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Acquisition and Rehabilitation of Power Barze (PB) 104

On June 30, 2016, PSALM turned over the 32 MW PB 104 to the Group for rehabilitation prior to
commercial operations, Units |, 2 and 3 with total raled capacity of 24 MW started commercial
operations on August 1, 2018 while Unit 4 (8 MW) is still under rehabilitation as of December 31,
2013, Total acquisition and rehabilitation costs charged to “Praperty, plant and equipment” in the
consolidated statement of financial position amounted to B402.5 million under “Plant machinery
and equipment” and B14.9 million under “Construction in progress” as of December 31, 2018,

Tha Certificates of Compliance were issued by the ERC on December 19, 2018 far Unit |, valid
unti! December 18, 2023, and on Jure 20, 2018 for units 2 and 3, valid from February 20,2018 to
Fabroary 19, 2023

MNoncurrent Assets Held for Sala

On its resolution dated May 28, 2018, the BOD anncunced its decision to szll group ol assets,
ineluding mashineries and equipment, and spare parts invenlories, In March 2019, the Group
engaged the services of an appraiser to determine the disposal group’s fair value less cost to sell as
follaws:

Carrying Amount 2t Reporting Carrying Amount

Date Befors Raclassifsd [mpairment Laosses After [mpaicment
=i a3 Held for Sale f3ae Mots 21 Lasges®
Machineries and eguipment PR32 47% 880 B4 266,850 BI5213,000
[nventories — - .

R12.479 880 B14.254 840 BI8Z13.000

*Rased an e vales og delersined by an indesendant apprainer

As of December 31, 2018, the Group considers its noncurrent assets held for sale with fair valus of
P18.2 million under Level 3 classification (see Note 2). In valuing the noncurrent assets held for
sale, the Group used the Sales Comparison Approach, using price per net weight as its key
valuation. The Sales Comparison Approach is a comparative approach to value that considers the
sales ol similar or substitute properties and ralated market data and establishes a valuz estimate by

processes invelving comparisan,

For the Sales Comparison Approach, a signiticant increase (decrease) in price per net weight, in
isolation, would rasult to a higher (lower) fair value

The Group has determined that the highest and best use of its noncurrent assets held for sale i3 its

cueTant use,

2018, resulting to reversal of ARO amounting to B21.3 million in 2018 (see Note | 7). The ARD
is presented as “Liabilities directly associated with nencurrent assets held for sale” in the
consolidated statement of financial position as of December 31, 2018 (see Note 17),

The cost of fully depreciated property, plant and equipment that are still being usad by the Group
amounted to B373.4 million and £336.8 million as of December 3 [, 2018 and 2017, respectively,
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|2, Other Noncurrent Assels

This account cansists af

2018 2017

PSALM deferred adjustments (see Notes 6 and 30) P182,765,769

Goodwill (see Nate 13) 32,522,010 32,522,016

Investment in proprietary club shares 6,500,000 1,300,060
Nencurrent portion of prepaid rent

(see Motes 9 and 30 5,265,394 5,600,660

Software costs (net of accumulated amortization of

B8 million and B1.2 million as of 2018 and

2017, respectively) 4,257,760 4,866,011
Franchiss (net of accumulated amortization of

B8.6 million and B8.1 millicn as of 2018 and

2017, respectively) 3,342,034 3,819,467
Noncurrent recelvable (sze Note 31) - 1,143,240,000
Others 0,962,621 9,021,616

P244,615,594 B[,200379,776

Current portion of PSALM deferred adjustments amounting to P36.8 million is presented as part
of “Others” under “Trads and other receivables” in the consolidated statement of financial position
as of December 31, 2018 (zee Note 6).

Moncurrent portion of prepaid rent pertains to unamortized advance payments af lease rentals in
relation to the Parent Company and SIPC’s LLAs with PSALM (see Note 30).

Franchise pertains to the costs incurred by BLCI to acquire the franchise to operate the Bohol
Provincial Electric System which is amartized over 25 years,

As ol December 31, 2017, investment in proprictary club shares has a carrying value of
#l.3 millien (see Not 2). Upon adopticn of PFRS 9 effective January 1, 2018, the Group
recognized transition adjustments of 83,7 million dirsctly charged to the Group's beginning other
comprehiensive income (see Note 2) and BL.5 million recognized as “Unrealized valuation Zuin on
financial asset at FVOCI™ in the 2018 consalidated statement of comprehensive income,

. Impairment Testing of Goodwill

Goodwill acquired through business combinations have been allocated to a single cash-generating
unit composing the distribution business, which is a reportable segment. The recoverable amount
cf each unit has been determined based on u valus-in-use calculation using cash flow projections
based on financial budgets approved by senior managsment covering a tive-year period,

Carrying amount of goodwill related to BLCI amounted to B32.5 million as of December 31, 2018

and 2017. The goodwill is artributed to the expected synergizs and other benefits from combining
the assets of the distribution utility with those of the Group.
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The following describes each key assurmption on which management has based its cash flow
projections lo undertake impairment tzsting of goodwill;

* Interes! rate used to discount the nst cash flows from operations is BLCI's WACC of 13.0%
and 14.97% as of December 31, 2018 and 2017, respectively, using the capita! asset pricing
maodel,

* Energy sold is projected at 4% to 7% annua! growth based on the actual average for 2018 and
2017, depending on the customer category.

* Operating expenses are projected to increase from 5% to 7% depending on the nature of
expenses.

* The computation of tarminal valuz assumes no growth in projected cash flows beyond five
YEars,

Based on the impairment testing, no impairment on goodwill was recognized in 2018 and 2017
Sensitivity to Changss in Assumptions
With regard to the assessment of value-in-use of BLC [, management believes that no reasonably

possible change in any of the above key assumptions would cause the carrying value of the goodwill
to materially exceed its recoverable amount,

|

. Trade and Other Payables

This account conzists of

2018 2017
Trade (ses Note 23) B251,163,452 B527,045.252
Montrade (see Note 30) 164,449,765 117,173,866
Accrued expenses (see Note 16) 64,371,364 67,618,607

P4589,984,581 BY12,737,725

Trade payables include purchases of goods and services that are noninterest-bearing and are
novmally settled on 30-60 day terms.

Nonlrade payables include accrual for deferred output VAT of B85.7 million and B72.2 million as
of December 31, 2018 and 2017, respectively, current partion of PSALM deferred adjustments of
£15.8 million as of December 31, 2018 (see Note 30) and various accounts with nontrade suppliers
and cantractors,

Accrued expenses include acerued interest on bank Inans and customars’ deposits, withholding
taxes, and terminal leave pay of certain employees who were rehired following the tarmination of
the ROMM Agreement on March 23, 2012 (see Note L.

Long-term Debt

On October 28, 2014, the Parent Company availed of a six-year-term loan amounting to
B630.0 million from a local bank maturing on October 28, 2020.
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The loan proceeds were used to pay-off the P&30.0 million short-term debt availed by the Parent
Company in May 2014 that was used to finance the acquisition of the Naga Powser Plant on
September 2014 (see Note 31). The outstanding loan balance was prepaid on Outober 28, 2017,

Interest expense from this loan amountad to 2192 million and B26.0 million in 2017 and 2016,
respectively, including amortization of transaction costs of B1.5 million and B0.8 million in 2017
and 2016, respectivaly, (see Note 32).

The foan agreement provides, among others, that the Parent Company shall not, without priar
wrillen consent of the creditor: incur additional loans: purchazz ifts ssued and oulstanding shares
of stocks; changs, alter or madify or permit any changes, alteration or modification in the naturs of
(ts business on which it is presently conducted, or atherwise change, alter or modify the purpose
for which the Parent Company was formed; declare or distribute dividends (see Note 19) ar allow
advances to its officers and/or stockhclders or any of its subsidiaries or affiliates or retumn any
capilal to %s stockholders. The Parsnt Company complisd with the debt covenants.

In October 2009, the Parent Company availed of a seven-year-term loan amounting to
U534.0 million from a local bank to partly finance the acquisition of the Panay and Bohol Diess
Power Plants by SIPC. The loan was [ully paid on October 28, 2016. Intersst expense fram this

loan amountaed te B0.6 million in 2016,

Customers' Deposits

This account consists of

2018 2017
Bill deposits P87,000,073 B75,707,947
wlaterial deposits 43,093 438 41,337,734

P132,093,513 B117,04568]

Bill Denosits

Bill deposits are obtained from customars and maintained at aporoximately equivalent to one month
censumption principally as guarantee for any uncollscted bills upen termination of the service
contract. Under the Magna Carta for Residential Electricity Consumers (Magna Carta) as amsndad
and Distridution Service and Open Access Rules (DSOAR) as amendad, dated Novamber 15, 2010
and February 22, 2010, respectively, bill dsposits shall earn intzsrest equivalent to the peso savings
account interest rate of Land Bank of the Philippines or other government banks subject to the
approval of the ERC and the same shall be credited yearly to the bills of the registered customer.
The Magna Carta and DSOAR also provide that bill deposits, together with accrued interests, shall
be refunded within ong month from the termination of the services if all bills have been paid. In
addition to this, the customer who has paid his electric bills on or before its due datz for three
consecutive years may demand for the [ull refund of the deposit even prior to the termination of
the service,

[n cases where the customer has previously received the refund of his bill deposit pursuant to
Article 7 of the Magna Carta, and later defaults in the payment of his monthly bills, the customer
shall be required to post another bill deposit with the distribution utility and lose his right to avail
of the right to refund his bill deposit in the future until termination of service. Failure to pay the
required bill deposit shall be a ground for disconnection of electric service.
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Material Deposits
Large load consumers applying for power connection may pay for the trar
advance, This is subject to a refund which can be applied as a reduction from the accounts of the
consumers at 23% of the consumers’ monthly billing for deposits prior to June 2010 and 75% of

the consumers” monthly billing from June 2010 onwards until such amounts are [ully refunded or

1sformers and poles in

for five years, whichever period is shorter.

Interest on Bill Deposits

The implementing guidelines of the Muagna Carta pravide that the interest rate thern on meter
deposits shall be at 6% for contracts of s2rvice entared into prior to the effectivity of the then Energy
Regulatory Board (ERB) Resolution No. 95-21 issued on August 3, 1995, The ERB Resclution
No. 95-21 was issued adopting a 10% interest on customers’ deposits. Pursuant to the Magna Carta
as amended, bill deposits shall earn intersst equivalent to the pesa savings account interest rate of
Land Bank of the Philippines or other sovernment banls sudject to the approval of the ERC. In
the case of non-residential customers, the DSOAR, as amended provides that BLCI shall pay
interest on bill d2posits at the rate equivalantto the peso savings account interest rate of Land Bank
cithe Philippines or other government banks subject to the approval of the ERC. Interest expense
on bill deposits amounting o B0.2 mitlion, 822 million and B0.5 million in 2008, 2017 and 2015,
ted as part of “Interest expense” in the consclidated statsments of

respectively, are presan
comprehensive income.  Outstanding intersst expense accrued on bill deposits amountad to
B2.7 million as of December 31, 2018 and 2017 and are presented as part of “Accrued expenses”
under “Trade and other payablss™ in the consolidated statements of financial position

{522 Nole [4).
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. Asset Retirement Obligation

As discussed in Notes 2, 3 and 30 to the consolidated Fimancial statetnients, the Parent Company
and SIPC have contractual obligations under the LLA with PSALM to dismantle installed assets
and restore the leased premises to their original condition atthe end ofthe l=ase term. In this regard,
the Parent Company and SIPC established an obligation to recognize its estimated liability for asset
retirement.

