
[EXCERPTS FROM THE COCOLIFE AUDITED FINANCIAL STATEMENT (pp 33-47)] 

RISK MANAGEMENT OBJECTIVES AND POLICIES 

Risks are inherent in the business activities of the Company. Among its identified risks 

are: 

1. Insurance risk 

2. Investment risk 

3. Credit risk 

4. Liquidity risk 

5. Market risk.  

 

These are managed through a risk management framework and governance structure 

that provides comprehensive controls and management of major risks on an ongoing 

basis. Risk management is the process by which the Company identifies its key risks, 

obtains consistent and understandable risk measures, decides which risks to take on or 

reduce and how this will be done, and establishes procedures for monitoring the 

resultant risk positions. The objective of risk management is to protect the Company 

from events that hinder the sustainable achievement of the Company's performance 

objectives including failing to exploit opportunities. The Company recognizes the critical 

importance of having efficient and effective risk management systems in place. 

 

Risk Management Structure and Strategies  

The Company has established a risk management function with clear terms of reference 

for the Company's BODY, its committees and the associated executive management 

committees. Further, a clear organizational structure with documented delegated 

authorities and responsibilities from the Company's BODY to executive management 

committees and senior managers has been developed. Lastly, a policy framework which 

sets out the riskappetite of the Company, risk management, control and business 

conduct standards for the Company's operations has been put in place. Each policy has 

a member of senior management who is charged with overseeing compliance with the 

policy throughout the Company. 

The BODY has approved the Company's risk management policies and meets monthly 

to approve any commercial, regulatory and own organization requirements in such 

policies. The policies define the Company's identification of risk and its interpretation, 

limit structure to ensure the appropriate quality and diversification of assets, alignment 

of underwriting and reinsurance strategy to the corporate goals and specify reporting 

requirement. 



1. Insurance Risk 

The risk under an insurance contract that an insured event will occur including the 

uncertainty of the amount and timing of any resulting claim. The principal risk the 

Company faces under such contracts is that the actual claims and benefits payments 

exceed the carrying amount of insurance liabilities. This is influenced by the frequency 

of claims, severity of claims and actual benefits paid are greater than originally 

estimated. 

The Company principally writes life insurance where the life of policyholder is insured 

against death, illness, injury or permanent disability, usually for pre-determined amount 

Life insurance contracts offered by the Company mainly include whole life insurance, 

term insurance, endowments, unit-linked products, group, and accident and health 

insurance 

The main components of insurance risks of the Company are: 

 Mortality Risk - risk of loss arising from policyholder death experience being 

different than expected.  

 Morbidity Risk-risk of loss arising from policyholder health experience being 

different than expected.  

 Expense Risk - disk of loss arising from expense experience being different than 

expected  

 Policyholder Decision Risk - risk of loss arising from policyholder experience 

lapses and surrenders) being different than expected. 

These risks do not vary significantly in relation to the location of the risk insured, type of 

risk insured and by industry insured by the Company. Undue concentration by amounts 

could have an impact on the seventy of benefit payments on a portfolio basis 

The Company's underwriting strategy is designated to ensure that risks are well 

diversified in terms of type of risk and level of insured benefits. This is largely achieved 

through diversification across industry sectors and geography, the use of medical 

screening in order to ensure that pricing takes account of current health conditions and 

family medical history, regular review of actual claims experience and product pricing, 

as well as detailed claims handling procedures. Underwriting strategy is in place to 

enforce appropriate risk selection criteria, There has been so change to the Company's 

exposure to insurance risks or the manner in which it manages and measures the risks 

since prior reporting penned. Concentration of Insurance Riske The table below sets out 

the Company's concentration of insurance risk based on the sum assured. 

 



2. Investment Risk 

The investment risk represents the exposure to loss resulting from cash flows from 

invested assets, primarily long-term fixed rate investments, being less than the cash 

flows required to meet the obligations of the expected policy and contract liabilities and 

the necessary return on investments. Additionally, there exists a future investment risk 

associated with certain policies currently in force which will have premium receipts in 

the future, that is, the investment of those future premiums receipts may be at a Field 

below that required to meet future policy liabilities. To maintain an adequate yield to 

match the interest necessary to support future policy liabilities, management reinvests 

the proceeds of the maturing securities and future premium receipts to financial 

instruments with satisfactory investment quality. 

