MACABEBE WATER DlSTRICf
NOTES TO FINANCIAL STATEMENTS
December 31, 2018

1. GENERAL INFORMATION

1.3 ency Background

The Macabebe Water System started its potable water distribution in 1934. The
marker attached to the concrete water tower in Macabebe banners the names of
those who pioneered this very important public service, they were President
Raymundo P. Lagman (back then, the town mayor is called “President’); Vice-
President ( Vice Mayor) Lope Magat; the Councilors; Luis H. Sabado, Fortunato
Baluyut, Vice Gutierrez, Teotimo de Leon, Macario Aniciete and Jose Blanco. The
Municipal Treasurer Miguel Miranda and Municipal Secretary Francisco Guese. It is
rather easy to imagine that in those “peaceful times” before World War |1, the number
of water consumers would not be more than fifty paying subscribers since water
wells were still working in the barrios of the old Macabebe. Today, as the water wells
dried out, the need for potable water has grown to “overflowing”.

The Macabebe Water District was created by virtue of a Sangguniang Bayan
Resolution No. 24 enacted on September 15, 1981 led by the then Mayor Fidel L.
Isip. The resolution transfers the Management of the old Macabebe Water System to
the Local Water Utilities Administration (LWUA). When all documents and other legal
requirements, were satisfied, a Conditional Certificate of Conformance No. 171 was
issued on November 20, 1981 by the LWUA thus, the Macabebe Water District was
formally created. The first set of Directors; were Dionicio Panganiban, representing
Education; Prospero Enriquez, representing Business, Zosimo Viray, representing
Professionals; Aurelio Cano, representing Civic Organizations; and Wivinda Pineda,
representing Women’s Sector. The first General Manager was Dionicio Panganiban.
However, after a few months, Mr Panganiban resigned the position owing to
pressure of work as a Principal and Registrar of a Private College in Macabebe. In
his place, Mr. Aurelio Cano was appointed General Manager. In place of Mr. Cano in
the board, Mr. Cesar Sotto was appointed Director.

After a few years, again, because of a burgeoning business venture, Mr. Cano gave
way to Mr. Diosdado Pineda as General Manager on May 1984. It was during the
incumbency of Mr. Pineda that a grant of five million pesos was given to the district,
through the representation of the late Congressman Emigdio A. Bondoc.

The grant was used to build a water pumping station in Barangay San Juan.
Immediately thereafter, from 200 subscribers, the number rose to about six hundred
after only a few months. ;

The District is categorized as “C” water district under the managership of Mr. Lonell
C. Macalino. At present, the District is utilizing eight (8) main pumping stations,
which serve nineteen (19) barangays. It has a total of 7,035 total billed service
connections , because of the Financial Assistance from LWUA and other grant from
LEVI'S Philippines. Macabebe Water District has certainly come a long way. But it
has yet plenty of room for improvements if only more financial assistance would
come its way.



The policy-making body of the District is vested in its Board of Directors. As of the
end of December, 2018 the District Board of Directors is composed of the following
officials with a fixed term of office six (6) years with one or two members ending
their terms of office at the end of every odd year, namely:

Dir. Ma. Luz B. Guinto Chairperson Professional
Dir. Anita A. Sotto Vice-Chairperson | Women

Dir Hilda R. Bagtas Board Secretary Education
Dir. Anacleto A. Bustos Member Civic

Dir Jeremy C. Yanga Member Business

As of December 31, 2018, the District has a total work force of fourteen (14)
permanent , three ( 3 ) casual and seventeen (17) Job Order employees.

1.2 Authorization for Issue of the 2018 Financial Statements

The financial statements of Macabebe Water District for the year ended December
31, 2018 were authorized for issue by the Board of Directors on February 8, 2018 in
Board Resolution No. _06 _dated February 6, 2019.

2. CHANGES IN ACCOUNTING POLICIES

2.1 Effects of transition from GAAP to PFRS

On December 31, 2017, the District prepared its first PFRS compliant financial
statements as per COA Circular No. 2015-003 dated April 16, 2015 (classification of
Government Corporations (GCs) and COA Circular No. 2015-010 dated December
1, 2015 (adoption of the Revised Chart of Accounts for GCs) to GBEs and Non-
GBEs).

PAS 1, Presentation of Financial Statements, provides framework of financial
statements presentation. It requires more specific statement of financial position line
items as applicable to the entity. The standard requires presentation of comparative
financial statements and information.