The Parent Company and STPC also have an cption under the LLA to purchase optioned asssts
within the lease premises that may be cffered by the Lessor,

The movement of the asset retirement obligation follows:

bl

2018 2017

At January | P97,198,403 BII2.303 832

Accretion of interest 5,130,253 6,006,307

Changes in ARO (see Notes 11 and 30) (39,119,121) 21,111,756)
Transfer to liabilities dircctly associated with

noncurrent assets held for sale (see Note | 1) (2,234,000 =

At December 31 P6D,975,535 BO7, 198,403

As of December 31 2017, SIPC has exercised its option to purchase the optioned assets covering
all the lots underlying the Bahol Diesel Powsr Plant (BDPP) with a tatal area of 27,527 squars
meters (see Mote 30). As a result of the purchase, the ARO recognized for BDPP amaunting to

B21.1 millicn was reversed in 2017,
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Changes in ARD in 2018 represents the raversal of the Paren Company's ARD amounting to
B21L3 million as a result of remeasuring it being part of the disposal group held for sale
(see Note |1) and reversal of SIPC's ARO amounting to B17.8 million to reflect changes in the
assumptions used bhased on the current best estimutes, As of December 31, 20[8 and 2017,
estimates for SIPC's ARO are projectad using an inflation rates ranging from 1.30% to 5.20% and
4.34% o 3.83%, respectively, and discounted using a risk-free rate of 7.61% and 5.119%,
respectively.

The actual dismantlement and restoration cost could vary substantially from the above estimate
pecause of new regulatory requirsments, changes in technology, increased cost of labor, materials,
and equipment andfor actual time required to complete all dismantlement and removal activities,

18, Pension Plan

Under the existing regulatory framework, Republic Act No. 7641, The Retirement Py Law,
requires a provision for retirement pay to qualified private sector employees in the ubsence of any
retirement plan in the entity, provided, howsver, that the em ployees’ retirement benefits under any
collective bargaining and other agreements shall not be less than thoss provided uncerthe law, Tha
law does not require minimum funding of the plan,

The Parent Company has a funded defined henefit pension plan covering substantially all of its
employees which requirs cantributions to be made to a separately administered fund, while SIPC
and BLCI have unfunded, noncontributory, defined henefit pension plan covering substantially all
of its regular and permanent employees.

The following tables summarize the components of pension expense recognized in the consolidated
statements af comprehensive incame and amounts recognized in the consolidated statements of
financial position.

The wompenents of pension expense recognized under “Plant operations” and “General and
aaministrative” in the consolidated statements of comprehensive income follow:

2018 2017
Current s2rvice cost B3,708,435 Bi4,573,1138
[ntsrest cost on benefit obligation 1,082,822 345,527

B4.791,257 B15,121,445

Remeasurement effects, net of tax of nil and £1.9 million, recognized under “Other counprehensive
income” in the consolidated statements of comprahensive income emounted to 84.2 million and
254 million in 2008 and 2017, respectively.

Met pension asset follows:

2018 2017
Fair value of plan assets P18,803,054 B
Present value of defined benefit chlization 17,395,127 =3
£1,407,917 P
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Net pension lighilities fallow:

- 2018 017
Present value of defined benefit obligation P18,472,143 B32,646,992
Fair value of plan assets - 12,539,614
_ PL8472,143  B20,107,378
Changes in the present value of the defined benefit obligation follow:
2018 2017
At January | B32,040,992 p22,097,565
Current service cost 3,708,433 14,575,118
Interpst cost 1,797,580 BIO,115
Benefits paid 2,285,730 =
Remeasurement loss {gain) due to:
Experience adjustments o (987,641)
Changes in demographic assumptions - (4,297,702)
Changes in financial assumptions = 449,333
At December 31 33,867,271 R32,646,992
Changss in the fair value of plan assets fallaw:
2018 2017
At January 1 P12,539.614 BIG, 735,874
Contributions to the retirament fund 1,336,585 917,640
Interest income included in net interest cost 714,758 263,392
(Gains on return on plan assets 4,212,097 399,308
At December 31 218,803,054 B12,539.614

Changes in the amounts recognized in the consolidated statzments of financial position for net

pension liabilities follaws:

2018 2017
Al January | $20,107,378 B11,338,651]
Pansion expenss 4,791,257 15,121,645
Hemeasurement gain (4,212,097 (5,435,318
Benetits paid (2,285,737) =
Contribution to the retirement fund [1,336,583) (217,640)
At December 31 B17.064,216 B20,107.378
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The fair vaiue of plan assets by each class as at December 31 fallows:

e 2018 2017
Cash and cash equivalents B2531,315 Bl,473,53]
Investments in government securities 13,840,069 B.6063,536
[nvestment in bonds 1,500,000 4
[nvestment (n listed preferred shares 760,743 775,968
Accrued interest income and others 193,320 631,052
Tetal assats 18,823,456 12,544 687
Tatal liabililies 22,402 5,073

Fair value of plan assets P18,803,054  P12,539604

The Pareat Company does not expeet to contribute to the retirement fund in 2019,

The principal assumptions used in determining pension benafit obligation for the Crroupn’s plans as
of Decemnber 31 arz shown below:

2018 2017
Discount rate 5.70-6.06% 5. 70-6.00%
Future salary increase S00-6.00% 3.00-0.00%

The sensitivity analysis below has been determined based on reasonably possible changes of each
significant assumption on the present value of the definad benefit obligatien of the most recent
actuarial valuation report, as of Desember 31, 2018 and 20 7, assuming all other assumptions wers
held constant;

Present Valug Change of

[ncreass Defined Benefit Obligation
{Decrease) 2018 2017
Discount rate +100 bazis points (B11,185,737) (B1,832,135)
=100 basis points 3,503,090 2,142 197
Furture salary increasz rate 100 basiz paints 3,407,105 2,269,190
100 basis poinls (1,668,806) (2,000,107)

The weighted average duration of the benefit payments ranges from 11.50 to 20,06 years and 12,26
to 19.67 years as of December 31, 2018 and 2017, respectively. The expected benefit payment
assumes that all actuarial assumptions will materialize. Shown below is the maturity analysis of
the undiscounted benefit payments as of December 31

Plan Year 2018 2017
Less than ang vear B11,336,977 B[2,502,020
Drme vear to less than five yaars 12,410,357 12,973,343
Five vears to less than 10 years 15,636,024 14,477,322
LG years to less than 15 vears 17,271,350 18,018,242
15 years to less than 20 years 14,784,727 4,117,555
20 vears and abova 58,900,356 61,872,688

P130,339,831 B133,961,175
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19, Equity

Capital Stock
There were no changes in the Parent Comparny's authorized, issued and outstanding common shares

as of December 31, 2018 and 2017

[,969,451 800
72,940,007
[,496,551,803

Issued shares
Treasury shares
[asued and outstanding shares

On various dates in 2002 and 2012, the Parent Company registered with SEC its 1,569,491,900
common shares that were affered to the public atan issue price of B1.80 per share. Gross proceeds
from this issuance of new shares amounted to B2.8 billion. As of December 31, 2018, the Parent
Compary has 717 stockholders including 82 depositary participants counted as one stockhalder
each.

As of December 31, 2008 and 2017, the Parent Company complied with the Minimum Public
Ownership requirement of the PSE for listed entities.

Betained Eamings

Retained eamings are also restricted for dividend declaration to the extent of the accumulated
equity in net earnings of associates amaunting to 3.2 billicn and 23.3 billion as of December 31,
2018 and 2017 respectively, until actually declared by the associates. [t i3 further restricted for
dividend declaration to the extent of the acquisition price of the treasury shares amounting to
BI31.0 million as of December 31, 2018 and 2017,

Upon adoption of PFRS 9 effective January [, 2018, the Group recopnized transition adjustrnents
of B4.2 million directly charged to the Group's beginning retained earnings in the consolidated
statzment of changes in equity (see Note 2).

Approgriation
On December 3, 2014, the Board af Dirsetors (BOD) of the Parent Company approved a total

appropriation to B850.0 million for the construction of a new CFBC Coal-Firad Power Plant with a
capacity of 2x100 MW upen acquisition of the Naga Power Plant Complex (see Note 31),

On November 24, 20135, the BOD of the Parant Company approved additional appropriation of
B200.0 million from the unappropriated retained earnings of the Parent Company in compliance
with the negative covenants providad in its loan agreement with a [ocal bank executed on
October 27, 2014,

On March 30, 2014, the Board of Directors (BOD) of the Parent Company appraved the reversal
of appropriation amounting to #850.0 million and the appropriation of retained earnings by the
same amount for the construction of a CFBC coal-fired thermnal power plant with a capacity of al
least 300 MW in the province of Cebu or Visayas region within the years 2016-2020.

On November 20, 2017, the BOD of the Parent Company approved the following: (i) reversal of
retained eamings appropriated on November 24, 2015 amounting to B400.0 million due ta the full
prepayment af the related long-term debt on October 28, 2017 (see Note 15) and the reinstatement
of the same amount as unappropriated retained earnings, (ii) retention of previously approved
appropriation of retained earnings amounting to B850.0 for the construction of a CFBC coal-fired
thermal power plant with a capacity of at least 300 MW in the provines of Cebu or Visayas within
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the years 2018-2020; and (iii) appropriation of B300.0 million out of the unappropriated retained
garnings of the Purent Company for the canstruction of two run-ofriver hydro-electric power plant
projects in Palawan with a capacity of [5.8 MW ta commence within the years 2018-2019,

On November 28, 2018, ths BOD of the Parent Company approved the fallowing: (i) reversal of
PE30.0 million appropriation for the construction of e CFRC coal-fired thermal power plant with a
capacity ofal [=ast 300 MW due to the adverse Supreme Court decision that led to the return of the
Naga Power Plant Complex to PSALM pursuant to a Memorandum of Agreement and Certificata
of Turnover executed between the Parent Company and PSALM on July 9, 2018 and July 13, 201 8,
respectively (see Note 31); (il) reversal of B500.0 millian appropriation for two run-of-river hydro-
electric power plant projects in Palawan due to unsuccessful conclusion of final
studies/negotiations; and (i) dppropriation of BL5 billion out of the unappropriated retained
ftae Parent Company for the acquisition of a [00% ownership interest in a power

garnings o
IBohol Power Project that will serve the long-term pawer

generation company and for
requirements of three distribution utilities in Dohol within the years 2024-2033,

However, in Jaruary 2019, the Parent Company lost in its bid to acquire the power generation
company. Censequently, on April 4, 2019, the Parent Company' Board of Directors approved the
reversal of a portion of its 2018 appropriation amounting to #1.0 billion.

Dividends
Cash dividends declared by the Paren Cempany aad its subsidiaries in the last theee years are

summartzed as follows:

Armaunt
Declarsd By Dule of Declaration fecarl Dats Cieoss (in millions) Per Shars
2018
seC Maw 28, 2018 Tunz 11,2018 BIYE.6 PO.d0
Moverber 28, 2013 Decernbar 12, 2018 3986 .40
sSrPC Movember 28, 2012 December |2, 2018 3300 . 140 (commend
SLO0 April 3, 20138 Docamber 20, 2013 40,0 127
BLCI Anril 12, 2018 April [6, 2018 300 0.0
December 10, 2018 Drecamber 14, 2013 [ D13
SECI April 3, 2013 Devember 20, 20 18 I+ .74
017
SPC bday 30, 2017 June 14, 2017 SEEN 040
Muovermber 20, 2017 Dacember 5, 2017 i3%a (.47
SIPC Mavernber 20, 2007 Cecember 6, 2017 000 280 (common)
SLCI Muovember 20, 2017 Dacember &, 2017 ib 0.L3%6
BLOT Aumust 8, 2017 Auguzt 15,2017 [0 020
Dezember 8, 2017 Decamber 15,2017 223 .39
SECT Navember 20, 2007 December 6, 2017 20.0 1.057d
ShPC Movember 20, 2017 Dacembera, 2017 a5 1460
2016
sPC Mauarch 30, 2016 Aprtl 18, 20104 4:42.0 1,30
December 9, 2016 December 28, 201048 4250 0n.s
sLC Decamber 13, 2015 Dacember 2, 2C16 3o 1.55
BLLCI lung 17, 2016 Juane 30, 20104 42.0 0,55
Decamber 12, 2015 December 19, 2014 43 .8 065
SIPC Movember 21, 2016 December 1, 2016 4500 13.0 (common]

Upen adoption of PFRS 9 effective January 1, 2018, the Group recognized transition adjustments
of 1.3 million directly charged to the Group’s beginning non-controlling interests in the
consolidated statement of changes in equity (see Note 2).
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As of December 31, 2018 and 2017, outstanding dividends payable amounted to BG.8 million and
nil, respectively (see Note 12).

