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ASSETS

Current Assets

Cash and cash equivalents (Mote 4) B2.037,042,850  P1,445250,135
Trade and other receivablss (Notes 6 and 30 435,464,297 457 907,251
Due from related parties (Note 5) 16,810,651 1,845,507
Drue from National Power Corporation (NPC)Power Sactor
Assets and Liabilities Management Corporation (PSALM)
(Mote 7) LLLT5,128 1,075,128
350,071,594 603,212,040

Malerials and suppliss (Note 83

Prepayments and ather current agssts (Notes 9 and 31)

04,205,423

167,670,853

Total Current Assets

J,834,858,952

2,879,061 317

Noneurrent Assets Held for Sale (Note 1 1) 18,213,000 =
Noncurrent Assets
Investments in associates (Notz 10) 6,036,937,430 6,180 806,538
Property, plant and equipment (Naote 1 1) 781,201,721 778,345,802
Deferred income tax assets - net {Notz 26) 27,349,350 32,493,775
Met pension asset (Natz 183 1,407,927 -
Other noncureent assets (Notes 12, 30 and 313 244,615,594 1.200,379,77
Tatal Nonzurrent Assels 7,091,512,047 5, 193027,69]
TOTAL ASSETS BI10,944,584,999 BLOAT2085,008
LIABILITIES AND EQUITY
Current Liabilities
Trads and other payablas (Motes [4 and 30) B48%,054,351 B712,737,723
Due to eelatad partias (Mot 5) 56,700 363,003
Incoma tax payable 31,551,991 43,630,922
Due to NPC/PSALM (Notes 7 and 313 - 511,650,588
Dividends payabls (Wote 19} 849,987 -
Tatal Current Liahilizias 323,373,159 [, 273 583,230
Liabilities Dircetly Associated with Noncurrent Assets
Held for Sale (Notes 1| and 17) 2,234,000 -
Moncurrent Liabilities
Customers’ deposits (Note 16) 132,093,513 [ 7,045,681
Asset retirement obligation (ARQ) (Natz 17) 0,975,535 97,198,403
Met pension labilities (MNote 18) 18,472,143 20,107 378
Orther noncurrent liability (Note 30 182,765,769 -
Tolal Moncurrent Liabilities 394,306,960 234,350 462
Taota!l Liabilitiss 919,914,219 1,507,534 692

{Forward)
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December 31

: 2018 2017

Equity Attributable to Equity Holders of the Parent
Capital steck - P1 par value (Note 19)

Autherized - 2,000,000,000 shares

[ssued - 1,569,491,900 shares B1,569,491,900 21,569,491,900
Additional paid-in capital H6,810,752 Bz, 810,752
Remined samings (Nole 153

Appropriated for future expansion projects 1,500,000,000 [,350,000,000

Unappropriated 6,841,335,863 6,238,490,394
Orther comprehensivz income:

Remeasuremznlt of emplayes benelits 5,779,181 1,367,084

Net unrealized valuation gains on financial assel at fair value

through other comprehensive incoma (FYOCH (Note 12) 4,850,000 -

Net unrealized valuation losses on available-for-sale [AFS)

investment (Mote 12) {350,000)

Share in remeasurement of employee benefits of associates B98,119 (83,388)
Treazury stock at cost - 72,940,097 shares (131,008,174 (131,008 174)
Equity attributaile to equity holders of the Parent 0,878,177,646 0,204,518 558
Equity attributable to Non-controlling Interests (Note 19) 146,493,134 1449235, 748

Total Equity 111,0124,670,780 9354, 154314
TOTAL LIABILITIES AND EQUITY P10,944,584,999 P10,872,089 008

See gocowmsaning Noter to Consolidoted Financin! Siaeaments,
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SPC POWER CORPORATION AND SUBSIDIARIES -
CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME

Yeuars Ended December 31

2018 2017 2016
REVEMNUE
Cperaling faes (Notes 24 and 31 B35 014,510 B2.50, 121,191 BL,920,719.250
COST OF SERYICES
Plant cperalions (Watea 20 and 31) 1,A09,497,459 [,715,571,233 1,797,409 2354

GROSS MARGIN

GENERAL AND ADMINISTRATIVE
EXPENSIS (Note 200

576,417,022

230,447,901

614,549,938

183,783,745

Q3 319,994

227,512,333

E 1

OTHER INCOME {CHARGES)

Equity in net earnings of associalzs (Note 1)
Servics income (Mate 1)

[rterast ixcome (Mate 4)

Changes r assel relirement obligation (Note 173
[mreresl expense MNales 13, 14, 17 and 13)

Otk ers - net (Matz 3 1)

1,265,412,079
120,007,156
48,068,128
39,119,121

(5,334,167)
163,704,449

1,137,425 220
00,006,348
21,170,283
2L L11,754
[25,38%2648)
151,753,299

1,175,524,675
34,549 214
25,424,126

(32,734,405
31,390,303

1,731,876,766

1,408,086,763

1,254,554,213

[NCONME BEFORE INCOME TAX
PROVISION FOR INCOME TAX (Mot 28]

2,048,825,587

174,619,916

[,831,852,935

157,724,324

[,970,361,854
182,863,520

NET INCONE

1. 454,205,971

1,674,124.411

1,787,308 334

OTHER COMPREIENSIVE INCOME
Items that will not he raclassitied o profit or loss:
Share in remensurement of employes benefits of

associabas, nat of tax ellect (Mote 10) 941,507 (278,202) 74708
Remeasurament ol employee benefits, net of tax elfect
Mote 1) 4,213,097 3,523,840 -
Unrezlized valuation gain on Gnancial asset at FVOCI
Mote 12) 1,500,000 - -
&,693,604 3,250,658 747,080
TOTAL COMPREHENSIVE INCOME B1DONE9Y,575 BLAETTIATIO060 PLTEE 145,414
NET INCOME ATTRIBUTABLE TO:
Eguity holders of the Pacsnr #1,854,292,292 B 843255508 BLTI36401,930
39,913,679 30,858,806 53,736,384

Mon-contrelling inlereals

P1.404,205971

Bl,o74,124 411

P1,787,198,314

TOTAL COMPRENENSIVE INCOME
ATTRIBGUTABLE TO:

Equity helders ol the Parent P1,860,085,800 Pl A44.454,872  BILT34,400,010
War-contralling interests 39,913,679 32,920,157 33,736,384
R1,900,899,575 B81,6772373,06% P1,788 145414

EARNINGS PER SHARE (Nota 23)
BasicTiluted, lor income for the year attributable to
equity holders of the Parent

B1.24

Bl.10

PlL.LG

See accompanping Moter to Consolideted Financiol Slatemenis.
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SPC POWER CORPORATION AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS

Years Ended December 31

2018

2017

2006

CAST FLOWS FROM OPERATING
ACTIVITIES

[ncome before income tax

Adjustments to reconcile income before
income tax to net cash flows:

Equity in net earnings of associates (Note [0) (1,265,412,079) (1,137,429,320)

1,068,825,887 B[ 831,852,935 B1,970,16]1,854

{1,175,524,975)

Depreciation and amortization (Noke 23) 90,524,253 79,683,184 80,384,113

[nterest expense (Notes 13, 16 and 1) 5,334,187 23,389,206 32,734,405

Interast income (Nota 4) (48,968,128) (21,170288) (25,624,126)

Met changes in pension 1,168,935 14,204,005 1,357,039

Changes in asset retirement abligation

(Note 17) (39,119,121)  (21,111,756) =
Provision for impairment on property, plant
and equipment (Note 11) 14,266,880 = -

Others - net (Notes 31 and 32) (3,339,850 (2,160,537) 3,631,513
Operating income before working

capital changes 823,280,943 769,237,485 887,319,823
Decreasa (incraase) in:

Trade and other recaivahles 54,084,163 {118,805,528) 199,949 084

Dus from refatzd parties (14,964,744) (26,441 (174,635)

Due from NPC/PSALM - - 914,264

Materials and supplics 258,747,216 (334,015,353} 13,882, 166

Prapayments and other current assets 73,375,432 (B3, 15%,678) (42,522,126)
Increass (dacreass) in: 2

Trade and other pavables (259,379,180) 373,919,295 (46,279,194)

Due to NPC/PSALM (511,650,588) 199,494 613 144,730,653

Due to related partics 22,705 (125,961} 626,686

Customers' deposits L 14,843 918 [ 5,205,502 B.968,620
Net cash generated [rom aperations 438,359 867 B22,505,940  1,168,317,323
[nzome taxes paid (186,152,441)  {143,323,9087  (184,772,412)
Interest paid (172,441) (22,161,906) (27,285,784
Interest received 49,038,548 20,105,861 25,543,927
Met cash flaws from operating activitizs 301,093,533 677,925,987 B81,803,074

{Forward)
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Years Foded December 31

2018 2007 20106

CASH FLOWS FROM INVESTING

ACTIVITIES
Additions to property, plant and

equipment (Notz | ]) (P128,548,734) (R190,946,208) (R3I[8,343.835)
Proceeds {rom disposal of property, plant and

gquipment 1,593,730 267,857 -
Cash dividends received (Nate 10} 1,409,823,865 1,028,339,061 213,359,878
Additional investments in associates (Note 9 - = (79,999,870)
Collection of nancurrent receivable (Nate 30) 1,143,240,000 - —
Decrease in other norcurrent assats (62,208) 6,077 814 1,428,313

Net cash flows from (used in) investing activitics  2,426,046,583 843,738,524

(181,555,534)

CASH FLOWS FROM FINANCING
ACTIVITIES

Cash dividends paid (Nate 19) (1,237,727,455) (1,251,235,515)  (891,029,663)
Payments of long-term debt (Note 15) - (377,777,778)  (103,911,053)
Cash flows usad in financing activitiss (1,237,727,455) (1,825,013 2593} (994940718}
NET INCREASE (DECREASE) IN CASH

AND CASH EQUIVALENTS 1,489,412,661 (307,348 782y (194.693,17H)
EFFECT OF EXCHANGE RATE

CHANGES ON CASH AND CASH

EQUIVALENTS 2,380,062 3,010,274 3,730 883
CASH AND CASH EQUIVALENTS

AT BEGINNING OF YEAR 1,445250,136  1,745497,044  1,940,459937
CASH AND CASH EQUIVALENTS

AT END OF YEAR B1,937.042,859 F‘l‘f]-_lﬁ 2}._1 136 1,749,497 644

Sea aeeamparning Notas ts Consolidated Financia Statsmeas
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SPC POWER CORPORATION AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

L,

Corporate Information

SPC Power Corporation (the Parent Company), formerly Salcon Power Corporation, was
incorporated in the Republic of the Philippines and registered with the Philippine Securities and
Exchange Commission (SEC) on March 11, 1994,

The Parent Company was formerly a venture company owned by members of the Salcon
Consortium which entered into a Rehabilitation, Operation, Maintenance and Management
Agreement (ROMM Agresment) with the National Power Corporation (NPC) on March 25, 1994
for the surpose of undertaking the rehabilitation, operation, maintenance and management of the
203.8 megawatt (MW) Naga Power Plant Complex (NPPC) in Colon, Naga, Cebu under the
rehabilitale-operate-maintain-and-manage scheme as definad in the ROMM Agreement,

Under the ROMM Agresment, the Parent Company, at its own cost, rehabilitated, operatad,
maintained ard managed the NPPC over the cooperation period of 15 years (Cooperation Period:
up to May 29, 2009 for the Land-Based Gas Turbines (LBGTs), and up to March 25, 2012 for the
Cebu Thermal Power Plant (CTPP) 1, CTEP 2 and Cebu Diessl Power Plants [ (CDPP 1), a3
amended),

[ resolutions dated September 28, 2001, the Board of Directors and Stackholders amended the
primary purposes for which the Parent Company is formed, Together with its subsidiaries and
associates, it is engaged In various business activities within the Philippines that include, among
others, the development, construction, rehabilitation, maintenance, managsment, and operation of
power generating plants, electricity distribution and related facilities in accordance with existing
laws

On April 2, 2002, the Parent Company's common shares were listed in the Philippine Stock
Exchange (PSE) (ses Note 19},

Un September 9, 2016, the Parent Company’s Board of Directors further amended the Parent
Company’s Articles of Incorporation in ordsr to engage in the business of selling, brokering,
marieting, or aggregating electricity to the end users. The amendiments were subsequently approved
and confirmed by written consent of the stockholders representing at least two-thirds of the
outstanding capital stock of the Parent Company. On January 4, 2017, the SEC approved such

amendmert.

The consolidated financial statements comprise the financial statements of the Parent Company and
the following wholly owned and majority owned subsidiariss:

%a of Ownership

Mature of Business Direct [ndiract Tatal
SPC [sland Power Corporation Power generation [00.00% - L00.00%
Cebu Maga Power Corporation Power generation L0055 - 100.00%,
SPC Malaya Power Corporation Power generation 40,00%, 38 .40%, T840
3PC Light Company, Inc. Holding company 40.00% 24.00%, 4. 00%
Bahaol Light Company, Ine. Power distribution 35.90% 11.76% 33.66%
SPC Electric Company, Ing, Holding company 40, 00% - 40.00%

LA S



SPC Island Power Corporation (SIPC). SIPC, a wholly owned subsidiary, was incorporated and
registered with the SEC on June 26, 2001, [t operates the 145.5 MW Panay Diesel Power Plant
(PDPP) {located in Dingle, lloilo) and the 22 MW Bohol Diesel Power Plant {BDPP) {located in
Tagbilaran City, Bohol) which were zequired on March 25, 2009 through the assignment of the
Parent Company’s rights and obligations to STPC. [t has alsc been operating the Olango Diesel
Power Plant (ODPP) (located in the Island of Olango, Lapu-Lapu City) which supplies all the
generated electricity to Mactan Electric Company, [nc. (MECO), an associate, SIPC will continue
tz operate the ODPP in 2019 or until the new operatar that won in the bidding conducted by MECO
in 2018 1s qualified by the Energy Regulatory Commission (ERC).

Cebu Naga Power Corparation (CWPC), CNPC was incorporated on August 12, 2015 to undertake
the development, cwnership, construction, operation and managsment of the a new Zx130 MW
CFBC eoal-fired power plant that replaces the old CTPP | and CTPP 2 in the NPPC, Colon, City of
Maga, Cebu. As of Desember 31, 2018, the construction of the new power plant had besn abortad
due to the adverse Supreme Court decision that led to the return of the NPPC to PSALM on July 31,
2008 {see Note 31), CNPC remains not to have commercial operations.

