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24, Significant Contracts
The Group has the following significant conlracts:

Parent Company
On May 26, 2015, the Parent Company entered into an Ancillary Services Procurement Agreement

(ASPA) with the National Grid Corporation of the Philippines (NGCP) that took effect on
September 26, 2015 after getting the provisional approval of the ERC. The Parent Company and
NGCP executed the ASPA for the supply of dispatchable reserve and reactive power support from
its Cebu Diesel Power Plant located in the City of Naga, Cebu for a period of five (5) years under
a non-firm arrangement, The ASPA was preterminated on July 13, 2018 due to the return of the

Cebu Diesel Power Plant to PSALM (see Note 29).

On December 18, 2018, the Parent Company entered into an ASPA with NGCP for the supply of
dispatchable reserve and reactive power support from the former's 4x7 MW PB 104 located in
Tapal Wharf, Ubay, Bohal 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. The ASPA was
implemented effective September 26, 2019,

SIPC

SIPC and NGCP entered into a Connection Agreement on August 28, 2010, in order for SIPC’s
generation facilities to remain connected to the transmission system of the NGCP and to continue
to avail of the transmission services. This agreement is subject to the terms and conditions for the
connection of the generation facility to the transmission system pursuant to the revised rules, terms
and conditions for the provision of Open Access Transmission Service, Total transmission charges,
lodged in “Others" under “Cost of operations” amounted to 86,3 million, 7.0 million and

£8.2 million in 2020, 2019 and 2018, respectively (see Note 19).

On April 18, 2013, SIPC entered into an ASPA with NGCP with provisional approval granted by
the ERC on November 11, 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, dispatchable reserve, reactive power support, and
black start service from the Panay and Bohol Diesel Power Plants for a period of five (5) years
under a non-firm arrangement, The agreement expired on February 25, 2019, Due to the necessity
of 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 a new ASPA for each power plant is

approved by the ERC.

On November 20, 2018, SIPC entered into an ASPA with NGCP [or the supply of dispatchable
reserve and black start service under firm and non-firm arrangements, respectively, from SIPC's
Bohol Diesel Power Plant, 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. The

ASPA was implemented effective April 26, 2019

On July 3, 2019 and July 25, 2019, SIPC entered into an ASPA with NGCP for the supply of
dispatchable reserve and contingency reserve under firm and non-firm arrangements from SIPC’s
Panay Diesel Power Plant. The term of this agreement is for a period of five (5) years commencing
upen receipt of a final approval, or in the absence thereof, a provisional approval by the ERC. As
of December 31, 2020, the ASPA is still for approval by ERC,
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As of December 31, 2020, SIPC has power supply contracts with a distribution utility and three
others for approval by the ERC for the supply of peaking power requirements with terms ranging
from three to five years from effectivity of the contracts.

BLCI
On August 11, 2015, BLCI entered into a PSC with Unified Leyte Geothermal Energy, Inc.

(ULGEI). Contract period is 6 years with an annual contract quantity of 67,452,000 k'Wh, ULGEI
started to supply electricity to BLCI on August 26, 2013,

On March 22, 2013, the ERC provisionally approved the Power Sales Contract (PSC) between
BLCI and KSPC that was executed on October 12, 2012, The contract period is 10 years with an
annual contract quantity of 43,800,000 kWh. KSPC started its supply to BLCT on July 26, 2013,
On June 29, 2015, ERC issued the final approval on the PSC between BLCI and KPSC with
modification on the base price particularly on the fuel cost component.

Pursuant to Section & of R.A. No. 9136, the National Transmission Corporation {TransCo) was
created and assumed the electrical transmission functions of the NPC. On November 13, 2006,
BLCI and TransCo entered into a Transmission Service Agreement (TSA) to support the CSEE
between BLCI and NPC. By virtue of R.A. No. 9511 dated December 1, 2008, the NOCP was
granted a franchise to engage in the business of conveying or transmitting electricity through high
voltage backbone system of interconnected transmission lines, substations and related facilities and
for other purposes. These activities were previously undertaken by TransCo.

The Wholesale Electricity Spot Market (WESM) started operation in the Visayas region on
December 26, 2010, BLCI is registered with Philippine Electricity Market Corporation
(PEMC)/Independent Clectricity Market Operator of the Philippines, Inc. (IEMOP) as a direct
WESM participant in order to avail of the opportunities in the competitive electricity market
effective December 26, 2010,

Total power purchases from ULGEI, KSPC, NGCP and PEMC/IEMOP, net of discounts, amounted
to B794.8 million, #1,030.9 million and B934.1 millicn in 20240, 2019 and 20138, respectively, and
presented as “Purchased power” under “Cost of operations” in the consolidated statements of

comprelensive income (see Note 19).

The outstanding payables to ULGEL KSPC, NGCP and PEMCY/IEMOP included under “Trade and
other payables™ (see Note 14), on purchased power amounted to B90.9 million and #1025 million
as of December 31, 2020 and 2019, respectively.

25 Income Tax

2020 2019 2018
Current P125,379407  BI52,142,534  P169,473,510
Deferred (2,126,081) (3,613,760) 5,146,406

P123,253,025  B148,528,774  R174,619,916
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The reconciliation between the amounts of provision for income tax computed at the statutory tax
rate to provision for income tax in the consolidated statements of comprehensive income for the
years ended December 31, 2020, 2019 and 2018 follows:

2020 2019 2018
Income betore income tax P1,756,599,765 P1,966,696,19] B2,068,825,887

Provision for income tax computed at 30% P526,979,930  PS90,008,857  B620,047,766
Adjustments to income tax resulting from:

Equity in net earnings of associates (364,036,4700  (398,240,914) (379,623,624)
Impact of OSD {23,033,087) (17,355,719 {41,880,062)
Interest income already subjected

to final tax (15,493,374)  (30,719,030)  (14,690,438)
Oihers {1,163,674) 5,135,580 {9,833,726)

P123,253,325  P148,528,774 P174,619.916

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

2020 2019

Deferred income tax assets on:
Asset retirement obligation B15,642,699 24,429,119
Pension liabilities 8,432,208 7,584,352
Unrealized foreign exchange loss 1,286 13,629
34,076,283 32,027,100

Deferred income tax liability on
excess of fair value over acquisition cost -
properly, plant and equipment and inventory 754,133 831,032
33,322,150 B31,196,068

On July 7, 2008, R.A. No. 9504, which amended the provisions of the 1997 Tax Code, became
effective. [t includes provisions relating to the availment of the OSD. Corporations, except for
non-resident foreign cotporations, may now elect to claim standard deduction in an amount not
exceeding 40% of their gross income. A corporation must signify in its returns its intention to avail
of the OSD. If no indication is made, it shall be considered as having availed of the itemized
deductions. The availment of the OSD shall be irrevocable for the taxable year for which the
return is made, On November 26, 2008, the BIR issued Revenue Regulation 16-2008 for the
implementing guidelines of the law.

The Parent Company, SIPC and BLCI availed of the OSD in the computation of their taxable
income in 2020, 2019 and 2018,

Corporate Recovery and Tax [ncentives for Enterprises (CREATE) Act

President Rodrigo Duterte signed into law on March 26, 2021 the CREATE Act to attract more
investments and maintain fiscal prudence and stability in the Philippines. R.A. Mo. 11534 or
the CREATE Act introduces reforms to the corporate income fax and incentives systems.
It takes effect 15 days after its complete publication in the Official Gazette or in a newspaper of
general circulation or April 11, 2021

LRI



-55.

The following are the key changes to the Philippine tax law pursuant to the CREATE Act which
have an impact on the Group:

«  Effective July 1, 2020, regular corporate income tax (RCIT) rate is reduced [rom 30% to 25%
for domestic and resident foreign corporations, For domestic corporations with net taxable
income not exceeding B5 million and with total assets not exceeding P100 million (excluding
land on which the business entity's office, plant and equipment are situated) during the taxable
yeat, the RCIT rate is reduced to 20%.

»  Minimum corporate income tax (MCIT) rate reduced from 2% to 1% of gross income effective
July 1, 2020 to June 30, 2023,

» Imposition of improperly accumulated earnings tax (IAET) is repealed.

As clarified by the Philippine Financial Reporting Standards Council in its Philippine
Interpretations Committee Q&A No. 2020-07, the CREATE Act was not considered substantively
enacted as of December 31, 2020 even though some of the provisions have retroactive effect to
July 1, 2020. The passage of the CREATE Act into law on March 26, 2021 is considered as a
non-adjusting subsegquent event. Accordingly, current and deferred taxes as of and for the year
ended December 31, 2020 continued to be computed and measured using the applicable income
tax rates as of December 31, 2020 (i.e., 30% RCIT / 2% MCIT) for financial reporting purposes.