Ta comply witl) the requirements of Section 43 of the Corporation Code, the Parent Company plans
to address excess retained earnings by declaring dividends in 2019. On April 4, 2019, the BOD of
the Parent Company approved the declaration of intarim cash dividands equivalent to B).40 per
share or for a total of B598.6 million to all stockholders of record as of April 23, 2019 payable an
April 30, 2019,

Non-controlling [nterest

As of December 31, 2018 and 2017, the Group has 53.66% direct and indirect ownership interest
in BLCI which is primarily engaged in the businass ol supply and distribution of electricity in the
arza presently comprised by Tagbilaran City, Bohol. The summarized finanzia! information of
BLCI as of December 31 is provided belaw:

2018 2017
Statements of financial position:
Current assets B362,673,914 BI08, 546,847

Noncurrent assets 386,003,738 161,448 280

Current liakilitios 211,876,511 136,235,146

MNonzurrent abilities 321,030,473 122,454,058

Equity 215,750,680 201,895,923
Statements of comprehensive income:

Revenue 1,0183,337,673 014,288,398

Costs and expenses 1,039,172,158 gal, 701,716

Met income 46,903,901 53,408,075

Total comprehensive income 46,903,901 37,856,473
Net income attributable to non-controlling interest 21,735,268 24,749,302
Total comprehensive income attributable to

non-cantrolling interest 21,735,268 20,810,092
Accumulated non-contralling interest 99,978,863 08,090 897

As of December 31, 2018 and 2017, tatal non-controlling interest amounted to 8146.3 million 2nid
B145.2 million, respectively,

Capital Management

The Group manages its capital strusturs and makes adfustments to it in the light af changes in
ccenoric conditions, To maintain or adjust the capital structure, the Group may adjust the dividend
payment to stockholders, return capital to stockholders or issue naw shares. No changes were made
in the objsctives, policies or processes during the years ended December 31, 2018 and 2017

The Group considers its total equity attributable to equity holders of the Parent, excluding other
comprehensive income, as its cors capital ard is not subject to any externally imposad capital
requirzments.  As of December 31, 2018 and 2017, the Group’s core capital amcunted to
B9,866.7 million and 22,213.8 million, respectively.
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20, Plant Operations

I'his aceount consists af®

018 2017 2014
Purchased power {see Moles § and 23) BODIOIT.7IS  BE24 759638 PE23.656.610
Fuel, lubricants and chemicals {50z Nota 4 534,664,330 653,021,718 ade 432,684
Parsonnel costs (528 Nate 22) 89,665,534 91,082,912 93,691,104
Drepreciation and amortization (see Nots 23] 86,693,131 6,447 813 76,995,773 .
Spares, materizls and supplies (see Note 3 49,231,712 44,771 008 TO300,443
Repairs and mzintenance 6,176,169 15,514 310 23,223 637
Others [see Note 233 J1.048.678 23372934 43,106,001

BLB02d4074589 P17155701,233 BI,577409.256

2. General and Administrative Fxpenses

his account consists of

o _ 2018 2017 2015
Parsonnz! casts (see Note 22) Bd2,192,202 B50,214,568 B40,174,295
Businass development I 471927 27,519,726 68,901,431
Provisions (sze Nolas 6, 8 and { 1) 23,475,982 6,934,697 0,509.233
Diractors' fees 16,456,381 15,451,089 13,267,855
Professional faey 15,620,611 13,000,590 12,509,261
Transportation and travel 13,581,231 8,301,520 7,246,331
Shared expenses 13,237 495 13,539,434 12603473
Insurance 12,944, 04 7,930,554 1,264,397
Taxes, licenses and regulatary charges 10,807,311 8,977,629 20,038,124
Corporate social responaibilicy 9,359,209 1745 645 1,331,838
Repairs and maintenance 7,573,599 3,900,747 4,481,234
Rentals {sec Notes § and 30) 7,333,252 6,660,922 6,337,801
Communricalions 4,365,480 3,378,133 3,707,678
Depreciation and amortization (sez Note 233 3831121 1,233,371 3.337.340
Fower end water 3,328,084 2,661,134 2,552,183
Entertainment, amusement and recrealinn 2,777,872 1,349 04 1,814,138
Office suppliss 2,763,308 2,632,008 2,720,092
Association dues [374,423 [,857,594 2074873
Janitorial and security 1,528,934 [,771,602 1,558,638
supervisien and regulation TEO, 000 730,000 T30,000
Trainings and seminars 573,717 342,303 468,054
Freigat and handling 473,504 472,026 500,781
Brolkerage fees 152,034 lda,063 183,253
Others 7,622,440 5,577.215 5,937,884

B2139.467,901 P18E 783,784 F‘EE}'__S]E,}EE

Frovisions include provision for credit and impairment losses, inventory losses and impairment of
machineries and equipment (see Notes 6, 8 and 11,
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22 Pe;rsunn el Costs

This account consists of

2018 2017 2016
Salaries and wages 91,304,401  P82455364  BO3945,852
Retirement (see Note 18) 4,791,257 15,121,645 2,524,707
Other employee benefits 35,762,078 43,720,471 33,591,840
P131,857,736 R141,297 480 £134 055,309
23. Depreciation and Amartization
This account consists af
2018 2017 2016

Depreciation of praperty, plant
and equipment (se2 Nate [ 1):

2lant operations (see Nota 20) B56,215,898

BY5,970,180

B76,519,340

General and administrative {sez Note 217 2,756,303 23480745 2,271,895
88,972,003 78,318,459 78,791,235
Amortization of franchise:
Plant oparations (see Note 20) 477,433 477,433 477433
Amortization of softwars coats:
General and administrative (sze Notz 21) 605,251 808251 BUE.25|
Amortization of prepaid renr:
General and administrative (see Note 21} 466,563 275,041 s07,153
B9,524 252 B79,683, 184 BEC,384.113

24,

Unbundling of Rates

Unbundling of Electricity Bill

[r compliance with EPIRA, BLCI started to bill its customers using the final unbundled rates
approved by the ERC in May 2008, per ERC decision dated March 27, 2008, The Uniform Rate
Filing Requirements (UFR) on the rate unbundling released by the ERC on October 30, 2001
specified that BLCI billing will have the tollowing components: Generation Charge, Transmission
Charge, System Loss Charge, Distributian Charge, Supply Charge, Metering Charge, and Interclass
and Lifeline Subsidiss. Local Franchise Taxes, the Power Act Reduction (PAR, for Residential
Customers} and the Universal Charge are also separately indicated in the customer’s billing
statements. The Universal Charges, which are billed and collected merely on behalf of the national
government agency, do nat form part of BLCI's revenues,
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The components of the unbundied bill presented below partain only to those with recovery
fmechanism,

| 1 i ] A I 5
, Linbundled B! Companent ! Mechaniam |

| Generation and Syiter Less Charges = Guidelines for the Automatic Adjustment of Generation
Rares and System Loss Rates by Discribution Utilities (D07,

| gz Amended (AGEA)

Transmizsion Charge = Guidelines for the Adjustment of Transmission Rates oy

| DU [TRAM

| [ *  Rules for Caleulation afthe Over or Under Recovery inthe

[mplementation  of  Transmission  Rates  amd  che
Corrzsponding Svstem Loss Rates by DU

| irter-class Subsidy *  Guidclnes for 2 “Treue-Up" Mechanism of the Cver or
Urdar Recovery in the [mplemesntation aZ nter-class Crosa
| Subaidy Removal by DU

Liteling Rate/Subsily ¢ Duidelines for the Calculation of the Over or Under
| | Recovery in the Implementation af Lifsline Rates by DU

Far the years endad December 31, 2018, 2017 and 2016, BLCI's revenue from distribution of
pawer amounted to BLO83.3 million, B914.3 million and B931.2 million, respectively
{322 Notz 277,

Imalementation af VAT

With the enactment of R.A, No, 9337, the ERC issued on November 7. 2005 Resolution No, 20,
Series of 2005 which prescribed the Guidelines for Implamenting the Recovery of VAT and Other
Provisions of R.A. No, 337 affecting the Power Industry, R.A. No. 9337 removes the 2% national
franchise tax but imposes a VAT on generation, transmission, distribution, and supply of electricity,
Similar to the local franchise tax, the VAT is a separate item in the customers' bills, The 12% VAT
s imposed on electricity consumptions starting February |, 2006,

. Significant Contracts

The Group has the following significant conlrasts:

Parenl Company

On May 26, 2015, the Parent Company entared into an Ancillary Sarvices Procurement Agreement
(ASPA) with National Grid Corporation of the Philippines (NGCP) that toock effect on
September 26, 2015 after getting the provisional approval of the ERC. The Parent Company and
NGCF executed the ASPA for the supply of dispatchable reserve and reactive power suppart from
its Cebu Diesel Power Plant located in the City of Naga, Cebu far a period of five (3) years under
a non-firm arrangzment, The ASPA was preterminated on July 13, 2018 due to the retumn of the
Cebu Diesel Power Plant to PSALM (see Nate 310,

On Decermber 18, 2018, the Parent Company sntared into an ASPA with NGCP for the supply of
dispatchable reserve and reactive power support from the former’s 4x7 MW Power Barge (FB) 104
located in Tapal Wharf, Ubay, Bohol under firm and non-firm arrangements. The term of this
agreement is for a period of five (5) years commencing upon receipt of a final approval, or in the
absence thereof, a provisional approval by the ERC of the application filed on February 14, 2019,
As of December 31, 2018, the agreement is not yet approved by the ERC.
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SIPC

SIPC and NGCP entered inta a Connection Agreement on August 28, 2010, in arder far SIPC's
generation facilities to remain connected 1o the transmission system of the NGCP and to continue
te avail of the transmission services. This Agresment is subject to the terms and conditions for the
connestion of the generation facility ta the transmission system pursuant to the Revised Rules,
Terms and Caonditions for the Provision of Open Access Transmission Service, Total transmission
charges, lodged in “Others” under “Plant aperations” amounted to B8.2 million, 7.7 million and
BG.8 millicn in 2018, 2017 and 2016, respectively (ses Note 20).

On April 8, 2013, SIPC entered into an ASPA with NGCP with provisional approval granted hy
the ERC on November [, 2013, The ASPA, however, was made effective only on February 23,
2014 due to the impact of super typhoon Yolanda in November 2013, SIPC and NGCP executed
the ASPA for the supply of contingency reserve, dispatehable reserve, reactive power support, and
biack start service from the Panay and Bohol Diesel Power Plants for a period of five (5) years
under a non-firm arrangsment.  The agreement will expire on February 23, 2019, Due to the
necessity ol extending the services of providing the same ancillary services, SIPC and NGCP have
agreed per letter dated November 26, 2018 to extend the ASPA until & new ASPA for gach powser

plant is approved by the ERC,

On November 20, 2018, SIPC entered into an ASPA with NGCP for the supply of dispatchable
reserve and black start service under firm and non-fiem arrangezments, respectively, from S1PCs
Bohol Diesel Power Plant, Thea term of this agreement is for a period of fIve (5) years commencing
upon receipt of a final approval, or in the absence thereof, a provisional approval by the ERC.
As of December 31, 2018, the agreement i not yet approved by the ERC,

As of December 31, 2018, SIPC has power supply contracts with five distribution utilities
(including theee far approval by the ERC) for the supply of peaking power requirements with terms
ranging from thrse to five years from effectivity of the contracts.

BLCI

BLCl entered into a Contract for the Supply of Elestric Energy (CSEE) consisting of the Transitian
Supply Contract (TSC) and the Regular Bilateral Contract for the purchase of alectricity from the
NPC, effective for a period of ten years from August 26, 2003 to August 25, 2015,

The Wholesale Electricity Spot Markst (WESM) started operation in the Visayas region on
December 26, 2010, BLCI is registered as a direet WESM participant.

Pursuant to Section 8 of R.A. No. 9134, the Nationa! Transmission Corporation (TransCo) was
created and assumed the elsctrical transmission functions of the NPC, On November 13, 2004,
BLCT and TransCo entered into a Transmission Service Agreement (TSA) to support the CSEE
between BLCI and NPC. By virtue of R.A. No. 9311 dated December 1, 2008, the NGCP was
grantad a franchise to engage in the business of conveying or transmitting electricity through high
voitage backbone system of interconnacted transmission lines, substations and related facilities and
for other purposes. Thess activities were previously undertaken by TransCao.

