169,678
Distribution Line Transformers and Circuit Reclosers 186,519,778 | 10,619,260 197,139,039 | 109,753,503 87,385,535
Street Lights & Signal System 676,576 - 676,576 662,596 13,981
Service Drop Wires & Equipment 18,437,187 - 18,437,187 18,437,187
Meters, Metering Equipments, and Metering Transformers 149,651,183 | 13,972,624 163,623,807 76,628,419 86,995,388
Leased Property on Consumer Premises 3,889,988 - 3,889,988 3,369,553 520,435
Office Furniture and Equipment 59,713,983 | 12,255,040 71,969,022 20,795,413 51,173,609
Transportation Equipment 110,254,338 4,946,745 115,201,083 66,128,681 49,072,402
Tools, Shop, Safety Gadgets, & Garage/Motorpool Equipment 15,536,038 388,393 15,924,431 10,346,350 5,578,081
Laboratory Equipment 2,209,136 - 2,209,136 1,392,900 816,236
Communication Equipment 4,016,627 - 4,127,978 3,768,619 359,358
Miscellaneous Equipment and Other Assets 7,740,537 2,479,551 10,220,088 6,806,190 3,413,398
Total 1,265,535,300 | 113,619,698 | 1,379,266,349 | 607,213,089 | 772,053,260
Subsidy Funded Projects
Poles, Towers and Fixtures 72,096,535 - 72,096,535 13,962,732 58,133,803
Overhead Conductors and Devices 52,018,328 - 52,018,328 17,819,527 34,198,801
Distribution Line Transformers and Circuit Reclosers 8,715,744 - 8,715,744 1,612,975 7,102,769
Total 132,830,607 - 132,830,607 | 33,395,234 99,435,373
Total Distribution Utility Plant & Equipment In Service | 1,398,365,907 | 113,619,698 | 1,512,096,956 | 640,608,323 | 871,488,633
Construction Work In Progress
By Contract 226,844,683 | (48,445476)| 178,399,207 - 178,399,207
By Administration 72,437,065 | 20,530,346 92,967,411 - 92,967,411
Total 299,281,748 | (27,915,129)| 271,366,618 - 271,366,618
Total Distribution Utility Plant & Equipment 1,697,647,655 | 85,704,569 | 1,783,463,574 | 640,608,323 | 1,142,855,251
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2019 December 31, 2020
Description of Assets Additions/ Net Book
Historical Cost | Disosal/Adj | Historical Cost | Accum. Dep'n Value
Distribution Utility Plant & Equipment In Service
Land, Land Rights and Improvements 7,006,420 | 1,287,260 8,293,680 - 8,293,680
Structures and Improvements 46,462,211 | 3,225,812 49,688,023 10,479,814 39,208,209
Station Equipment 180,263,643 - 180,263,643 57,983,377 122,280,266
Poles, Towers and Fixtures 274,285,412 | 11,606,515 285,891,927 152,858,563 133,033,364
Overhead Conductors and Devices 169,324,236 | 13,428,419 182,752,655 56,162,750 126,589,905
Distribution Line Transformers and Circuit Reclosers 176,850,992 | 9,668,786 186,519,778 90,676,656 95,843,122
Street Lights & Signal System 676,576 - 676,576 676,576 -
Service Drop Wires & Equipment 18,437,187 - 18,437,187 18,437,187 -
Meters, Metering Equipments, and Metering Transformers 140,267,425 | 9,383,758 149,651,183 71,867,682 77,783,501
Leased Property on Consumer Premises 3,889,988 - 3,889,988 3,889,988 -
Office Furniture and Equipment 49,773,178 | 9,940,805 59,713,983 26,099,716 33,614,267
Transportation Equipment 109,818,846 435,492 110,254,338 54,797,172 55,457,166
Tools, Shop, Safety Gadgets, & Garage/Motorpool Equipment 14,954,816 581,222 15,536,038 10,080,687 5,455,351
Laboratory Equipment 2,209,136 - 2,209,136 1,629,035 580,101
Information Systems and Related Equipment 2,400,000 | (2,400,000) - - -
Communication Equipment 3,967,375 49,252 4,016,627 3,831,140 185,487
Miscellaneous Equipment and Other Assets 9,596,578 | (1,856,041) 7,740,537 5,597,434 2,143,103
Total 1,210,184,019 | 55,351,280 | 1,265,535,300 | 565,067,777 | 700,467,523
Subsidy Funded Projects
Poles, Towers and Fixtures 72,096,535 72,096,535 12,521,453 59,575,082
Overhead Conductors and Devices 52,018,328 52,018,328 14,568,933 37,449,395
Distribution Line Transformers and Circuit Reclosers 8,715,744 8,715,744 1,342,675 7,373,069
Total 132,830,607 - 132,830,607 28,433,061 | 104,397,546
Total Distribution Utility Plant & Equipment In Service | 1,343,014,626 | 55,351,280 | 1,398,365,907 | 593,500,838 | 804,865,069
Construction Work In Progress
By Contract 200,918,961 | 25,925,722 226,844,683 - 226,844,683
By Administration 39,534,018 | 32,903,047 72,437,065 - 72,437,065
15,185,567 | (15,185,567) - - -
Total 255,638,546 | 43,643,202 | 299,281,748 - 299,281,748
Total Distribution Utility Plant & Equipment 1,598,653,172 | 98,994,482 | 1,697,647,655 | 593,500,838 | 1,104,146,817
9. OTHER NON-CURRENT ASSETS
This account is composed of the following:
Particulars 2021 2020
Investments 90,263,151 79,412,638
Other Deferred Debits 56,310,104 56,310,104
Retirement Work in Progress 51,763,189 51,763,189
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Business Tax 20,975,871 20,975,871
Real Property Tax 14,575,978 14,575,978
Franchise Tax 624,611 624,611
Total 234,512,905 223,662,391
10. CASH AND CASH EQUIVALENTS
This account consists of:
Particulars 2021 2020
Cash General Fund 121,983,176 63,303,533
Restricted Fund* 13,540,234 55,139,476
Cash On Hand 82,876 82,876
Working Fund 214,000 212,500
Total 135,820,286 118,738,385
Particulars 2021 2020
*Restricted Fund:
Membership Fund 10,199 3,007,506
Reinvestment Fund for Sustainable CapEx 51,186 50,137
Share Capital 10,857,632 15,533,948
Share Capital - Dividend (3,230,128) 16,231,033
Employees Benefits 72,391 5,067,717
Retirement Fund 1,006,713 1,471,061
Subsidy Fund 2,883,220 12,612,219
Employees Cash Bond 1,165,855 1,165,855
Others 723,165 -
Total 13,540,234 55,139,476