The Company's strategy is to invest primarily in high quality securities while maintaining 

diversification to avoid significant exposure to issuer, industry and/or country 

concentrations taking into consideration limitations set by IC. Another strategy is to 

produce cash flows required to meet maturing insurance liabilities 

The Company invests in equities for various reasons, including diversifying its overall 

exposure to equity price risk. AFS financial assets are subject to declines in fair value. 

Generally, insurance regulations restrict the type of assets in which an insurance 

company may invest 

The Company uses asset liability matching (ALM) as a management tool to determine 

the composition of the invested assets and appropriate investment and marketing 

strategies. As part of these stages, the Company may determine that it economically 

advantageous to be temporarily in an unmatched position due to the anticipated interest 

rate of other economic changes. 

 

3. Credit Risk 

Credit risk is the risk that one party to a financial instrument will fail to discharge an 

obligation and cause the other party to incur a financial loss 

The following policies and procedures are in place to mitigate the Company's exposure 

to credit risk: 

•A credit risk policy setting out the assessment and determination of what constitutes 

credit risk for the Company. Compliance with the policy is monitored and exposures 

and breaches are reported to the Company's Investment Committee. The policy is 

regularly reviewed for pertinence and for changes in the risk; 



•Net exposure limits are set for each counterparty or group of counterparties, 

geographical and industry segments (ie., Limits are set for investments and cash 

deposits, foreign exchange trade exposures and minimum credit ratings for 

investments that may held); 

 Reinsurance is placed with highly rated counterparties and concentration of risk is 

avoided by following policy guidelines in respect of counterparties' limits that are set 

each year and are subject to regular reviews. At each reporting date, management 

performs an assessment of creditworthiness of reinsurers and updates the 

reinsurance purchase strategy, ascertaining suitable allowance for impairment; 

 

 The Company sets the maximum amounts and limits that may be advanced to 

corporate counterparties by reference to their longterm credit ratings, and, 

 

 The credit risk in respect of customer balances which are incurred on nonpayment of 

premiums or contributions will only persist during the grace period specified in the 

policy document or trust deed until expiry or when the policy is either paid up or 

terminated. Commissions paid to intermediaries are offset against any amounts due 

to reduce the risk of non-collection 

Except for mortgage loans, collateral loans, installment contract receivable, policy loans, 

and guaranteed loans (presented as part of Note receivable under loans and Other 

Receivables), the maximum exposure to credit risk of all financial assets is equal to their 

carrying amounts Policy loans are secured by the cash surrender values on the related 

policies. The Company grants policy loans up to the extent of the cash surrender values 

accumulated on the latest policy anniversary dates. The Company is not exposed to 

credit risk with respect to policy loans. 

The Company uses an internal credit rating concept based on the borrowers' and 

counterparties' overall credit worthiness as follows: 

 Investment Grade-Rating given to borrowers and counterparties who have very 

strong capacity to meet their obligations. 

 Non-investment Grade - satisfactory - Rating given to borrowers and 

counterparties whose outstanding obligation is within the acceptable age of 

group. 

 Non-investment Grade - unsatisfaction - Rating given to borrowers and 

counterparties whose outstanding obligation is nearing to be past due or 

impaired. 

 



An allowance for impairment is set up in the Company's statements of financial position 

for assets classified as past due and impaired. Financial assets are considered as past 

due and impaired when the contractual payments are in arrears by 180 days and the 

amount is not adequately secured When contractual payments are tax arrears, more 

than 180 days but adequately secured, financial assets are classified as 'past due but 

not impaired with no recorded allowance for impairment. 

The amount and type of collateral required depends on an assessment of the credit risk 

of the counterparty. Guidelines are implemented regarding the acceptability of types of 

collateral and the valuation parameters. Collateral is mainly obtained for securities 

lending and for cash purposes. Credit risks also mitigated by entering into collateral 

agreements Management monitors the market value of the collateral, requests 

additional collateral when needed and performs an impairment valuation when 

applicable. 