Applying the provisions of the CREATE Act, the Group would have been subjectad to lower
regular corporate income tax rate of 25% effective July 1, 2020,

s This will result in lower provision for current income tax for the year ended December 31, 2020
and lower income tax payable as of December 31, 2020 by £10.4 million. The lower provision
for current income tax and income tax payable will be reflected in the 2020 annual income tax
return but will only be recognized for financial reporting purposes in the 2021 financial
statements,

«  This will result in lower deferred tax assets and liabilities as of December 31, 2020 and
provision for deferred tax for the year then ended by 5.6 million. These reductions will be
recognized in the 2021 financial statements.

26,

Segment Information

For management purposes, the Group is organized into business units based on their products and
services provided as follows:

«»  (jeneration - generation and supply of power and ancillary services to NPC/PSALM, NGCP,
distribution utilities, WESM and other customers.

s Distribution - distribution and sale of electricity to the end-users.

=  Others - includes the operations of SECI and SLCI such as to manage, operate and invest in

power generating plants and related facilities,

These operating segments are consistent with those reported to the BOD, the Group's Chief
Operating Decision Maker (CODM).

AT



The Group operates and generates revenue principally only in the Philippines (i.e.,

S5

geographical location). Thus, geographical segment information is not presented.

Oone

The CODM monitors the operating results of its business units separately for the purpose of making
decisions about resource allocation and performance assessment.
evaluated based on operating profit or loss in the consolidated financial statements.

Segment performance is

The Group earned inter-segment revenues amounting to nil, P0.3 million and B0.2 in 2020, 2019
and 2018, respectively, pertaining to the supply of emergency power by SPC and SIPC to BLCL

2024
Adtoer
Befere Eliminatlons Elimlnations!
Generation Distribution Dihers Taotal Fllminationi Consolidated
Tepvenue P1,049,533,094 PO46,53T,844 #-  ELIUGAT04L #—  BL996,07HNS42
Incame befbre income tx 2,199,377,711 51,271,141 24,661,280 2,177,309,342 (520,709,577) 1,756,509,765
et income 1.000,835,118 36,359,610 24,661,280 2,154,056,017 (510,700,577)  LA33,M46A40
Total ngsets B.097,92R,052 09,556,687 75,102,501 BA82,587,540  I,55T435766  11,440,023,306
Property, plant acd equipment {s=e
Mote 11} 536,610,286 20 B, 715 - 748,415,001 1,208,362 TAD 683,383
‘['atal liakilities AL 23T 481,553,274 111,956 893,265,602 (B,514,1241) B54,751,482
Depregiation and amortization
[ane Mate 23] 72,192334 21,712,199 - 43,904,533 10,063 94,214,394
Capital enpenditures 18,457 462 31,00, 109 - 44463971 - 49,462,971
01T
Aflar
Hefzrs Blindnations Eliminations’
Crenerntion Distribution [Hhers Tatal Eliminatis s Congolidatzd
Revene BIG05,251,205  BI194,092,62% B P1799.043,834 (B134,506)  B2,799,000 138
[reome before income tax 2,330,456,150 90,443,305 633,731 1,430,973.270 (464,277,085 1,066,696,191
et ineome 2,203,435,395 69,375,176 0,631,731 2,282,444,502 (464,277 &S 1.BI8, 16T 417
Total assets 7,521, 21 8,442 770,043,921 iy, 366,170 881,628,503 LT4073@70 | 1,083, 702,403
Property, plant and equipmu (3es
Mote 11} 531,736,500 00,437,504 - 792,174,071 1,578,445 793,792,516
Total linhilities 428,101,608 523,030,125 111,314 951,642,237 (18,339,840 433,302,391
Depreciation and amortization
{see Mote 22) 91,773.451 18,335,741 - (11,009,142 LLL o152
Capital expendiures §9,312.323 23,579,174 - 112,911,488 E 112,311,455
1018
After
Befors Eliminotions Eliminfions’
Generndion Dislribulion Cithers Total BElimirmtlong Conaalidated
Revenue p1,A0EE16,658  B083,337.673 B- P23R6,134331 (P230,4207  B2,385,904,511
[ncame before ingarme fax 2,519,248,154 62,401,041 34,212,476 1,5615,901,673 [547,075,786) 2,068,825 BET
Mel income 2,3a0,163,3840 45,903,901 34,212,476 I,441,281,757 [547,075,786) |, 594205571
Total assels 7,630,481,671 Tib, 677,664 94,71% 220 5473,899,135  2,47D0,685,844  10,044,584,999
Property, plant and soquipment [sie
Mote 11} 586,522,511 194,670,910 - T&1,201,721 - THL,201,721
Total labilities 40,203,674 £32,916,984 118,393 1,273,24%,057 {151,334,828) olB014.21%
Depezcintion and amortization
{see Mote 22 72,320,861 18,202,351 - 90,524,252 - 80,524,252
Capital sxpenditures £0,062,876 50 463,858 128 548,734 . 128,548,734
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The Group’s revenue from contracts with customers is mainly [rom generation and distribution
services. Set out below is the disaggregation of the Group's revenue from contracts with customer

in 2020, 2019 and 2018:

2020

Ceneration

Distribution

Total

Revenue from power supply contracts

and ancillary services PR89. 901,519 P PREY, 961,519
Revenue from market power trading 159,571,579 - 159,571,579
Revenue from distribution services

{zee Nole 23) - 946,537,844 946,517,844
Total revenue [ (144 533 098 946,537,844 1,996,070,942
Revenue from management services

presented as “Service income™

{see Notz §) 120,007,156 - 120,007,156
Total 21,169,540,254 BO46,537 844 21 116,078,008

2019

Gieneration

Distribution

Tetal

Revenue from power supply contracts
and ancillary services

P357,932 460

P

BHS5T, 932,460

Revenue from market power trading 746,984,149 - 746,934,149
Revenue from distribution services
{see Note 23) - [,194,092,629 1, 194,092,629
Total revenue 1,604,901 6,609 [,194,092,629 2,799,009,238
Revenue from management services
presented as “Service income”
{see Note 5) 123,643,736 - 123,643,736
Taotal #],728,500,3435 £1,194,092,629 #2922 652,974
2018
Generation Distribution Tolal
Revenue from power supply contracls
£21,029,282,839 - 11,029,282 839

and ancillary services
Revenue from market power trading
Revenue from distribution services
{see Nole 23)

173,293,999

1,083,337,673

273,201,999

1,083,337,673

Total revenue

Revenue from management services
presented as “Service income”
(see Note 3)

1,302,576, 838

120,007,156

1,083,337,673

2,385,914,511

120,007,136

Total

Bl,422,583,594

P#|,083,337,673

#2,505,921,667

Revenue from the Group’s major customers, which account for 41%, 54% and 48%
in 2020, 2019 and 2018, respectively, amounted to R816.2 million, ®1,505.1 million and
P1,133.8 million, respectively.
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Eliminations are part of detailed reconciliations presented below:

Reconciliation of Net Income

2020 2019 2018

Segment net income

Equity in net earnings of associates
(see Note 10)

Dividend income from associates
(see Note 10)

Dividend income from subsidiaries

1,213,454,900

P2,154,056,017 B2,278,444,502 B2,441281,757

1,327,469,713  1,265,412,079

(1,381,016,911) (1,412,024,298) (1,409,823,865)
(353,147,566)

(375,722,500)  (402,664,000)

Group net income

P1,633,346,440 R1,818,167,417 P1,894,205,971

Reconciliation af Total Assels

2020 2019
Segment assets £8,883,855,922 P8,383,206,978
Inter-segment receivables (17,153,460) (27,289,252}
Investments in associates and subsidiaries 2,540,798,828  2,707,262,661
Goodwill 32,522,016 32,522,016

Group assets

211,440,023,306 P11,093,702,403

Reconciliation of Total Liabilities

2020 2019
Segment liabilities PR93,265,602 BOS51,642,237
Inter-segment payables (8,514,120) (18,339,84a)
Group liabilities 2R84,751,482 033,302,391

Indicators

The following financial indicators are used, among others, by management to evaluate the
performance of the Group as of and for the years ended December 31, 2020, 2019 and 2018;

For the years ended December 31:
Earnings per shate (see Note 27)
Share in nel earnings of asscciates

(see Note 10)
Retumn on equity (total comprehensive
income divided by average total
equity)
Retum on assets (Lotal comprehensive
income divided by average total
assets)
Cash flows
et cash flows from operaling
activities

et cash lows from investing
activities

Met cash flows used in financing
activities

2020 an1e 2018

PLO7 £1.19 Bl1.24
1,213,454,900  1,327,469,713  1,265,412,079
15.50% 17.93% 19.61%
14.52% 16.43% 1 7.43%
629,238,373 663,826,139 301,093,533

1,335,891,638  1,302,561,276  2,426,046,583

(1,247,833,991) (1,675,050,393) ( 1,237,727,453)
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2020 2019 2018