On March 22, 2013, the ERC provisionally approved the Power Sales Contrast (PSC) between
BLCLand KSPC that was executed on Octaber 12, 2012, Contract period is 10 years with an annual
contract quantity of 43,800,000 kWh. KSPC started its supply to BLCI on July 28, 2013, On
June 29, 2015, ERC issued the final approval on the PSC between BLCI and KPSC with
madification on the base price particularly on the fuel cost component.
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On August 11, 2015, BLCI entered into a PSC with Unified Leyte Geotherma! Energy, Inc.
(ULGEDD. Contract period is & years with an annval contract quantity of 67,452,000 kWh, ULGEI
started to supply electricity to BLCI on August 26, 2013,

Tetal powser purchases from ULGEL KSPC, NGCP and PEMC, net of discounts, amounted to
£E30.0 million, 8799.3 million and B309.4 million in 2018, 2017 and 2018, respectively, and
presented as “Purchased power™ under “Plant operations” in the consolidated statements of
comprehensive income (see Note 20).

The outstanding payables to ULGEI KSPC, NGCP and PEMC, included under “Trade and other
payabies” (see Note [4), on purchased power amountad to B102.0 million and B85.6 million as of
December 31, 2018 and 2017, respectively.

26, Income Tax

2018 2017 2016
Ciurrene B162 473,510 Bl37,359.4877 Bl85,632,32:
Deferred 5,146,406 168,847 (2,719,004)

BI74,009918  R157,728,524 P182,943,520

The reconeiliation between the amounts of provision for income tax computad at the statutory tax
rate to provision for income tax in the consolidated statements of comprehensive income for the
years ended December 31, 2018, 2007 and 2016 follows:

2018 2017 2016
I'ﬂr:.om: oelore incomes tax P2,068 825 887 B[ 331,852,935 PL,5T0 361,854
Fravision for income tax computad at 30% Bo20,647,706 R349 555881 R591,108,554
Adjustments o (neome tax resulting from:
Equity in nat carmings of associates (3709,623,624) (34122379461 (352,657 493;
Impact of OSD {41,880,062) (4, 725,860) {47,224 340
[nterast income already subjzcrad
to final tax [14,600,438) (1,934,457 (6,965,871
rhars {9,833,720) 13,034 2043 (1,237.331)
P174,619.910  BI37 720,324 BIA2 963 320

The Group’s deferred income tax assets and deferred income tax liabilities relate to the following:

2018 2017
Deferred income tax assets on:
Asset retirement obligation P23,643,002 B29,159,520
Pensian liability 5,526,274 3,255,920
29,169,276 14.415.440
Deferred income tax liability on
Excess of fair value over acquisition cost -
property, plant and equipment and inventory 017,444 1,175,462
Unrealized foreign exchange gain 902,463 744,203
1,819,907 1,919,663
Net deferred income tax assets P17,349,369 B32,495.775
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Onduly 7, 2008, RA. 9304, which amended the provisions af the 1997 Tax Code, became effeclive.
[Lincludes provisions relating to the availment of the OSD. Corporations, except for non-resident
foreign corporations, may now elect to claim standard decuction in an amount nat exceeding 40%
of their gross income, A corporation must signify in ils returns its intention to avail of the OSD.
[Fro indicaticn is made, it shall be considered as having availed of the itemized deductions. The
availment of the OSD shall be irrevocable for the taxable vear for which the return is made, On
Movember 26, 2003, the BIR issued Revenue Regulation 16-2008 for the implementing guidelines
of the law.

Tke Parent Company, SIPC and BLCI availed of the OSD in the computation of their taxabls
income in 2018, 2017 and 2014,

27 Segment Information
For management purposes, the Graup is organized inta business units based on their products and
services provided as follows:
*  Ueneration - generation and supply of power and ancillary services to NPC/PSALM. NGCP,
distribution utilitizs, WESM and other customers.
*  Distribution - distribution and sale of electricity to the end-users,
= Others - includes the operations of SECI and SLCI such as to manags, operats and invest in
pawer generating plants and related facilities.
These operating segments are consistent with those reported to the BOD, the Group’s Chiefl
Operating Decision Malker (CODM).
I'he Group operates and generates revenue orincipally only in the Philippines (ie, one
gzographical [ocation). Thus, geographizal segment information is not pressntad,
The CODM monitars the operating results of its business units separately for the purpose of making
decisions about rescurce allocation and performance assessment,  Segment performance is
evaluated based on operating profit or loss in the consolidated financia! statements.
No inter-segment revenues are earned within the Group for 2018, 2017 and 2016,
2018
Adjustments After
Before Adjuacments and Eliminutions ind Eliminations’
Ceneration Dvstriution Others I'atal  Eliminations Cansulida terd
Raverue B1,I01315,658 B1,083,317,673 B~ F2,386,154,331 (P119,820) B2,385.904,501
Income kefors ineame tax 2,519,248,156 BLA4L04L M2I24TE 1615901673 (547,075756)  2.068,5253587
Met inzome 2,340,153,380 45903901 MIL2A4TE 441280757 (S4T075746)  1894,205971
Fatal Assets TAMASTATL  THRETTRG4 MTIIEI0 BATIANIEE  ZATDEREEA 10,944,384.999
Froperty, plan! and equipment
fsee Mote 1) S86,522810 194,678,910 - 781,201,721 - 781,201,721
Total liabilities T0,203.678 532916944 18395 1L,273,249,057  (353314,838) 019914219

Deareciacion and amortzation
(5ec Mote 233
Capital expenditures

T30 801
68062874

18,203,391
59,485,854

9,524,252
129,348,734

Bl,524,252

118,545,734
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2017
Adjustments Aftzr
Belfare Adpstments and Eliminations and Elirminat cns
== dreneradion Dristrihution Cithers Tatal Eliminaticns Conaalidated
Revenus Bl 433 832 793 POL4,258, 398 P—  BIISC121,191 P~ R2350,111,15]

3372,509 |17
2211 391,249
T 15248 115

lcomes befors eome tax
Mal mecina

Toual agsets

Propery, plaret and equipiment

09,518,719 4 428,525 2,450,946773 (G25,063 8400 1330831038
35 408,074 12,423,539 2299318251 (09T 8407 160 124,411
I0E 12T LI 519,457 FAN2ELTIT O 2067 R0G291 10,872,080 004

[ses Motz | 1) 5254245,592 A1 R19.010 - 778,043 602 - T34, 602
Total lmbilites 1230, 143474 238,719,204 L1 and 1,509 008,18 (103494 1507 95 5492
Cepraciation and amortization

(see Motz 230 i, 753,157 P4819.017 - 79,683,154 = EERERREE!
Capital sxoendituses Lad, M0k, 241 22339917 = |90 544,208 = LG B 208
) Rl

Adjuztments Afer

Belore Adjustments and EXminatinns arl Elminationz’
Cenemation [riztribution Cithers Total Eliminations Cons-:lidab:d_

Fewvanue Bl WE9 513231 P51 2148.019 B-  B2O20, 7162150 f 72,920,729 256

Ineome belore incoms tax I.433,762 Aa6
Met ingoine 1,270,779.534

Tatal azmets 7434750125

Froperty, plant and equipment
(see Motz 11)

Tortal liai litizs

Drepraciution and amoecization
{aee Moo 210 51,413,521

Capital expenditirs: 1970 199 057

525,880,101
175,161,728

TEOT0.505 0T eEd LESTDIR 14 dgs 444 Th1 1,370,351 854
67,082,337 30,004,588 I 130,330,620 4G4, 705 LT 398504
af? AR50 1TE 107,841 007344330 2217841054 10425185510

|43, 122,055 - 875,003, 1 = 475,003,359
o, 145,924 5,127,343 2051435497 (43,238 571 1,500,198.925
18,770,592 - 80,584,112 " Laga113
7,04 7538 - 313,343,935 = 318343335

The Group's revenue from cantracts with customers ig mainly from distribution services. Setout
below is the disaggregation of the Group’s revenue from contracts with customer in 2018:

Genaration Distribution Total

Revenue from powsr supply contracts BLAY, 735,934 B- Plag, 755984

Revenue from ancillary services 860,525 855 B B60,525,855

Revenue from market power trading 273,293,959 - 273,293 999
Revenue from disteibution services

{see Mote 24) - 1,083,337,473 1,083,337.673
Revenue from managemen® services

522 Maote § 120,007 134 - [20,007. 156

2,505,921,667

BL421,581.99¢  P1,083,337.673

The revenue from contracts with customers, except for revenue from management services, is
consistent with the revenue with external customers presented in Segment information,

Revenue from the Group’s major external customers, whish account far A%, 30% and &1% in
2018, 2017 and 20185, sspectively, amounted 1o B1,133.8 million, B1,176.9 million and

B1,753.5 million, respectively.

Adiustments and Eliminations

Adjustments and eliminations are part of detailed reconziliations presented below:

fleconcifiaiion of Net fmcome

2018 2017 2018

cgment net incoms
gquity in net earnings of
associates (see Nate 10)
Dividend incorme

B2,441,281,757 82,299,218,251 P1,180,953,629

1,175,524,975

1,265,412,07% 1,137,429,320
(769,080,270)

(1,812,487,865) (1,762,523,160)

Group nat income

#1,894,205,971 B[,674,124,41 | F],?B?,BDEJ]#_
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feconciliation of Toial dssets

2018 2017
Segment assets PEATIEDD,155 BT O04 282717
Inter-segment receivables {356,705,795) (4,454,453)
[nvestments in associates and subsidiarizs 2,794,869,626 2,830 718,728
Goodwill 32,522,016 32,522,016
Group assels F10,944,584,999 B[0,872,089,008

Reconciliotion af Total Liahilities

. 2018 2017
Segment Vabilities B1,273,245,057 PB|,509.018,184
[nter-segment payahles {333,334,838) (1,083,494
Group liahilities BO10.914,219 B[ 507,034,662

Key Performance Indicators
The following financial indicators are used, among others, by management to evaluate the
perfarmance of the Group as of and for the years ended December 31, 2018, 2017 and 201 6:

2018 2017 2016
Far the years ended December 31
Earnings per share (sez Note 28) P1.24 RL1D BLIG
Share in net samings of asspeiates
{see Mate 10) 1.265,412,079 [,137,429,320 [,173,524,973

Return on eguity (total comprahensivs

income divided by average total

equiny) 19.61% 18.35% 21.09%
Return or assels (total comprahenaive

mzome divided by average total

A3sets) 17.43% [5.75% L7.93%
Cash fows;

Met cash flows Eom eperating

activilies 300,093,533 G777 925537 281,502,074
Met cash flows From {used in)
nvesting activities 1426,046,583 843,738,524 (181,555 53
Met cash flows vied in firancing
activities (1,237,727,455) (1425,013,293) (994,940,718
Az of December 3;
Cash ard cash equivalents (see Motz 43 2,937,042,859  1,445.250,136 1,740 497 fds

Current ratio (total current assets including
nencurrent assats held for sale divided
by roral current labilities including
liakilities directly associatad with

roncurrent assets held for sale) 7.33 2.10 Z.33
Debr ratio (total liabilities divided by toral

assels) 0.08 014 014
Dehi-to-equily ratic {total liabilities

divided by total gquity) 0.09 o.la 0.7

Solvency ratio (total comprehensive
income before depraciation and
amortization divided by total
liabilities) 116 117 1.24
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28, Earnings Per Share

The following presents information necassary to caleulate sarnings per share attributable 1o equity
halders of the Parent Company:;

2018 2017 214
Net income atiributable to equity holders
of the Parent B1,B54,292,292 PL,643.265,605 P1,733,661.950
Weighted average number of common sharas
issued and outstanding [,496,551, 803 1405550803  1,4946,551,803
Basic/Dilutad earnings per shars Bl.24 BL.I0 Bl.1éd

Computation of weighted average number of common shares issued and outstanding follows:

MNumber of shares issued 1,369.491,900
Less weighted average number of treasury shares 72,940,097
£,496,551,803

There are no potentially dilutive common shares issued as of December 31,2018, 2017 and 2016,

- Financial Risk Management Objectives and Policies

The Group’s principal financial instruments comprise of long-term debt and cash and cash
equivalents. The Group has various other finzncial assets and liabilities such as trade and other
receivables, trade and other payables, due from/idue to NPC/PSATM, other noncurrent recsivable
included under “Other noncurrent assets”, due fromédue to ralated partizs, dividend payable, and
customers’ deposits which arise directly fram its operations,

The main risks arising from the Group's financial instruments ars liquidity risk, foreign currency
risk and credit risk.