PAS 2, Inventories, Inventories are valued at the lower of cost or net realizable value
(NRV). Cost is determined using the moving average method. Per COA Circular No.
2015-010 dated December 1, 2015 (adoption of the Revised Chart of Accounts for
GCs), property, plant and.equipment with cost below 15,000.00 are reclassified as
Semi Expendable Inventory.

PAS 7, Statement of Cash Flows, prescribes the provision of information about
historical changes in cash equivalents of an entity by means of a cash flow
statement which classifies cash flow during the period from operating, investing and
financing.

PAS 10, Events after the Reporting Period, prescribes the accounting policies and
disclosures related to adjusting and non-adjusting subsequent events. Additional
disclosures required by the standard were included in the financial statements,
principally the date of authorization for release of the financial statements.



PAS 16, Property, Plant and Equipment, provides additional guidelines and
clarification on recognition and measurement of items of property, plant and
equipment. It also provides that each part of an item, property, plant and equipment
with a cost that is significant in relation to the total cost of the item shall be
depreciated separately. Property, Plant and Equipment with cost of below
£15,000.00 per COA Circular No. 2015-010 dated December 1, 2015 (adoption of
the Revised Chart of Accounts for GCs) are reclassified as Semi-Expendable
Equipment.

PAS 18, Revenue, prescribe the accounting treatment for revenue arising from
certain types of transaction and events and the criteria to recognize revenue.

PAS 19, Employees Benefits, the objective of this standard is to prescribe the
accounting and disclosure of employee benefits (that is all forms of consideration
given by an entity in exchange for service rendered by employees). This standard
requires an entity to recognize a liability when an employee has provided service in
exchange for employee benefits to be paid in the future; and an expense when the
entity consumes the economic benefit arising from service provided by an employee
in exchange for employee benefits.

PAS 36, Impairment of Assets, provides that an asset is impaired when its carrying
amount exceeds its recoverable amount. Indications  of impairments are the
following: obsolescence or physical damage; asset is held for disposal and there is
evidence that the economic performance of an asset is, or will be, worse than

expected.

PAS 38, Intangible Assets, Intangible assets are measured initially at cost. After
initial recognition, an entity usually measures an intangible asset at cost less
accumulated amortization. It may choose to measure the asset at fair value in rare
cases when fair value can be determined by reference to an active market. An
intangible asset with a finite useful life is amortized and is subject to impairment
testing. An intangible asset with an indefinite useful life is not amortized, but is tested
annually for impairment. When an intangible asset is disposed of, the gain or loss on
disposal is included in profit or loss.

3. SUMMARY OF SIGNIFICANT ACCOUNTING SYSTEMS & POLICIES

3.1 Basis of Financial Statements Preparation

The financial statements of the District have been prepared using historical cost
basis. The financial statements are presented in Philippine Peso (), which
is the District’'s functional and presentation currency. All values are rounded off to
two (2) decimal places, except when otherwise indicated.

For all periods up to and including the year ended December 31, 2016, the District
prepared its financial statements in accordance with generally accepted accounting
principle in the Philippines and New Government Accounting System (NGAS)
prescribed by the Commission on Audit on January 1, 2005. These financial
statements for the year ended December 31, 2017 and December 31, 2018 are the
first the District has prepared in accordance with Philippine Financial Reporting
Standards (PFRS).



3.2 Statement of Compliance

The financial statements were prepared in compliance with Philippine Financial
Reporting Standards (PFRS), which includes statements named PFRS, Philippine
Accounting Standards (PAS), Philippine Interpretations of Intemational Financial
Reporting Interpretations Committee (IFRIC) issued by the Financial Reporting
Standards Council and Revised Chart of Accounts (RCA) for Government
Corporations prescribed in COA Circular Nos. 2015-010 and 2016-006.

3.3 Summary of Significant Accounting Policies

The significant accounting policies that have been used in the preparation of the
District’s financial statements are summarized below.

3.3.1Current versus Noncurrent Classification

The District presents assets and liabilities in the statement of financial position based
on current or noncurrent classification. An asset is current when it is:

» Expected to be realized or intended to be sold or consumed in the normal
operating cycle

« Held primarily for the purpose of trading

« Expected to be realized within twelve months after the repomng period, or

« Cash or cash equivalent unless restricted from being exchanged or used to settle
a liability for at least twelve months after the reporting period.

All other assets are classified as noncurrent.

A liability is current when it is: .

+ Expected to be settled in the normal operating cycle

* Held primarily for the purpose of trading

+ Expected to be settled within twelve months after the reporting period, or

» There is no unconditional right to defer the settlement of the liability for at least
twelve months after the reporting period

The District classifies all other liabilities as noncurrent.