As of December 31
Cash and cash equivalents {see Note 6) $3,944,306,886 R3227403,650 P2,937,042,8539
Current ratio (total current assets including
noncurrent assets held for sale divided
by total current liabilities including
liabilities directly assceiated with

noneurrent assets held for sale) 9,71 T.82 133
Debt ratio (total liabilities divided by lotal

assels) 0.08 0.08 0.08
Debt-to-equity ratio (total liabilities

divided by total equity) 0.08 0.09 .09

Solvency ratio (total comprehensive
income before depreciation and
amortization divided by total
liabilities) L.96 2.06 2.16

27. Earnings Per Share

The following presents information necessary to calculate earnings per share altributable to equity
holders of the Parent Company:

2020 2019 2018
Net income atiributable to equity holders
of the Parent P1,603,436,958 £1,782,279,548 £1,854,292,292
Weighted average number of commen shares
issued and outstanding 1,496,551,803  1,496,551,803  1,496,551,803
Basic/Diluted earnings per share £1.07 P11 #1.24

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

Number of shares issued 1,569,491,900

Less weighted average number of treasury shares 72,940,097
1,496,551,803

There are no potentially dilutive common shares issued as of December 31, 2020, 2019 and 2018,

8. Financial Risk Management Objectives and Policies

The Group's principal financial instruments comprise of cash and cash equivalents and trade and
other payables. The Group has various other financial assets and liabilities such as trade and other
receivables, trade and other payables, PSALM deferred adjustments included under “Other
noncurtent assets” and customers’ deposits which arise directly from its operations.

The main risks arising from the Group’s financial instruments are liquidity risk and credit risk.
The Group’s senior management oversees the management of these risks. The Group’s senior

management ensures that the Group's financial risk-taking activities are governed by appropriate
policies and procedures and that financial tisks are identified, measured and managed in accordance

with the Group’s policies and risk appetite.
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The BOD raviews and approves policies for managing each of these risks and they are summarized
below.

Interest Rate Risk

Interest rate risk is the risk that the fair value or future cash flows of a financial instrument will
fluctuate because of changes in market interest rates. The Group's exposure [0 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, 2020 and 2019, the Group does not have a financial liability that is exposed to
interest rate risk.

Liquidity Risk

Liquidity risk is the potential of not meeting obligations as they come due because of an inability
to liquidate assets or obtain adequate funding. The Group’s objective is to maintain a balance
between continuity of funding and flexibility. The Group maintains sufficient cash and cash
equivalents to finance its operations. Any excess cash is invested in shori-term money market

placements, These placements are maintain

declarations,

ed to meet maturing obligations and pay dividend

The tables below summarize the maturity profile of the Group’s financial assets used to manage
liquidity risk and financial liabilities at December 31 based on contractual undiscounted payments:

0
1 to 30 ETR IRl i1 to O Ower
Tatul Currenl Dy Days Days G0 Dravs
Finnncial Asagls
At nmartized cosl:
Cash and cnsh equivalents LARERRIIT] ] 3,944,306 186 | P B B
Trode aml wiher receivables
Receivabla from customers 155,677,034 130,010,054 3,124,107 20,520,943 12,731,895 53,190,535
Current portion of PSALM
deferred ndjusimenta 36, T9HATT 36,708,477 - - - -
Due from related parlies 1,005,050 115,049 15,000 31,153 118,199 1,715,670
PEALM 1015262 - - - - 1,015,262
Cithers 41,550,677 T941,519 1,708,811 1,537433 1444324 29,626,685
AR A55,500 1 74,966,099 40,547 914 21 HA S0 14,794,022 §S,557,951
PEALM defarred adjustiments
(included in "Olher noneurren
nsagts™) 109, 168,815 — - - = 109,168,815
&30 531,201 4,019 2TLIRS 40,847,015 11,859,500 14,794,002 194,724,767
Al FVOLCT
Investment in propriciary club
shnres T Aab,00a - - - - 7 Ao,
4,396,031,201 4,110,271,085 40 BT 018 11,897,509 14,794,023 102,136,767
Financinl Linhilities
Trade anul oiher payables
Trade 249,841,518 209,579,704 3,976,309 1,234,420 627,137 24,163,872
Nonlrads 41,195,713 9,780,577 LHG, 627 46,958 63,473 31.248,038
Acerued expenses 41,251 260 19,065,518 - - - 1,166,735
[rue o relnted partlea T120 - - 115,160 - 497,43
133,100,694 258,608,802 4,121,016 1406578 GUALGED GH,095, 608
Custamers’ deposits 174,742,186 - - - - 174,741,186
Lease lighilitiea 6,626, THY - - - - 5,626,759
Other nancurent linkility 101,168,815 = - - - 109,168,818
613,639 404 158,605,800 &, 1230016 146,576 G061 130,633,478
Met Flnnmcin| dssets {Linhilitiea) #3,775201,717  P1Hi0577,182 P, 724,002 F20,393.031 Fl14, 105412 (P156,500,71 11
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013
1t 30 RINCT-TH il bo 90 Over
Tailal Curreit Craya Thays [xya 0] Daxs
Financiul Aszeis
Al amprtized cost;
Cash aned cash equivalents R 2ETAD3 65 1 227 403,650 [ P I~ B
Traale ard oiher receivahies
Receivable from cusenicra J4RALEAET T34 ARRA0G 33,635,024 16,90, 626 L6 B, i1 S54THTLS
Current partion of PSALM
deferred sljustiments 16,798,477 36, TR ATT - - - -
Due frem related partios 1,673,405 131040 49571 0,36 21,959 1442333
PRALM 1,015,262 - - - = 1OE5 262
Others 32,094 617 |.317512 1,572,107 1,406,431 L 2H3 b 27,404,067
418,397 480 262,764 131 14,257 605 18,367 423 18,172,093 £5,136,1707
FSALM defecred ndjusiments
(inclucled in "Olher noncurrent
nagela) 145,247,192 = = - = 145967 202
3,792 268 422 3,490 167,831 34,257 06 18367423 18,172,003 211,303,404
ALFYOCT:
[veatment in praprleiary club
shares 7,200,040 - — - P 300000
37U G4 JHLIGT B3 34,257 6la 1B,3687 423 18,172,093 128,603 ,46%
Finaneinl Llabilities
Trade and other payalles
Traile 6307 A6 240,273,771 5362375 4558401 214,099 13,581,540
Manirado 65,990 33 34,526,290 1,471 1 56,484 83,777 11,148,102
Aceried expenses 34 ,fi04 287 32,648,303 131 - - 11,955,000
[jue 1o related pasties 505080 12,570 43,457 l _AL0H 487,043
363,178,527 31T AT 5ATH AN b B2 A4S 154,874 17,182,058
Cuglomers' dapasits | 49,085, 39§ - = - - 145,096,391
Leaan labilities | 1,443 553 - - - - 10,443,502
Ctlezr noncutrent Hability 145 947,393 - - = = 145,967,202
671605512 117471934 576,004 4,693 545 154,874 343,609,363
Met F'inum."i‘nl. Aanels { Linlilities) [ENERE LRI P1,172,095 807 B2RTE012 12,674,478 BITRITILY ijl[l'S 0i5, 404

Credit Risk

Credit risk refers to the risk that a counterparty will default on its

to a financial loss,

The Group trades only with recognized, creditwo

customers who wish to trade on credit terns are su

balances are monitored on an ongoing basis with the resu

significant.

contractual obligations resulting

rthy third parties. 1t is the Group's policy that all
bject to credit procedures. In addition, receivable
It that exposure to impairment loss is not

With respect to credit risk arising from the financial assets of the Group, which comprise cash and
cash equivalents, trade and other receivables and PSALM deferred adjustments included in *Other
noncurrent assets”, the Group's exposure to credit risk arises from default of the counterparty, The
Group's credit risk from cash and cash equivalents is mitigated by Philippine Deposit Insurance
Corporation’s {PDIC) insurance coverage on the cash in bank. While the Group does not hold
collateral as security, its credit risk from trade and other receivables is mitigated by the customers’
deposits which are collected to guarantee any uncollected bills from the customers upon termination

of the service conftract,
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The Group’s maximum exposure equals to the carrying amount of the aforementioned instruments,
excluding cash on hand, and is offset by the PDIC insurance coverage and customers’ deposits,
The offset relates to balances where there is a legally enforceable right of offset in the event of
counterparty default and where, as a result, there is a net exposure for credit risk management
purposes. However, as there is no intention to settle these balances on a net basis under normal
circumstances, they do not qualify for net presentation for accounting purposes.