SPC Malaya Power Corporation (SMPC). SMPC was incorporated in the Republic of the
Prilippines and registersd with the SEC on September 22, 2011, SMPC won the bidding processes
far the Operation and Maintenance Service Contract (OMSC) of the 650 MW Malaya Thermal
Power Plant {MTPP) located in Plililia, Rizal and accordingly operated the MTPP fram October 25,
2011 to October 25, 2014, However, SMPC either did not win or did not participats in the
subsequent biddings of the OMSC after October 25, 2014 for certain reasons. As of December 31,
2018, 5MPC remains not to have commercial operations,

Bohol Light Company, Ine. {(BLCI). BLCI was incarporatzd on July 21, 2000 to engage in the
businzss of supply and distribution of electricity, subject to applicable laws, rules and regulations.
On July 10, 2003, the National Electrification Corunission (NEC) granted BLCID's franchise to
operate electric, light and power services for a period of 23 years retroactive from October 20, 2000
1o Qetaber 19, 2025 in the arsa presently comprised by Tagbilaran City, Bohal,

SPC Elsctric Company, Ine. {SECI) and SPC Light Company, Inc. (SLCI). SECT and SLCI were
incorporated on Cetober 17, 2002 and January 15, 2003, respectively, primarily to design, construct,
install, commission, reshabilitate, maintain, manage, operate and invest in  powsr
genaration/distribution plants and related facilities. The Parent Company has the power to govern
the financial and operating policies of SECI by virtue of an agreement, making it eligible lor
consolidation in accordance with PFRS 10, As of December 31, 2018, SECI and SLCI remains not
to have commercial operations.

The registered office address of the Parent Company is 7" Floor, Cebu Holdings Center, Archbishop
Heyes Avenue, Cebu Business Park, Cebu City.

The consalidated financial statements of the Parent Company and its subsidiaries (collectively

referred to as the “Group™) were authorized for issue by the Board of Directors (BOD) of the Parent

Compary on April 4, 2019,

ARV



2. Basis of Preparation, Statement of Compliance, Principles of Consolidation, Changes in
Accounting Policies and Diselosures, and summary of Significant Accounting Policies

Basis of Preparation

I'he Group’s consolidated Fnancial statements have been prepared on a historical cost basis, except
for financial assets at FVOCI which have been measured at Fair value, and are presented in
Philippine Peso, the functioral currency of the companies in the Group. All amounts are rounded
to the nearest Peso except as otherwise indicatad,

Statement of Compliance
The Group's consolidated financial slalements are presentsd in accordance with the Philippine

Financial Repaorting Standards (PFRSs).

Principlzs of Conselidation

The consalidated financial statements include the accounts of the Parent Company and subsidiaries
menlicned in Nate |, The financial statements of the subsidiaries are prepared for the same reporting
year as the Parent Company using consistent accounting palicies.

Subsidiaries are fully consolidated from the date contral is transferred to the Parent Company and
cease to be consolidated from the date control is transferred out of the Parent Company. Control is
established when the Parent Company is exposed, or has rights, to variable returns from its
involvement with the investze and has the ability to affect those returns through its power aver the
investee,

All intercompany balances, income and expenses and profits and [osses resulting from intercempany
transactions are eliminated in full.

Non-contralling interest represents the portion of profit or loss and net assets in subsidiaries not held
by the Parant Company and is presented in the consolidated statemnent of comprehensive income
and within equity in the consolidated statement of financial position, separately from equity
attributable to equity holders of the Parent Company, A change in the ownership interest of a
subaidiary, without a loss of control, is accounted for as an equity transaction. IF the Parent
Company loses contro! over a subsidiary, it

« derscognizes the assets (including goodwill) and liabilities of the subsidiary;

* derecognizes the carrying amount of any ron-controlling interest;

* derscognizes the cumulative translation diffarences, recordad in equity;

*  racognizes the fair value of the considaration received;

* recognizes the fair value of any investment retained;

" recognizes any surplus or deficit in profit or loss; and

* reclassifies the Parent Company’s share of components previously recognized in other
comprehensive income to profit ar loss or retained earnings, as appropriate,

Changes in Accounting Policies and Disclosures

The accounting policies adopted are consistent with those of the previous financial year, except for
the following new and revised standards and Philippine Interpretations which were applisd starting
January [, 2018, Unless otherwise indicated, the adoption did nat have any significant impact an
the consolidated financial statements of the Group.

AR



PERS 9, Financial fstrumenis

PFRS 9 reflects all phases of the financial instruments project and replaces PAS 19, Financial
Instruments: Recognition and Measurement, and all previous versions of PFRS 9. The standard
introduces new requirsments [or classification and measurement, impairment, and hedge
accounting.  Retrospective application is required, but comparative information is not
compulsery. For hedge accounting, the requirements are generally applied prospectively, with

some limited exceptions.
The Group has adopted this new standard without restating comparative information.

As of Janvary 1, 2018, the Group has reviewed and assessed all of its existing financial
instruments. The following table reconsiles the carrying amounts of financial assats, from their
previous measurement category in accordance with PAS 39 to their new measuremen
categories upen transition to PFRS 9 on Junuary 1, 2018, and prior period’s closing impairment
allowance measured in accordance with PAS 19 to the opening impairment allowancs

determined in accerdance with PFRS 9 as of January 1, 2018:

Driginal

Meaguremen!  Coginal Carmyimg Mew Weasursment Mew Carmyingg

Catepery Under Airsant urder Catepary Adawnt wnles

Finnneial Asaews PAG 18 PAS 39 Heclaza Dealion Bematiurzment Lnitar PFRE 2 PERS Y

Cash anad zash equivelents Laana ard 443,250,135 B 443 250,114 P- Pinanzinl asests ar B 445150114
raz=iunbles amartized sl

lavestment in preprienny cluo shares  AFS investingils 1,300,008 1,300 005 TGN Finaneial assers at 3,000,000
FyacC]

Trade and etrer recervaliles:

MPC Laens and 1497001 1,497,011 - Financinl nsssts 2 1497 ]
rezeivabics amartized cast

Reczivable rnm cogiomers Loar and 405,97 878 4z a7,A7 400 845 Pinancial asssta ar 411,503,112
receivanles amartized soat

Otleacy ; Lanns and 50,435,162 30,413,362 Finanetzl 1ssets at 00433, 3a2
razeivaliies amorhzsd soar

e From WPCAFS A LM Luans and 1,174,124 L7514 —-  Firaagid assel al 1,175,534
regzivadlag amprtizad aasl

Dz from relates pactizs Lanns and | 43,907 1,445 907 - Pinanzial asaels al 1,325,907
recesyahies arartized gos!

Mancureal rezsivable (ncluded in Litaria arnd 1,143, 240,000 1, 142,248, 000 - Finangial assels at L, 143,240,600
“Othes Mencurant Assees™) reseivaalas wmortized cost

The effects of adoption of PFRS 9 on the consolidated financial statements are as follows:

Az of
January 1, 2018

[ncrease (decrzase) in consolidated statement of financial position:

Trade and other receivables (see Note 16) (B4,066,848)
AFS investment (see Note 12) (1,300,000)
Financial asset at FVOCI (see Note 12) 5,000,000

[nvestments in associates {see Note 10) (1,438,827)
Total Assets . {(B1,803,669)
Net unrealized gain on financial asset at FYOCI (see Note 12) E3,700,000

Retained samings (see Nole 19) (#,185,376)
MNan-controlling interests (see Nots 19) (1,320,293}
Total Liabilities and Equity {£1,805,669)
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The net unrealized wvaluation losses on AFS investment amounting to 8330,000 as of
Tanuary 1, 2018 kas been correspondingly reclassitied to net unrealized valuation gains on
financial asset at FVOCL

As of December 31, 2018 and 2017, the Group does not hold financia! liabilities designated as
at fair value through profit or loss,

PERS 15, Revenue from Coneracts with Customers

PFRS 13 supersedes PAS |1, Cerstruction Contracts, PAS 18, Revenue, and related
[nterpretations and it applies to all revenue arising from contracts with custormers, unless those
contracts are in the scope of other standards, PFRS 15 establishes & new five-stap model! that
will apply to revenue arising from contracts with customara. The new standard establishes a
five-step model to account for revenue arising from contracts with customers. The five-step

model i3 a5 follows:

[dentify tha contract(s) with a customer;

Identify the performance obligations in the contract;

Determine the transaclion price;

Allocatz the transaction price o the performance obligations in the contract; and,
Hecognize revenue when (or as) the entity satisfies a performance obligation.

L L pd —

Under PFRS 13, revenue is racognized at an amount that reflscts the consideration to which an
sntity expects to be entitled in exchange for transferring goods or services to 2 customer.

The standard requires entities to exercise judgement, taking into consideration all of the relevant
facts and circumstances when applying each step of the model to contracts with the customers.
The standard alsc specitizs the accounting for the incremental costs of ebtaining a contract and
the costs directly related to fulfilling a contract.

T'he adoption of PFRS 15 has no impact to the consolidatad statements of financial posilion,

consolidated statements of comprehensive income and consolidated statements of cash flows.

Amendments to PFRS 2, Share-based Payment, Classification and Measurement of Share-based
FPayiment Transactions

The amendments to PEFRS 2 address three main areas: the effects of vesting conditions on the
measurement of a cash-settled share-based payment transaction; the classification of a share-
based payment transaction with net settlement features for withholding tax abligations; and the
accounting where a modification to the terms and conditions of a share-based payment
transaction changes its classification from cash settled to equity settled.

On adoption, entities are required to apply the amendments without restating prior periods, but
retrospective application is permitted if elected for !l three amendments and if other criteria are
mel.

These amendments are not applicable to the Group since it has no share-based paymen!

arrangements.
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Amendments to PFRS 4, fnsurance Coniracts, Applying PFRS 9, Financial Instruments, with

PFRS ¢

The amendments address concerns arising from implementing PFRS 9, the new financial
instruments standard before implementing the new insurance contracts standard. The
amendments intraduce two options for entities issuing insurance contracts: a temparary
exemption from applying PFRS 9 and an overlay approach, The temporary exemption is first
applied for reporting periods beginning on or after January 1, 2018, An entity may elect the
overlay approach when it first applies PFRS 9 and apply that approach retrospectively to
financial assets designated on transition to PFRS 0, The entity restates comparative information
reflecting the overlay approach if, and only if, the entity restates comparative information when
applying PFRS 9,

The amendments are not applicable to the Group since it is not engaged in the insurance
business.

Amendments to PAS 28, Measuring an Associate or Joint Venture at Fair Value (Patt of Annual
Improvements to PFRSs 2014-2016 Cycle)

The amendments clarify that an entity that is a venture capital organization, or other qualifying
entity, may elect, at initial recognition on an investment-by-investment basis, to measure its
investments in associates and joint ventures at fair value through profit or loss. They also clarity
that if' an entity that is not itself an investment entity has an interest in an associate or joint
venture that is an investment entity, the entity may, when applying the squity method, elect to
retain the fair value measurement applied by that investment entity associate or joint venlure to
the invesiment entity associata’s or joint venture’s inferests in subsidiaries. This election is
made separately for each investment entity associate or joint venture, at the later of the date on
which (a) the investment entity assaciate or joint venture is initially recognized; (b) the associate
or joint venturs becomss an investment entity; and (c) the investment entity associate or joint
venture first becomes a parent.

These amendments are not applicable to the Group since none of the entities within the Group
is a venturs capital organization or an investment entity, nor does the Group have investment
entity associates or joint ventures.

Amendments to PAS 40, frvestment Property, Transfers of Investment Properly

The amendmsnts clari®y whan an entity should transfer property, including property under
canstruction or development into, or out of investment property, The amendments state that a
changs in use occurs when the property meets, or ceases to meet, the definition of investment
proparty and there is evidence of the change in use, A mere change in management’s intentions
for the use of a property does not provide evidence of a change in use. The amendments should
be applied prospectively to changes in use that oceur on ot after the beginning of the annual
raporting period in which the entity first applies the amendments. Retrospective application is
only perritted if this is possible without the use of hindsight.

These amendments are not applicable to the Group since it does not own any investment
property,
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*  Philippine Interpretation IFRIC 22, Foreizn Currency Transactions and Advance Consideration

The interpretation clarifies that, in determining the spot exchange rate to use on initial
recognition of the related asset, expense or income {or part of it} on the derscognition of a
nonmonetary assel or nonmonetary liability relating to advance consideration, the date of the
lransaction is the datz on which an entity initially recognizes the nonmonefary asset or
nonmonetary liability arising from the advance consideration. [fthere are multiple payments or
receipts in advance, then the entity must determine a date of the transactions far each payment
or receipt of advance consideration. Eatities may apply the amendments on a fully retrospective
basis. Alternatively, an entity may apply the interpratation prospectively to all assefs, expenses
and income in its scope that are initially recognized on or after the beginning of the reporting
pericd in which the entity first applies the interpretation or the beginning of a prior reporting
period presented as comparative information in the financial statements of the reporting period
irwhich the entity first appliss the intsrpratation,

Since the Group’s cucrent practice is in line with the clarifications issued, the Group does not
have any elfect on its consolidatad financial statements.

New Standards and [nterpretation Issued and Efective after December 31, 2018

The Group will adept the pronouncements enumerated below when these become effective. Except
as otherwise indicated, the Group does not expect the [uture adoption of the said pronouncements
will have a significant impact on its financial statements.

Effective Beginning On or After Jonuwary §, 2019
*  Amendments to PFRS 9, Prepayment Features with Negative Compensation

Under PFRS %, a deb! instrument can be measured at amortized cost or at fair value through
other comprehensive income, providad that the contractual cash Mows are *solely payments of
principal and interest on the principal amount outstanding’ (the SPPI criterion) and the
instrument is held within the appropeiate business model for that classification. The
amendments to PFRS 9 clarify that a financial asset passes the SPPI criterion regardless of the
gvent or circumstance that causes the early termination of the contract and irrespective of which
party pays or receives reasonable compensation for the early termination of the contract. The
amendments should be applisd ratrospectively and are effective from January 1, 2019, with
earlier application permitted.

These amendments have no impact on the Group's consolidaled financial statements.

= PFRS 14, Leayes

PFRS 16 sets out the principles for the recognition, measurement, presentation and disclosure
of leases and requires lessees to account for all leases under a single on-balance sheet model
similar to the accounting for finance leasss under PAS 17, Leases. The standard includes two
recognition exemptions for lessees - leases of ‘low-value’ assets (e.g, personal computers) and
short-term leases (i.2., leases with a lease term of 12 months or less). At the commencement
date of 2 lease, a |essee will recognize a lability to make |zase payments (i.e., the lease liability)
and an asset representing the right to use the underlying asset during the lease term (i.e., the
right-of-use asset). Lessees will be required to separately recognize the interest expenss on the
lease liability and the depreciation expense on the right-of-use assel.
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Lessees will be also required to remeasure the lease liability upon the oceurrence of certain
events (¢.g, a change in the lease term, a change in future lease paymenlts tesulting from a
changs in an index or rate used to determine J"uau payments). The lessze will generally
recognize the amount of the remeasurement of the lease liability as an adjustrment to the right-

of-usa asser,

Lessor accounting undar PFRS 16 i5 substantially unchanged from today’s accounting unde
PAS 17, Lessors will continue Lo classify all leases using the same classification principle as in
PAS 17 and distinguish between two types of leases: operating and finance leases.

PFES 16 also requires lessess and lessors to make more extensive disclosures than under
PAS 17,

Early a‘:[*l"Lat"Wn i5 p-:.,rmi‘lx.r:‘ but not before an L[JL.'*y applies PFRS 15, A lessee can choose
to apoly the standard using eithar a full retrospective or a modified retrospective approach. The
standard’s transition provisions penmit certain relicls.