Cash General Fund and Restricted Fund consist of deposits made in banks which earn interest income (net of
final withholding tax) at prevailing bank interest rates. Cash on Hand represents cash collections not yet
deposited to the banks. Working fund is used for disbursements which are not covered by checks and are
maintained in an imprest fund system.
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11. ACCOUNTS RECEIVABLE, NET

This account is composed of the following:

Particulars 2021 2020
Consumers Accounts Receivable 544,709,663 545,299,506
Allowance for Uncollectible Accounts (19,170,150) (25,063,747)
CAR Net 525,539,513 520,235,759
Advances to Officers & Employees 3,343,196 4,218,141
Other Accounts Receivable 75,472,472 81,543,298
Total 604,355,181 605,997,198

12. MATERIALS AND SUPPLIES INVENTORIES

This account represents the value of inventory of EC distribution materials acquired primarily for use in the
utility business, office supplies, and spare parts of vehicles and cost of special equipment, details of which

are as follows:

Particulars 2021 2020

Line Construction 79,988,678 80,837,899

Special Equipment (5,447,663) 7,287,420

Housewiring 20,744 20,744

Office Supplies 4,820,743 4,177,897

Other Materials 386,826 386,826

Store Expense Undistributed 126,287 126,287

Total 79,895,615 92,837,073
13. OTHER CURRENT ASSETS
This consists of the following:

Particulars 2021 2020

Prepayment - Insurance 321,979 604,532

Prepayment - Others 2,218,046 2,821,246

Input TAX 25,069,299 26,260,830

Creditable Tax 33,951,051 33,951,051

Total 61,560,375 63,637,659
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14. MEMBERS’ CONTRIBUTION

This represents the total membership fee of each consumer to the EC equivalent to P20 per consumer. As at
December 31, 2021 and 2020, this account has amounted to P3,194,818 and P3,047,356, respectively.