2020
Maximuin Exposure {o
X posure Offsel eredit risk
Avamortized cosl:
Cash and cash equivalents (excluding cash on hamd) F3,043,138,772 (#9,396,869) #1,031,941,503
Trade and cther receivables 338,035,501 [109,515,23T) 128,530,263
PSALM deferred adjustments {ingluded in “Other
noncurrenl nssets™ 109,168,815 - 10w, 168,815
P4, 390,463,087 (RI1EN22 106} F4,271,540,9481
2019
Musimun Exposurs to
cxpasuIe Oifsel cradit fsk
At amertized cost:
Cash and cash equivalents {excluding cash on Inanel ) P3,220,365,103 [R% 421 ,306) R3,210,044,797
Teade and other receivables 418,897 480 (96, H43,836) 322,053,644
PSALM deferred pdjustments (includad in "Other
noneurrent agsets”) Lk 5 0at 251 143,367,252

#1785 230,878 (B106,263,142) FI1,678,505,713

As of December 31, 2020 and 2019, the Group’s significant concentration of credit risk pertains to
its trade and other receivables and PSALM deferred adjustments amounting to B447.2 million and
£564.9 million, respectively, and impaired financial assets, determined based on probability of
collection, are adequately coverad with allowance.

The following are the details of the Group's assessment of credit quality and the related ECLs as
at December 31, 2020 and 2019:

General Approach

»  Cash and cash eguivalents - As of December 31, 2020 and 2019, the ECL relating to the cash
and cash equivalents of the Group is minimal as these are deposited in reputable banks which
have good bank standing, and is considered to have low credit risk.

= Due from NPC/PSALM and other receivables - As of December 31, 2020 and 2019, there were
no individually impaired accounts, Mo ECL is recognized for these receivables since thers
were nio history of default payments. This assessment is undertaken each financial year through
examining the financial position of the parties and the markets in which the parties operate.
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Simplified Approach

s Trade and other receivables - The Group applied the simplified approach using a *provision
matrix’. As of December 31, 2020 and 2019, the allowance for impairment losses us a result
from performing collective and specific impairment test amounted to P39.8 million and
P37.2 million. Management evaluated that the Parent Company’s trade receivables are of high
grade and of good credit quality.

2020
Stage 1 Lifetime ECL
12-month Stage 2 Stage 3 Simplified
ECL Lifetime ECL  Lifetime ECL Appraach Total
Ciross carrying amount P B~ B3T,162,187 P340,083,171 P177,845,358
Lass allowance = ~ {(3,162,187)  (2,627,671)  (39,789,858)
Carrying amount P P P- B338,055500 P3I38.055500
2019
Stage 1 Lifetima ECL
12-month Stage 2 Stage 3 Simplified
ECL  Lifetime ECL Lifetime ECL Approach Total
Cirass carrying amount i3 R B40L713  B421,356,950  P456,059,667
Lass allowance - (14,702,715} (24394720 (37,162,187}

Carrying amount B- e B PAIBE9T4E0  P41R,80T4RD

The Group grades its financial assets as follows:

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

»  Receivable/Due from NPC/PSALM, NGCP and Distribution Uftilities: 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 Procurement
Agreements (ASPA), Power Supply Contracts (PSCs), andior collectible from government

institution,

»  Receivable from Customers of BLCI: Receivables from commercial customers are classified
as high grade; receivables from residential 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 assessed as standard, although recoverability of these
receivables is certain, as these are given secondary priotity as to settlement by the related

parties compared to third party obligations.

«  Other Receivables: Grading of financial assets is determined individually based on the Group's
collection experience with the counterparty.

Fair Value of Financial Assets and Financial Liabilities

Fair value is defined as the price that would be received to sell an asset or paid to transfer a liability
in an orderly transaction between market participants at the measurement date. Fair values are
obtained from quoted market prices, discounted cash flow models and option pricing models, as

appropriate.
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The following methods and assumptions are used to estimate the fair value of each class of financial
instruments:

s Cash and Cash Equivalenis, Trade and Other Receivables and Trade and Other Payable. The
carrying amounts of cash and cash equivalents, trade and other receivables and trade and other
payables approximate their value due to the relatively short-term maturity of these {inancial

instruments.

» Investment in Proprietary Club Shaves. Market values have been used to determine the fair
value of listed proprietary club shares.

= Noncurrent Receivable (included in "Other Noncurrent Asseis”) and Other Nowcurrent
Liability. The fair values of the noncurrent receivable and noncurrent liability are based on the
net present value of cash flows using the prevailing market rate of interest, As of
December 31, 2020 and 2019, the carrying values of the noncurrent receivable and noncurrent
liability approximate their fair values.

s Customers' Deposits. The fair value of customers’ deposits approximates the carrying value
as (1) bill deposits earn interest at the prevailing market interest rate in accordance with
regulatory guidelines and (2) the timing and related amounts of future cash flows relating to
material deposits cannot be reasonably and reliably estimated for purposes of establishing their
fair values using an alternative valuation technique,

As of December 31, 2020 and 2019, the Group considers its investment in proprietary club shares
measured and carried at fair values of 7.4 million and 7.3 million under Level 1 classification,
respectively (see Notes 3 and 12). The Group also considers its noncurrent receivable amounting
to #109.2 million and P146.0 million as of December 31, 2020 and 2019, respectively; noncurrent
liability amounting to 2109.2 million and P146.0 million as of December 31, 2020 and 2019,
respectively; and customers’ deposits amounting to £174.7 million and P149.1 million as of
December 31, 2020 and 2019, respectively, under the Level 3 classification.

During the reporting period ended December 31, 2020, there were no transfers between Level 1
and Level 2 fair value measurements, and no transfers into and out of Level 3 fair value

measuremants,

. Other Matters

Electricity Power Industry Reform Act (EPIRA) of 2001

On June 8, 2001, the EPIRA was signed into law and took effect on June 26, 2001, The law
provides, among others, for the privatization of the assels of NPC, the creation of PSALM to accept
transfers of all assets and assume all outstanding obligations of NPC, and the restructuring of the
electric 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 IRR
of the EPIRA was approved by the Joint Congressional Power Commission on February 27, 2002,

The EPIRA and its covering [RR provide for significant changes in the power industry including
the following: (i) Competition in the retail supply of electricity; (ii) Open access to the transmission
and distribution systems; (iii) Establishment of & Wholesale Electricity Spot Market (WESMJ;
(iv) Unbundling of the generation, transmission and distribution rates; and (v) Removal of existing
cross-subsidies provided by industrial and commercial users to residential customers,

ORI



=015 -

An important milestone in the Philippine power industry was reached when the WESM began
commetcial operations on June 23, 2006, In the Visayas region, WESM started operations on
December 26, 2010. The establishment of the WESM is one of the preconditions to retail
competition and open access required by the EPIRA.

SIPC, 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 participated in the WESM starting in
the last quarter of 2014.

Land Lease Agreements (LLAs)

The Parent Company and SIPC entered into LLAs with PSALM (as Lessor) in furtherance of and
as an ancillary contract to the respective Asset Purchase Agreements (APA) with PSALM,
governing the sale of assets as follows:

«  Panay and Bohol Diesel Power Plants. The purchase of the Panay and Bohol Diesel 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 turmed over 10 the Parent
Company upon completion of the conditions precedent lo closing. Subsequently, with the
written consent 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 Cerlificates of Closing of the Parent Company, SIPC and PSALM,
the control and possession of the purchased assets were tutned over and transferred to SIFC 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 shorter,
upon the mutual written agreement of the parties. The rentals which were paid in full on
Closing Date (March 25, 2009) amounted to B1 0.6 million.

» [LBGTs. OnJanuary 29, 2010, the Parent Company executed the LLA with a term of 10 years
from Closing Date, which may be renewed or extended for another period of 10 years or the
remaining corporate life of PSALM, whichever is shorter, upon the mutual written agreement
of the parties. The rentals which were paid in full on Closing Date amounted to B1.2 million.

w (531 MW Naga Power Plani {consisting of CTPP 1, CTPP 2 and CDPP ). On September
25, 2014, the Parent Company exscuted the LLA with a term of 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 shorter, upon the mutual written agreement of the parties. The
rentals which were paid in full in 2014 amounted to B712.5 million including withholding tax

borne by the Parent Company,

Under the LLAs, the Parent Company and SIPC shall use and occupy the leased premises primarily
for the operation, management, expansion and maintenance of the power plants, and shall not assign
or transfer any of their right under the LLA or sublease all or any part of the leased premises without
the prior consent of PSALM. The Parent Company and SIPC, at their own expense, shall be solely
responsible for obtaining all the necessary authorizations, licenses and permits for any alterations,
additions, facilities, improvements and installations introduced on the leased premises. Within a
period of 180 days from the termination of the LLAs or expiration of the lease terms, the Parent
Company and STPC are obliged to perform activities to facilitate clean-up, return and surender of
the leased premises (see Notes 3 and 4).
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The LLAs also cover an option to purchase optioned assets within the leased premises that may be
offered by the Lessor. The purchase price (on a per square meter basis) shall be equivalent to the
highest of the following valuations and/or amounts: (i) the assessment of the Provincial Assessor,
(ii) the assessment of the Municipal or City Assessor; and (iii) the zonal valuation of the Bureau of
Internal Revenue. The unused rentais corresponding to the area of the optioned assets over which
the option was exercised shall be deducted from the purchase price.