In 2018, the Group performed a preliminary impact assessment of PFRS 16, Based on the initial
assessment, the Group does not expect a significant impact to the consolidated financial
statements,

Amendments ta PAS 28, Long-term Interests in Associates and Joint Ventures
The amendments to PAS 28 clarify thal entities should account for long-teem interests in an
associate or joint venture to which the equity method is not applied using PFRS 9. An entity
shall apply these amendments for annual reporting periods beginning on or after January 1,
201%. Earlier application is permitted.

The Group is currently assessing the impact of adopting these amendments

Philippine Interpretation [FRIC-23, Uncertainty over Incame Tax Treatments

The intsrpratation addresses the accounting for income taxes when tax freatments involve
uncertainty that affects the application of PAS 12 and does not apply to taxes or levies outside
the scope of PAS 12, nor does it specifically include requirements relating Lo interest and

penalties associated with uncertain tax trealments,
The interpretation specifically addresses the following:

* Whether an entity considers uncertain tax treatmenlts separately;

»  The assumptions an entity makss about the examination of tax treatments by taxation
authorities;

* Howan en[iljf determines taxable profit (tax loss), tax bases, unused tax losses, unused tax
credits and tax rates; and

= How an entity considers changes in facts and circumstances,

An entity must determine whether to consider cach uncertain tax treatment separately or
together with one or more other uncertain tax treatments. The approach that better predicts the

resolution of the uncertainty should be followed.
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The Group is currently assessing the impact of adopting this interpretation and expects that
will have no effect on its consolidated fnancial statements.

Amendments to PAS 19, Employee Benefits, Plan Amendment, Curtailment or Settlement

The amendments to PAS 19 address the accounting when a plan amendment, curtailment or
seitlement occurs during a reporting period. The amendments specify that when a plan
amendment, curtailment or settlement occurs during the annual reporting period, an entity is
required lo;

= Determine current service cost for the remainder of the period after the plan amendment,
curtailment or settlement, using the actuarial assumptions used to remeasure the net defined
benetit liability (asset) reflecting the benefits offered under the plan and the plan assets after
that event; and

®  Determine nat interest for the remainder of the periad after the plan amendment, curtailment
or settlerment using: the net defined benefit liability (asset) reflecting the benefits offerad
under the plan and the plan assets affer that event; and the discount rate used to remeasurs
that net delined benafit liability (asset).

The amendiments also clarify that an entity first determines any past service cost, or a gain or
loss on settlement, without considering the effect of the asset eeiling. This amounl is recognizad
in profit or loss. An entity then determines the effect of the asset ceiling after the plan
amendment, curtzilment or settlement. Any changs in that effect, excluding amounts included
in the net intarest, is recognized in other comprehensive income.

The amendments apply to plan amendments, curtailments, or settlements oceurring on or alter
the beginning of the first annual reporting period that begins on or after January 1, 2019, with
early application permittad. The Group does not expect any effzct on its consolidated financial
statzments since the Group's current practice is in line with these amendments

*« Annual Improvements to PFRS5 2015-2017 Cycle

= Amendmeants to PFRS 3, Businass Combinations, and PERS 11, Joint drrangements,
Previously Held Interest in a Joinl Operation

The amendments clarify that, when an entity oblains contral of a business that is a joint
operation, it applies the requirements for a business combination achieved in stages,
including remeasuring previously held interests in the assets and liabilities of the joint
operation at fair value. In doing so, the acquirer remeasures its entire previously held
interest in the joint operation,

A party that participates in, but does not have joint control of, a joint operation might
obtain jaint contro! of the joint operation in which the activity of the joinl operation
constitutes a business as defined in PFRS 3, The amendments clarily that the previously
hald interests in that joint operation are not remeasured.

An entity applies those amendments to business combinations for which the acquisition
date is on or after the beginning of the first annual reporting period beginning on or
after January 1, 2019 and to transactions in which it obtains joint control on or after the
beginning of the first annual reporting period beginning on or after January 1, 2015,

with early application permitted.
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These amendments are currently not applicable to the Group but may apply to futurs
transactions.

* Amendments to PAS 12, Income Tax Consequences of Payments on Financial
Instruments Classified as Equity

The amendments clarify that the income tax consequences of dividends are linked more
directly to past transactions or events tha: generated distributable profits than to
distributions to owners. Therefore, an entity recognizes the income tax consequences
of dividends in profit or loss, other comprehensive income or equity according to where
the entity originally recognized those past transaclions or events.

An entity applies those amendments for annual reporting periods beginning on or after
Tanuary 1, 2019, with early application is permitted. These amendments are not relevant
te the Group.

*  Amendments to PAS 23, Borrowing Costs, Borrowing Costs Eligible for Capitalization

The amendments clarify that an entity freats as part of general borrowings any
borrowing criginally made to develop a qualifying asset when substantially all of the
activities necessary to prepare that asset for its intended use or sale are complete,

An entity applies those amendments to berrowing costs incurred on or after the
beginning of the annual reporting period in which the entity first applies those
amendmenls.  An entity applies those amendments for annual reporting periods
bezinning on ar afler January 1, 2019, with early application permittad.

The Group does not expect any effect on its consolidated [nancial stataments once it is
adapted since the Group's currenl practics is in line with these amendments,

Effecrive Beginning on or After January 1, 2020

Amendments lo PFRS 3, Definition of a Businesss

The amendments to PFRS 3 clarify the minimum requirements to be a business, remove the
assessment of a market participant's ability to replace missing elemenls, and narrow the
delinition of autputs. The amendments alse add guidance to assess whether an acquired process
is substantive and add illustrative examples. An optional fair value concentration test is
introduged which permits a simplified assessment of whether an acquired set of activities and
assets is not a busingss,

An entity applies those amendments prospectively for annual reparting periods beginning on or
after Jenuary 1, 2020, with earlisr application permitted,

These amendments will apply to future business combinations of the Group.
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Amendments to PAS |, Presentation of Financial Statements, and PAS 8, dccoumting Policias,

Changes in Accounting Estimates and Ervors, Definition of Material

The amendiments refine the definition of material in PAS | and align the definitions used across
PERSs and other pronouncements. They are intended to improve the understanding of the
existing requirements rather than to significantly impact an entify's materiality judgements.

An entity applics these amendments praspectively for annual reporting perieds beginning on or
after fanuary 1, 2020, with earlier application permitted.

Effective Beginning an ar After January 1, 2021

PEES 17, nswrance Coateaciy

PFRS [7 is a comprehensive new accounting standard for insurance contracis covering
recognition and measurement, presentation and disclosurs, Once effective, PFRS 17 will
replace PFRS 4, fnsurance Contracts. This new standard on insurance contracts applies o all
types of insurance contracts (i.e, life, non-lifs, direct insurance and re-insurance), regardless of
the type of entities that issue them, as well as to certain guarantees and financial instruments
with diseretionary participation features. A few scope exceptions will apply.

The overall objective of PFRS 17 is to provide an accounting madel for insurance contracts that
is more usetul and consistent for insurers. In contrast to the requirements in PFRS 4, which are
largely based on grandfathering previous local accounting policies, PFRS 17 provides a
comprehensive mode! for insurance contracts, covering all relevant accounting aspects. The
core of PFES 17 1s the general modal, supplementad by:

= A specific adaptation for contracts with dirsct participation features (the variable fee
approach); and

* A simplified approach (the premium allocation approach) mainly for short-duration
contracts.

PFRS [7 is effzctive for reporting pericds beginning on or after January 1, 2021, with

comparative figures required. Early application is permitted. The new standard has no impact

on the consalidated financial statements of the Group because it is not engaged in the insurance

business.

Deferred Effectivity

Amerdments to PFRS 10, Consalidated Financial Statemenis, and PAS 28, Sale or Contribution
af Assets between an Investor and its Associate or Joint Venture

The amandments address the conflict betwesn PFRS 10 and PAS 28 in dealing with the loss of
contral of a subsidiary that is sold or contributed to an associate or joint venture. The
amendments clarify that a full gain or [oss is recognized when a transfer to an associate or joint
ventuse involves a businsss as defined in PFRS 3. Any gain or losa resulting from the sale ar
contribution of assets that doss not constitute a business, however, is recognized only to the
axtent of unrelated invastors’ interests in the associate or joint venture.
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O January 13, 2016, the Financial Reporting Standards Cpuncil deferred the original gffective
date of January 1, 2016 of the said amendments until the lnternational Accounting Standards
Board completes its broader review of the research project on equity accounting that may result
in the simplification of accounting far such transactions and of other aspects of accounting for
associates and joint ventures.

Summary of Significant Accounting Policics

Cash and Cash Equivalents

Cash consiss of cash on hand and in hanlks. Cash equivalents are shart-term, highly liguid
‘nvestments that are readily convertible ta known amaunts of cash with original maturities of three
(3) months or less from dates of acquisition and that are subject Lo an insignificant risk of change in

value.

Einancial Instruments - [nitial Recognition and
Subsequent Measurement Prior to the Adaontion of PFRS 9

Date of Recognition. Purchases or sales of financia! assels that reguire dalivery of assets within the
time frame established by regulation or convention in the marketplace are recogn ized on the trade
date - the dare on which the Group commits o purchase or sell the asset.

Initial Becognition of Financial fnsiriment. The Group recognizes a financial asset or financial
lianility inthe consclidated statement of financial position whan it hecormes a party Lo the contractual
provisions of the instrument. In the case of a regular way purchase or sale of financial assets,
racognition and derecognition, 43 applicanle, is done using settiement date accounting.

All financial instruments, including loans and raceivables, are initially measured at fair vaiue,
Except for financial assets ard labilities valued at fair valie through profit or loss (FVEL), tae
ssets and liabilities includes transaction costs. The Graup

initial measurement of financial asse
classifies its financial assets in the fallowing categories: financial assets at FVPL, held-to-maturity
(HTM) investments, loans and receivables and AFS investments. Financial liakilities are classified
into financial liabilities at FVPL and other financial liahilities. The classification depends an the
purpose for which the investments ware acquired and whather they are quoted in an active market.
Management determines the classification of its investments ol initial recognition and, whers
allowed and appropriate, re-evaluates such designation ab every reporting date,

Financial instruments are classified as liabilities or squily in accordance with the substance of the

contractual arrangesment. Intersst, dividends, gains and losses relating to @ financial instrument or
2 component that is a financial linhility, are reportad as expense o income.
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As of December 31, 2017, the Group has no financial assets and financial liabilities at FVPL and
HTM investments.

Loans and Receivables. Loans and receivables are non-derivative financial assets with fixed or
determinable payments that are not quated in an active market. They are not entered into with the
intzntion of immediate or short-term resale and are not classified as financial assels held For trading,
designated as AFS investments or designated at FVPL, This accounting policy relates to the
Group’s cash and cash equivalents, trade and other receivables, dus from NPC/PSALM and due
from related parties and noncurrent receivable includad as part of “Other noncurrent assets™ in the
consolidated statement of fnancial position as of December 31, 2017 (ses MNotes 4, 5, 6, 7, 12 and
297

Receivables are recognized initially at fair value, which normally pertains to the billable amount.
After initial measurement, loans and receivables are measured at amortized cost using the sffective
interest method, less allowance for impairment losses. Amortized cost is caleulated by taking into
account any discount or premium on acquisilicn and fees that are an integral part of the effective
interest rate (EIR). The losses arising from impairment of receivables are recognizsd in the
consolidated statement of comprehensive income. Any effzct of restatement of foreign-currency-
denominated assets is recognized in *Others - net” in the consolidated statement of comprehensive
income,

Loans and receivables are included in current assets ift maturity i3 within |2 months from the
reporting date, Otherwise, these are classifiad as noncurrent assets.

ARS Financial Assets. AFS financial assets are those non-derivative financial assets that are
designated in thiz categary or are not classifisd in any of the three preceding categories. Thase are
purchased and held indefinitely, and may be sold in response to liquidity requirements, or changes
in market conditions. After initial recognition, AFS financial assets ars measured at fair value with
unrealised gains or losses being recognized as other comprehensive income and as other equity
reserve until the investment is derecognisad or until the investment is determined to be impaired at
which time the cumulative gain or loss previously reported in the other comprehensive income and
as ather equity reserve is included in the consclidatad statement of comprehensive incoms and as
ather equity reserve under tinance costs, AFS financial assets are classified as noncurrent unless
the intention is to dispose such assets within 12 months from the reporting date.

As of December 31, 2017, included under this category i3 the Group's investmen! in proprietary
club shares presentad under “Other norcurrent assets™ in the consolidated statement of financial
position {sse Nete [2)

Other Fingneial Liabilities.  lssued financial instruments or their components, which are not
designated as liabilitizs at FVPL are classified as ather financial liabilities, where the substance of
the contractual arrangement resulls in the Group 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 anpther financial asset for a fixed number of own equity shares. After initial
measurement, other financial liabilities are subsequently measured at amortized cost using the
effective interest method.

Amaortized cost is caleulated by taking into account any discount or premium on the issue and fzes

that are an integral part of the EIR. Any effzct of restatement of foreign-currency-denominated
liabilities is recognized in “Others - net” in the consolidated statement of comprehensive income.
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This accounting policy applies primarily to the Group's trade and other payables, dividends payable,
due to NPC/PSALM, long-term debt, customers® deposits and due to related parties that meet the
above definition (other than liabilities coverad by cther accounting standards, such as income tax
payable) (see Notes 5,7, 14, 15, 16 and [9).

Finanecial Instniments - Classification and M=asurement (upon adoption of PFRS 9

Classification and Measurement upon the Adoption of PFRS 9

Classification of Financial dssets. Financial assets are classified in their entirety based on the
contractual cush flows characteristics of the financial assets and the Group's business modsl for
managing the financial assets, The Group classifies its [inancial assets into the following
measurement categorizs.

*  Financial assets measured at amortized cost:

*  Financial assets measurad at FVPL:

* Financial assets measured at FVOCI, where cumulative gains or losses previously recognizad
are raclassified to profit or loss; and

*  Financial assets measured at FVOCI, where cumulative gains or losses previously recognized
are not reclassified to profit or [oss

Contractual Cavh Flows Chargeteristics, [f the finarcial asset is hald within a business moedal
whose objective is to hold assets to collest contractual cash flows or within a business model whose
objective is achieved by both collecting contractual cash flows and selling financial assats, the
Group assesses whether the cash flows from the financial asset represent solely payments of
principal and intergst (SPPI} on the principal amount outstanding.