3.3.2 Fair Value Measurement

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

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

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



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

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

its highest and best use.

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

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

» Level 1 - Quoted (unadjusted) market prices in active markets for identical assets
- or liabilities
» Level 2 - Valuation techniques for which the lowest level input that is significant to
the fair value measurement is directly or indirectly observable
» Level 3 - Valuation techniques for which the lowest level input that is significant to
the fair value measurement is unobservable

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

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

3.3.3 Cash and Cash Equivalents

Cash includes cash on hand and in banks. Cash in bank eamns interest at the
prevailing bank deposit rates. Cash equivalents are short-term, highly liquid
investments that are readily convertible to known amounts of cash with original
maturities of three months or less from dates of acquisition and that are subject to an
insignificant risk of change in value.

3.3.4 Financial Instruments

Date of recognition

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



Initial recognition of financial instruments

Financial instruments are initially recognized at fair value, which is the fair value of
the consideration given (in case of a financial asset) or received (in case of a
financial liability). Except for securities at Fair Value through Profit or Loss (FVPL),
the initial measurement of financial instruments includes transaction costs.

The District classifies its financial instruments in the following categories: financial
assets and financial liabilities at FVPL, loans and receivables, held-to-maturity (HTM)
investments, Available for Sale (AFS) financial assets and other financial liabilities.
The classification depends on the purpose for which the investments were acquired
and whether these are quoted in an active market. Management determines the
classification at initial recognition and, where allowed and appropnate reevaluates
this classification at every reporting date.

As at December 31, 2018 and 2017, the District does not have financial assets and
financial liabilities at FVPL, HTM investments, and AFS financial assets.

Loans and Receivables

Loans and receivables are financial assets with fixed or determinable payments and
fixed maturities that are not quoted in an active market. These are not entered into
with the intention of immediate or short-term resale and are not designated as AFS
financial assets or financial assets at FVPL. These are included in current assets if
maturity is within twelve months from the reporting date. Othenmse these are
classified as noncurrent assets.

After initial measurement, loans and receivables are subsequently measured at
amortized cost using the effective interest rate method, less allowance for
impairment. Amortized cost is calculated by taking into account any discount or
premium on acquisition and fees that are an integral part of the effective interest
rate. The amortization is included in “Interest income” in profit or loss. The losses
arising from impairment of such loans and receivables are recognized as “Provision
for probable losses and doubtful accounts” in profit or loss.

As at December 31, 2018 and 2017, this category includes cash and cash
equivalents and receivables.

Other financial liabilities

Issued financial instruments or their components, which are not designated as at
FVPL are classified as other financial liabilites where the substance of the
contractual arrangement results in the District having an obligation either to deliver
cash or another financial asset to the holder, or to satisfy the obligation other than by
the exchange of a fixed amount of cash or another financial asset.

After initial measurement, other financial liabilities are subsequently measured at
amortized cost using the effective interest rate method. Amortized cost is calculated
by taking into account any discount or premium on the issue and fees that are an
integral part of the effective interest rate.

This accounting policy applies to the District's long-term debt, accounts and other
payables except statutory liabilities.



3.3.5 Derecognition of Financial Assets and Financial Liabilities

Financial assets

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

« the right to receive cash flows from the asset has expired;
e the District 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
« the District has transferred its right to receive cash flows from the asset and
either (a) has transferred substantially all the risks and rewards of the

asset, or (b) has neither transferred nor retained the risks and rewards of the
asset but has transferred the control of the asset.

Where the District has transferred its right to receive cash flows from an asset or has
entered into a “pass-through” arrangement, and has neither transferred nor retained
substantially all the risks and rewards of the asset nor transferred control of the
asset, the asset is recognized to the extent of the District’s continuing involvement in
the asset. Continuing involvement that takes the form of a guarantee over the
transferred asset is measured at the lower of the original carrying amount of the
asset and the maximum amount of consideration that the District could be required

to repay.
Financial liabilities

A financial liability is derecognized when the obhgatlon under the liability is
discharged, cancelled, or has expired.

Where an existing financial liability is replaced by another financial liability 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 profit or loss.

3.3.6 Impairment of Financial Assets

The District assesses at each reporting date whether there is objective evidence that
a financial asset or group of financial assets is impaired. A financial asset or a group
of financial assets is deemed to be impaired if, and only if, there is objective
evidence of impairment as a result of one or more events that has occurred after the
initial recognition of the asset (an incurred ‘loss event’) and that loss event (or
events) has an impact on the estimated future cash flows of the financial asset or the
group of financial assets that can be reliably estimated. Objective evidence of
impairment may include indications that the borrower or a group of borrowers is
experiencing significant financial difficulty, default or delinquency in interest or
principal payments, the probability that they will enter bankruptcy or other financial
reorganigzation and where observable data indicate that there is a measurable
decrease in the estimated future cash flows, such as changes in arrears or economic
condition that correlate with default. For the District's receivables from customers,
evidence of impairment may include non-collection of water bills.