15. SHARE CAPITAL

This consists of the following:

2021 2020
Authorized Share Capital 525,000,000 525,000,000
Issued Shares
Subscribed Shares
Paid-up Shares 165,051,673 161,713,155
Issued and Paid-up Share Capital 165,051,673 161,713,155
16. DONATIONS AND GRANTS
This account is composed of the following:
Particulars 2021 2020
Loan Condonation 133,308,318 133,308,318
Subsidy from NEA 156,764,531 117,050,938
Subsidy - Others 110,914,619 110,212,720
Total 400,987,468 360,571,976

PSALM:

Pursuant to Section 60 of EPIRA, PSALM shall assume all Rural Electrification Loans upon compliance by the
concerned EC with Section 5 of Executive Order No. 119, and thereupon, such EC shall cease to be debtor of
NEA or of other creditor government agencies.

With the implementation of the condonation of loan under the Electric Power Industry Reform Act (EPIRA)
of 2001, “the Cooperative’s outstanding loans from NEA as of June 30, 2001 were assumed by the Power
Sector Asset Liabilities Management Corporation (PSALM). Only loans intended for the Rural Electrification
Program were assumed by PSALM.
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Subsidy from NEA constitutes completed projects for Sitio Electrification and other subsidy releases.

17. MISCELLANEOUS CONTRIBUTED CAPITAL

This account consists of the following:

Particulars 2021 2020
Capital Expenditure (CapEx) 759,937,719 664,983,989
Contribution in Aid of Construction 209,588,661 209,540,531
Capex Recovery (Munoz Sub-Station) 32,121,664 32,121,664
Total 1,001,648,044 906,646,184

Pursuant to P.D. 269, electric cooperatives are mandated to allocate 5% of their revenues derived from the
sale of electricity, a reinvestment fund to ensure that electric cooperatives would have the necessary funds
to finance the rehabilitation and extension of their distribution lines, maintenance and upgrading of their
substations, replacement of transformers and meters. Under the Rules for Setting Electric Cooperatives’
Wheeling Rates (RSEC-WR), the reinvestment contribution from members is now called Reinvestment Fund
for Sustainable Capital Expenditures (RFSC). This includes other contributions in aid of construction to the EC.

18. STATUTORY FUNDS

This account consists of the following:

Particulars 2021 2020
Reserve Fund (173,092,035) (112,040,864)
Cooperative Education & Training Fund - Local 2,092,722 2,446,778
Optional Fund 2,908,368 1,458,876
Community Development Fund 1,246,443 3,404,046
Total (166,844,503) (104,731,166)

Any excess of revenues over expenses is regarded as a surplus which shall be allocated and distributed at the
end of each reporting period in accordance with article 86 of R.A 9520.

Thirty percent (30%) of the net surplus shall be allocated to the statutory reserves to be appropriated as
follows:

e Reserve fund- 10%

e Community development fund- 3%

e Optional fund (for land or building) — 7%

e Cooperative education and training fund — 5%
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e Due to union/federation (CETF) — 5%

Seventy percent (70%):

e Interest on Share Capital — 49%
e Patronage Fund —21%

Breakdown of liability accounts related to statutory funds:

Particulars 2021 2020
Certificate Federation 1,954,697 2,092,722
Interest of Share Capital 15,125,774 15,125,774
Patronage Refund Payable 14,202,952 14,202,952

Total 31,283,422 31,421,448

Reserve fund refers to the amount set aside annually for the stability of the cooperative and to meet net
operating losses in its operation. Under this account are the accumulated losses incurred by the Cooperative.

The above statutory reserves shall form part of the restricted funds of the Cooperative and shall be funded

separately under a separate bank account. These of such funds shall be in accordance with the intention as
provided under R.A. 9520.