[n making this assessment, the Group determines whether the contractual cash flows are consistent
with a basic lending arrangement, i.e., interest includes consideration anly for the time value of
money, credit risk and other basic lending risks and costs asscciated with holding the financial asset
for & particular period of time. [n addition, interest can include a profit margin that is consistent

ha Fa

with a basic lending arrangement. The assessment as to whether the cash flows meet the test is
made in the curreney in which the financial assst is denominated. Any other contractual terms that
introduce exposure to risks or volatility in the contractual cash flows that is unrelated to a basic
lending arrangement, such as exposure to changes in equity prices or commadity prices, do not give
rise o contractual cash flows that are salely payments of prinzipal and intarest on the principal

fid

amount cutstanding,

wriness Madel, The Group’s business model is determined at a level that reflects how groups of
financial assets are managed togethsr to achieve a particular business objective. The Group's
business mede! does not depend on management's intentions for an individual instrument,

The Group’s business madel refers to how it manages its financial assets in order to generate cash
Nows. The Group's business model dstermines whether cash flows will result from collecting
contractual cash flows, selling financial assets or both, Relevant factors considered by the Group
in determining the business model for a group of financial assets include how the performance of
the business model and the financial assets held within that business model are evaluated and
reported to the Group’s key management personnel, the risks that affect the performance of the
business model {and the financial assets hald within that business model) and how these risks are
managed and how managers of the business are compensated.
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Financiol Assels af Amortized Cost, A fnancial asset is measurad at amortized cost if (a) it is hald
within a business madel for which the objective is to hold financial assets in order to collect
cantractual cash fMlows and (b) the contractual terms of the financial asset give rise on specified dates
to cash flows that are solely payments of principal and interest on the principal amount cutstanding.

These financial assets are initially recognizad at fair value plus directly attributable transaction costs
and subsequently measured at amortized cost using the EIR method, less any impairment in value.
Amortized cost is caleulated by taking into account any discount or premium on acquisition and Fzes
and costs thal are an integral part of the EIR. The amaortization is included in “Interest income™ in
the consolidated statement of income and is caleulated by applying the EIR to the gross carrying
ameunt of the financial asset, except for (a) purchased or originated credit-impaired financial assets
and (b) finarcial assels that have subsequently become credit-impaired, where, in both cases, the
EIR is applied to the amortized cost of the financial asset. Losses arising from impairment are
recognized in “Provision for bad debts” in the consolidated statement of income.

As at Decemnber 31, 2018, the Group has financial assets at amortized cost consisting of cash and
casl equivalents, trade and other receivables, dus from NPC/PSALM, due from relatad partics and
PSALM deferred adjustments included as part of “Other noncurrent assets™ in the consplidated
statzment of finzncial position (see Wotes 4, 5, 6, 7, 12, 29 and 300

Financial Arsets ar FVPL. Financial assets at FVPL are maasured at FVPL unless these are
meazured at amortized cost orat FVOCT Tneluded in this classification are equity investments held
for trading and debt instruments with contractual terms that do not represent solely payments of
priceipal and interest. Financial assets held at FVPL are initially recognized at fair value, with
transaction costs recognized in the consolidated statement of income as incurred. Subsequently,
they are measured al fair value and any gains or losses are recognized in the statament of income.,

Additionaliy, even ifthe asset meets the amortized cost or the FVOCT eriteria, the Group may choose
at initial recognition to designate the financial asset at FVPL if doing so eliminates or significantly
reduces @ measurement or recognition inconsistensy (an accounting mismatch) that wauld otherwise

arise from measuring fnancial assets on a different basis,

Trading gains or losses are calculated based on the resulls arising from trading activities of the
Group, including all gains and losses from changes in fair value for financial assets and financial
lizbilitizs at FVPL, and the gains or losses from disposal of financial investments.

As at December 31, 2018, the Group does not have equity instruments at FVPL.

Financial Avsets at FVOCT A lnancial asset is measured at FVOCI if (2) it is held within a business
model for which the objective is achieved by both collecting cantractual cash flows and selling
financial assets and (b) its contractual terms give rise on specified dates to cash flows that are solely
payments of principal and interest on the principal amount cutstanding, These financial assets are
initially recognized at fair value plus dirsctly attributable transaction costs and subsequently
measured at fair value. Gains and losses arising from changes in fair value are included in other
comprehersive income within a separate component of equity. Impairment losses or reversals,
interest income and foreign exchange gains and losses are racognized in profit and loss until the
financial asset is derecognized. Upon derecognition, the cumulalive gain or loss previously
recognizad in other comprehensive income is reclassified from equity to profit or loss. This reflects
the gain or [oss that would have been recognized in profit or loss upon derecognition if the financial
asset had been measured at amortized cost. [mpairment is measured based on the expected credit

loss (ECL} model
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The Group may also make an irrevocable election to measure at FVOCI on initial recognition
investments in equity instruments that are neither held for trading nor contingent consideration
recognized in a business combination in accordance with PFRS 3. Amounts recognized in OCI are
not subscquently transferred to profitor loss. However, the Group may transfer the cumulative gain
or [0s5 within equity, Dividends on such investments are recognized in profit or loss, unless the
dividend clearly represents a recovery of part of the cost of the investment,

Dividends are recognized in profit or [oss only when:

* the Group’s right to receive payment of the dividend is established;

¢ it is probable that the economis benefits associated with the dividend will flaw to the Group;
and

= the amount of the dividend can be measured reliahly,

As at Decemnber 31, 2018, the Group's financial assets at FVOCT includes propristary golf club
shares rzcorded as part of “Other Noncurrent Assets™ {see Notes 12 and 29).

Classificatian of Financial Liabilities. Financial liabilities are measured at amaortized cost, excapt

for the following:

*  Financial liabilities measured at fair value through profit or lass;

* Financial liabilities that arise when a transfer of a financial assst does not qualify for
derecognition or when the Group retains continuing involvemant;

*  Financial guarantes contracts;

*  Commitments to provide a loan at a below-market interest rate; anc

*  Contingsnt consideration recognized by an acquirer in accordance with PFRS 3,

A financial liability may be designated at fair value through profit or loss if it eliminates ar
significantly reduces a measurement or recognition inconsistency (an accounting mismatch) ar:

* ifa host contract contains one or more embeddad derivatives; ar
* ifagroup of financial liabilities or firancial assets and liabilities is managad and its performance
evalunled ana fair value basis in accordance with a documented risk management or investmeant

stratzgy.

Where a financial Hability is designated at FVPL, the movement in fair value attributable to changes
in the Group's own eredit quality is caleulated by determining the changes in credit spreads above
observahle market interest rates and is presented separacely in other comprehensive income.

The Group’s financial liabilities include trade and other payables, dividends payable, due to
NPC/PSALM, dus to related parties, customers’ deposits and other noncurrent liability
(se= Notes 14, 5,7, 19, 20 and 307

Impairment of Financial Assats Prior to the Adoption of EFRS 8

The Group assesses al each reporting date whether there is any objective evidence that a financial
asset or a group of financial assets {5 impaired. A financial asset or a group of financial assets is
desmed 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 assets (an incurred ‘loss event)
and that loss event {or events) has an impact on the estimated future cash flows of the financial asset
or group of financial assets that can be readily estimated. Evidence of impairment may include
indications that a borrower or a group of barrowers is experiencing significant financial difficulty,
default or delinquency in interest or principal payments, the probability that they will enter
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bankruptzy or other financial recrganization and where observable data indicate that there is
measurable decrease in the estimated future cash flows, such as changes in arrears or economic
conditions that correlate with defaults.

Assets Carried at Amortized Cost. The Group first assesses whether an objective evidence of
impairment exists individually for financial assets that are individually siznificant. [ it is
determined that no objective evidence of impairment exists for an individually assessed financial
asset, the asset, together with the other assels that are not individually significant and wers thus not
incividually assessed for impairment, is included in a group of financial assets with similar credit
risk characteristics and that group of financial assets is collectively assessed for impairment. Assets
that are individually assessed for impairment and for which an impairment [ass is or continues to be
recagnized are aot included in a collective assessment of impairment.

If, in a subsequent period, the amourt of the estimated impairment loss decreases because of an
event oceurring after the impairment was recognized, the previously recognized impairment loss is
reduced by adjusting the allowance account. Any subsequent reversal of an impairment loss is
recognized in the conselidated statement of comprehensive income, to the extent that the carrying
value of the usset does not exceed its amortized cost at the raversal date.

AFS Financial Assels. [fan AFS financial asset is impaired, an amount comprising the difference
between its cost (net of any principal payment and amortization) and its current fair value, [ess any
impairment loss previously recognized in the consalidated statement of comprehensive income, s
trantsferred from the consolidated statament of changes in equity to the consolidated stalement of
comprehansive income. Reversals in respect of equity instruments classified as AFS are not
recognized in the consolidated statement of comprehensive income. Reversals of impairment [osses
on debt instruments are reversed through profit or loss, if the increase in fair value of the instrument
can be objectively related to an event occurring after the impairmant loss was recognized in the
consolidated statement of comprehensive incoms.

In the case of eguity investments classified as AFS, impairment indicators would inciude a
significant or prolonged decline in the fair value of the investments below its cost. Where there is
evidence of impairment, the cumulative loss, measured as the difference between the acquisition
cost and the current fair value, less any impairment loss on that financial asset previously recognized
in the consolidated staterment of comprehensive income. Impairment losses on equily investments
are not reversed through profit or loss. [ncrsases in fair value after impairment are recognized
directly in the consalidated statement of chznges in equity.

[Impairment of Financial Assats unon the Adoption of PERS 9
Upen adoption of PFRS 9, the standard iatroduces the single, forward-looking “expected loss”

impairmant model, replacing the “inzurred loss™ impairment model under PAS 39.

The Group recognizes ECL for the following financial assets that are not measured at FYPL:
»  [Debt instruments that ars measured ar amortized cost and FYOC
= Lopan commitments; and

* Financial guarantee contracts

No ECL is recognized on equity investments.
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ECLs are measured in a way that reflects the following:

* an unbiased and probability-weighted amount that is determined by evaluating a range of
possible gutcames;

= the time value of money; and

* reasonable and supportable information that is available without undue cost or effort at the
reporting date about past events, current conditions and forecasts of future economic conditions.

Financial assets migrate through the following thres stages based on the change in credit quality
since initia! recognition:

»  Stage I: I2-month ECL. For credit exposures where there have not been significant increases
in credit risk since initial recognition and that are not cradit-impaired upon origination, the
portion of [ifetime ECLs that represent the ECLs that result from default events that are possible
within the 12-months after the reporting date are recognized.

v Stage 20 Lifetime ECL - not credit-impaived. Tor credit exposurss where there have been
significant increases in credit risk since initial recognition on an individual or collective basis
but are not credit-impaired, lifetime ECLs representing the ECLs that result from all possible
default events over the expectad life of the financizl asset are recognized.

v Frage 30 Lifetime ECL - credit-impaired. Financial assets are credit-impaired when one or mare
gverts that have a detrimental impact on the estimated future cash Aows of thase financial assets
hiave oceurred. For these cradit exposures, lifetime ECLs are recognized and interest revenue
is caleulated by applying the credit-ad justad effective intersst rate Lo the amortized cost of the
financial asset.

Loss allowances are recognized based on [2-month ECL for debt investment securities thac are
assessad to have low credit risk at the reporting date. A finarcial asset {s considered to have low
cradit risk if:
" the financial instrument has a low risk of datault;
*  the horrower has a strong capacity to mest its contractual cash tlow obligations in the near
term; or
*  advers= changes in cconomic and business conditions in the longer term may, but will not
necessarily, reduce the ability of the borrower to fulfil its contractual cash flow odligations,

The Group considers a debt investment security to have law cradit risk when its credit risk rating is
equivalent to the globally understood definition of *investment grade’, or when the exposure is less
than 30 days past due.

Determination of the Stage for Impairment, At each reporting date, the Group assesses whether
thers has been a significant increase in credit risk for financial assets since initial recognition by
comparing tae risk of default occurring over the expected life between the reporting date and the
date of initial recognition. The Group considers reasonable and supportable information that is
relevant and available without undue cost or effort for this purpose. This includss quantitative and
gualitative information and forward-looking analysis.

An exposure will migrate through the ECL stages as asset guality dateriorates. If, in a subsequent
period, asset quality improves and also reverses any previously assessed significant increase in
credit risk since origination, then the loss allowance measurement reverts from lifetime ECL to 12-
month ECL.
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simplified Approach. The simplified approach, where ehanges in credit risk are not tracked and loss
allowances are measured at amaounts ggual to lifstime ECL, is applisd to “Trade and other
receivables”. The Group has established 1 provision matrix for commercial and industrial business
segments that is based an historical credit loss experience, adjusted for forward-looking factors
specific to the debtors and the economic environmant,

The Group considers a financial asset ta be in default when internal or external information indicates
that the Group is unlikely to receive the cutstanding contractual amounts in full before taking into
account any credit enhancements hald by the Group,

Oftsetting Financial Instruments

Financial assets and financial labilities are offset and he net amount reported in the consolidated
statement of financial position if, and only if the Group has a legally enforceable right to offser the
recagnized amounts and there is an intention to settle or a net basis, or to realize the asset and settle
the liability simullaneously. The Group assssses that it has a currently enforceable right of offsat it
the right is not contingent on a futurs event, and is legally enforceable in the normal course of
business, evenl of default, and event of insolvency or bankruptey of the Group and all of the
counterparties.

Derecognition of Financial Assets and Liahilities

Finamcial Assets. A financial asset (or, where applicable, a part of a inancial asset o part o a group
of similar financial assets) is derecognized where:

* the rights to receive cash tlows from the asset have expired;

* the Group retains the right to receive cash flows from the assst, but has assumad an obligation
to pay them in full withour material delay to a third party under a *pass-through' arrangement;
oar

* the Group has transferred its rights to receive cash flows from the asset and either (i) has
transferved substantially all the risks and rewards af the asset, or (i) has neither transferred nor
retained substantially all the risks and rewards of the asset but has transferred control of the

gssef.

Financial Liabifizies. A financial liability is derscognized when the obligation under the liability is
discharged or cancalled ar has sxpired.

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

tales place sither:

* [nthe principal market for the asset or liability; or
* [nthe absence of a principal market, in the most advantageous markst for the asset or liability.

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

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
hest interast.
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A fair valug measurement of a nonfinancial asset takes into account a market participanl's ability to
generate ecenomic benefits by using the asset in its highest and best use or by selling it to anather
market pariicipant that would use the asset in its highest and best use.

The Group uses valuation technigues that are appropriate in the circumstances and for which
sutticient data are available to measurs fair value, maximizing the use of relevant observable inputs
and minimizing the use of unobservable inputs.

All assels and liabilities for which fair value is measured or disclosed in the consolidated financial
staternents ars categorized within the fair value hierarchy, described as follows, based on the lowest
level input that {s significant to the fair value measurement us a whole;

* Leveli - Quoled {uradjusted) market prices in active markats for idertical assets or liabilities;

* Level 2 - Valuation techniques for which the lowsst level input that is significant to the fair
value measursment is directly or indirectly observable; and

= Level 3 - Valuation techniques for which the lowest level input that is significant to the fair
value measurement is uncbservable.

For assels and liabilities that ars recognized (n the Group’s statements of financial position on a
recurring basis, the Group determines whether transfers have nccurrad between Levels in the
Alerarchy 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 rsporting period.

Far the purpase of fair value disclosures, the Group has determined classes of assels and liabilities
on the basis of the nature, charzcteristics and risks of the asset or liability and the level of the fair
value hicrarchy as explained above,

Materials and Supplizs
Materials and supplies, which consist of spare parts, fuel and consumables used in the operation,

repaics and maintenance of the power generation and distribution utility plants, are stated at the
lower of cost and net realizable value (NRY), Cost i3 determined using the average mathod. NRV
Is the current replacement cost in ths ordinary course of business.