Loans and receivables

For loans and receivables carried at amortized cost, the District first assesses
whether objective evidence of impairment exists individually for financial assets that
are individually significant, or collectively for financial assets that are not individually
significant. If the District determines that no objective evidence of impairment exists
for

an individually assessed financial asset, whether significant or not, it includes the
asset in a group of financial assets with similar credit risk characteristics and
collectively assessed for impairment.

Those characteristics are relevant to the estimation of future cash flows for groups of
such assets by being indicative of the debtors’ ability to pay all amounts due
according to the contractual terms of the assets being evaluated. Assets that are
individually assessed for impairment and for which an impairment loss is, or
continues to be recognized, are not included in a collective assessment for
impairment. '

If there is objective evidence that an impairment loss has been incurred, the amount
of the loss is measured as the difference between the assets’ carrying amount and
the present value of the estimated future cash flows (excluding future credit losses
that have not been incurred). The carrying amount of the asset is reduced through
use of an allowance account and the amount of loss is charged to profit or loss.
Interest income continues to be recognized based on the original effective interest
rate of the asset. Receivables, together with the associated allowance accounts, are
written off when there is no realistic prospect of future recovery.

If, in a subsequent year, the amount of the estimated impairment loss increases or
decreases because of an-event occurring after the impairment was recognized, the
previously recognized impairment loss is reversed. Any subsequent reversal of an
impairment loss is recognized in profit or loss, to the extent that the carrying value of
the asset does not exceed its amortized cost at the reversal date.

3.3.7 Offsetting Financial Instruments

Financial assets and financial liabilities are offset and the net amount reported in the
statement of financial position if, and only if, there is a currently enforceable legal
right to offset the recognized amounts and there is an intention to settle on a net
basis, or to realize the asset and settle the liability simultaneously.

3.3.8 Classification of Financial Instruments between Debt and Equity

A financial instrument is classified as debt if it provides for a contractual obligation to:

« deliver cash or another financial asset to another entity; or

e exchange financial assets or financial liabilities with another entity under
conditions that are potentially unfavorable to the District; or '

« satisfy the obligation other than by the exchange of a fixed amount of cash or
another financial asset for a fixed number of own equity shares.

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



3.3.9 Inventories

Inventories are valued at the lower of cost or net realizable value (NRV). Cost is
determined using the moving average method.

Inventories are recognized as an expense when deployed for the utilization or
consumption in the ordinary course of operations of the District.

3.3.10 Prepaid expenses

Prepaid expenses are carried at cost less the amortized portion. These typically
include prepayments for insurance, renewal fee for MCWD website and usage fee
for MCWD Global Positioning System.

3.3.11 Property, Plant and Equipment
Recognition

An item is recognized as property, plant, and equipment (PPE) if it meets the
characteristics and recognition criteria as a PPE. The characteristics of PPE are as
follows:

e tangible items;

« are held for use in the production or supply of goods or services, for rental to
others, or for administrative purposes; and

» are expected to be used during more than one reporting period.

An item of PPE is recognized as an asset if:
e it is probable that future economic benefits or service potential associated with
the item will flow to the entity;
o the cost or fair value of the item can be measured reliably; and
« the cost is at least £15,000.00.

Property, plant and equipment, except land, are stated at cost less accumulated
depreciation and amortization and any impairment in value. Land is stated at cost
less any impairment in value.

The initial cost of property, plant and equipment comprises its purchase price,
including import duties, taxes and any directly attributable costs of bringing the
property, plant and equipment to its working condition and location for its intended
use, including capitalized borrowing costs incurred during the construction period.

Expenditures incurred after the property, plant and equipment have been put into
operation, such as repairs and maintenance, are normally charged to operations in
the period in which the costs are incurred. In situations where it can be clearly
demonstrated that the expenditures have resulted in an increase in the future
economic benefits expected to be obtained from the use of an item of property, plant
and equipment beyond its originally assessed standard of performance, the
expenditures are capitalized as additional cost of the related property, plant and
equipment.