In 2017, SIPC exercised its option to purchase the optioned assets covering all the lots underlying
the Bohol Diesel Pawer Plant with a total area of 27,527 square meters. The aggregale of the
purchase price amounting to P35.6 million is shown as part of “Property, plant and equipment”
account in the consolidated statements of financial position (see Note 11).

The remaining prepaid rent as of December 31, 2018 amounting to P5.3 million was derecognized
upon adoption of PFRS 16 effective January 1, 2019 (see Notes 11 and 30).

Rent expense under the LLAs amounted to nil in 2020 and 2019 and P0.2 million in 2018,
respectively (see Notes 20 and 22).

PSALM's Cost Recovery Adjustments

Deferred Accounting Adjustments (DAA). The ERC issued an Order dated June 20, 2017
authorizing PSALM to implement the methodology for the recovery/refund of the approved DAA
pertaining to GRAM and ICERA, which was granted by ERC in a Decision dated March 26, 2012

Upon Private Electric Power Operators Association’s (PEPOA) motion, the ERC, in an Order dated
October 19, 2017, deferred the implementation of the approved DAA pending clarification by the
ERC of the queries raised in the motion for clarification.

The ERC subsequently clarified that the GRAM and [CERA DAA are deferred adjustments, which
were incurred by PSALM/NPC in supplying energy during the corres ponding period; thus, it should
be recovered/refunded by PSALM/NPC to its customers, Hence, the Distribution Utilities {(DUs)
are not just mere collectors of the said DAA bul these are charges that they should pay to
NPC/PSALM and charged to their customers as part of their generation charge. In the same Order,
the ERC directed the DUs to resume the implementation of the GRAM and ICERA starting the

JTanuary 2018 billing period.

Automatic Cost Recovery Mechanism (ACRM), On June 20, 2017, the ERC issued its Decision,
authorizing PSALM to recover/refund the True-up Adjustments of Fuel 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 deferred to the
January 2018 billing period pending the evaluation of the clarifications raised in PEPOA’s letter
and motion and, subsequently, the ERC issued an Order directing PSALM and the DUs to abide

with the clarifications issued by the ERC.

The current portion of the Group’s PSALM deferred adjustments amounting to R36.8 million as of
December 31, 2020 and 2019, respectively, is recorded under “Trade and other receivables” and
the noncurrent portion amounting to B109.2 million and R146.0 million as of December 31, 2020
and 2019, respectively, are presented as part of “Other noncurrent assets”, in the consolidated
statements of financial position (see¢ Notes 7 and 12), The current and noncurrent portions of the
corresponding amounts due to PSALM was pres ented as part of “Nontrade” under “Trade and other
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payables” and *Other noncurrent liability™ in the consolidated statement of financial position as of
December 31, 2020 and 2019.

Acquisition and Tumover of the 153.1 MW Naga Power Plant Complex (NPFC)
Prior to the expiration of the OMSC on Seplember 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 were acquired by the Parent Company in
2010. 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 into 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.

More than one year after PSALM awarded the NPPC to the Parent Company, the Supreme Court
(SC) declared the APA and the LLA for the sale of the NPPC to be null and void per decision

promulgated on September 28, 20135.

On December 1, 2015, the Parent Company filed its Motion for Reconsideration of the SC Decision
dated September 28, 2015. In said Motion for Reconsideration, the Parent Company stressed that,
as the owner of the LBGT and the lease on the land on which the LBGT stands, it has 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 Parent Company’s interest extends to the whole of the Complex.

On December 9, 20135, the SC resolved to deny the Motion for Reconsideration, Thus, a Motion
For Leave to File and Admit the Attached Urgent Motion for Second Reconsideration and/or
Referral to the En Banc was filed by the Parent Company on February 2, 2016. However, on April
6, 20186, the SC issued a Resolution where it resolved among others to deny the said Motion For
Leave and noted without action, the attached Urgent Mation for Second Reconsideration and /or
Referral to En Bang, in view of the denial of the Motion for Leave. Accordingly, an amount
equivalent to B1,143.2 million (i.e., amount paid by the Parent Company lo PSALM in 2014, net
of withholding tax) was recognized as other noncurrent receivable as of December 31, 2016 and
2015. On October 5, 2016, the SC granted the manifestation/maotion of Therima Power Visayas,
Inc. (TPVI) dated March 16, 2016 praying for the reinstatement of the notice of award in favor of
TPVI dated April 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, In a Resolution dated
November 28, 2016, the SC denied the same. Another Urgent Motion For Recongideration was
filed by the Parent Company on December 9, 201 6. This was followed up by the filing on January
19, 2017 of a Supplemental Mation/Petition for Referral to the En Banc which argued that there
was a violation of SPC’s substantive right to due process in reinstating the Notice of Award in favor
of TPVI and a violation of procedural due process in lifting the Entry of Judgment of

Jeptember 28, 2015,

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

Judgments.
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On April 26, 2017, the SC issued a linal resolution denying both the Mation for Reconsideration
and the Supplemental Motion/Petition for Referral to the En Banc filed on December 9, 2016 and
January 19, 2017, respectively. In its final resolution, the SC confirmed that the September 28,
2015 Decision and the October 5, 2016 Resolution became final on November 28, 2016.

After receipt of the Notice of the Second Entry of Judgment in February 2017, the Parent Company
was anticipating a speedy turnover of the NPPC. However, serious negotiations never transpired
as of December 31, 2017 through no fault of the Parent Company.

Considering that the NPPC has been in the possession of the Parent Company even alter
November 28, 2016, it has to operate the plant as the best way to preserve it pending the eventual
turn-over to PSALM and the return of the purchase price, as well as the reimbursement ofnecessary
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 8).

On July 9, 2018, PSALM and the Parent 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 settlement of all claims between the parties,

In accordance with the MOA, PSALM and the Parent Company executed the Joint Certificate of
Turnover on July 13, 2018. Thus, the Parent Company turned over the NPPC and paid the entire
payable to PSALM through cash amounting to #75.7 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,

30,

Lease Agreements

The Group has entered into various leases for rooms, office spaces, parking lots, sub transtnission
line steel post space, and parcels of land which include those with other landowners and those with
respect to its LLA with PSALM (see Note 29). Leascs of parcels of land generally have lease terms
between 1-25 years. Lease terms for the other leased assets generally vary between five months
to 4 years. Total rent expense charged to operations amounted to #4.0 million, 1.6 million
and £6.4 million in 2020, 2019 and 2018, respectively (see Notes 19 and 20). Some of the lease
contracts have expired in 2019 and 2020.

Set out below are the carrying amounts of the Company’s right-of-use assets, presented as part of
property, plant and equipment, and lease liabilities and the movements during the years ended

December 31, 2020 and 2019

2020
Right-of-use Assels
Land Office Space Total Lease Liabilities
At January 1 F7,289,017 P6,125,533 P13,414,550 P10,487,281
Depreciation expenses {570,569) (3,719,611} (4,290,181) -
Interes! expense - - - 502,278
Payments - - - {4,816,504)
At December 31 B6,718,448 1,405,921 £09,124,369 #6,172,755
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2019

Right-of-use Assels

Land Total  Lease Liabilities
Al January | PT.289.017 P8,552 8090 B, 440, 180
Additions - 0,263,019 9,203,019
Depreciation expenss (G81,754) {4,401,365) -
Interest expense = - 837,244
Payments - - (3,043,168}
At December 31 B6,607,263 P13,414,550 P10,487 281

Set out below are the amounts recognized in the consolidated statements of comprehensive

income for the years ended December 31, 2020 and 2019:

N ) 2020 2019

Depreciation expense of -of-use assets B4,290,181 B4,401,365

Interest expense an lease liabilities 502,278 827,244
Rent expense - short-term leases (see Notes 19

and 20} 3,991,397 1,649,624

P8,783,856 P6,878,233

Shown below is the maturity analysis as of December 31, 2020 and 2019 of the undiscounted

lease payments:

2020 2019
One year P4,911,163 B5,858,926
More than 1 years to 2 years 408,452 3,869,041
More than 2 years to 3 years 408,482 408,482
More than 3 years to 4 years 449,331 408,482
More than 5 years 449,331 898,661
P6,626,789 £11,443,592
31. Notes to Consolidated Statements of Cash Flows
Changes in liabilities arising from financing activities are as follows:
2024
Dividdencd
At Driwidend Attribulable At
January 1 Declaration to MCI Others Cash Flows Devember 31
Dividends payalle
{see MNote 18) B PLI97241,441 246,278,024 P (R1,243,519465) P-
Lease lighilities
{zeg Mote 30) 10,487,281 - - - (4.314,526) 6,172,735
FLOA8T,261  PLI97,241,441 #406,278,024 B— (#1,247,833,991) #6,172, 755
2019
Dividend
At DHvidend Aldlributabla Al
January | Declacation to MCI Cthers Cash Flows December 31
Dividends payable
(see Motz 18) BR4O.0HT P G46,206,983 B25,777.501 P- [P1672,834,471) p-
Leass labilities
{30e Mole 30 1440, 186 = - 9,263,018 2,215,924) 10,447,281
B 200,173 BIG46.206 983 B25,777,501 ¥9.263,019 (B1,675,050,395) B10,457,281
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_— 018
Dividend
Al Divicend Allributabie Al
Tanuary 1 Draclaration to NI Olicrs Cash Flows December 31
Dividends payable
{sece Note [3) Bo RII97.24] 442 P41 336,000 o (B1,237.727453) PEAT BET

Others in 2019 include additional lease liabilities recognized during the year.