Value-Added Tax (VAT
Revenue, sxpenses, and assets ars recognized net of the amount of VAT, if applicable.

When VAT from sales of goods and/or services (cutput VAT) excesds VAT passed on from
purchases of goods or services {input WA'T), the excess is recognizad as payable in the statement of
financial position, When VAT passed on from purchases of goods or services (input VAT) excesds
VAT from sales of goods andfor services (output VAT), the excess is recognized as an asset in the
statement of financial position to the extent of the recoverable amount.

Moncurrent Assets Held for Sale

The Group ¢lassifies noncurrent assets and disposal groups as held for sale if their carrying amounts
will be recovered principally through a sale transaction rather than through continuing use.
Moncurrent assets and disposal groups classified as held for sale are measured at the lower of their
carrying amount and fair value less costs to sell. Costs to sell are the incremental costs directly
attributable to the disposal of an assel (disposal group), excluding finance costs and income tax
expense, ifany. Liabilities dirzetly associated with noneurrent assets held for sale are classified and
presented separately.
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The eriteria for held for sale classification is regarded as met only when the sale is highly probable
and the asset or disposal group is available for immediate sale in its present condition, Actions
required to complete the sale should indicate that it is unlikely that significant changes lo the sale
will be made cr that the decision to sell will be withdrawn. "widnarrement must be committed to the
plan to sell the assel and the sale expected 1o he completed within one year from the date of the
clazsification,

Property, plant and equipment and intangible assets are not depreciated or amortized once classified
as held for sale,

nvestments in Associates

The Group’s investments in associates are accounled for under the equity method of accounting,
An associate i3 an entity in which the Group has significant influence and which is neither a
subsidiary nor a joinl venture,

Linder the equity methad, an investment in associate is carried in the consolidated statement of
financial position at cost plus post-acquisition changes in the Group's share of net assets of the
associates, Goodwill relating to an associatz is included in the carrying amount of the investment
and is not amortized. After application of the equity method, the Group determines whether it is
necessary to recagnize any additional lmpainnent loss with respect to the Group’s net investment in
the associate. The consolidated statement of comprehensive income reflects the share of the results
of operations of the associates. Where there has been a chanze recognized directly in the equity of
the associate, the Group rscognizes its share of any changss and disclases this, when applicable, in
the consclidated statsment of changes in equity.

The reporting dates of the assoctules and the Parent Campany are tdentical and the associates’
accounting policies conform Lo those used by the Group for like transactions and events in similar

circumstances,

Property, Plant and Equipment

Property, pianl and quIpm"nt excepl land held by a subsidiary, are staled al cost, excluding the
costs af day-to-day servicing, less accumulated depreciation and any allowance for impairment
{osses. Land held by a subsidiary is stated at cost less any accumulated impairment in value,

The initial cost of property, plant and equipment comprises its purchase price, including import
duties, taxas and any directly attributable cost of bringing the asset to its working condition and
loeation for its intznded use. Such cost includes the cost of replacing part of ,}L.Ch property, plant
and equipment when the recognition eriteria are met. Cost also includes asset retirement obligation
specifizally for property, plant and equipment installed/construstad an the leased properties,

Bxpencitures incurred after the property, plant and equipment have been put into operations, such
as repairs and maintenance, are normally charged to income in the per'od when the costs are
incurred. [n situations where it can be clearly demonstrated that the expenditures have resulted in
an increase in the future economic benefits expectsd to be obtained from the use of an iem of
property, plant and equipment beyond its criginally assessed slandard of performance, the
expenditures are capitalized as additional costs of property, plant and equipment.
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The carrying amount of the replaced part, regardless of whether the replaced part had been
depreciated separately, is derecognized if an entity recognizes in the carrying amaount of an item of
property, plant and equipment the cost of a replacement for part of the item. IF it is not practicable
for an entity to determine the carrying amount of the replaced part, it may use the cost of the
replacement as an indication of what the cost of the replaced part was at the time it was acquired or
constructed. When each major inspection is performed, its cost is recognized in the carrying amount
ot tae item of property, plant and equipment us a replacement i the recognition criteria are satisfied,

Depreciation of property, plant and equipment commences once the assets are available for use and
Is computed on a straight-line basis over the estimated useful lives of the asssts or the remaining
years of Cooperation Period (for applicable assets) ar leass term, whickever is shorter, as follows:

Category _ ) No. of Years
Distribution lines, poles and fixtures 25
Power transformars, switches and devices E5-25
Plant machinery and equipment 2-15
Mator vehicles i-12
Struetures 3-23
Furniture and office equipment 2-12

The remaining useful lives and the depraciation method ars reviewed periadically to ensure that the
periods and method of depraciation are consistent with the expected pattern of consumption of future
economic benefits from items of property, plant and equipment.

Fully depreciated assels are retained in the accounts until they are no longer in use and no further
charge for depreciation and amortization is made in respect to those assats.

When asscts are retired or otherwise disposed of, the cost and the related accumulated depreciation
and any allowance for impairment losses are removed from the accounts and any resulting gain or
loss is credited 1o or charged against current operations,

Construction in progress represents assets under construction and is stated at cost. This includes
cost of construction, equipment and other diract costs, Construction in progress is not depreciated
until such time as the relevant assets are completad and available for operational use.

Other Noncurrent Assets

Franchise. Included as part of “Other noneurrent assets” in the consolidated statement of financial
position, franchise is stated initially at cost. After initial recognition, franchise is valued at cost less
accumulated amortization and any allowance for impairment losses. Costs incurred to acquire the
franchise to operate the Bohal Provincial Electric System are amortized over 25 years, which is
equivaient 1o the franchise period granted to BLCI and assessed for impairment whenever there is
an indication that the franchise may be impaired. The amortization period and the amortization
method for the franchise are reviewed at least at 2ach financial year-end. Changes in the expectad
useful life or the expected pattern of consumption of future economic benefits embodied in the
franchise is accountsd for by changing the amortization period or method, as appropriate, and are
treated as changes in accounting estimates. The amortization expense on the franchise is racognized
under “Plant and operations” in the consolidated statement of comprehensive income.
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Goodwill in a business combination is initially measured at cost being the excess of the aggregate
of the consideration transferred and the amount recognized for nen-controlling interest over the net
idenlifiable assets acquired and liabilities assumed. If this consideration is lower than the fair value
of the net assets of the subsidiary asquired, the difference is recognized in the consolidated statemant
of camprehensive income.

After initial recognition, goodwill is measured at cost less any accumulated impainmen! losses. For
the purpose of impairment testing, goodwill acquired in a business combination is, from the
acquisition date, allocated to each of the Group's cash-generating units (CGL) that are expected to
benefit from the combination, irrespective of whether other assers or liabilities of the acquirze are
assigned to those units, Where goodwill forms part of 2 CGU and part of the operation within that
unit is disposed of, the goodwill associated with the operation disposed of is included in the carrying
armount of the operation when determining the gain or loss on dispasal of the aperation. Goodwil]
disposed of in this circumstance is measured based on the relative values of the operation disposad
of and the partion of the CGU retained.

Goodwill is tested for impairment anaually, or when circumstances indicate that the carrying value
may be impaired. Impairment is determined for goodwill by assessing the racoverahle amount of
each CGU (or group of CGUs) to which the goodwill relates, When the recoverable amount of the
CGU 18 less thaa its carrying amount, an impairment loss is recognized. Impairment losses relating
to goodwill cannot be reversed in future periods.

Asset Retirement Obligation {ARD)

The Group has a contractual obligation under the Land Leass Agresment (LLA) (see Notes 17
and 30) with PSALM (the Lessor) pursuant to the business acquisition of the LBGTs in 2010 by the
Parent Company and the Panay and Bohol Diesel Power Plants in 2009 by SIPC, to dismantle and
remave all movable and immovable improvements which have been directed to be removed by the
Lessor, to clean and free the leased premises from all environmental waste, hazardous substances
and hazardous materials including those resulting from any dismantling, to repair any damage
caused to the leased premises and to restore the leased premises to the condition it was found at the
aoquisition date to the [ull satisfaction of the lessor, subject to ordinary wear and tear, within
180 days from the termination of the lease agreement or expiration of the lease term.

The ARO recognized reprasents the best estimate of the expenditures required to dismantle installed
assets and restore the leased premises to their original condition al the end of the lease term. Such
cosl estimates are discounted using a pre-tax rate that reflects the current market assessment of the
time value of monay and the risks specific to the lability, The Group recognized the fair value of
the liability For these obligations and capitalizes the present valus of these costs a3 part of the balance
of the property, plant and equipment accounts, which are depraciated on a straight-line basis over
the remaining useful lives of the related property, plant and equipment. Each year, the AROD is
increased to reflect the aceretion of discount and to acerue an estimate for the effacts of inflation,

with the charges being recognized under “Interest expense” in the consolidated statement o
comprahensive income.

While it is believed that the assumptions used in the estimation of such costs are reasonable,
significant changes in these assumptions may materially affect the recorded expense or obligations
in future years. Changes in the measurement of an existing decommissioning, restoration and
similar liability that result from changes in the estimated timing or amount of the outflow of
resources embodying economic benefits required to settle the obligation, or a change in the discount
rate, shall be accounted for in accordance with the following under the cost model of accounting for
the related asset subject to (a) changes in the lability shall be added to, or deducted from, the cost
of the related assel in the current period, (b) the amount deducted from tha cost of the usse! shall not
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exceed its carrying amount, the excess shall be recognized immediately in the consolidated
statement of comprehensive income, and (c) if the adjustment results in an addition to the cost olan
asset, the Group shall consider whether this is an indication that the new carrying amount of the
asset may not be fully recoverablz. [f it is such an indication, the Greoup shall test the asset, and

shall account for any impairment loss, in accordance with PAS 34.

The adjusted depreciable amount of the asset, alter adjustment for changes in ARO, is depreciated
over its usefu! life, Once the related asset has reached the end of its usaful life, all subsequent
changes in the ARO shall be recognized in the conselidated statement of comprehensive income as
they oceour,

Impairment of Nonfinancial Assets Except Goodwill

The Group assesses at each reporting date whether thers is an indication that an asset may be
impaired. If any such indication exists, or when annual impairment tasting for an assel is required,
the Group makes an estimate of the assel's recoverable amount. An asset’s recoverable amount is
the higher of an asset’s or cash-generating unit's fair value l2ss costs to sell and its value in use and
is determined for an individual asset, unless the asset does not generate cash inflows that are largely
independent of those from other assets or groups of assets. Whers the carrying amount of an asset
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 assessments of the time
value of money and the risks specific to the asset. Impairment losses of continuing operations are
recognized in the consalidated statement of comprehensive income in those expense catzgories

consistent with the function of the impaired asset.

An assessment is made at each reporting date as (o whether there is any indication that previously
recognized impairment losses may no longer exist or may have decrzased. [fsuch indication exists,
the recoverable amount is estimated. A previously recognized impairment loss is reversed only if
there has bean a change in the estimates used to determine the assel’s recoverable amount since the
last impainment loss was recognized. Ifthat is the case, the carrying amount of the asset is increase

to its recoverable amount. That increasad 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. After such a reversal, the depreciation 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.
Equity
Capital Stock. Capital stock is recognized at par value for all issued shares.

Adelitional Paid-in Capital  Considerations received in excess of par value are recognized as
additional paid-in capital, net of incremental costs that are dirsctly attributable of the issuance of
1ew shares.

Treasury Stock, Own equity instruments which are reacquired are recognized at cost and deducted
from equity. Na gain or loss is recognized in the consolidated statement of comprehensive income
on the purchase, sale, issue or cance!lation of the Group’s own equity instruments.

Retained Earnings. Cumulative balance of periodic net income or loss, dividend contributions, prior
periad adjustments, effect of changes in aceounting policy and other capital adjustments,
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Bevenue Recaznition

Prior Lo the adoption of PFRS 13, revenue is recognized to the extent that it is probable that the
economic benefits associated with the transaction will flow ta the Group and the amount of revenue
can be reliably measured. Revenue is measured at the fair value of the consideration received,
excluding discounts, rebates, sales taxes or duty,

Upon adoption of PFRS 15, revenue from contracts with customers is recognized when control of
the goods or services are tranaferred to the customer at an amount that reflects the consideration to
which the Group expects to be entitled in exchange for those goods or services, excluding amounts
collected on behalf of third parties.

Revenue is recognized when the Group satisfies a performance obligation by transferring a promised
good or service to the customer, which is when the customer obtains control of the good or service.
A performance obligation may be satisfied at 2 point in time or over time. The amount of revenue
recognized is the amount allocated to the satisfied performance ohligation.

The Group has concluded that it is the principal in its revenue arrangements because it controls the

goods or services before these goods ar services are transferrad to the customer. The following
spectfic recognition criteria must also be met before revenue is recognized:

Operating Feay

*  Revenue consists of: (i) fees received for ancillary services provided by the Parent Company
and SIPC (see Note 23), {ii) fees received far electricity generated and sold by SIPC and the
Parent Company to the Wholesale Electricity Spot Market (see Wote 23), and (1D} energy lees
received by SIPC for sale of slectricity under various contracts with distribution utilities
{s=2= Nate 230

Under PAS 18, revenue from power generation is recognized in the period aclual capacily is
generated.

Under PFRS 13, the Group has concluded tha! revenue should be recognized over time since
the customer simultzneously receives and consumes the benefit as the seller supplies power.
For power generation where capacity and energy dispatched are separately identified, these two
chligations are to be combinad as one performance obligation since these are not distinet within
the context of'the contract as the buyer cannot benefit from the contracted capacity alone without
the correspanding energy and the buyer cannot obtain energy without contracting a capacity,
The combined performance obligation qualifies as a series of distinct goods or services that are
substantially the same and have the same pattern of transfer.

Some contracts with customers provide unspecified quantity of ensrgy, includes provisional
Energy Regulatory Commission (ERC) rates that give riss to variable consideration, Under
PFRS 15, the variable consideration is estimated at contract inception and constrained until the
associated uncertainty is subsequently resolved. The application of constraint on variable
consideration resulted in the same revenue recognition under PAS 18.

*  Ravenue of BLCI from the distribution of power is recognized upon supply of power to the

customars under PAS 18, Under PFRS 135, revenue from power distribution also qualifies as a
series of distinct goods or services that are substantially the same and have the same pattern of
transfer accounted for as one performance obligation. Revenue is recognized over time and
based on amounts billed.
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Other Income. Other income is recognized as earned when the related services or performance
abligations are rendered or satisfisd undar PAS 18 and PFRS 15, In 2018 and 2017, this account
consists mainly of incidental income derived from operating and preserving the NPPC after
November 28, 2016 (see Notes 3 and 31) and service income not directly related to generation and
distribution of electricity. The account also includes VAT income and net gains/praceeds from
disposal of assets, scraps and used oil,

[nterest Income

[nterest income is recognized as intersst accrues taking into account the effective yield of the asset,

Cost and Expense Recognition
Costs and expensss are recognized in the consolidated slatemen? of comprehensive income when

incurred,

Barrowing Costs
Borrawing costs are capitalized if they are dirsctly alwibutable to the acquisition or construction of

a qualifying asset, specifically major capital projects; ctherwiss they ars recognized as an expense,

Capitalization of borrowing costs commences when the activities to prepare the asset are in progress
and expenditures and borrowing costs are being incurred, Borrowing cosls are capitalized until the
assels are substantially ready for their intended use. If the carrying amount of the asset exceeds its
recoverable amount, an impairment loss is recorded.