The Group’s senior management oversees the management of these risks, The Group’s senior
management ensures taat the Group’s financial risk-taking activities are governed by appropriate
policies and procedures and that financial risks are tdentified, measured and managed in accordance
with the Group’s policies and risk appetits,

The BOD reviews and approves palicies far managing each of these risks and they are summarized
below,

Intzrest Rate Risk

Interest rate risk is the risk that the fair value or future cash flows of a fnancial instrument will
fluctuats because of changes in market interost rates. The Group's exposure to risk of changes in
market interest rates relates primarily to the Group’s long-term debt obligations with floating
interest rates. The Group's policy is to manage its interest cost using the variable-rate debts.

As of December 31, 20108 and 2017, the Group does not have a financial liability that is exposed o

interest rate risk since all the outstanding short and long-term debls had been paid as of
Oetober 28, 2017 (see Note 15),
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Liguidity Risk

Liquidity risk is the potential of nat meeting ohligations as they come du
to liquidate assets or obtain adequate funding, The Group

o
oy

between continuity of funding and flexibility.

equivalents to finance its operations.
placements. These placements are ma

declarations,

The tables below summarize the maturtv
tguidity cisk and finaneial [iahilitie

-

¢ because of an inability
's objective is to maintain a balance

The Group maintains sufficient cash and cash

Any excess cash is invested in short-term money market
intained to meet maturing obligations and pay dividand

profile of the Group's firancial assets used to manage
5 af Diecember 3| based on contractual undiscounted payments:

— FHE
| tn 3 A1t &l G1la 0 Orvpr
Tuatal Currant Dinys Drnvs Dhavs 90 Divs
Fimunrial Asaers
Al amertizad cost
Coal: arn! cash souivabens PRLOITOMLESD P2 9lT 2,959 - P o P
Trade anc athar reaceivakies
N3C L0520z = - - - L5252
Recaivalle from enzlomars 130,508 A 239,370,570 10,208, 1e5 18,290,573 LA A5G 30,306,521
Dielers 76,851,300 47,747,004 LER0T 1,500,727 613,032 2413005
115,454,207 FEENTEREN 1573510 FIRTEREH 13,151,623 4,744,348
L fram MPCAPSAL 1,175,114 - - - - 1175115
Due fiom related pasties LEALILGS] 15.232.502 11,190 3.0 3LATT 1,476,253
PEALY deforred adjusimants
(included in “Other asacurrear
. Hasels™ L32,763, 760 - - - - 153,705,760
3,873,258, 704 3250505133 32,745,412 10,504,243 L%, 133,505 160,182 447
AL EVOC!
luwestiment (n pragrietay club
ihilras A,500,100 - - - = A, 510,100
3570, 754, T4 3,119 591,015 32786422 11,534,245 L0, 0§1,505 256,860 4597
Financinl Linbilltias
Tzacle and other payzliles
Tenle 108,50, 163,157,117 11,360,210 4,50, 143 1,151,136 L7,L74,911
Acuried gaponges 531054, 241 20,373,507 LTI 134,214 80,4913 110, 800
Monirads 35,907,137 24,308,447 1,153 27,080 T4, 08 F0 180,718
8T, 370,104 307,879, 11 10T, 075 5,571,555 JATL 5 53,054,258
Crividands payaale B9, 087 20947 - - - -
Do o ML REALNM - £ = - =
Oue o relatad partizs 46,7040 11,551 67,1404 - - 407,043
Cushomers’ dapadil (32,093,313 < - = [12,143,51]
Oitler anneo rent lizmility 183,765,769 = - - - 142,763, 7§
L8066, 167 308,751, h060 L1 A1E, 170 5,571,315 5431540 R [T
Mer Finanei ."'ti.t;_l:lu { Limiilitles) B2074,502,237 PTU30,441,375 20,073 143 B13,962,200 B15 751,930 (RLOT A40,150)
7
o35 31 to G0 al b 90 Owvar
Tarn! Curten Ciawa Cavi Days S Dy
Fipanzin! dasely
Loars and recavables:
Cagh ard pash aguivelans BLadi 280, |56 Bl A4 1E0,136 P o R P
Tracle and athes recarvahlas
MPC LT o - - - & LA9701]
Reesivabile fram sustomarg 405,974,873 02,960, 726 31,407,755 15,428,333 10,007 423 2H1T0 .64
Dithars 30,413,162 L3078 7dd 2023 241 494,840 507 154 2 074,538
. 437 507 24 I32337.474 1100 7 LG22 199 23,514,681 33628, 170
Due from MPOPEALM L173,128 - - - = 1175124
Loz frann related parties | 843,007 106 G4 17,300 475,708 RS L7145
1,006, 178,422 1757694151 T 007 17 398,807 15,547 791 51,033 154
AR5
Inwashinent in proprietary sick -
ey 1,300,300 1 300 o0 - - ¥
1,907 478 422 1 TAR 904 153 V1445 007 17,535 807 20547 701 J505E did
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L

AR O



2017

| ta 30 11 ta 50 Bl e Oy
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Tridle and atler pavahles

Trads B535,204010 RiIL579.434 HR 043 60 Pl,5d3,79% RiEL052 RLEAI0 TS
Aeerued expansas 474410112 15 408,744 314,914 198 459 134,743 12,002,122

_ Meantrade 41,271 152 17,095 54 REIRS 316,311 431,509 20 a1y

632,620 774 4G5 BH4 14T EREL LT ] PRGN T 1,228,714 I5457 557

Crue to MPCPEA LM 317,650,544 q i ; - 51,680,544

Crue to related parties 543595 22,359 4 503 o - 457 043

Custiners’ dezasita ISR E]] N i i = LS AR

. 1,351 451 034 466,005,306 97 313,631 1151463 I 1a8714 £84 540 368
Pet Financial Assers (Liabilines) PATIERT 184 P1,I02.087 347 TR 154 5740 B|5217418 2431807 (#4726 597 405)

Foreign Currency Risk

Foreign currercy risk is the risk that the future cash flows of a financial instrument will fluctuate
because of changes in forsigr exchange rates. Fair value foreign currency risk is the risk that the
fair value of'a financial instrument will fluctuate due to changes in foreign exchangs rates.

The Group fallows a pulicy to manage its currency risk by closely monitoring its cash flow position
and exposures in US dollar currency.

The [ollowing lable demonstrates the sensitivity to a reasonably possibls change in the US dallar
exchange rate, with all other variables held constart, of the Group's income befors income tax (due
to changes in the fair value of monetary assets and liabilitizs), Bankers Association of the
Philippines (BAFP) and Philippine Dealing System (PDS) closing rates used are B52.58 and R49 93
on Decemnber 31, 2018 aad 2017, respectively. There is no other impact on the Group's equity
other than those already affecting the profit and loss.

[ncrease (Decrease) Eftect on Income
in UJS Dallar Rate Before [ncome Tak

2018 +1 B1,631,443
1 (1,631,443)

2017 +1 B|,733,723
-1 (1,753,715)

Foreign-Currency-denominated Moneatary Assets and Liabilities
The fareign-currsncy-denominatad monetary assets and monetary liabilities and their Philippine
Peso equivalents follaw:

U8 Dallar Peso Eguivalent
2018 2017 2014 2017
Cash and cash aquivalents 53,113,782 #3,517268  P163,712675 B175,622,[93
Trads and other payahlzs:
Trade (11,000 (2,000) (3TRI50) (249,650)
Met foreizn currency-
dznominated manetary
agsets SE,IUE,TEL‘F 53,512 368 P163,144,205 B175,172 543

As aresult of the translation of these foreign currency-denominated assets and liabilities, the Group
reported'a net unrealized foreign exchange gain of 2.4 million and 3.6 million in 2018 and 2016,
respectively, and net unrealized foreign exchange loss of 80.2 million in 2017,
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Credit Risk
Credit risk refers to the risk that a counterparty will default on its contractual obliparions resulting
toa financial loss,

The Group trades only with recognized, creditwarthy third parties. It is the Group's policy that all
customers who wish lo trade on credil terms are subject ta eredit procedures. [n addition, receivable
balances are monitored on an ongoing basis with the result that exposure to bad debts is not
significant,

With respect to credit risk arising from the fnancial assets of the Group, which comprise cash and
cash equivalents, trade and other receivables, due from NPC/PSALM, due from related parties and
noncurrent receivadle, the Group’s exposure to credit risk arises from default of the countarparty,

The Group’s credit risk from cash and cash equivalents is mitigated by Philippine Deposit
asurance Corperation’s (PDIC) insurance coverage an the cash in bank. While the Group does
not hold cellateral as security, its credit risk from trade and other recejvablas is mitigatad by the
customers” deposits which are collected to guarantee any uncollected bills from the customers upon
tzrmination of the sarvice contract.

The Group’s maximum exposure equals to the carrying amaun? of the aforsmentioned instruments,
excluding cash on hand, and is offsat by the PDIC insurance coverage and customers’ deposita,
The offset relates to balances where thare is a legally enforceable right of offset in the event aof
counterparty default and where, as a result, there is a net expasurs for credit risk management
purposes. However, as there is no intention to settle these balances on a net basis under nartrial
circumstaness, they do not qualify far net presentation for accounting purposes.

2058
¥aximum Exposure to
EEDOSHTE OfTzer eredic righ
At amertized zost:

Cash and cash =gnivalants fexzluding casn on hand) BI1.028,731,599 (BE067T,164) PIA20,644,315
Trade and other neceivables 453,400,207 (AT.MN,07 5, J44.4a4.122
D from melated parties [, 510,51 - 16,410,651
Due fram NPC/PSALM 1,175,125 - 1,175,128

PSALM deflerred adjustments {ineluded in “Other
noncurent assers”) 152,765,749 - 182,763, 7a4

B3,564.047,444

[B95,067,339)

B3 402 480,103

2017
M axicnum Exprsure to
oxposurs Otfser cradit riglc
Leans and receivahles:

Cush and cash equivalznts (2xecluding cash on handy Bl d44 922 470 (B3 a7 421 Bl 428755255
Teade and cther recsivablzs 457907251 (73,707,947} 142,199,104
Due from ralatad martics 1345007 - [ h43507
Crue fom MPC/ESALM 1,175,124 - L 175,128

Moncurrent razeivadle (neluded in “Other
ianeurren: assels'")

I 142,243 000

I,143 240060

B3 043,050,362

[PE3.E75,144)

B2963213,3%4

e

As of December 31, 2018 and 2017, the Group's significant concentration of credit risk pertains to
its trade and other receivables, due from NPC/PSALM, PSALM deferred adjustments and
noncurrent receivahle amounting to B519.4 million and B1,602.3 million, respectively, and
impaired financial assets, determined based on prabability of collection, are adequately coverad
with allowance,
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Applicable for the year ended December 31, 2045

The following are the details of the Group’s assessment of credit quality and the related ECLs as

at December 31, 201 8:

Cremneral Approach

*  Cash and cask equivalents - As of December 3 1, 2018, the ECL relating to the cash and zash
) o

equivaients of the Group is minimal as these are deposited in reputable banks which have good
bark standing, and is considered ta have low credit risk,

Due from NPC/ESALM related parties, and other recelvables - As of December 31, 2015,
there were no individually impaired accounts, No ECL is recognized for these recaivables
since there were no history of default payments. This assessment is undertaken each financial
year through examining the financial position o the parties and the markets in which the parties

operate.