Depreciation of property, plant and equipment commences once the property and
equipment are available for use and are calculated on a straight-line basis over the
estimated useful lives (EUL) of the property, plant and equipment after deducting 5%
salvage value, as follows:

Category - Number of years
Office and ICT equipment 5
Transportation equipment 7
Fumiture and fixtures 10
Machinery and equipment 10
Building and other structures 20

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

Fully depreciated property, plant and equipment are retained in the accounts until
they are no longer in use and no further depreciation are charged to current
operations.

When property, plant and equipment is retired or otherwise disposed of, the cost and
the related accumulated depreciation and amortization and accumulated impairment,
if any, are removed from the accounts and any resulting gain or loss is credited to or
charged against current operations.

3.3.12 Intangible Assets

Intangible assets acquired separately are measured on initial recognition at cost. The
cost of intangible assets acquired in a business combination is their fair value as at
the date of acquisition. Following initial recognition, intangible assets are carried at
cost less accumulated amortization and accumulated impairment losses, if any.
Intemally generated intangible assets, exciuding capitalized development costs, are
not capitalized and expenditure is recognized in the statement of profit or loss when
it is incurred.

The useful lives of intangible assets are assessed as either finite or indefinite.
Intangible assets with finite lives are amortized over their useful economic lives and
assessed for impairment whenever there is an indication that the intangible asset
may be impaired.

The amortization period and the amortization method for an intangible asset with a
finite useful life are reviewed at least at the end of each reporting period. Changes in
the expected useful life or the expected pattern of consumption of future economic
benefits embodied in the asset are accounted for by changing the amortization
period or method, as appropriate, and are treated as changes in accounting
estimates. The amortization expense on intangible assets with finite lives is
recognized in the statement of profit or loss in the expense category consistent with
the function of the intangible assets.



Intangible assets with indefinite useful lives are not amortized, but are tested for
impairment annually, either individually or at the cash-generating unit level. The
assessment of indefinite life is reviewed annually to determine whether the indefinite
life continues to be supportable. If not, the change in useful life from indefinite to
finite is made on a prospective basis.

Gains or losses arising from derecognition of an intangible asset are measured as
the difference between the net disposal proceeds and the carmrying amount of the
asset and are recognized in the statement of profit or loss when the asset is
derecognized.

The EUL and amortization method are reviewed periodically to ensure that the
period and method of amortization are consistent with the expected pattern of
economic benefits from items of intangible assets.

When an intangible asset is retired or otherwise be disposed of, the cost and the
related accumulated amortization and aocumulated impairment, if any, are removed
from the accounts.

3.3.13 Impairment of Non-financial Assets

The District assesses at each reporting date whether there is an indication that an
asset may be impaired. If any indication exists, or when annual impairment testing
for an asset is required, the District estimates the asset’'s recoverable amount. An
asset's recoverable amount is the higher of an asset's or cash generating unit's
(CGU’s) fair value less costs of disposal and its value in use. It is determined for an
individual asset, unless the asset does not generate cash inflows that are largely
independent of those from other assets or groups of assets. Where the carrying
amount of an asset or CGU exceeds its recoverable amount, the asset is considered
impaired and is written down to its recoverable amount.

In assessing value in use, the estimated future cash flows are discounted to their
present value using a pre-tax discount rate that reflects current market assessment
of the time value of money and the risks specific to the asset. In determining fair
value less cost to sell, an appropriate valuation model is used. These calculations
are corroborated by valuation multiples or other fair value indicators. Impairment
losses of continuing operations are recognized in profit or loss in those expense
categories consistent with the function of the impaired asset.

For assets excluding goodwill, an assessment is made at each reporting date as to
whether there is any indication that previously recognized impairment losses may no
longer exist or may have decreased. If such indication exists, the recoverable
amount is estimated. A previously recognized impairment loss is reversed only if
there has been a change in the estimates used to determine the asset’s recoverable
amount since the last impairment loss was recognized. If that is the case, the
carrying amount of the asset is increased to its recoverable amount. That increased
amount cannot exceed the carrying amount that would have been determined, net of
depreciation and amortization, had no impairment loss been recognized for the asset
in prior years. Such reversal is recognized in profit or loss unless the asset is carried
at revalued amount, in which case the reversal is treated as revaluation increase.
After such a reversal, the depreciation and amortization charge is adjusted in future
periods to allocate the asset’s revised carrying amount, less any residual value, on a
systematic basis over its remaining useful life.



3.3.14 Revenue Recognition

Revenue is recognized to the extent that it is probable that the economic benefits will
flow to the District and the revenue can be reliably measured, regardiess of when the
payment is received. Revenue is measured at the fair value of the consideration
received or receivable, taking into account contractually defined terms of payment
and excluding taxes or duty.