Leases

The determination of whether an arrangement is, or contains a lsase, is based on the substance of

the arrangemen: at the inception date and requires an assessmenl of whether the fulfiiment of the

arrangsment i3 dependent on the use of a specific asset or assets and the arrangemert conveys a

right to use the asset. A rzassessment is made afler inception of the lease only if one of the following

applies;

a, thers is a changs in contractual terms, other than a renewal or extension of the arrangement;

k. arsnewal opticn is exarcised or extension granted, unless that term of the renewal or extension
was initially included in the lease term;

c. thereis 2 change in the determination of whether fulfilment is dependent an a specific asset; ar

d. there is aschstantial change to the assel,

Whare a reassessment is made, Jease accounting shall commence or cease from the date when the
changs in circumstances gives rise to the reassessment for scenarios (a), (¢) or (d) above, and at the
date of renewal or extension periad for scenario (b},

Leasss where the lessor retains substantially all the risks and benefits of ownership of the assels are
classified as operating leases. Operating lease payments on non-cancellable leases are directly
charged against current operations on a straight-line basis over the lease term. Operating lease
payments on canceliahle [sases are direetly charged against current operations based on the terms

af the lease,

Pension Expense
The Group has a defined benefit pension plan which requires contributions to be made toa separately

administered fund. The cost of providing benefits under the defined benefit plan is determined
separately using the projected unit credit method.
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The net delined benefit liability or asset is the aggregate of the present value of the defined benefit
obligation at the end of the reporting period reducad by the fair value of plan assets, adjusted for
any effzet of limiting a nel defined benefit asset to the asset ceiling, The asset ceiling is the present
value afany ceconomic benefits available in the form of refunds from the plan or reductions in future
contributions to the plan.

The cost of providing benefits under the defined benefit plans is actuarially determined using the
projected unit credit method,

Diefined benelil costs comprise the following:

*  Sarvice cost

« Netinterest on the net defined benefit liability; and
* Remeasurements of net defined benefit liahility,

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

Net interest on the nel defined benefit lizbility or asset is the change during the period in the net
defined benefit liability that arises from the passage of time which is determinad by applying the
discount rate based on government bonds to the net defined benzfit liability or asset. Net interest
on the net defined benefit linbility is recognized as expense or income in profit or loss.

Remeasurements comprising actuarial gains and losses, return on plan assets and any change in the
elfect of the asset ceiling (excluding nzt interest on detfined benefit liability) are recognized
immediatzly in ather comprehensive income in the period in which they arise. Remeasurements are
not reclassified to profit or loss in subsequent periods.

Plan assets ars assets that are held by a long-term employee benefit fund or gualifying insurance
pelicies. Plan asssts are not available to the creditors of the Group, nor can they be paid directly to
the Groun, Fair value of plan assets is basad cn market price information. When no merket prics
is available, the fair value of plan assets {3 estimated by discounting expected future cash flows
using a discaunt rate that reflects both the risk associated with the plan assets and the maturity or
expected disposal date of thase assets (or, if they have no maturity, the expected period until the
settlement of the related obligations). Ifthe fair value of the plan asssts is higher than the present
value of the defined benefit obligation, the measuremsant of the resulling defined bensfit asset is
limited to the present value of economic benefits available in the form of rafunds from the plan or
reductions in future contributions to the plan.

[ncome Tax

Current fncome Tox. Currenl income tax assels and ligbilities for the current and prior periads are
measured at the amount expected to be recoversd from or paid to the taxation authoritizs, The tax
rates and tax laws used Lo compute the amount are those enacted or substantively enacted as at the

s L)

reporling date,

Deferved Income Tax., Deferred income tax is pravided, using the balance sheet liability methed,
on temporary differences at the reporting date between the tax bases of assets and liabilities and
their carrying amounlts for financial reporting purposes,
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Deferred income tax liabilities are recognized far all taxable temporary differences, except:

* where the deferred income tax liability arises from the initial recognition of goodwill or of an
asset or liability in a transaction that is not a business combination and, at the time of the
transaction, affects neither the accounting profit nor taxable profit or loss; and

= in respect of taxable temporary differences associated with investments in subsidiaries and
associales, where the timing of the reversal of the temporary differences can be controlled and
it is probable that the temparary differences will not raverse in the foreseeable fubure,

Deferred income tax assets are recognized for all deductible temporary differences to the extent that
it is probable that taxable profit will be available against which the deductible tamporary differences
can be utilized except:

* where the deferred income tax esset relating to the deductible temporary difference arizes from
the initial recognition of an asset or liability in a transaction that is not a business combination
ang, at the time of the transaction, affects neither the accounting profit nor taxable profit or loss;
and

* in respect of deductible temporary differsnces associaled with investments in subsidiaries and
assaciates. Deferred income tax assets are recognized anly to the extent that it is probable that
the temmporary differences will reverse in the foresseabls future and taxable profit will be
available against which the temporary differences can be utilized.

The carrying amount of deferred income tax assets is reviewed at each reporting date and reduced
to the extent that it is no longer probable that sufficient taxable profit will be available to allow all
or part of the deferred income tax assets Lo be utilizad.

Deferrad income tax assels and labilities are measured at the tax ratss that are expectad to apply o
the period when the asset is realized or the lability is settled, based on tax rates (and tax laws) that
have been enacled or substantively enacted as at the reperting date.

Deferred income tax assets and liabilities are offset, if a legally enforceable right exists to set off
current incomes [ax assets against current income tax liabilities and the deferred income taxes relate
ta the same taxable entity and the same taxation authority,

Belatzd Party Transactions
Transactions with related parties are accounted for bassd on the
agreement, ard financial effects are included in the appropriate asset, liability, income and expense

ACCOUNES,

nature and substance of the

Provisions

Provisions are recognized when the Group has a present obligation {legal or constructiva) as a result
of a past event, it is probable that an outflow of resources embodying economic benefits will be
required o settle the abligation and a reliakle estimate can be made of the amount of the obligation,
Where the Group expects some or all of a pravision to be reimbursed, for example under an
insuranse contract, the reimbursement is recognized as a separate asset but only when the
reimbursement is virtually certain. 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 interest expense.
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Foreign-Currency-Denominated Transactions

The conselidated financial statements are presented in Philippine Peso, the functional currsncy of
the companies in the Group. Each entity in the Group determines its own functional eurrency and
items included in the consolidated financial statements of each entity are measurad uvsing that
functional currency. Transactions in foreign currencies are initizlly recorded in the functional

currency rate prevailing at the date of the transaction.

Monetary assets and liabilities denominated in foreign currencies are restated at the functional
currency rate of exchange ruling at the reporting date. All differences are directly charged against
ar eredited to current operations,

MNonmonetary items that are measured in terms of historical cost in a foreign currency are translated
using the exchange rates as at the dates of the initial transactions. Nonmonetary items measured at
fair vatue in a foreign currency are translated using the exchange rates at the date when the fair value

was delermined,

Earnings Per Shars
Basic camings per comman share is determined by dividing net income by the weighted average
number of comman shares outstanding, after retroactive adjustment for any stock dividend and stock

splits declared during the year,

Diluted garnings per common share is calculated by dividing the net income for the year attributable
to the ordinary equity holders of the Parent Company by the weighted average number of common
shares cutstanding during the vear plus the wseighted average number of ordinary shares that would
be issued for any outstanding common stock equivalents,

Sepment Reporting ; .
The Group's operating businesses are organized and managed separately according to Lhe nature of
the products and services provided, with each segment representing a strategic business unit that
offers different products and s=rves different markets.

The Group is organized into three major business segments, Such business segments arg the bases
upon which the Group reports its primary segment information. Financial information on business
seaments i3 presenled in Note 27 to the conselidated lnancial stataments,

Contingencies
Contingent labilities are not recognized in the consolidated fnancial statements. Thsse ars

disclosed unless the possibility of an outflow of rescurces embodying economic benefits is remote,
Contingent assats are not recognized in the consolidated financial statements but are disclossd when
an inflow of economic benetits is probable,

Events After the Reporting Period
Yast year-end events that provide additional information about the Group's position at the reporting
period (adjusting events) are reflected in the consolidated financial statements. Post year-end events

that are not adjusting events are disclosed in the notes to the consolidated financial statements when

material,
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Significant Accounting Judgments, Fstimates and Assumptions

The Group's consolidated financial statements, prepared in compliance with PFRSs, require the
Group lo make judgments and estimates that affect amounts reported in the Group's consolidated
tinancial statements and related notes. [n preparing lhese consolidated financial statements, the
Group made its best judgments and estimates of certain amounts, giving due consideration to
materiality. The Group believes that the following represent a summary of these significant
gecounting judgments and estimates and related impact and asscciated risks in the Group's
cansolidated financial statements,

Judzaments

[n the process of applying the Group's accounting policies, management has made judgments, apart
from those involving estimations which have the most signiticant effect on the amounts recognized
in the Group’s consolidated financial statements,

Revenue Recognition upon Adoption af PFRY 15, The Group recognizes revenue when it satisfes
an identified performance obligation by transfarring 2 promised good or service to a customer, A
good or service is considerad to be fransferred when the customer obtains control. The Group
datermines, &t contract inception, whather it will transfer contral af a promised good or service over
time. If the Group does not satisfy a performance obligation over time, the performance obligatio
is satisfied at a point in time.

The Group's revenue from power generation and power distribution are to be recognized over time,
since customears simullanecusly receives and consumes the benefits as the Group supplizs power.

Signilicant judgments in revenue recognition undsr PFRS 15 are as follows:

*  dentifving Performance Obligations. The Group identifies performance cobligations by
considering whether the promised goods or services in the contract are distinct goods or
services, A good or service is distinct when the customer can benefit from the good or service
on ils own or together with other resources that are readily available to the customer and the
Group's promise o transfer the good or service to the customer is separately identifiable from
the ather promises in the contract.

I'he Group assesses performance obligations as a series of distinet goods and services thal are
substantially the same and havs the same pattern of transfer if i) each distinct good or services
in the series are transferred over time and ii) the same method of progress will be used (i.e,
units of delivery) to measure the entity's progress towards complete satisfaction of the
performence obligation.

For power generation and ancillary services where capacity and energy dispatched are
separatzly identified, these two obligations are to be combined as one performance abligation
since these are not distinct within the context of the cantract as the buyer cannot benefit from
the contracted capacity alone without the corresponding energy and the buyer cannot obtain
erergy without contracting a capacity.

The combined performance obligation qualifies as a series of distinet goods or services that are
substantially the same and have the same pattern of transfer since the delivery of energy every
month are distinct services which are all recognized over time and have the same measure of

Prograss,
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felentifying Methods for Measuring Progress of Revenue Recognized Cver Time. The Group
determines the appropriate method of measuring progress which is either through the use of
input or output methods. [nput method recognizes revenus on the basis of the entity's efforts
or inputs to the satisfaction of a performance oh ligatian while output methad recognizes revenue
on the basis of direct measurements of the value to the customer of the goods or services
transterred to date. ;

For power generation and ancillary services, the Crroup determined that the output method is the
best methad in measuring progress since actual electricity is supplied to customers, The Group
recognizes revenue based on:

= Forpower generation and ancillary services:
* Forthe variable energy payment, actual kilowalt hours consumed which are billed an a
manthly basis,
" [orfixed capacity payments, the Group allocates the transaction price on a straight-ling
basis over the contract term, The allocated fixed payments are also billed on a monthly
PEETES

* For power distribution, the Group uses the actual kilowaet hours consumed, which are alsa
billed on a monthly basis,

Determining Method to Estimate Variable Consideration and Asvessing the Constraint, The
Group includes some or all the amounts of variable consideration estimatsd but only to the
extent that it is highly probable that a significant reversal in the amount of cumulative revenue
recognized will not oceur when the uncertainty assceiated with the variable consideration is
subsequently resolved, The Group considers both the likelihood and magnitude of the revenue
reversal in evalualing the extent of variable consideretion the Group will subject to constraint,
Factors such as i) highly susceptibility to factors outside the Group’s influence, ii) timing of
ssolution of the uncertainty, and (i} having a large number and broad range of possible
considzrations amount are considerad.

Seme contracts with customers provide unspecified quantity of energy and provisional ERC
rates that give rise to variable consideration, [n estimating the variable considsration, the Group
applies the expected value method in estimating the variable consideration given the large
number of customer contracts that have similar characteristics and the range of possible
outcomes.

Belore including any amount of variabla consideration n the transaction price, the Group
considers whether the amount of variable consideration is constrained. The Group determined
Lhat the estimates of variable consideration are to be fully constrained based on ths range of
possible cutcomes (i.e., unspecified quantity of ensray), and the unpradictability of other factors
outside the Group's influence (i.e., provisionzl ERC rates).

Allocation of Variahle Congideration. Variable consideration may be attributable to the entire
contract or to a specific part of the contract. For power generation, power distribution and
ancillary services revenue streams which are considered as series of distinct goods or services
that are substantially the same and have the same pattern of transfer, the Group allocates the
variable amount that is no longer subject to constraint to the satisfied portion (i.e., month) which
forms part of the single performance obligation, and forms part of the monthly billing of the
Group,
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Assessment of Classification of Noncurrent Assets Held for Sale. On May 28, 2018, the BOD

announced its decision to sell the LBGT and was consequently classified as a disposal group held

for sale. As of December 31, 2018, the Group is actively ssarching for potential buyers of the

disposal group. The Group considered the dispesal group to meet the criteria to be classifisd as held

for sale as of December 31, 2018 for the following reasons:

* The disposal group is available for immediate sale and can be sold to the buyer in its current
condition,

* The actions to complete the sale were initiated and expected to be completad within one year
from the date of initial classification,

*  There is an active plan to locate potantial buyers.