Simplified Approach

v Trade and other receivables - The Group applied the simplitied approach under PFRS 9, using
2 ‘provision matrix'. Asof December 3| 2018, the allowance for impairment losses as a result
1

from performing collective and specific impairment test amounted to B36.3

mitlian,

Muanagsment evaluated that the Parent Company’s trade receivables are of high grade and of

good credit quality,

Lifetime ECL

Stags | Stage 2 Stage 1 Simplified
|Z-month ECL Lifetime ECL Lifetime ECL Aaproach Tata!
Gross carrying ameunt B- B-  BILG2G,948  P4IR [46,474  P4TI,TTI A2
Loss allowance - - (32,647,435) (36616401 (36,300,123
Carrying ameunt P - BITH MG P44 484,834 PBuU33.464,297

The fellowing tables set out the aging analysis per class of fingncial assets, including those that
were past due but nel impaired, as of December 31, 201 8;

Meither [*ast

E'ast D bt Mat Dinpaired

Due nar 1 to 20 51 1o ad al to 90 Crver 90
Tatal Inpaived Days Thivs Duya Days Tapaired
At Amartizen Coal
Caih and g squivaln
(zacluding cash on hiand) FL.213,73¢ 599 B1038 731599 P [ P [ L
Trade and atliar recereabl 2a;
MRS ALM [a15 162 - - - - 1015342 =
Aeceivibis from caslooers 5035,%u5.521 139,371,576 0,204, 165 18,991,679 18,519,379 50,300,681 35,509,115
Ditlers 76,451,339 J7.747, 1M 137,077 2,303,727 612,012 I3 425405 -
471,771,422 187,317,074 31,745,242 11,495,405 19,151,624 T4, 744,344 36,300,025
[ue Fram MPC/TSALM 1,175,124 - - = - [,175,113 -
e from elales purtie 16,810,451 15,232,502 31,080 14,849 3L ATT 147,252 -
Monzurrent recaivable finelded in
“Othar nongurrert asssrs'™ 182, 765,709 132,765, 7ol = - - - -
F1A01256 500 23 404,047,544 R12,7T8G,411 F11,5354, 243 B3, 19%, 515 F77,395.724 Pﬂu’..‘l:-']jjs_
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Applicable for the year ended December 31 2017 and prior years

he table below shows the credil guality by class of the Group's financial assets {geoss of
allowance for impairment losses):

Metther Pas [Mast D bt Mot Dnpaicsd
e nor (NG 37 o6l 41 s 90
Tolal impairad iy Crays Chirys Chays Impaired
Lensns and Rezerables
Cash and zash equivalenis
(evcluding cazh on hand) B1add 920 676 R 444,022 575 e B e e -
Trade and ather meecervahiss,
NECZIPEALM L0z I - - 1A% 00 -
Recetwahle from austomars 415,970,181 0960715 T ,407,750 1542431 20,007 424 F70,042 22,595 337
Othess 0,415 262 19,375, T4 2,021,933 LAva gas 507,253 270303348 -
430,902 350 122337471 31,431,707 L5915 19% 29,514,681 55,008,191 22995 247
Due Fom WPC/RAALM 1,173,134 - - = - 1,574,124
Dz from relatzd gotias | 445,507 134 544 17,30 471,705 EERBE 1,215,143 -
Manenrrenn rece vade (neluded in
Mother naneuraal assers') 1,243 244,008 - - = L adi
F3.072.086,247 WL, 767,344,735 Fi3,449,007 RI7 395907 FA AT T ] 201,328.4454 R31 964 143

Financial assets elassified as neither past due ror impaired are assessed by the Group to be highly
probable of collection, taking into consideration the parties involved and its collection experience.

The tables below summarize (h
financial assets as of Decembar 3

e credit quality of the Group's neither past dus nor impaired

- B
L.

0

Meither Past Duee nor Dmpairsl

Laddiviitually

Hizh Crade Stan:lard Suhstandard Eraat Dhsa Impnired
Al Az livel ot
Cash il cash aguivalancs
{zacludiag eash on hand: PL00E,731,59%  B21.9249,731,509 B - P B-
Tracle and other recarvealslas:
MPCPSALM 1,015,252 - - - L.NI4.262 -
Reczrable from ewsteeers Fr3 G a2 ET4L.571.042 61,235,735 3,764,150 118,025,120 36,300,125
Othzrs 74,452,334 Aiz, 445, 450 1,30, 50 - 13,105,241 -
471,97540 1,080,102 61,520,403 3,706,154 i, 144,513 15,209 125
Dl ttom MPOPSALM Li7s,124 = - = 1,175,020 =
e From relatzc partias 15,319,451 30357 13,202,133 = 1,574,144 -
Meneuerzant rececenbia fncluded in
“Dher nonzurrsne asis™ 132,763 Y6Y L33, 783 Tay - o = =
; B3 allL256,569 B3 A5I547 447 R77,715,534 P31, 764,159 RL50,8%5%,200 B §i0,125
el
Me'thar Past Cue nor Impairag Tndcviduzaily
Hizgh Grads Standard Suhstandard Past Due Lipanraed
Lonns and Receivabies
sl rnal ziah squivalan
{etcluding cash on hand} Pl 922 876 R0 A 922 676 R B R B
Trade and achar peceivaliles:
MPZESALM 1,437 011 - # - 1,497,011 -
Beeeivadie fram custconers 431,970,141 188,139 134 111,424,522 1,392 Ay 104,151 22,9935 143
Oithers 30,413,362 [ 409 157 967,671 - 11,050 614
450803 334 104,548 19| 112,355.313 3,097 §ad [RERLCREL] 12,055 185
Dz fram MECIPSA LM 175,128 = = = 1.175,124 0
Cruz from related paimies 1,845 907 257484 30,830 1,739 245
Mancurrent receivadle [included in
SOther nonousment a3 143,240, 005 - it - 1,143,240,000 -
PIOTZ0R6.247 PRI 851,456,831 R AT 03 F1392.858  RIIEI T34 160 P1% 995 233
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I'ne Giroup grades its financial assets as follows:

* Cash and Cosh Equivalents: These are ussessed as high grade since these are deposited in
reputable banks which have good bank standing, thus credit risk is minimal,

*  Recervable/Due from NPC/PSALM, NGCP and Distribution Utilities: These are assessed as
high grade since these receivables arose from the contract provisions of the ROMM Agreement,
Operation and Maintenance Service Contracts (OMSC), Ancillary Services Procuremenl
Agreements (ASPA), Power Supply Contracts (PSCs), andfor callectible from government
institution,

" Receivable from Customers of BLCI Receivables from commercial customers are classified
as high grade; receivables from residentia! customers as standard; and receivables from the
government, hospitals and radio stations as substandard, Classification is based on the
collection history with these customers.

*  Due from Related Parties: These are asszssed as standard, although recoverability of these
receivables is certain, as these are given sscondary priority as to settlement by the related
parties compared to third party DIJJ|g:1tmnﬁ.

" Other Recelvables: Grading of financial assats is determined individually based on the Group’s
collection experience with the counterparty.

Fair Valve of Financial Assets and Financial Liabilities
Fair value is defined as the price that would be received Lo sell an asset or paid to transfar a liabilioy
in an arderly transaction between market participants at the measurement date. Fair values are
obtained from quoted market prices, discounted cash flow modals and option pricing models, as
appropriate.

The following methods and assumptions are used to estimate the fair value of each class of fnancial

instruments:

r Cash and Cash Equivalemts, Trads and Other Receivables, and Trade and Other Poveables,
The carrying amounls of cash and cash squivalents, trade anu:f other receivables, and trade and
other payables approximate their value dus to the ralatively short-term maturity of these
financial instruments.

*  fnvesiment in Proprielary Club Shares. Market values have been used to determine the fair

value of listad proprietary club shares.

© Noncurrent Receivable (included in "Other Noncurrent Assats 7). The fair valuz of noncurrent

receivable is based on the net present value of cash flows using the prevailing market rate of
P P

interesl. T'he noncurrent receivable with carrying amount of B182.8 million and fair value of
2163.1 million as of December 31, 2018 pertains to the receivable from customers arising from
PSALM's cost recovery adjustments (see Note 30). The noncurrent receivable amounting to
811432 million as of December 31, 2017 was already collected on Jfuly 13, 2018
(see Note 31}

*  Other Noncurrent Liabifity. The fair value of other noncurrent liability is based on the net

present value of cash flows using the prevailing market rate of interest, The noncurrent payable
with carrying amount of B182.8 million and fair value of B163.1 million as of December 31,
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2018 pertains 1o the payable to PSALM arising from PSALM's cost recovery adjustmeants
(see Note 300

*  Long-term Debe The fair value of borrowings with floating interest rate is based on the
discounted net present value of cash flows using an effective discount rate as at reporting date.
The balance of the long-term debt was already prepaid in full on October 28, 2017
(se= Nola [5)

As of December 31, 2018 and 2017, except for the noncurrent receivable and payable arising from
PSALM's cost recovery adjustments, the carrying valuss of the Group’s financial inslruments.
approximate its fair values due to their relatively short-term maturity.

As of December 31, 2018 and 2017, the Group considers its investment in proprietary club shares
with fair values of 6.5 million and B1.3 million under Level 1 classification, respectively
(see Notes 2and 12).

During the reparting period ended December 31, 2018, there were no transfers between Level |
and Level 2 fair value measurements, and no tansfers intc and out of Level 3 fair value
measiremsanis,

. Other Matters

Eleetricity Power Industry Reform Act (EFIRA) of 2001

Gn June 8, 2001, the EPIRA was signed into law and took effect on June 26, 2001, The law
provides, ameng others, for the privatization of the assets of NPC, the creation of PSALM to accept
transfers of all assets and assume all outstanding obligations of NPC, and the restructuring of the
clectric power industry sector as a whole. The law also provides for the mandate and framework to
introduce competition in the electricity market and penalize anti-competitive behaviour, The [RR.
of the EPIRA was approved by the Joint Congressional Power Commission on February 27, 2002,

The EPIRA and its covering IRR pravide for significant changss in the powsr industry including
the following: (i) Competition in the retail supply ol electricity; (ii) Open access to the transmission
and distribution systerns; (iii) Establishment of a Wholasale Electricity Spot Market (WESM); (iv)
Unbundling of the generation, transmission and distribution rates; and (v) Removal of existing
cross-subsidies provided by industrial and cammercial users to residential customers.

An important milestone in the Philippine power industry was reached when the WESM began
commercial eperations on June 23, 2004, In the Visayas region, WESM started operalions on
December 26, 2010, The establishment of the WESM is one of the preconditions to retail
competition and open access required by the EPIRA.

SIFC, after complying with the requirements set under WESM rules, has been participating in the
WESM since the start of commercial operation of the WESM in the Visayas Grid on
December 26, 2010 up to the present. The Parent Company started participating in the WESM
starting in the last quarter of 2014,

LT



Land Lease Agreements (LLA3)

The Parent Company and SIPC enterad into LLASs wilh PSALM (as Lessar) in furtherance of and
45 an ancillary contract to the respective Asset Purchase Agreements (APA) with PSALM
governing the sale of assets as follows:

v Panay eed Bohol Diese! Power Plants, The purchase of the Panay and Bohol Diessl Power
Plants was covered by LLA between the Parent Company and PSALM which provides, among
others, that the control and possession of the facilities will be turned over to the Parent
Company upon completion of the conditions precedent to closing.  Subssquently, with the
wriltzn cansent of PSALM, the Parent Company assigned its rights and obligations under the
APA and LLA to SIPC. Following the completion of the conditions precedent and the
completion of the respective Certificates of Closing of the Parent Company, SIPC and PSALM,
the contro! and possession of the purchased assats were tumned over and transferred to SIPC on
March 25, 2009 (the “Closing Date™).

The term of the LLA is 25 years from Closing Date, which may be renewed or extended for
another period of 25 years or the remaining corporate life of PSALM, whichever is shortar,
upon the mutual written agreement of the parties. The rentals which were paid in full en
Closing Date (March 235, 2009 amounted to B10.6 million.

* LBGTs. Onlanuary 29, 2010, the Parent Company exeeuted the LLA with a term of [0 years
from Closing Date, which may be renswed or extendad for anather period of 10 wears or the
remaining corporate |ife of PSALM, whichever is shorter, upon the mutual writlen agreement
of the parties. The rentals which were paid in full on Closing Date amounted to B1.2 millioa,

= I3 MW Naga Power Plant (consisting of CTPP [, CTPP 2 and CDPP 1) (vee Note 31 . On
September 25, 2014, the Parent Company executed the LLA with a term of 23 vears from
Closing Date, which may be renewed or extended for another perind of 25 years or the
remaining corporate life of PSALM, whichever is sherter, upon the mutual written agreement
of the parties. The rentals which were paid in full in 2014 amounted to #712.5 million including
withholding tax borne by the Parent Company.