3.3.15 Income from Waterworks System

Water revenue are recognized when the related water services are rendered. Water
is billed every month according to the bill cycles of the customers. As a result of bill
cycle cut-off, monthly service revenue eamed but not yet billed at end of the month
are estimated and accrued. These estimates are based on historical consumption of
the customers.

3.3.16 Fines and Penalties not related to taxes

The District recognizes revenue from fees and fines, except those related to taxes,

when earned and the asset recognition criteria are met. Deferred income is
~ recognized instead of revenue if there is a related condmon attached that would give
rise to a liability to repay the amount.

The District charges fines and penalties to customers when there is a delay in the
payment of water bill. A penalty of 10% of the water bill is automatically charged by
the Billing anq Coliection System the day following the due date.

3.3.17 Other Business Income

-

Other customer related fees such as connection, reconnection and disconnection
fees are recognized when these services have been rendered.

3.3.18 Interest Income

Interest income is recognized as it accrues, taking into account the effective yield of
the assets.

3.3.19 Cost of Services and Operating Expenses

Cost of services and operating expenses are recognized as they are incurred. Cost
and expenses are recognized in the profit and loss when a decrease in future
economic benefit related to a decrease of an asset or an increase of a liability has
risen other than distributions to equity participants that can be measured reliably.
Cost and expenses are recognized in the profit and loss on the basis of systematic
and rational allocation procedures when economic benefits are expected to arise
over several accounting periods and the association with income can only be broadly
or indirectly determined; or immediately when expenditure produces no future
economic benefits or when, and to the extent that, future economic benefits do not
qualify, cease to qualify, for recognition in the statement of financial position as an
asset.



3.3.20 Tax
Current tax

Current tax assets and liabilities for the current and prior periods are measured at
the amount expected to be recovered from or paid to the taxation authorities. The tax
rates and tax laws used to compute the amount are those that have been enacted or
substantively enacted as of the reporting date.

Deferred fax

Deferred tax is provided, using the liability method, for all temporary differences, with
certain exceptions, at the reporting date between the tax bases of assets and
liabilities and their carrying amounts for financial reporting purposes.

A deferred tax asset shall be recognized for all deductible temporary differences and
operating loss carry forward when it is probable that taxable profit will be available
against which the deductible temporary difference can be utilized. (PAS12.24)

Pursuant to Presidential Decree No. 198, under section 14 - Department of Justice
ruling under case no. 0SJ-2005-03 states that the Water Districts are exempted from
Income tax and only liable to two percent (2%) Franchise Tax on its gross receipts.
Recognition of deferred tax is not applicable as stated above.

3.3.21 Provisions and Contingencies

Provisions

A provision is recognized when the District has: (a) a present obligation (legal or
constructive) as a result of a past event; (b) it is probable (i.e. more likely than not)
that an outflow of resources embodying economic benefits will be required to settle
the obligation; and (c) a reliable estimate can be made of the amount of the
obligation. :

If the effect of the time value of money is material, provisions are determined by
discounting the expected future cash flows at a pre-tax rate that reflects current
market assessment of the time value of money and, where appropriate, the risks
specific to the liability. Where discounting is used, the increase in the provision due
to the passage of time is recognized as an interest expense. Where the District
expects a provision to be reimbursed, the reimbursement is not recognized as a
separate asset but only when the reimbursement is virtually certain. Provisions are
reviewed at each reporting date and adjusted to reflect the current best estimate.

Contingencies

Contingent liabilities are not recognized in the financial statements. These are
disclosed unless the possibility of an outflow of resources embodying economic
benefits is remote.

Contingent assets are not recognized in the financial statements but disclosed when
an inflow of economic benefits is probable.



3.3.22 Employee Benefits

The employees of the District are members of the Government Service Insurance
System (GSIS), which provides life and retirement insurance coverage. Employee
entittements to annual eamed leave are recognized as a liability when they are
accrued to the employees.

The District recognizes the undiscounted amount of short term employee benefits,
like salaries, wages, bonuses, allowance, etc., as expense unless capitalized, and as
a liability after deducting the amount paid.

4. SIGNIFICANT ACCOUNTING JUDGMENTS, ESTIMATES AND
ASSUMPTIONS :

The preparation of the District's financial statements in compliance with PFRS
requires Management to make judgments, estimates and assumptions that affect the
amounts reported and disclosure in the financial statements and the related notes.
Judgments, estimates and assumptions are continually evaluated and are based on
historical experience and other factors, including expectations of future events that
are believed to be reasonable under circumstances. Actual results could differ from
those estimates, and such, will be adjusted accordingly.