TRy
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INDEPENDENT AUDITOR'S REFORT
ON SUPPLEMENTARY SCHEDULES

The Board of Directors and the Stockholders
SPC Power Corporation

7% Floor, Cebu Holdings Center

Archbishop Reyes Avenue, Cebu Business Park
Cebu City

We have audited in accordance with Philippine Standards on Auditing, the consolidated financial
statements of SPC Power Corporation and Subsidiaries as at December 31, 2020 and 2019, and for each
of the three years in the period ended December 31, 2020, included in this Form 17-A, and have issued
our report thereon dated April 7, 2021, Our audits were made for the purpose of forming an opinion on
the basic financial statements taken as a whole, The schedules listed in the Index to the Consolidated
Financial Statements and Supplementary Schedules are the responsibility of the Company’s management.
These schedules are presented for purposes of complying with the Revised Securities Regulation Code
Rule 68, 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 sat forth therein in relation to the basic financial

statements taken as a whole,

SYCIP GORRES VELAYQ & CO.

it

Alvin M. Pinpin
Partner
CPA Certificate No. 94303
Accreditation No, 94303-5EC (Group A)
Valid to cover audit of 2020 to 2024
financial statements of SEC covered institutions
Tax Identification No. 198-819-157
BIR Accreditation No. 08-001998-070-2020,
December 3, 2020, valid until December 2, 2023
PTR No. 8534344, January 4, 2021, Makati City

April 7, 2021
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SPC POWER CORPORATION

RECONCILIATION OF RETAINED EARNINGS AVAILABLE FOR

DIVIDEND DECLARATION
FOR THE YEAR ENDED DECEMBER 31, 2020

ltems

Amount

Unappropriated Retained Earnings, Beginning

Adjustments
Deferred income tax assets that reduced the amount of
provision for income tax

P2,138,966,296

Unappropriated Retained Earnings,
as Adjusted, Beginning

2,138,966,206

Met Income Based on the Face of Audited Finaneial
Statements

Less: Non-actual/Unrealized Income Net of Tax

Equity in net income of associate/joint venture

Unrealized foreign exchange loss - net (except those
attributable to Cash and Cash Equivalents)

Unrealized actuarial gain

Fair value adjustment (M2M gains)

Fair value adjustment of Investment Property resulting to gain

Adjustment due to deviation from PFRS/GAAP-gain

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

Deferred income tax assets that increased the amount of
provision for income tax

Add: Non-actual Losses

Depreciation on revaluation increment {after tax)

Adjustment due to deviation from PFRS/GAAP - loss

Loss on fair value adjustment of investment property (after tax)
Unrealized actuarial loss

[nterest expense - lease liabilities

Interest expense - asset retirement obligation

1,847,397,559

370,931

Net Income Actual/Realized

1,847,768,530

Add (Less)

Dividend declarations during the period
Appropriations of Retained Earnings during the period
Reversals of appropriations

Effects of prior period adjustments

Treasury shares

(1,197,241,442)

1,000,000,000

{131,008,174)

TOTAL RETAINED EARNINGS, END
AVAILABLE FOR DIVIDEND DECLARATION

P3,658,485,210
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INDEPENDENT AUDITOR'S REPORT ON
COMPONENTS OF FINANCIAL SOUNDNESS INDICATORS

The Board of Directors and the Stockhalders
SPC Power Corporation

7% Floor, Cebu Holdings Center

Archbishop Reyes Avenue, Cebu Business Park
Cebu City

We have audited in accordance with Philippine Standards on Auditing, the consolidated financial
statements of SPC Power Corporation and Subsidiaries (the Group) as at December 31, 2020 and 2019,
and for each of the three years in the period ended December 31, 2020, and have issued our report thereon
dated April 7, 2021. Our audits were made for the purpose of forming an opinion on the basic financial
statements taken as a whole. The Supplementary Schedule on Financial Soundness Indicators, including
their definitions, formulas, caleulation, and their appropriateness or usefulness to the intended users, are
the responsibility of the Group’s management. These financial soundness indicators arc not measures of
operating performance defined by Philippine Financial Reporting Standards (PFRS) and may not be
comparable to similarly titled measures presented by other companies. This schedule is presented for the
purpose of complying with the Revised Securities Regulation Code Rule 68 issued by the Securities and
Exchange Commission, and is not a required part of the basic financial statements prepared in accordance
with PERS. The components of these financial soundness indicators have been traced to the Group's
consolidated financial statements as at December 31, 2020 and 2019 and for each of the three years in the
period ended December 31, 2020 and no material exceptions were noted.

SYCIP GORRES VELAYO & CO.

Alvin M, PinpiﬂW
Partner
CPA Certificate No, 94303
Acereditation No, 94303-5EC (Group A)
Valid to cover audit of 2020 to 2024
financial statements of SEC coverad institutions
Tax Identification No. [98-819-157
BIR Accreditation Mo, 08-001998-070-2020,
December 3, 2020, valid until December 2, 2023
PTR No. 8534344, January 4, 2021, Makati City

April 7, 2021
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SPC POWER CORPORATION AND SUBSIDIARIES

FINANCIAL SOUNDNESS INDICATORS
AS OF AND FOR THE YEAR ENDED DECEMBER 31, 2020

[ Ratio Formula 2020 | 2019
Current Ratio Total Current Assets including Noncurrent Assets Held for Sale .71 | TE
divided by Total Current Liabilities including Liabilities
Directly Associated with Noncurrent Assets Held for Sale
Total Current Assets f4, 700,940,663
Divide by: Total Current Liabilities 484,347,609
Current Ratio 9,71
Acid Test Ratio Quick Assets (Total Current Asvels less Materlals and Supplies 8.54 .94
and Prepayments and Other Current Assers) divided by Total
Current Liabilities
Total Current Assels P, 700,940,683
Less: Materials and Supplies 363,627 827
Prepayments and Other
Current Assets 54,950,450
| Quick Assets P4,282,362,386
I Drivide by: Total Current Liabi]lti@s 434,34?,609_"
i Acid Test Ratio 8.84
Solvency Ratio ’ Total Comprehensive Income before Depreciation and 1.96 2.06
| Amortization divided by Total Liabilities
Total Comprehensive Income B1,636,391,277
Add: Depreciation and Ameortization 94,214,596
1,730,603,873
Divide by: Total Liabilities 884,751,482
Solvency Ratio 1.96
Debt-to-Equity Total Liabilities divided by Total Equity 0.08 .09
Ratio
Total Liabilities BR84,751 482
Divide by: Total Equity 10,553,271 824
Debt-ta-Equity Ratio 0.08
1.10 .11

Asset-to-Equity
Ratio

Total Assets divided by Equily Attributable to Parent

BI1,440,023,306
10,415,505,852

Total Assels
Divide by: Equity Attributable to Parenl

Asset-to-Equity Ratio 1.10




3]

Ratio | Formula [ 2020 2019
Interest Rate | Eamnings belore [ncome Tax, Depreciation and Amortization 387.89 336.44
Coverage Ratio {Met Tneome plus Provisian for Income Tax, Interest Expense, i

Depreciation and Amortization less Interest Income) divided by
Interest Expense
MWet Income P1,633,346 440
Add: Provision for Income Tax 123,253,325
Intercst Expense _ 4,650,333
£1,761,250,100
Less: Interest Income 51,644 580
EBIT P1,709,605,520
Add: Depreciation and Amortization 94,214,596
EBITDA Bl 803,820,116
Divide by: Interest Expense 4 650,335
Interest Expense Coverage Ratio 337.89
Return on Equity | Total Comprehensive Income divided by Average Total Equity 15.80% | 1793%
{ Total Equity PY + Total Equity CY divided by 2)
Total Comprehensive [ncome B1,636,391,277
Total Equity CY B10,355271,824
Total Equity PY 10,162 400,012
Average Total Equity Pi,358 835918
Return on Equity 15.80%
Return on Assets | Tatal Comprehensive Income divided by Average Total Assels 14.52% | 1643%
{Total Assets PY + Total Assets CY divided by 2)
_Total Comprehensive Income P1,636,391,277
Total Assets CY B11,440,023,306
Total Assets PY 11,095,702,403
Average Total Assets B11,267,862,855
Returt on Assets 14.52%
Net Profit Margin | Net Income Attributable to Parent divided by Revenue 80.33% | 63.43%