Under the LLAs, the Parent Company and SIPC shall use and aceupy the leased premises primarily
for the operation, management, expansion and maintenance of the power plants, and shall not assizn
or transfer any of their right under the LLA or sublease all or any part of the leazed premises withaut
the prior consent of PSALM. The Parent Company and STPC, at their own expense, shall be solely
responsible for cbiaining all the necessary authorizations, licenses and permits for any alterations,
additions, facilities, improvemean®s and installations introduced on the leased pramises. Within a
period of 180 days from the termination of the LLAs or expiration of the lease terms, the Parent
Company and SIPC are obliged to perform activities to facilitate clean-up, return and surrender of
the leased premises (s=e Notes 2 and 1),

The LLAs alsc cover an option to purchase oplioned assets within the leased premises that may be
offered by the Lessor. The purchase price (on a per squars meter basis) shall be equivalen: to the
highest of the following valuations and/or amounts: (i) the assessment of the Provincial Assessar:
(i1 the assessment of the Municipal or City Assessor; and (iii) the zonal valuation of the Bureau of
[nternal Revenue. The unused rentals corresponding to the area of the optioned assets over which
the option was exercised shall be deducted from the purchase price.
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tioned assets covering
T sauare meters. [he
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As of December 31, 2017, SIPC has exercised its option to purchase

th
all the lots underlying the Bohal Diesel Power Plant with a total arsa of 2

aggregate of the purchase price amounting to 35,6 million (s shown as part of “Property, plant and

cquipment™ account in the consolidated statements of financial position (see Note 11).

ap
7,52

The current pertion of the remaining prepaid rent amounting to 0.4 million as of December 31,
2018 and 2017, respectively, is presented as part of “Prepayments and other current assets™ and the
noncurrent portion amounting to 85,3 million and B3.6 million as of December 31, 2018 and 2017,
respectively, is presentad as part of “Other noncurrent assets”, in the consolidated statemeants of
financial position (zes Notes 9 and 12).

Fent expense undar the LLAS amounted to BG.2 million in 2018 and 2017 and BO.4 millian in 20145
{zee Motes 21 and 23),

PSALM's Cost Recovery Adjustments

Deferred Accauwsting Adfustments (DA4). The ERC iasued an Order dated June 200, 2017, the ERC
authorized PSALM to implement the methadalogy for the recovery/refund of the approved DAA
pertaining to GRAM and ICERA, which was granted by ERC ina E‘lecisinn datad March 26, 2012,
Upon Private Electric Power Opcmmrs Association’s (PEPOA) motion, the ERC, in an Order dated
Delober 19, 2017, deferred the in 1p|eﬂ'entﬂh n of the approved DAA pending clarification by the
ERC of the queries raised in the matian for clarification.

The ERC subsequently clarified that the GRAM and [CERA DAA are deferred adjustments, which
were incurred by PSALMNEC in supplying energy during the corresponding period; thus, it should
be recoveredirefunded by PSALM/NPC ta its customers. . Henee, the Distribution Utilities (DUs)

are not just mere collectors of the said DAA but these are charges that they should pay to
NPC/PSALM and charged to their customers as part of their gereration charge. [n the same Order,
the ERC directed the DUs to resume the implementation q:uf‘the GRAM und ICERA starting the

January 2018 billing periad.

Automatic Cost Recovery Machanism (ACRM). Ona June 20, 2017, the ERC issued its Decision,
authorizing PSALM to recover/refund the True-up Adjustments of Fue! and Purchased Power Costs
and Foreign Exchange-Related Costs effective its next billing period.

In an Order dated October 19, 2017, the implementation of the ACRM was deferrad to the
January 2018 billing period pending the evaluation of the clarifications raised in PEPOA’s [stter
and mation and, subsequently, the ERC issued an Order directing PSALM and the DUS to abide
with the clarifications issued by the ERC.

T‘"l: current and noncurrsnt portions of the Group's PSALM deferred adjustments amounting to

236.8 millicn zml:l F]S? § million, respectively, are recorded as part of “Others” under “Trade and
ul.‘l—" receivables” and as “PSALM deferred adjustments” under “Other noncurrent assets”,
respectively, in the consolidated statement of financial position as of December 31, 2018, The
currznt and noncurrent portions of the corresponding amount dus to PSALM was presented as part
of “Nontrade™ under “Trade and other payables” and *Othsr noncurrent ‘lability™ in the
consolidated statement of financial positian as of December 31, 2018,
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Tax Reform for Acceleralion and Inclusion Act (TRAIN)

Republic Act (RA) Na. 10953 or the Tax Reform for Acceleration and [nclusion Act {TRAIN) was
signed into law on December 19, 2017 and took effect on January 1, 2018, -The changes in the tax
law do not have significant impact on the consolidated financial statements of the Group,

. Acquisition and Turnover of the 153.1 MW Naga Power Plant Complex (NPPC)

Prior to the expiration of the OMSC on September 25, 2014, the Parent Company purchased the
NPPC after exercising its "right-to-top" (RTT) the winning bid, which right was pursuant to the
LLA with PSALM that was executed when the LBGTs wers acquired by the Parsnt Company in
20100 Pursuant to the APA executed by the Parent Company and PSALM covering the purchase
of the assets consisting of the thermal and diesel power plants (CTPP 1 and CTPP 2, and CDPP 1),
the Parent Company paid PSALM a total of P463.3 million. The Parent Company and PSALM
also entered intc an LLA, as an ancillary contract to the APA, covering the land where the
purchased assets are located, and paid in full the total lease rentals amounting to B712.5 million.
Following the issuance of Notice of Award on July 28, 2014 and after completing all the conditions
for Closing, PSALM turned over the NPPC to the Parent Company on September 25, 2014,
coinciding with the termination of the OMSC.

Mare than one year after PSALM awarded the NPPC to the Parent Company, the Supreme Court
(5C) declared the APA and the LLA for the sale of the NPPC to be null and void per decision
promulzated on September 28, 2015,

Cn December 1, 2015, the Parent Company fled its Motion for Reconsideration of the SC Decision
dated September 28, 2015. In said Motion for Recensideration, the Parent Company stressed that,
as the owner of the LBGT and the [zase on the land on which the LBGT stands, it hes an interest
in the whole of the Complex and not just within the leased premises. This is due to the fact that the
Parent Company's payment for the LBGT necessarily includes payment for the RTT, the LBGT
and the land subject of the LBGT-LLA which forms part of the Complex, and the Parent Company
shares in the use, upkeep and maintenance of the Co-Use Facilities within the Complex, thus,
showing that the Parsnt Company's interest extends to the whole of the Complex.

On December 9, 2015, the SC resolved to deny the Motion for Reconsideration. Thus, a Mation
Far Leave to File and Admit the Attached Urgent Motion for Second Reconsideration andfor
Referral to the En Bane was filed by the Parsnt Company on February 2, 2016, However, an April
6, 2016, the SC issued a Resolution where it resolved among others to deny the said Moticn For
Leave and noted without action, the attached Urgent Motion for Second Reconsideration and for
Referral to En Bang, in view of the denial of the Motion for Leave, Accordingly, 20 amount
equivalen? to 81,1432 million (i.e., amount paid by the Parent Company to PSALM in 2014, nat
of withholding tax} was recognized as other noncurrent receivable as of December 31, 2016 and
2015, Or October 5, 2016, the SC grantad the manifestation/motion of Therma Power Visayas,
tne. (TPVI) dated March L&, 2016 praying for the reinatatameant of the notice of award in favor of
TPV1dated Aprii 30, 2014, The Parent Company then filed an Urgent Motion For Reconsideration
with Alternative Motion to Refer to the En Bane, on November 2, 2016. [n & Resolution dated
November 28, 2016, the SC denied the same. Another Urgent Motion For Reconsideration was
filed by the Parent Company on December 9, 2016, This was followed up by the filing on January
19, 2017 of a Supplemental Motion/Petition for Referral to the En Bane which argued that there
was a viclation of SPC’s substantive right to due process in reinstating the Notice of Award in favor
of TPYI and a violation of procedural due process in lifting the Entry of Judgment of

September 28, 2015,

VN ERTORRE o
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On February 21, 2017, the Parent Company received the Entry of Judgment through its legal
counsel certifying that the September 28, 2015 Decision and October 5, 2016 Resolution have
become final and executory on November 28, 2016 and were recorded in the Books of Entries of
Tudgments.

On April 26, 2017, the SC issued a final resolution denying both the Mation for Reconsideration
and the Supplemental Motion/Petition for Referral to the En Banc filed on December 9, 2016 and
Janvary 19, 2017, respectively, [n its final resolution, the SC confirmed that the September 28,
2015 Deeision and the October 5, 2016 Resalution became final on November 28, 2016.

After receiptof the Notice of the Second Entry of Judgment in February 2017, the Parent Company
Was anticipating a speedy turnover of the NFPC, Howeaver, serious negotiations never transpired as
of December 31, 2017 through no fault of the Parant Company.

Considering that the NPPC has been in the possession of the Parent Company even after
November 28, 2016, it has to operate the plant as the best way to praserva it pending the eventual
turn-over to PSALM and the return of the purchase price, as well as the reimbursement of necessary
and useful expenses made on the NPPC, The incidental income and expenses derived from
operating and preserving the NPPC after November 28, 2016 are recognized as part of “Others -
net” in the consolidated statements of comprehensive income (see Note 3).

Cn July 9, 2018, PSALM and the Parsnt Company finally entered into a Memorandum of
Agreement (MOA) containing the terms and conditions for the return of the NPPC to PSALM,
return of the SPC Bid to the Parent Company, and the settizment of all claims betwsen the parties.

In accordance with the MOA, PSALM and the Parenl Company exscuted the [oint Certificate of
Tumover on July 13, 2018, Thus, the Parant Company turnad over the WPPC and paid the entire
payable to PSALM through cash amounting to 73,7 million, net of withholding tax, for fuel and
coal consumed and through replacement of fuel while PSALM returned the SPC Bid to the Parent
Company amounting to B1,143.2 million (see Mate 12).

. Motes to Censolidated Statements of Cash Floiws

Changes in liabilities arising from financing activities in 2018 and 2017 are as follows:

20158
Dividend Amartization
At Mrividend Attributable of Transaction At
= January | Declaration to N7 Casts Cush Flows December 31
Drvidaods puyabls
f5ee Mote 193 B— BI,I97.041.442 B4 1,556,000 B- (P1237,TI7455)  B349.987
2017
Dividand  Amortization
Al Dividend Altributable of Transaction AL
January | Declaration to MCIT Costs Cazh Flows December 11
Long-taem deb
(sec Mote 15) B3T6,228,513 e e B|,549,253 (RITT,770,717H) =
Dividends payable
[5ee Mole |3 22028173 [ 197,241 440 31,065,500 —  (1,251,2315515) —
Tatal Liabtlities from
£598,756,690 (R1 107241 4400  BIL965900  PI1.549.263 (R1329,013.290) B

finzncing activilizs

T



SyCin Gorres Yalayo & Co Ter: (032) 256 2947 (e 49 BOAFPRD Reg. Ma. 0001
Unit 1003 & 1004, Insular L Fax: (032) 266G 2213 Cotebar 4, 2018, valid until August 24, 2021
SEC aAccradilation Mo, S012-FR-5 {Sroup A),

S Cebu Business Cantre ay.carriph
Building a beiter Mindanao Awvenue cormnar Movernber 5, 2018, valid until Movemboer 5 2021
working world Bilran Raad
Cebu Busiress Park
Cabu Ciry

G000 Cabu, Philippinea

INDEPENDENT AUDITOR'S REPORT
ON SUPPLEMENTARY SCHEDULES

The Board of Directors and the Stockholdsrs
SPC Power Corperilion
7" Floor, Cebu Holdings Center