The District believes the following represent a summary of these significant
judgments, estimates and assumptions, and the related impact and associated risks
in the financial statements.

4.1 Judgments

In the process of applying the District's accounting policies, Management has made
the following judgments, apart from those involving estimations, which has the most
significant effect on the amounts recognized in the financial statements.

Determination of impairment of non-financial asset

The District assesses the impairment of non-financial assets (property, plant and
equipment, other current assets, and other noncurrent assets) whenever events or
changes in circumstances indicate that the carrying amount of an asset may not be
recoverable. The factors that the District considers important which could trigger an
impairment review include the following:

- » significant underperformance relative to expected historical or projected future
operating results; : '
« significant changes in the manner of usage of the acquired assets or the strategy
for the District’s overall business; and
« significant negative industry or economic trends.

In 2018 and 2017, the District has not identified any impairment indicator, thus, no
impairment was recognized.

4.2 Estimates and Assumptions




Key assumptions concerning the future and other sources of estimation uncertainty
at the reporting date that have a significant risk of causing a material adjustment to
the carrying amounts of assets and liabilities are discussed below:

Determination of impairment of receivables

The District reviews its receivables at each reporting date to assess whether
provision for doubtful accounts should be recorded in profit or loss. The District
maintains an allowance for impairment - accounts receivable based on the resuits of
the individual and collective impairment assessments under PAS 39. Allowance for
impairment - accounts receivable is maintained at a level considered adequate to
provide for potentially uncollectible receivables. The level of allowance is based on
past collection experience and other factors that may affect collectability. These
factors include, but not limited to, age and status of receivables, the concessionaire’s
payment behavior and known market factors. An evaluation of receivables, designed
to identify potential charges to the allowance is performed on a continuous basis
throughout the year.

The following is the basis of the District in computing the Allowance for Impairment-
Accounts Receivable, to wit:

Age of Accounts Percentage

1-120 days 0%
121 — 365 days 10% ~°

121 -1 year 20%
1 to 3 years 20%
3 to years 30%
8 to 15 years 50%
Over 15 50%

Determination of estimated useful lives of property, plant and equipment

The useful life of each of the District's item of property, plant and equipment is

estimated based on the period over which the asset is expected to provide economic

benefits. Such estimation is based on a collective assessment of similar business,

internal technical evaluation and experience with similar assets. The estimated

useful life of each asset is reviewed periodically and 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 asset. It is possible,

however, that future financial performance could be materially affected by changes in

the amounts and timing of recorded expenses brought about by changes in the

factors mentioned above. A reduction in the estimated useful life of any item of
property and equipment would increase the recorded depreciation expense and

decrease the carrying value of property, plant and equipment.



5. CASH & CASH EQUIVALENTS

Cash and cash equivalents consists of:

2018 2017

Cash-Collecting Officer P P

Petty Cash

Cash in Bank-Local Currency

Cash in Bank- Local Currency 3,769,854.16 848,093.98
Savings Account 1,087,841.45 - 775,093.09
Total Cash & Cash Equivalents P 4,857,695.61 P 1,623,187.07

6. RECEIVABLES, NET

This account includes all amounts due arising from services rendered to
customers/concessionaires, water sales and incidental services, Allowance for
Doubtful Accounts, Due from Officers and Employees and Others Receivables .

2018 2017

Accounts Receivable P 15,568,27562 P 15,600.475.92
Allow. for Doubtful Accounts (3,413,014.14) (3,368,649.76)
Accounts Receivable, Net 12,155,261.48 12,231,826.16
Recievables-Disallowance/Charges 390,847.85

Other Receivables - 554,197.80 562,156.50
Total Loans and Receivable

Accounts P 13,100,307.13 P 12,793,982.66

7. INVENTORIES

This account consists of unissued materials and supplies which are kept in the stock
room and available for future use by the District in its operations.

2018 2017
Office Supplies Inventory P 3585239 P 30,311.86
Accountable Forms, Plates and
Stickers Inventory 177,224 51 242,576.08
Chemicals and Filtering Supplies :
Inventory : 31,500.00 76,500.00
QOther Supplies Inventory 518,143.32 998,400.04
Total Inventory Held for

Consumption P 762,720.22 P 1,347,787.98




8. PROPERTY, PLANT & EQUIPMENT (PPE)

This account includes all properties of relatively permanent character that are used in
normal utility operations. The breakdown of this account is as follows:

9.