Met Income Attributable to Parent B1,603,436,958
Divide by: Revenue [,996,070,942

Net Tncome Margin 80.33%




SPC POWER CORPORATION AND SUBSIDIARIES

MAP OF THE RELATIONSHIPS OF THE COMPANIES WITHIN THE GROUP

DECEMBER 31, 2020

SPC POWER CORPORATION
(Parent Company-Power Generation)
Incorporated in March 1994
e — * __ T———y
SUBSIDIARIES
100.00% | 100.00% |
Cabu Naga Peower Cop: SPC lisland Corp.
(Power Generation) (Power Generation)
Incorporated in August 2013 Incorporated in June 2001
e mrmr marr— I —s swmrre = sz
TS.dﬂ““{] T = —
SPC Malaya Power Corps Gl
{(Pawer Generation)
Ineorporated in September 2011 S@@ u@i}ﬂ{t .@@m[@@mwg ﬂ[m@u
= arreres e miass {Hﬂldlﬂg CDIIIPI]..II}'}
Incorporated in Japuary 2003
53.66% 'I
Bohel Light Company, INc. 40.00%
{Power Distribution) i
Tncorporated in July 2000 S% ED@ @@E‘D’D@@[ﬁj’g E{m@n
— — — — {Holding Company)
Incorporated in October 2002
| ASSOCIATES |
4I.'I.ﬂ-ﬂ% | -41}.1]“% | »: 40.00%
MEPED SPC Power Corp. Mactam Eecirie SIPC Watir Reaouresy T
{Power Generation) Companty, Ins. (Water processing)
{(Power distribution)
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SPC Power Corporation

STATEMENT OF MANAGEMENT'S RESPONSIBILITY
FOR FINANCIAL STATEMENTS

The Management of SPC POWER CORPORATION (the Parent Company) is responsible for the
preparation and fair presentation of the financial statements meluding the schedules attached therein, for
the years ended December 31, 2020 and 2019, in accordance with the prescribed financial reporting
framewaork indicated therein, and for such internal control as management determines 15 necessary Lo
enable the preparation of financial statements that arce free from material misslatement, whether due to

traud or error.

In preparing the financial statements, management is responsible for assessing the Parent Company's
ability 1o continue as a going concern, disclosing, as applicable, matlers related Lo going concern and
using the going concern hasis of accounting unless management either intends Lo liquidate the Parent
Company or to cease operations, or lias no realistic alternalive but (o do so.

The Board of Directors is responsible for overseeing the Parent Company’s tinancial reporting process,

The Board of Directors reviews and approves the financial statements including the schedules attached
therein and submils the same to the stockholders

SyCip Gorres Velayo & Co., the independent auditor appointed by the stockholders, has audited the
financial statements of the Parent Campany in accordance with Philippine Standards on Auditing, and i
its report Lo the stockholders, has expressed its opinion an the Timess of presentation upon completion

S e, T BRI T, S i
LRETA i, om0 |
- DE |
DO L. IENARES |-
rman ol the Board PGS SRo

] e
({d{: s el

DENNIS T, VILLAREAL
Chief Execulive OlTicer/President

d§

JAISTE M. BALISACAN
Treasuret/Senior Vice President — Finance and Administration

Signed this Tth day of April 2021,

o, B0 Towers Pasuo forresly Cilibank Cester) 2747 Pazan ga Roxas, Makali City, 1209 Tl Ho (534 28104
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INDEPENDENT AUDITOR’S REPORT

The Board of Directors and the Stockholders
SPC Power Corporation

7" Floor, Cebu Holdings Center

Archbishop Reves Avenue, Cebu Business Park

Cebu City

Report on the Audit of the Parent Company Financial Statements

Opinion

We have audited the parent company financial statements of SPC Power Corporatian {Parent Company),
which comprise the parent company statements of financial position as at December 31, 2020 and 2019,
and the parent company statements of comprehensive income, parent company statements of changes in
equity and parent company statements of cash flows for each of the three vears in the period ended
December 31, 2020, and notes to the parent company financial statements, including a summary af

significant accounting policies.

In our apinion, the accompanying parent company financial statements present faicly, in all material
respects, the financial position of the Parent Company as at December 31, 2020 and 2019, and its tinancial
performance and its cash flows for each of the three years in the period ended December 31, 2020, in
accordance with Philippine Financial Reporting Standards (PFRSs).

Basis for Opinion

We conducted our audits in accordance with Philippine Standards on Auditing (PSAs). Our
responsibilities under those standards are further described in the Awudlitor's Responsibilities for the Audit
of the Parent Company Financial Statements section of our report, We are independent of the Parent
Company in aceordance with the Coede of Ethics for Professional Accountants in the Philippines (Code of
Ethics) together with the ethical requirements that are relevant to our audit of the parent company
financial statements in the Philippines, and we have fulfilled our other ethical responsibilities in
accordance with these requirements and the Code of Ethics. We believe that the audit evidence we have
obtained is sufficient and appropriate to provide a basis for our opinion,

Responsibilities of Management and Those Charged with Governance for the Parent Company
Financial Statements

Management is responsible for the preparation and fair presentation of the parent company financial
statements in accordance with PFRSs, and for such internal controlas.management determinesis
to enable the preparation of parent company financial atermnditsthat are free front nitterial

necessary L
'L."-\'L:!GL: T-'-'-."I"-‘.‘.'"-'-:-; T RN 5 sl I
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misstatement, whether due to fraond or error,
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Tn preparing the parent company financial statements, management is responsible for assessing the Parent
Companys ability to continue as a going concern, disclosing, as applicable, matters related to going
concern and using the going concern basis of accounting unless management gither intends to liquidate
the Parent Company or to cease operations, or has no realistic alternative but to do so.

Those charged with governance are responsible for overseeing the Parent Company’s financial reporting
Process.

Auditor’s Responsibilities for the Audit of the Parent Company Financial Statements

Our objectives are to obtain reasonable assurance about whether the parent company financial statements
as a whole are free from material misstatement, whether due to fraud or error, and 1o issue an auditor’s
report that includes our opinion, Reasonable assurance is a high level of assurance, but is not & guarantee
that an audit conducted in accordance with PSAs will always detect a material misstatement when it
exists. Misstatements can arise from fraud or error and are considered material if, individually or in the
aggregate, they could reasonably be expected to influence the econom ic decisions of users taken on the

basis of these parent company financial statements.

As part of an audit in accordance with PSAs, we exercise professional judgment and maintain
professional skepticism throughout the audit. We also:

= Identify and assess the risks of material misstatement of the parent company financial statements,
whether due to fraud or error, design and perform audit procedures responsive fo those risks, and
obtain audit evidence that is sufficient and appropriate to provide a basis for our opinion. The risk of
not detecting a material misstatement resulting from fraud is higher than for oné resulting from error,
as fraud may involve collusion, forgery, intentional omissians, mistepresentations, or the override of

internal control.

»  Obtain an understanding of internal control relevant to the audit in order to design audit procedures
that are appropriate in the circumstances, but not for the purpose of expressing an opinion on the
effectiveness of the Parent Company's internal control.

Evaluate the appropriateness of accounting policies used and the reasonableness of accounting
estimates and related disclosures made by management.

«  Conclude on the appropriateness of management's use of the going concern basis of accounting and,
based on the audit evidence obtained, whether a material uncertainty exists related to events or
conditions that may cast significant doubt on the Parent Company’s ability to continue as a going
concern, 1f we conclude that a material uncertainty exists, we are required to draw attention in our
auditor’s report to the related disclosures in the parent company financial statements or, if such
disclosures are inadequate, to modify our opinion, Our conclusions are based on the audit evidence
obtained up to the date of our auditor’s report. Hewever, future events or conditions may cause the

Parent Company to cease to continue as a going concern.

»  Evaluate the overall presentation, structure and content of the parent company financial statements,
including the disclosures, and whether the parent company financial statements represent the
underlying transactions and events in a manner that achieves fair presentation.
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We communicate with those charged with governance regarding, among other matters, the planned scope
and timing of the audit and significant audit findings, including any significant deficiencies in internal
control that we identify during our audir.

We also provide those charged with governance with a statement that we have complied with relevant
ethical requirements regarding independence, and to communicate with them all relationships and other
matters that may reasonably be thought 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 purpose of forming an opinion on the parent company

financial statements taken as a whole. The supplementary information required under Revenue
Regulations 15-2010 in Note 26 to the parent company financial statements is presented for purposes of
filing with the Bureau of Internal Revenue and is not a required part of the basic financial statements.
Such information is the responsibility of the management of SPC Power Corporation. The information
has been subjected to the auditing procedures applied in our audit of the basic financial statements. [n our
opinion, the information is fairly stated, in all material respects, in relation to the basic financial
statements taken as a whole.