Archbishop Reyes Avenue, Cebu Business Park
Ce:u City

We have audited in accordance with Philippine Standards on Auditing, the consalidated financial
statements of SPC Power Corporation and Subsidiaries as al December 31, 2018 and 2017 and for sach of
the three years in the period anded December 31, 2018, included in this Form 17-A, and have issued our
report thereon dated April 4, 2019. Our audits were made for the purpose of forming an opinion en the
basic financial statements taksn as a whole, Tha schedules listed in the Index to the Consolidated
Financial Statements and Supplementary Schedules are the responsibility of the Company’s management.
These schedules are prasentad for purposes of complying with the Securities Regulation Code Ruls 68,
As Amended (2011) and are not part of the basic financial statements. These schedules have been
subjected to the auditing procedures applied in the audit of the basic financial statements and, in our
opinion, fairly state, in all material respects, the information required to be set forth therein in relation Lo
the hasic financial statements taken as a whole,

SYCIPF GORRES VEL AYD de CO,

(lwhy /H/WM

Alvin M, Pinpin

Partner

CPA Certificate No. 94303

SEC Accreditation No. 0781-AR-3 (Group A),
April 3, 2018, valid until Apeil 2, 2021

Tax [dentification No. 198-819-157

BIR Accreditation No. 08-G01998-70-2018,
February 26, 2018, valid until February 25, 2021

PTE Mo, 7332596, January 3, 2019, Makati City

April 4, 2019
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SPC POWER CORPORATION

RECONCILIATION OF RETAINED EARNINGS AVAILABLE FOR

DIVIDEND DECLARATION
FOR THE YEAR ENDED DECEMBER 31, 2018

Items

Amounl

Unappropriated Retained Earnings, Beginning

Adjustments
Daferred income tax assets that reduced the amount of
nrovision for income tax

B2 447 450 805

(6,790,130

Unappropriated Retainzd Earnings,
as Adjusted, Beginning

2,640,678,760

NetIncome Based on the Face of Audited Financia!l
Statermenls

Less: Non-actual/Unrealized Income Net of Tax

Equity in net income of associateljoint venturs

Unrealized foreign exclange loss - net (except those
attributahle to Cash and Cash Equivalents)

Unrealized actuarial gain

Fair value adjustment (M2M gains)

Fair value adjustment of Investment Property resulting to gain

Adjustment due o deviation from PFRS/GAAP-gain

Other unrealized gaina or adjustments to the retained earnings
as a result of certain transactions accounted for under the
PFRS

Deferred income tax assets thal decreased the amount of
provision for incame tax

Add: Non-actual Losses

Depregiation on revelualion incremant (after lax)

Adjustment due to deviation from PFRS/GAAP - loss

Loss on fair value adjustment of investmant property (after tax)

4,212,087

]
=

10,000

()

1

264,463

881,545

[nisrest expenss - assel retirement obligation

Net Income Actual/Realizad

1,942,221,489

Add (Less)

Cvvidend declarations during the period

Appropriations of Retained Earnings during the pericd
Reversals of appropriations

Effects of prior period adjustments

Treasury shares -

(1,197,241,442)
(1,500,000,000)
1,350,000,000

1

(131,008,174)

TOTAL REETAINED EARNINGS, END
AVAILABLE FOR DIVIDEND DECLARATION

B3, 104,630,639




SPC POWER CORPORATION AND SUBSIDIARIES o
SUPPLEMENTARY SCHEDULE OF ALL THE EFFECTIVE STANDARDS
AND INTERPRETATIONS

R o
l"Effect%&ﬁ mb ;I*' 2018 500 S

|Ph1[|ppme F I:HHINJIEI[ RePurtmg Standarda

|PFRS [ !Fnst—tjmc Adoption of Philippine Financial T | v
_ |R;-p|:nti'|g Standards
[pERS 2 Share-based Payment i
| Amendments to E‘FRS ’.E Classifcation and ¥
| Measurement of Share-based Payment
| Transactians
|PFRS 2 | Business Combinations 4
| PEFRS 4 |[ﬂ.:-.Lli AnCe Cn}mra-:.,tb i
| Amendments to PFR:: 4, Applying PFRS 8
' Financial Instruments with PFRS 4 f
| [nzurance Contracts [
TERS S Non-current Assets Held for Sale and 4
Discontinued Oparations
| FFRS 6 Exploration for and Evaluation of Mineral .
| R..sclurces ' T
||PFRS 7 hmncm] In struments: DlaClﬂS'[[’ES | 4 _
|| PFRS & Dperatmb Segmanta v
| = . p T B Nt
'PFRS § | Financial Instruments *
IPFRS 10 |Consolidated Financial Statements N _
PrRa 1 Joint Arrangaments - v
Pl"F{"] l.a Disciosure of [nterests in Other Entitics v
PFES (3 Fair Value Measurement 4
‘FRS 14 Regulatory Deferral Acc..:uunta - ¥
PF’{‘? 3 |Revenue from Contracts with Cmm'r 5 v
Philippine Accuuntmg Stamlards i
PAS T Presentaumn of Financial Stataments v |
PAS 2 Inventories %
PAS 7 Statement of Cash Flows v:
PAS 8 Accounting Policies, Changes in Accounting “
Estimates and Errars L
PAS L0 Events after the Reporting Period
|PAS 12 [ncome Taxes ' ] | :




Pl

| P

P=

| Effective as of December 3[;2018 =% (0 = L UA

Property, Plant and Equipment

|PAS 16
(PAS 1T Leases
!F‘AS |5 Employae Benelits
PAS 20 Accounting for Government Grants and
| Disclosure of Government Assistance
PAS 2L The Effects of Changes in Foreign Exchange
| Eales
|PAS 23 Borrowing Costs
|
(PAS 24 Rzlated Party Disclosures
|PAS 26 Accounting and Reporting by Retirement
Benefil Plans
PAS 27 Separate Financial Statements
PAS 24 [nvestments in Associates and loint Venlures
Amandments to PAS 28, Mzasuring an
Associate or Joint Venture at Fair Value
(Part of Annuzl Improvenstents to PFRSa
2014 - 20148 Cyele)
PAS 29 Financial Reporting in Hyperinflationary
Ecanomies
PAS 2 Financial [nstruments: Presentation
PAS 33 Earnings per Share
PAS 34 [aterim Financial Reporting
IPAS 35 !Impa[rmem af Assats
PAS 37T Provisions, Contingent Liabilities and
Contingenl Assets
PAS 38 Intangible Assets v
PAS 39 Financial Instruments: Recognition and
Measurement
PAS 40 Investmant Property
Amendmants to PAS 40, Transfers of
Investment Property
PAS 4] lﬁgriculmre
FPhilippine Interpretations
| Philippine IChztnges in Existing Decemmissioning,
[nterpretation | Bestoration and Similar Liabilitics
IFRIC-1
Philippine Members® Shares in Co-operative Entities
Interpretation |and Similar [nstruments
[FRIC-2




el ek

PHILIPPINE FI
AND

#‘h’!.l Y

[ Effective as of December _1-.2!"] '

PI'Hllpplr.c | Dretermining whether an Arranzement

|1r' terpretation |conlains a Lease

IFR_['L 4

Plullpplne R.ights to [nterests arising from
Intsrpretation  Decommissioning, Restoration and
[FRIC-5 Environmental Rehabilitation Funds
Philippine Lizbilities arising from Participating in a
Interpretation |Specific Marker—Waste Electrical and
[FRIC-5 Electronic Equipment

Philippine Applying the Restatement Approach under
Interpratation |PAS 29 Financial Reporting in

[FRIC-T Hyperintlationary Economics

Philippins

[nterpratation

Intzrim Financia! Reporting and [mpairment

[FRIC-14
Philippine
| [nterpretetion
[FRIC-14
Fhilippine
[ntzrpretation |
[FRIC-17 |

H’ad@ea of a Net Investment in & Foreign
Dperation

IFRIC-10
Philippine Service Concession Arrangements
[nterpretation
[FRIC-12
Philippine PAS |9—The Limit on a Defined Banelit
Interpretation | Asset, Minimum Funding Requirgmenls and
th el ir Interaction -

Distributions of Non-cash Assets to Ownars

[[FRIC-19

Philippine Extinguishing Financial Liabilities with
Interpretation | Equily Instruments

FRIC-20

Fhilipping Stripping Costs in the Production Phase of a
[nterpretasion | Surface Mine

Philipping Levies

[nterpretation
| SIC-7

Interpretation

[FRIC-21 |
Philippine Foreign Currency Transactions and Advance ,
[nterpretation | Consideration

IFRIC-22

Philipping [ntroduction of the Euro
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IMERP@T

rEfféLt['a"E as of De{cemher 31 : I? o

P

Ph:[:ppme IGGvcmment Assistance—Na Specific
[nterpretation |R¢lat[un to Operating Activities

| SIC-10

om0 : ;
FPhilippine |Dperatmg Leases—Incentives
[nterpretation |

2

Philippine !
![nterpretatinn |

Income Taxes—Changes in the Tax Status
of an Entity ar its Shareholders

| Plilippine |

Evaluating the Substance of Transactions

interpretation ‘Inmlvfng the Legal Form of a Leass
| SIC-27
! Philipping | Service Concession Arrangsments:
| Interpretalion | Disclosures

| S1C-29 |
|Pl11[1;rp1:1= |Int5m gible Assers—Web Site Costs
Interpretation '

51C-32




SPC POWER CORPORAT1ON AND SUBSIDIARIES

MAP OF THE RELATIONSHIPS OF THE COMPANIES WITHIN THE GROUP

DECEMBER 31, 2018

BEJ[: Lr“'@r&’u?g

R CORPORATION

(Parent Company-Power Generation)
fmcorporatad an March 1784

T

SUBSIDIARLIES

100,00%

Cabu Nega Power Comp

{Power Generation)

incorporated an dwgusi 2018

—
H 78.40%

100.00%

S2C lgland Pewer Carp
(Power Generation)
Incorparated an Sune 2007

SPC Malays Pawser Corp

(Power Generation)

Incorporaies on September 2011

64.00%

SP@ Liglht: Company, INc.

(Holding Company)
Inecorparatad on January 2003

53.66%

Light Cempany lne.
(Power Distribution)
fncorporated an Jedy 2000

40.00%

SEC Elediric Company, Inc
(Holding Company)
fncorparated on Octaber 2002

ASSOCIATES:

40,00 % 40.00% 40,00 %
Hzper-Spe Povwer Camp. Machn Elecirie Co. SPE Watnr Resouress, Ine.
(Power generation) (Power distribution) {¥Water processing)
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We communizate with those charged with governance regarding, among other matters, tae ]:I:Llrl't.‘t.,{l scope
and timing of the audit and significant audit findings, including any significant defiziencies in intzrnal
control that we identify during our audit.

We also provide those charged with governance with a statement that we have complied with relevant
ethical requirements regarding independence, and to communicats with them all relationships and other
matters thal may reasonably be theught to bear on our independence, and where applicable, related

safeguards.
Report on the Supplementary Information Required Under Revenue Regulations 15-2010

Our audits were conducted for the purpese of farming an opinien on the basic financial statemants taken
as a who'e. The supplementary information required under Revenue Regulations 13-2000 in Note 28 to
the parent company financial statements is presentzd for purposes of filing with the BL‘I:EEr.I:l of Internal
Revenue and is not 2 required part of the basic financial statements, Such information Ls the
responsibility of the managsment of SPC Power Corporation. The information has been subjectad to tha
auditing procedures applied in our audit of the basic financial statements. In our opinion, the information
is fairly stated, in all material respects, in ralation to the basic financial statements taken as a whols.

Tha sngagement partner on the audit resulting in this independent auditor’s report is Alvin M. Pinpin.

SYCIP GORRES VELAYO & CO.

(I

Alvin M. Pinpin

Partner

CPA Certificals ™o, 94303

SEC Accreditation No, 0781-AR-3 (Group A),
April 3, 2018, valid until April 2, 2021

Tax Identification No, 198-819-157

BIR Accreditation No, 08-001598-70-2018,
February 26, 2018, valid until February 25, 2021

PTR Wa. 7332396, January 3, 2019, Makati City

April 4, 2019

BUREA. OF INTERNAL SEVENUE |
L_E'c-:lGE T B ::“'.i LTS Mt TEEU

N e
1) LaPR 1
DPae SCTICN NITIA L

TR

A wmamee e al Sresl & Vaong Glshal Livitaa