Detarmining the Classification and Valuation of Assets and Livbilities and Measurement of
Revenues, Casts and Expenses Related o the Acquisition of the 1331 MW Naga Power Plant
Complex (NPPC), The legal developments as discussed in Nots 31 required the Group to exercise
judgment relating to the classification and valuation of assets and liabilities, and measurement of
revenues, costs and expenses in relation to the NPPC acquisition. Since the Supreme Court {SC)
decisions did not specifically rule how the nullifisd transaction will be treated and settled between
the Parert Company and PSALM, management, in consultation with external legal counsels,
exercised its due judgment on how these decisions will be implemented. The Group assessed that
It IS appropriate to recognize a receivable as of December 31, 2017 and 2016 and exercised
judgments regarding the amount of claim to be recognized and the expectad timing of when that
claim will be collected. Thus, the Parent Company derecognized in 2015, the NFPC from property,
plant and equipment and the prepaid rent, and recognized a noncurrent receivable from PSALM of
#1.143.2 million, which is equivalent to the purchase price of the NPPC and land lease rental paid
by the Parant Company to PSALM in 2014,

‘After the Entry of Judgment on November 28, 20186, the date when the SC decisions became final

and executory, the Parsnt Company, in exercising its legal right of retention, continued operating
the NPPC as the best way to preserve it pending turnover of the NPPC and settiement of possible
claims and counterclaims between the Parent Company and PSALM. The Group assessed that the
income from NPPC is a necessary consequence of its operation as the best way to preserve it in
preparation for the eventual turn-over to BSALM. The income from the operation of the NPPC (net
aof dirzetly related costs and expenses) amounted to B76.] million and B121.5 million in 2018 and
2017, respectively, and wers recognized as part of “Other income™ in the 2018 and 2017
consolidated statements of comprehensive incomea, The income in 2016 from the operation of NPPC

after Movember 28, 2016 was nat matarial,

Pursuant to the Mamerandum of Agreement (MOA) subsequently made and entered inta between
FSALM and the Parsnt Company dated July 9, 2018 to implement the SC decision, a Joint
Certificate of Turnover was signed by the parties on July 13, 2018 for the return of the NPPC to
PSALM, return ofthe bid/purchass price of NFPC to Parent Company and sett{ement of fuel payable
as provided in the MOA,

AT TAAT



La
ad
1

Asseszment of Control Over SECT Control is presumed to exist when the Group is exposed, or has
rights, to variable returns from its involvement with the investee and has the ability to afTect those
returns through its power over the investee. On the other hand, significant influence is the power to
participate in the financial and operating policy decisions of the investes but is not control or joint
contro! of those policies, Management has determined that the Group has the ability to control the
operating and financial activities of SECI by virtue of an agreement. The other stockholder {an
individual stockholder owning 60% af the outstanding capital stock of SECI and alse a major
stockholder of the Parent Company) delegates and entrusts all the decisions in the operational and
finance functions of SECI to the Parent Company wha owns 40% of the outstanding capital stock
of SECIL

Determining Non-Contralling Interest (NCI) that iy Material to the Group. The Group assesses
wihether an NCI is material by considering factors such a3 the camying armount of the NCI relative
ta the net equity of the Group, the profit or loss or other comprehensive income {OCI) of the
subsidiary attribulable to the NCI, the assets and liahilities of the related subsidiary, or the amount
af dividends paid by the subsidiary to the NCI, and the proportion that these amounts bear to the
Group's financial position or results of operations. The Group alse considers the nature of activities
of the subsidiary and its relative importance or risk compared to other operations of the Group.
Based on management’s assessment, it has determined that the NCI in BLCI is material to the
Group. Inforrnation abaut this subsidiary with material NCI is disclosed in Note 19,

Legal Contingencies. The Group is currently involved in various legal proceecings. The estimate
of probable costs for the resolution of possible claims is developed in consultation with cutside
counsel handling the Group’s defense in these matters and (s basad upon an analysis of potential
results of litigation. No provision for probable losses arising from legal contingencies was
recognized as of December 31, 2018 and 2017.

Estimates and Assumptions

Lstimating Allowance for Impairment Losses {prior to adaption of PFRS 9). The Group’s maintains
allowance for impairmant losses at a level thal management considers adequate to provide for
potential uncollectability of receivables. The Group evaluates specific accounts where the Group
has information that certain customers or third parties are unable to meet its financizl obligations,
Also included in the assessment are the due from NPC/PSALM, due from related parties and
noncurrsnt receivable (included under “Other noncurrent assets™). Factors, such as the Group's
length of relationshig with the customers or other parties and the customers’ or other parties’ current
credit status, are considered to ascertain the amount of reserves that will be recorded in the trade
and other receivables, due from NPC/PSALM, due from related parties and noncureent receivable
(included under “Other noncurrent assets™) in the consolidated statemants of financial position.
These reserves are re-evaluated and adjusted as additional information is received.

[n addition to specific allowance against individually significant loans and receivablzs, the Group
elso makes a collective assessment of allowance against sxposuras which, although not specifically
identified as requiring a specific allowance, have a greater risk of default than when originally
granled.

Allowance for doubtfis] ascounts amounted to B23.0 million as of December 31, 2017 (see Note 6).
These reczivables, net of allowance for doubtfs] accounts, amounted to B1LAGL 2 million as of
December 31, 201 7 (see Notes 5, 6, Tand 12).
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Estimating Expected Credit Losses on Trade and Oiher Receivables, Due from NPC/PSALM and
Due fram Related Parties using Simplified Approach (upon adoption of PFRS 9). The Group uses
the provision matrix Lo caleulate ECLs for these receivables, The Group caleulates provision rates
based on days past due for a group of various customer or debtor segments that have similar loss
patterns {i.e., customer Lypa).

The provision matrix is initially based on the Group’s historical observed loss rates. The Group will
calibrate the matrix to adjust the historical credit loss experience with forward-looking information,
For instance, if forscast economic conditions (i.e., inflation rates) are expected to increase over the
next year which can lead o an increased number of defaults, the historical [oss rates ars adjusted,
At every reparting date, the historical observed loss rates are updated and changes in the forward-
locking estimates are analyzed.

The assessment af the corrslation between historical observed loss retes, forecast economic
conditions and ECLs is a significant estimate which involves qualitative and quantitative thresholds
in place. The amount of ECLs is sensitive to charges in circumstances and of forecast economic
conditions. The Group’s historical credit loss experience and forecast of economic conditions may
also not be reprasentative of customer's actual default in the future,

The Group incorporates forward-locking information inta both its assessment of whather the cradit
risk of an instrument has increased significantly since its initial recognition and its measurement of
B

The Group has identified and documented key drivers of credit risk and credit losses of each
portfolio of financial instruments and, using an analysis of historical data, has estimated
relationships between macro-cconomic varizbles and cradit risk and cradit losses.

Predicted relationshin betwean the key indicators and default and [oss rates on various portfolios of
financial assets have been developed based on analyzing historical data over the past 3 years. The
methodologizs and assumptions including any forscasts of future economic conditions are reviewed
regularly.

The Group has not identified any uncertain event that it has assessed to be relevant to the risk of
default oscurring but where it is not able to estimate the impact on ECL due to lack of reasonable
and supportable information,

An increase in the Group's allowance for expected credit losses of trade and other recsivables, due
from NPC/PSALM, cue from related partiss and noncurrsat receivable from customers arising from
PSALM’s cost recovery adjustmeants {see Note 30) will increase the Group’s recorded expenses and
decrease currant and noncurrent assats, As of December 31, 2018, allowance for expected credit
losses amounted to #35.3 million (see Naotes 5, 6 and 7). These receivables, net of allowance for
expectad credit losses, amounted to P435.5 million as of December 31, 2018 {see Note 6).

Estimating Allowance for Materials and Supplies Losses. The Group provides allowance for losses
related to materials and supplies whenever the value of these materials and supplies becomes lower
than cost due to damage, physical deterioration or obsolescence. The amounts and timing of the
recorded expenses for any period would differ if the Group made different judgmsnts or utilized
different estimates. An increase in allowance for losses would increase recorded expenses and
decrease current assets,
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Allowanee [or losses amounted 1o nil and B335 miliion as of December 31, 2008 and 2017,
respectively (see Note 8). The carryiag value of the materials and supplies, net of allowance for
losses, amounted to B350.0 million and 8605.2 million as of December 3i, 2018 and 2017,

respectively (see Note 8).

Extimating Usafil Lives of Property, Plant and Equipment. The Group estimates the useful lives of
property, plant and equipment, except land held by a subsidiary and construction in progress, based
an the period over which the assels are expecled to be available for use or lease term, whichever is
shorter. The estimated useful lives of property, plant and equipment are reviewed periedically and
are updatec if expectations differ from previous estimates due to physical wear and tear, technical
or commercial obsolescence and legal ar cther limits on the use of the assets. In addition, the
sstimation of the uselul lives of property, plant and equipment is basad on collsctive assessment of
internal technical evaluation and experience with similar assets. However, it is possible that future
results of operations could be materially affzcted by changes in estimates brought about by changes
in factars mentioned above. The amounts and timing of recording expenses for any period would
be affected by changes in these factors and circumstances,

The Group recognized depreciation expense amounting to B89.0 million, B78.3 million and
B78.8 million in 2018, 2017 and 2016, respectively (sce Note 23). As of December 31, 2018 and
2017, the aggregate net book values of property, plant and equipment subjected to depreciation
amounted to BE62.9 million and 8341.6 millicn, respectively (see Nata 11)

Property, plant and equipment are

reviawed and tested whenever thers is an indication of impairment and are reassessed at least each
reporting date, Factors such as significant underperformance of an asset relative (o expected

historical or projected future operating results, significant changes in the manner of use of the

acquired assets, or significant negative industry or economic trends are congidersd by the Group in
asazssing whether there is an indication that an asset’s carrying amount may exceed ils recoverable

amount.

wsiimating Impaivment af Property, Plant and Equipment.

The Group rscognized impairment loss amounting to B14.3 million, nil and 83,7 million in 2018,
2017 and 2016, respectively (see Note 21). As of December 31, 2018 and 2017, the aggregate net
book values of property, plant and equipment amounted to B781.2 millien and B778.3 million,
respectively (see Note 11).

Estimating Impairment of Nonfinancia! Assets other than Property, Plant and Equipmeni. The
Group assesses whether there are any indicators of impairment at each reporting date.  These
nonfinancial assets (prepayments and other current assets, investments in associates, and other
noncurrent assets, excluding noncurrent receivable from PSALM) are testad for [mpairment
whenever svents or changes in circumstances indicale that the carrying amount of the asset may not
be recovarable. The racoverable amount of investments in associates are based on fair value less
cost to sell. Fair value less cost to sell is determined to be the amount obtainable from the sale of
the underlying net assets of the associate. For the other nonfinancial assets, the recoverable amounls
ars assessed if there are changes in the expected useful life or the expected paltern of consumption
of future economic benefits embodiad in those azsets,
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Based on management’s assessment, there are no indicatars of impainnent on these nonfinancial

assets. Thus, no impairment loss was recognized in 2018, 2007 and 2016, The carrying amounts
£ o T T [ " Thamo 5 (PR 0 | P oy ! 17373

of these nonfinancial assets as of December 31 are as follows (see Notes 10, 12 and 13):

2018 2017
Investments in asscciates P6,036,957 430 Bo,L8L,805,538
Prepayments and other current assats 94,205,423 167,670,853
Other noncurrent assets (excluding noncurrent
receivable from PSALM and financial asset ul
FVOCI/AFS) 55,349,815 55,839,776

Estimating Asset Retivement Obligation (ARQ). The Group has 2 contractual obligation under the
Land Lease Agreement (LLA) with PSALM to dismantle installed asssts and restore the leased
premises Lo their original condition at the end af the lease term (see Notes 17 and 30}, These
estimated costs ol dismantlement and restoration assume third party estimates. The Group projectad
the estimate using inflation rates ranging from 1.30% to 5.20% and 2.54% to 3.83% in 2018 and
2017, respectively, and discount rates of 7.61% and 5.11% in 2018 and 2017, respectively.

The amount and timing of recorded expenses for any period would differ if different assumptions
are used. An increase in computed ARO would increase the recorded assct, depreciation and
increase noncurrent {iabilities,

As of December 31, 2018 and 2017, the ARD bas a carrying value of £61.0 million and
B27.2 million, respectively (see Note 17} Reversal of ARD amounted to BI9.1 million,
B2l.1 millicn and nil in 2018, 2017 and 201 &, respectively (ses Note 17),

[nformation relating to the Group's ARO is disclosed in Note |7 of the consclidated financial

statements,

Estimating Realizability of Defarred Income Tax dssets. The Group reviews the carrying amounts
of deferrad incame tax assels at each reporting date and reduces defarred income tax assets to the
extent that it s no longer probable that sufficisnt taxable profit will be available to allow all or part
of the deferrad income tax assets to be utilized. However, there is no assurance that the Group will
utilize all or part of the deferrad income tax assets, The Group's assessment on the recognition of
deferred income tax assets on deductible temporary differences is based upon the likely timing and
level of future taxabls profits determined from the tax planning strategies of the Group, The Parent
Company and SIIC elected to avail of the Optional Standard Deduction (05D} starting 2010 and
plan to avail of such in certain number of years thereafter. BLCI likewise started to avail of OSD
starting 2016 and also plan to avail of such in certain number of years therealter. Thus, the related
defarred ineome tax assets were measured on this basis, The Group has deferred income tax assets
amounting to B27.3 million and B3I2.5 million as of Decembar 31, 2008 and 2017, respectively

{see Note 20,

Estimating Impairment of Goodwill, The Group determines whether goodwill is impaired at least
on an annual basis. This requires an estimation of ths value in use of the cash-generating units to
which the goodwil! is allocated. [n estimating the value in use, the Group estimated annual growth
at 4% to 7% in energy sold and 5% to 7% escalation of operating expenses for the first five years.
The Group assumed a zero growth rate beyond five years. The interest rate used to discount the net
cash flows from operations is the weighted average cost of capital (WACC) of 13.0% and [4.97%
for BLCI as of December 31, 2018 and 2017, respectively, Carrying amount of goodwill related to
the investment in BLCI amounted to B32.5 million as of December 31, 2018 and 2017

{s=e Note [3)
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Determining Fair Value of Financial Assets and Fingncia! Liabilities. PFRSs require that certain
financial assets and liabilities be carried at fair value, which requires extensive use of accounting
estimates and judgment. While significant components of fair value measurement were determined
using veriflable objective evidence (i.e., foreign exchange rates, interest rates, volatility rates), the
amount of change in fair value would differ if the Group utilized a ditferant valuation methedelogy.
Any changes in fair value of these financial assets and liabilities would affect the consolidated
statements of comprehensive income and consolidated statements of changes in equity.

Fair value of financial assets as of December 11, 2008 and 2017 amounted to B3, 36801 millicn and
B3,050.7 million, respectively (ses Note 29), Fair value of financial liabilities as of December 31,
2008 and 2017 amounted to B484 2 million and B1,251.% million, respectively (ses Nate 29).

Cash and Cash Equivalents

This account consists of

2018 2017

Cash on hand B3.311,260 B327.460
Cash in hanks 916,259,184 [,125,5355,085
Short-term investments 2,002,472,415 319,367 59]
B2,937,042,5859 PRIl 445,250,134

Cash in banks earn interest at the respective bank deposit rates. Short-term investments are made
for varying periods of up to three months or less depending on the immediale cash requirements of
the Group, and earn interest at the prevailing short-term investment rates, Total interest income
amounted to B49.0 million, B21.2 million and B23.6 million in 2018, 2017 and 2016, respectively.

Related Party Transactions

Parties are considered to be related if one party has the ability, directly or indirectly, to control the
othar party in making financial and operating decisions or the partiss are subject (o comman control
or commaen significant influence. The Group, in the normal course of business, has significant
transactions with related parties which principally consist of the following,:

Associates/Stoclkholders

= Rendering of managsment and other services by the Parent Company to MECO, an associate,
amounting to B120.0 million, BL00.0 million and B54.5 million in 2018, 2007 and 2015,
raspectively, ars recorded as “Sarvice income”™ in the consolidated statements of comprehensive

incame.