2018 2017
Land
350,000.00 P 350,000.00
Land Improvement
370,475.00 370,475.00

Infrastructure Assets —Piant ((UPIS) 58,305,117.95 58,353,336.95
Office Building 653,739.81 653,739.81
Other Structures 3,951,843.81 3,951,843.81
Office Equipment 208,990.00 1253,504.75
Furniture & Fixtures 144,225.00 496,924.25
Other Machineries & Equipment 7.426,090.39 11,415,250.19
IT Equipment & Software 528,347.00 564,735.50
Communication Equipment 0.00 7,990.00
Other Transportation Equipment 1,052,454.00 1,002,554.00
Machineries 4,276,972.00
Other Property, Plant & Equipment 1,099,262.65 1,083,127.65
Computer Software 145,000.00
Total 78,512,51 7.;1 78,503,481.91
Less: Accumulated Depreciation 45,422,144.12 40,064,919.89

Intangible Assets 4,833.32 - 0.00

Other Assets 7,151,513.06 7,481,928.06
Total Non-Current Assets 40,237,053.23. 45,920,490.08

INTER-AGENCY PAYABLES

Due to BIR refers to the withheld taxes on compensation of employees, withheld

expanded taxes on suppliers and franchise tax, which are due for remittance.

Due to GSIS, Pag-IBIG and Philhealth are the premiums and loans for

remittance.
2018 2017
Due to BIR 3881158 P 0.00
Due to GSIS
Due to PAG-IBIG
Due to Philhealth
Total Inter-Agency Payables 38,811.58 P 0.00




10. THE CURRENT LIABILITIES

This account consists of Guaranty Deposits Payable which pertains to liability arising
from cash received from concessionaires to guaranty performance and Other Payables
include other liabilities of the water district due to other creditors.

2018 2017
Other Payables P 359.757.53 P 2,332,751.95
Retention 0.00 0.00
359,757.53 P 2,332,751.95

Total Other Current Liabilities P

11. LOANS PAYABLE

This represents long-term obligations of the District under contract agreement with NHA
and LWUA, the proceeds of which were used to finance various infrastructures and
permanent improvements in order to meet the demands of the growing clientele.
Repayments for the District's long-term obligation under NHA are to be made quarterly in
the amount of P157,903.19 payable within twenty five (25) years at the interest rate of
9% per annum. However, up to date of audit, no payment and accrual of interest has
been made by the District. The repayments of the LWUA loans are made monthly
based of the agreed terms and schedule provided in the contract agreement. This
account is composed of:

2018 2017
LWUA LoanAcct. No. 4-2346 P 1,744972.28 P 2,076,839.83
LWUA Loan Acct. No. 4-2456 : 1,778,497.06 2,279,578.51
LWUA Loan Acct. No. 4-2559 985,594.51 2,216,588.51
LWUA Loan Acct. No. 9-0101 3,500,023.97 3,750,019.97
National Housing Authority (NHA) Loan '
Acct. 6,272,000.00 6,272,000.00
Total Loans Payable P 14,281,087.82 P 16,595,026.82

12. PERSONAL SERVICES

This account consists of the following expenses incurred by the Water District amounting
to

P 10,785,386.41
2018 2017
Salaries and Wages P 582163435 P 5,515,134.56
Other Compensation 2,396,938.13 2,220,703.36
Personnel Benefit Contr. 538,553.08 747,667.89
Other Personnel Benefits 2,028,260.85 0.00
Total Personal Services P 10,785,386.41 P 8,483,505.81
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These expenses which are incurred in the operations of the Water

P 24,886,774.77 include the following:

amounting to



2018 2017
Traveling Expense P 121,443.00 P 130,206.04
Training and Scholarship Expense 79,276.00 225,679.50
Supplies and Materials Expense 4,487,739.60 4,456,934.05
Electricity Expense 9,884,547.34 8,592,092.58
Rent Expense 11,500.00 104,500.00
Communication Expense 199,145.38 170,327.32
Membership Dues & Contributions 11,674.00 33,074.00
Survey Expenses 0.00 6,000.00
Advertising Expense 0.00
Representation Expense 342,173.97 424,155.50
Subscription Expenses . 3,000.00
ExtraOrdinary Miscellaneous Expenses (EME) 590,327.07 681,486.38
Professional Services Expense 151,264.30 56,480.80
General Services 36,200.00 46,200.00
Repairs & Maintenance Expense 1,960,765.65 917,961.87
Donations & Contributions 80,548.00 25,463.75
Taxes, Insurance Prem. & Other Fees 888,954.14 506,970.15
Bad Debts Expense 44,364.38 (74,197.98)
Depreciation Expense 6,041,216.29 5,258,104.75
Total MOOE P 24,886;774.77 P 21,565,338.71