19. LONG TERM DEBT, NET OF CURRENT PORTION

The breakdown of this account is as follows:

Particulars 2021 2020
NEA 30,025,007 32,915,061
Rural Electrification Financing Corporation 27,193,706 36,858,135
Development Bank of the Philippines 625,000 625,000
Sub-Total 57,843,712 70,398,196
Less: Current Portion (14,613,971) (6,456,221)
Total LTD 43,229,741 63,941,975

Loans are interest bearing.
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20. CONSUMERS'’ DEPOSITS

The breakdown of this account is as follows:

Particulars 2021 2020
Energy 46,766 46,766
Meter 53,768,655 53,768,655
Others 7,695,022 8,143,667
Total 61,510,444 61,959,088
21. ACCOUNTS PAYABLE
This account consists of the following:
Particulars 2021 2020
Universal Charges 218,658,609 213,472,225
Power Supplier 181,035,922 147,218,004
Withholding Tax 3,818,593 4,731,444
VAT 185,663,333 153,077,170
Others 94,651,684 180,569,097
Total 683,828,141 699,067,940
22. MISCELLANEOUS CURRENT & ACCRUED LIABILITIES
This account consists of the following:
Particulars 2021 2020
Miscellaneous Current & Accrued Liabilities 20,496,395 18,925,346
Total 20,496,395 18,925,346
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23. ENERGY SALES

This account consists of:

Particulars 2021 2020
Generation Charges 1,723,751,477 1,277,742,276
Transmission Charges 231,892,518 243,275,701
System Loss Charges 273,067,700 215,573,003
Other Cost Adjustments 5,885,784 5,708,627
Total Pass Through Charges 2,234,597,479 1,742,299,606
Distribution 187,362,218 180,143,512
Supply 126,702,043 109,204,150
Metering 93,465,470 88,446,642
Total EC Revenues 407,529,731 377,794,303
Energy Sales 2,642,127,210 2,120,093,909
24. COST OF ENERGY SOLD, NET
This account consists of the following:
Particulars 2021 2020
Purchased Power 2,314,874,681 1,729,629,139
Less: Prompt Payment Discount (31,068,828) (24,634,263)
Total 2,283,805,853 1,704,994,876
The following are Kilowatt-hour sold and purchased for the year 2021:
Particulars 2021
Kilowatt-hour Sold 256,909,200
Kilowatt-hour Purchased 286,851,765
25. OPERATING EXPENSES
These accounts consist of the following:
Particulars 2021 2020
DISTRIBUTION EXPENSES
Operation, Supervision, Engineering 9,363,575 7,785,451
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Operation - Overhead Line Expense 24,873,031 22,094,197
Operation - St. Lighting & Signal System 684,430 1,291,023
Operation - Rents 169,722 -
Maintenance - Supervision & Engineering 1,245,513 2,733,169
Maintenance - Station Equipment 5,539,713 5,253,095
Maintenance - Overhead Lines 50,793,326 46,836,562
Maintenance - Line Transformer 5,234,392 6,248,085
Total 97,903,703 92,241,582
Particulars 2021 2020
SUPPLY EXPENSES
Supervision 555,461 288,198
Consumer Records & Collection Expenses 41,588,447 37,550,103
Uncollectible Accounts 14,904,747 22,902,579
Informational and Instructional Advertising Expense 4,980,029 3,796,822
Consumers PPD 4,033,936 3,266,882
Total 66,062,619 67,804,584
Particulars 2021 2020
METERING EXPENSES
Meter Expenses 5,405,456 5,705,535
Meter Reading Expenses 25,377,025 22,515,976
Maintenance-Meters 3,577,413 3,467,224
Total 34,359,894 31,688,735
Particulars 2021 2020
ADMINISTRATIVE AND GENERAL EXPENSES
Administrative and General Salaries 45,989,784 41,429,335
Office Supplies and Materials 7,416,440 7,344,821
Outside Services Employed 19,656,786 23,176,444
Property insurance 526,746 111,018
Injuries and Damages 278,464 4,206,566
Employee Pension and Benefits 74,743,746 79,705,079
Rents 4,045,256 2,573,600
Maintenance of Office and General Plant 10,606,210 11,118,602
Taxes on Property 441,617 292,948
Officers Allowances and Benefits 8,195,311 7,559,503
Travel 3,181,322 7,472,504
Training 686,573 2,249,116
Association and Membership Dues 560,501 -
Miscellaneous General Expenses 3,580,193 4,045,543
Total 179,908,948 191,285,079
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26. DEPRECIATION EXPENSE