« Management, operation and maintenance services rendered by SIPC on ODPP arising from the
assignment of rights and obligations by the Parent Company to SIPC under the “Operations,
Maintenance and Management Services Agresment” with MECO until 2026 or until a new
operator that won in the bidding conducted by MECO in 2018 is qualified by the ERC,
whichever is earlier, Revenue recorded under “Operating fees” amounted to B41.3 million,
BS1.7 million and 833.4 million in 2018, 2017 and 2016, respectively, Outstanding receivables
from MECO on these transactions amounted to P3.7 million and P47 million as of
December 31, 2018 and 2017, respectively, and are included as part of “Trade and other
receivables” in the consolidated statements of financial position (see Note 6).
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*  Purchase of power by BLCI from KEPCO SPC Power Corporation {(IKSPC), an associate, under
the Power Sales Contract between BLCl and KSPC amounting to B3I31S million,
BZ74.9 million and B263.7 million in 2018, 2017 and 2014, respectively (seec Note 25),
Qutstanding amount due to KSPC on this transaction amounted to B37.6 million and
P59 million as of December 31, 2018 and 2017, respectively, and is included as part of “Trade
and other payables” in the conzolidated stataments of financial position (see Nota 14},

*  [Lxtension of short-term, noninterest-bearing advances by the Parent Company lo KSPC for the
development of the 2x100 MW Circulating Fluidized Bed Combustion (CFBC) Boiler
Coal-fired Power Plant in Naga, Cebu, Outstanding amount due from KSPC amounted to
BO.Y million as of December 31, 2008 and 2017,

Dividends received from KSPC amounting to B1,329.8 million, B968.3 million and
B133.4 million in 2008, 2017 and 2016, respectively, and from MECO amounting to
BROD millicn, 8600 million and BRO.0 million in 2008, 2007 and 2018, respectively
(se= Nate 107,

Affiliates Under Common Ownership

*  Sale of electricity to Boho! Water Utilities, Inc, (BWUT) at the same rates charged to BLCI's
consumers amounted to B21.5 million, B18.4 millian and B17.4 million in 2018, 2017 and 2016,
respectively,  Ouistanding recsivabls fram BWUI related to this transaction amounting lo
B1.9 million and BL.7 million as of December 31, 2018 and 2017, respectively, is included as
part of “Trade and other receivahles” in the consolidatsd statements of financial position
{see Nate 8),

The rzsults of these transactions are presented in the appropriate accounts in the conselidated
financial statements, The amounts due from/due to related parties, trade and other receivables, and
lrade and other payables follow:

IhlE
Outstanding
Baluines -
Receivable
Categary Amonnt¥oleme [Pavable] Terms Conditiouns
Assnciates
Sales:
MEZD P41,250,6L1 PLA451,281 30-day; [nseeared,
Maninterest-bearing Mo impirment

Technizal s2reices renderad o
W ECD 120,917,136 = [HENESH Unsecupzd
Moninterest-hearing
Purchiuse of puwer frum
5P 333,510,527 (37,004,505 Interest-hearing; Unsacurad
9L-day T-bill plus
1% per anaum

Al vinces 10

[SPC i TI%57 Dz and demandalle Limseanred,
Mp impairment
MECD H 1,950 a-day; Unsezured,
Moninterest-bearing Mo impairment

Crividend incarme (e Mote 1)
ISP 1.329,823,034 ~ Dz and demandalble Unsecured
WECD 79,999,211 — Due and demandable Unsecured

[Forward]
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1018
Dueatneding
Balanesn -
Receivable
Category AmnnnlWolunme (Payabley ~~ “lerms Conditinns
AlTilintes (Companies Under S
Coutnon Chweership)
Sales
BT PIL530,792 BIASITLEL 10 davs From receipd Unsecured,
Mo Impairueent
Lease of affice space from
SPLEC Properlies, Ing, (SPEC) 1.M0.28 {1,106 12 J0-day; Unseenred
Maninrerest-baaring;
F% annual escalntian
a5 agreed by the
'!'!:'Irt]l:ﬁ
311 Properties Development GI1,317 (330,430 Mh-day; Ungecured
Carparation (SPDC) Mominterest-bearing:
3% nnnual escalaticn
s agraed by the
partics
B LY 03,704 (%, 10 L% esealation Unseeurerd
E‘,'-'EI':.I' rwa "f'tﬂ.l'ﬂ
Collest.on chargzs:
BN 231,147 1h.3ad P1.33 per receipt Unseeured,
Mo impuirment
Advarces oy (Tromi :
B 2LN0I1,437 13,257,372 an-day; Unszzmered,
Monintarest-bearing Mo impairment
SPDC 208,314 [3,035) Gf-diy; Unsecured
MNoniterest-bearing
S 154,323 -y Linsecurad,
Muoninteresd-earing Mo impairment
SPEC 67,230 135,623 f-days Unseeured,
Moninierss-bearing Mo impairment
Seleun Intzrnatianal, e, (511 47,673 180621 al-day; Unsecured,
Manintarest-bearing Mo imprirment
Salzon Philippinzs, Ins, (3PT) 41,330 &7.320 al-ilay; Unseeured,
Maninterest-bearing Mo impairment
SIMC Water Resources, lne., [SWRIL 17 8a2 170,024 -y, Unseeured,
Monioterest-bearing Mo fmpairment
WIHC 17,362 1,340 fi0-day; Unsecured,
Manintarest-hearing Mu impairment
¥ Haldings, Lnc. 4,923 4,123 Gl-day; Unsecured,
Maonlnterest-bearing Mo impairment
K.z2poa Philippines Corp. - (49T 1147; olf-day; Unserured
Moninterest-benring
Purz ard Pam, [ne. - 15,000 -l Unseeured,
Maninterest-bearing M imnairment
O feers and smplovees 5,105,534 4 HE1.ATI f0-dny; Unseeared,

Monintzrest-bearing Mo bpalrment
wiy
Dutstanding
Balance -
soaivabic
Caemory AmauntNolimes Payabl) Tarms Crnditiong
Assooiates
Sales:
WIECD p3[,71a, 735 B 743,031 Jl-day; Linszgurad,

Managemant servizes rendeared to
MECE

Furchase of power from;
ESPC

tForward)

LO0,006,3660

274,902,373

Moninterzsl-baaring

- al-day;
Maonirterasl-bearing

[nterest-bearing,
9% -duy T-hill plus
1% per annum

[45,911,977)

RN

Mo impairment

Unzacurad

Unzecurad
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S -

2017

Cusstanzing
Balanzz -
Racervabls

Conditions

Categnry AmountVolums [Pavaklay Tarms
AGVANIEE [
kKSpPC B R71%,579 Sil-day; Unsssured,
Moninterssi-hearing Mo impairmeant
[ividend income {ses Motz 10)
KSPC 558,139,126 - Duwe end demandable Lnsecured
MECO 54,949 93] - Due end demandable Unsecurad
AlTlialzs (Companizs Lnder
Camrrzon Ownership)
Sales:
BT 15410998 | 660,924 10 days from receipl UInsegured,
M impatement
Lease of office space Gom.
SPEC 3,192,507 (353200 10-day, Lagecuread
Muomnterest-earng,
1% annual zsealation
a3 apread by e
partizs
P 871,177 (111,863 A-day: Unsecured
Noninterssl-besring,
Y annuoal escalatiar
a3 agroed by the
purties
Bl 303,704 {24.25%6) | 0% mazalation [Insecucead
every Lwd yaars
Collzetion charmey
gwul 20050 0,015 1,33 per receipt Unsecursd,
Mo impaisment
Advances oo (fram):
WL 441 330,825 fi-duy; Lnzzourzd,
Manintares-haaring Mo impairment
s 414027 951 al-day, Lingzgursd
Meninterest-heaaring
51341 32,341 Gl-day; Unsecurad,
Meonintersst-bearing Mo impairment
SPEC 5,191 iy, 491 fil-day, Unsecurad,
Monmintersst-bearing Mo impaicmen:
30 i, 30,349 fill-tay; Ungzzurad,
Moninterast-hearing Mo ampairment
SRl 46,170 A4, |70 it -day: Unszzured,
Maninterasl-searing Mo impaiment
SWRI 1,713 153,154 fl-day; Unszacurad,
Monintsrasl-oearing Ma impaicment
WHEHE 11,238 01,304 S0-day: Unaecurad,
Maonintzrast-bearing Mo umpaicment
kY Faldings, lnc 3,448 3,649 Eil-day: Unzecured,
Monintzoest-bearing Mo impairmen:
leepen Pllippines Cocp. - (2 G2y El-day; Unaecured
Monintecest-bearing Mo impaiment
Furz and Fam, [nc = 73,000 G0-day: Unsecured,
MWaninterest-baaring Mo impaiement
Offteers and smployses 5,211,250 10,236,524 al-day; Unzeoured,

Compensation and Benefits of Key Managzment Personnel
The Group considers all senior officers as key management personnel. The compensation of kay

management persennel follows:

pounintereat-hearing

Mo impairmen:

2018 2017 2018

Short-term benefits R34,979,375 R13,160,217 B34,681,821
Fension expense 450,572 638,281 401,174
R35420947 B33, 798498 B15,082,995

USRI



6. Trade and Other Receivables

This account consists off

2018 2017
Recervable from customers {net of allowance for B3537,596,690 B403,974 874
impairment loss of B36.3 million and
B23.0 million as of 2018 and 2017, respectively)
(see Mote 5)
NPC/PSALM 1,015,262 1,497,011
Crhers (see Note 30) 70,852,334 50,433,362

B435,404,297 B457,907,251

Receivable from cuslomers arises from generation and sale of energy, distribution of purchased
energy, and from provision of ancillary services,

Receivables from NPC/PSALM and customers ars nonintersst-bearing and are generally on a tzrm
af 1-30 days and 30-90 days, respectively.

Others mainly consist of advances to suppliers and contractors for refund in relation to services that
will no fonger be availed by the Parent Company, officers and employees, insurance claims, accrued

interest receivables from short-tarm investments and PSALM deferred adjustments (see Note 30).

Allowance for impairment losses pertains to trade receivables that are individually determined to be
impaired at reporting date. These relate to debtors wha are either in signiticant financial difficulties,
hive defaulted on payments or whose accounts are under disputs and legal proceedings. These
receivables are not secured by any collataral or credit enhanceaments.

Additional allowance for impairment [loss amounting to B9.2 million and B7.0 million were provided
in 2003 and 2017, respectivaly (ses Note 210,

The following table shows the movement in the allowance for impairment:

2018 07T
Al January | B22,995,285 Bl6,040,588
PFRS 9 transition adjustments {(see Mote 2) 4,066,846 =
Frovision (see Note 21) 9209102 6,954,657
Recovery of accounts written off 37,892 =

At Decamber 31 236,309,125 B22.5935 243

T Due from/Due to NPC/PSALM

Thiz account consists of:

Cue from NPC/PSALM Dye to NPC/PSALM
2018 2017 2018 2017

Coat of fuel purchases and
others (sze Note 31) P- B- B B511,630,5858
Others 1,175,128 175,128 - -

P1,175,128 _ BL,173,123 P~ PS11,630,583

A
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Cost of fuel purchases and other adjustments substantially pertains to the cost of fuel used in the
operation of the NPPC. Based on management's assessmant of the timing when these are to be
settied, cost of fuel purchases and other adjustments amounting to B511.7 million as of
December 31, 2017 are presented a3 current liabilities (see Note 31).

Others mainly consist of amounts reimbursable by PSALM for other services rendered under
OMSC.

& Materials and Supplies
This account consists of
_ 2018 2017
On hand - al NRY (net of allowance for inventory P334,177,686 B397,230,778
losses of nil and B&3.5 million as of 2018 and
2017, respectively)
[0 transit - at cost 15,893,908 7,973362
At lowar ol cost and NRV B350,071,594 P605,212,040
Materials and supplies include fuel, lubricants, chemicals, spare parts, supplies and other
corsumables used in the operations, repairs and maintenarce of the powsr generation and utility
plants, property and equipment.
The cost ol materials and supplies recognized as part of “Others - net” amountad to 135,6 million
and B325.7 million in 2018 and 2017, respectively (s2e Notes 3 and 31) and “Cost of services”
amounted to B383.9 million, B697.8 million and B216.7 million in 2018, 2017 and 2015,
respectively, In the consolidated stalements of comprehensive income (see Nate 20).
9, Prepayments and Other Current Assects

This account consists ot

2018 2017
[nput ¥AT BAS, 140,270 BH4,883,734
Delferred input VAT 3.671,733 6,820,047
Deferred charges 6,192,626 8,045,102
Prapaid insurance 4,152,209 2,521,722
Prepaid rent (se¢ Note 300 2,764,772 3,229,772
Prepaid income tax 427,996 462,469
Others (see Note 31) 8,945,797 al,107,959

B94,295,423 B167,670,855

As of December 31, 2017, others mainly consist of defarred input VAT of fuel owned by PSALM
used in the operations of NPPC but still to be inveiced to the Parent Company. Payment was
received in 2018 upon the turnover of NPPC (see Note 31).
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[0, Investments in Associntes

This accounl consists of

i0118 2017
Acquisition cosl: B21.552,5605,3658 B2 852,563,368
Accumulated equity in net earnings and ather
comprehensive income;
At January | 3,329,241,170 1,220,429,113
Share in PFRS 9 transition adjustments
{zee Notz 2) (1,438,823) =
Equity in net earnings for the year 1,265,412,079 1,137,429.320
Share in remeasurement of emplayee benefits of
associates, net of tax provision of B287 63!
in 2018 and tax benzfit of 82,216 in 2017 981,507 (278,202)
Dividends income (1,409,823,865) ([,028,339.061)
At December 31 3,184,372,068 332924 |70
B6,036,937,436 P, 181,806,538

The Group’s associates, corresponding equity cwnerships, and acquisition costs follow:

Principal Activity

Yo of Ownershin

B2 472,464,616

KSPC Power generation 40.0
MECD Power distribution 40.0 JEQ. 000,732
SWERI Water processing 40.0 [ 00,000
£2,832,565,168
KSPC

KSPC was registered with the SEC on June 22, 2003 primarily to build, operate, maintain, own and
manage the 2x100 MW CFBC boiler coal-fired base load power plant in Naga, Cebu, Philippinas,

Summarized financial information pertaining to KSPC as of and for the years ended December 11

fallows:

2018 2017
Current assets B3,438,1660,969 B3,025,153,666
Monsurent assets 11,186,531,786 | 1,Ba2,369,837
Current liabilities 895386,982 GER Ba7.772
Moncurrernt liabilitizs 730,253,027 714,506,077
Equiry 12,999,058,746  [3,483,149,434
Revenue 8.812,187,718 8.317,177,602
Gross profit 3,3539,735,642 3,708,509,781
Net incoma 2,841,290,406 2,563,051,257
Other comprehensive income (loss) 775,628 (215,914
Total comprehsnsive income 2,842,066,034 2,562,835,343
Group's share in net income 1,136,516,162 [,025,220,503
Carrying amount of the investment 5,200,386,379 5,394,822 743
Dividends received from KSPC 1,329,823,054 958,339,128

KSPC declared and paid cash dividends to the Parert Company amounting to P1,329.8 million,

B968.3 million and #133.4 million in 2018, 2017 and 2016, respectively (see Note 5).
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