  

4. Liquidity Risk 

Liquidity risk is the risk that the Company will encounter difficulty in meeting its 

obligations associated with its financial liabilities that are settled by delivering cash or 

another financial asset. 

The following policies and procedures are in place to mitigate the Company's exposure 

to liquidity risk: 

 A liquidity risk policy setting out the assessment and determination of what 

constitutes liquidity ask for the Company. Compliance with the policy is 

monitored and exposures and breaches are reported to the Company's 

Investment Committee. The policy is regularly reviewed for pertinence and for 

changes in the risk environment; 

 Set guidelines on asset allocations, portfolio limit structures and maturity profiles 

of assets, in order to ensure sufficient funding available to meet insurance and 

investment contracts obligations; and, 

 

 Setting up contingency funding plans which specify minimum proportions of 

funds to meet emergency calls as well as specifying events that would trigger 

such plans. 

It is unusual for a company primarily engaged in insurance business to predict its 

funding requirements with absolute certainty as theory of probability is applied on 

insurance contracts to determine the likely provision and the time period when such 

Liabilities will require settlement. Thus, the amounts and maturities in respect of 



insurance liabilities are based on management's best estimate using statistical 

techniques and data on past experiences. 

 

5. Market Risk 

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

foreign exchange rates (currency risk), market interest risk rates (fair value interest rate 

risk) and market prices (equity price risk), whether such change in price is caused by 

factors specific to the individual instrument or its issuer or factors affecting all 

instruments traded in the market. 

The following policies and procedures are in place to mitigate the Company's exposures 

to market risk: 

 The Company's market risk policy sets out the assessment and determination of 

what constitutes market risk for the Company. Compliance with the policy is 

monitored and exposures and breaches are reported to the Company's 

Investment Committee The policy is reviewed regularly for pertinence and for 

changes in the risk environment. 

 Asset allocation and portfolio limit structure are set to ensure that assets back 

speatic policyholder's liabilities and that assets are held to deliver income and 

market value appreciation for policyholders in line with their expectations. 

 Stipulated diversification benchmarks are arranged by type of instrument of the 

Company 

 

6. Currency Risk 

Currency risk is the risk that the fair value of future cash flows of financial instruments 

will fluctuate because of changes in foreign exchange rates. 

The Company's principal transactions are carried out in Philippine peso and its foreign 

exchange risk arises primarily with respect to the transactions denominated in U.S. 

dollar, where some of its products are denominated. The Company's financial assets 

are primarily denominated in the same currency as its insurance contracts, which 

mitigate the foreign exchange rate risk. Thus, the main foreign exchange risk arises 

from recognized financial assets and financial liabilities denominated in currency other 

than in which the insurance contracts are expected to be settled. 

 

 



6.1. Fair Value Interest Rate Risk 

Fair value interest rate risk is the risk that the value of a financial instrument will 

fluctuate because of changes in market interest rate. The Company's fixed rate 

investments classified as AFS financial assets and Financial assets at FVPL are 

particularly exposed to such risk 

The Company's investment policy requires it to buy and hold fixed rate AFS financial 

assets and Financial assets at FVPI., unless the need to sell arises, and to reduce the 

duration gap between financial assets and financial liabilities to minimize interest rate 

risk 

 

6.2. Equity Price Risk 

The Company's equity price risk exposure at year-end relates to financial assets and 

financial liabilities whose values will fluctuate as a result of changes in market prices, 

principally, equity securities classified as financial assets at FVPL and AFS financial 

assets 

The Company's price risk relates to financial assets whose values will fluctuate as a 

result of changes in market prices, principally investment securities not held for the 

account of unit-linked business. 

The correlation of variables will have a significant effect in determining the ultimate 

impact on price risk, but to demonstrate the impact due to changes in variables, 

variables had to be changed on an individual basis. It should be noted that movements 

in these variables are nonlinear. 

The investments in listed equity securities are considered long-term strategic 

investments. In accordance with the Company's policies, no specific hedging activities 

are undertaken in relation to these investments. The investments are continuously 

monitored and voting rights arising from these equity instruments are utilized in the 

Company's favor. 