This account consists of the following:

Particulars 2021 2020
Distribution Utility Plant & Equipment
Structures and Improvements 783,151 955,349
Station Equipment 5,084,247 3,600,978
Poles, Towers, & Fixtures 9,892,911 8,253,210
Overhead Conductors & Devices 2,812,378 2,269,045
Dist. Line Transformer & Circuit Reclosers 11,503,067 10,235,450
Meters, Metering Equip. & Meter Transformer 6,370,845 5,370,288
Office Furniture & Equipment 2,069,774 1,403,602
Transportation Equipment - 2,598,129
Tools, Shops, Gadgets, Garage & Motorpool Equip 350,125 398,439
Laboratory & Testing Equipment - 262,483
Communication Equipment 1,856 4,695
Misc Equipment & Other Assets 804,213 774,054
Sub-Total 39,672,565 36,125,722
Distribution Utility Plant & Equipment - SFP
Station Equipment 1,092,372 -
Poles, Towers, & Fixtures 2,363,747 2,184,743
Overhead Conductors & Devices 1,271,375 1,573,221
Depr. Exp - Underground Conduit & Devices 117,340 -
Dist. Line Transformer & Circuit Reclosers 117,340 239,333
Sub-Total 4,962,172 3,997,297
Total 44,634,738 40,123,019
27. OTHER REVENUES/(COSTS)
Particulars 2021 2020

Transformer Rental 250,572 278,105

Other Electric Revenues 13,158,843 18,536,138

Surcharges 24,840,472

Metering Charges (BAPA) 1,097,997 851,423

Other Operating Income 39,347,884 19,665,666

Revenue from merchandising, jobbing & contract work 6,240,500 6,146,588

Income from Gov't Grants 4,962,172 3,997,297

Misc. Non-Operating Income 788 10,959,259
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Non-Operating Expense (8,458,784) (20,275,900)
Non-Operating Income 2,744,676 827,244
Interest Income (Bank Deposits) 62,766 2,242,474
Finance Cost (6,359,907) (4,849,800)

Total 35,795,419 17,885,584

28. OTHER MATTERS

There are on-going cases filed by and against the EC in court of law. No provision for contingency for the on-
going cases was made as at December 31, 2021.

There are no subsequent events that would materially affect the financial statements and require disclosures
in the notes to financial statements.

29. SUPPLEMENTARY INFORMATION REQUIRED BY REVENUE REGULATION NO. 15-2010

Revenue Regulations No. 15-2010 became effective on December 28, 2010 and amended certain provisions
of RR No. 21-2002 prescribing the manner of compliance with any documentary and/or procedural
requirements in connection with the preparation and submission of financial statements and income tax
returns. In Section 2 of RR No. 21-2002, it was further amended to include in the notes to financial statements
information on taxes, duties and license paid/accrued during the year in addition to what is mandated by
Philippine Financial Reporting Standards.

Below is the additional information required by RR No. 15-2010:

I OUTPUT VAT
Particulars Amount
VAT Output 52,355,765
1. INPUT VAT
Particulars Amount
VAT Input 13,821,927
Purchases 115,182,724
Beginning balance -
Input Tax on
Capital goods -
Other goods 13,821,927
Services -
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1. WITHHOLDING TAX
Amount
Withholding tax on compensation 7,718,691
Creditable withholding tax 2,451,321
V. OTHER TAXES AND LICENSES
Amount
Real Property Tax 441,617
V. TAX ASSESSMENTS

The EC has no outstanding tax cases under preliminary investigation, litigation and/or
prosecution in courts or bodies outside the BIR as of December 31, 2021.

(END OF NOTES)
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