[he engagement partner on the audit resulting in this independent auditor’s report is Alvin M. Pinpin,
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CPA Certificate Mo, 94303
Accraditation No. 94303-5EC (Group A) .
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financial statements of SEC covered institutions
Tax [dentification No, 198-819-157
BIR Accreditation No. 08-001998-070-2020,
Decermber 3, 2020, valid until December 2, 2023
PTR No. 8534344, January 4, 2021, Makati City

April 7, 2021
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SPC POWER CORPORATION
PARENT COMPANY STATEMENTS OF FINANCIAL POSITION

December 31

2020 Y
ASSETS
Current Assets
Cash and eash equivalents (Mote 4} P3.430,227 581 B2,743,899,203
Trade and acher receivables {Mote T} 76,123,926 75,603,197
ddaterials and supplies (Note B} 0,323,977 58,028,612
Prepavments and other current asscts (MNote 9] 13,765,721 38,560,238
Total Current Assels 3.590,441,205 2,916,091,237
Moncurrent Assels
Investments in associates (MNate 10} 1.,552,405,368 2,852,465,368
[nvestiments in subsidiaries (MNate L1) 341,177,829 141,177,429
Property, plant and equipment (Mate 12} 418,667,504 445,495,718
Other noncurrent assets (Motes 13 and 25) 13,256,042 20,756,313
Tatal Mancurrent Assets 3.635,567,103 3,6072.895.223
TOTAL ASSETS £7,224,008,308 B, 538,086,463
LIABILITIES AND EQUITY
Current Liabilities
Trade and other pavables (Mote 14) B§5,170,098 P93,625,197
[ncome tax payeble 11,953,850 14.917,058
Current portion of lease liabilities (Mote 23 4,427,756 3,116,648
Total Current Liahilities 101,581,744 113,658,903
MNoncurrent Liahilities
Pension liability (Note 21) 1,336,800 1,076,310
Lease liabilities - net of current portion [Note 23) = 3,385,634
Total Neoncurrent Liabilitics 1,336,800 4,461,944
Total Liabilitics 102,918,544 118,120,847
Equity
Capital stock - P1 par value (Nate 15}
Authorized - 2,000,000,000 shares
lzsued - 1,56%,491,900 shares 1,569,491,%00 1,569,491,500
Additional paid-in capital 86,810,752 86,810,752
Retained earnings (MNole 15):
Appropriated for future expansion projects 1,800,000,000 2, 800,000,000
Unappropriated 3,789,122 453 2,138,966,2946
Other comprehensive income:
Remeasurement of employee benefits (Nole 21) 2,922,833 954,844
Net unrealized valuation gains on financial asset at fair value through
other comprehensive ingome (FYOCI) (Mote 13) 5,750,000 5,630,000
Treasury stock at cost - 72,940,097 shares (Mote 13} (131,008,174) (131,008,174)
Tatal Equity 7.123,089,704 6,470, 865,618
TOTAL LIABILITIES AND EQU[TT““W., PR -R7,226,008.303 PG,588,986 465
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SPC POWER CORPORATION

PARENT COMPANY STATEMENTS OF COMPREHENSIVE INCOME

Years Ended December 31

2020

2019

2018

REVENUE
Operating fees (Molte 25)

B3)0,169,979

B282,322,488

B10,356,843

COST OF SERVICES
Plant operations (Notes 16 and 25} (179,619,355} (217,400,298} {36,736,663)
GROSS PROFIT (LOSS) 150,550,624 64,922,190 (26,379.820)
GENERAL AND ADMINISTRATIVE

EXPENSES MNote 17) (135,997,743) {190,299,252) (163,823.927)
OTHER INCOME (CHARGES)
Dividend incame (Notes 5, 10 and 11) 1,720,729,579 1,782,586,723 1,797 383,787
Service income (Note 5) 120,007,156 123,643,736 120,007,156
Interest income {Mate 6) 47,362,989 89,347,432 41,191,175
Interest expense (Notes 23 and 24) (370,931) (680,963) (881,545)
Changes in asset retirement obligation (Note 12) - - 21,284,645
Others - nat (Motes 4, 5, 12 and 25) {6,007,028) (116,782) 226,252,700

1,881,721,765

1,994,780, 146

2,205,237,931

INCOME BEFORE INCOME TAX 1,896,274,646 1,869,403,084 2,015,034,184
PROVISION FOR INCOME TAX {Note 20 48,877,047 35,474,763 64,017,680
NET INCOME 1,847,397,599 1,833,928,321 1,951.016,504
OTHER COMPREHENSIVE INCOME
Items that will not be reclassified to profit or loss:
Remeasurement gain (loss) on employee benefits,
net of tax effect (Mote 21) 1,967,989 {2,337,709) 4,212,097
Unrealized valuation gain on financizl asset at
FVOCI (Note 13) 100,000 800,000 L, 500,00
2,067,989 (1,537,709) 5,712,097
TOTAL COMPREHENSIVE INCOME P1.849,465,588 BI,832,390,612  P1.935,728.601
EARNINGS PER SHARE (BASIC/DILUTED)
{Mote 15) ?1.23 B#1.23 B#1.30
Sae gocampanying Netes to Pavent Company Finanelal Stataments. B s T
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SPC POWER CORPORATION

PARENT COMPANY STATEMENTS OF CASH FLOWS

Years Ended December 31

20210

2019

2018

CASH FLOWS FROM OPERATING
ACTIVITIES

Income before income tax

Adjustments to reconcile income before income
tax o net cash flows;
Dividend income (Notes 5, 10 and 11)

F1,896,274,646

(1,720,729,579)

B1,869,403,084

{1,782,586,723)

B2,015.034, 184

(1,797,383 787}

Interest income (MNote 6) (47,362,9589) {80,347 432) (41,191,175)
Depreciation and amaortization
(Motes 12 and 19) 40,720,148 36,544,512 13,141,696
Net changes in pension and asset retirement
obligation (Note 21) 2,228,479 | 46,528 (21,025,415)
Unrealized foreign exchange loss (gain) {396,648) 930,797 (1,300,841)
[nterest expense (Notes 23 and 24) 370,91 630,963 881,545
Lass (gain) on disposal of assets (MNote 12} {107,143) 7,257,697 (959,788)
Provision for impairment on property, plant
and equipment (MNote [2) - - 14,266,880
Operating income before working
capital changes 170,997,845 43,029,424 181,263,299
Decrease {increase) in:
Trade and other receivables {520,729) 337,308,509 {300,292,833)
haterials and supplies (12,295,365) (1,544,317) 275,244,672
Prepayments and ather current assets 24,794,504 9.5347,900 72,307,898
Increase (decrease) in trade and other payables (8,455,009 25,526,463 {737, 130.874)
Met cash generated from {used in) operations 174,521,156 413,867,981 {308,607,838)
[ncome taxes paid (51,810,215) {25,129,002) {69,500,863)
[nterest received 47,362,989 B0,347.432 41,191,175
Interast paid (Notes 23 and 24) {370,931 (680,963) -
Net cash flows from (used in) operating
activilies 169,702,999 477,405,448 (536.917,526)

CASH FLOWS FROM INVESTING
ACTIVITIES

Cash dividends received (Notes 5, 10 and 11)

Additions to property, plant and equipment

1,720,729,579

1,782,586,723

1,797,383,787

(Note 12) (9,284,043) {63,247,563) (56,219,762)
Cash inflows {outflows) arising from advances

to suppliers and contractors and others

{Motes 13 and 25) 5,992,020 (12,213,959) [,143 453,081
Proceeds from disposal of property and

equipment MNote 12} 107,143 7.142,858 1,593,750

Net cash flows from investing activities

1,717,544,699

(Farward)
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Years Ended December 31

2020 2019 2018

CASH FLOWS FROM FINANCING
ACTIVITIES

Cash dividends paid (Mote 15)

Payment of principal portion of lease liabilities

(P1,197,241,442) (B1,646,206,983) (B1,197.241.442)

{Note 24) (4,074,526) (2,024,615) 2
Cash flows used in financing activities (1,201,315,968)  (1,648,231,598)  (1,197,241,442)
NET INCREASE IN CASH AND CASH

EQUIVALENTS 685,931,730 543,441,907 1,132,051 888
EFFECT OF EXCHANGE RATE

CHANGES ON CASH AND CASH

EQUIVALENTS 396,648 (930,797) 1,300,841
CASH AND CASH EQUIVALENTS

AT BEGINNING OF YEAR 2,743,899.203 2,201,388,093 [.047.835,364
CASH AND CASH EQUIVALENTS

AT END OF YEAR (MNote 6) $3,430,227,581  B2,743,865.203  B2.201,388.093
See accompanying Notes ta Parent Compeany Finatcial Statements, I[{“E""_'. - LI kit ." -
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SPC POWER CORPORATION

NOTES TO PARENT COMPANY FINANCIAL STATEMENTS

Corporate Information

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

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

Under the ROMM Agreement, the Parent Company, at its own cost, rehabilitated, operated,
maintained and managed the NPPC over the coaperation period of 15 years (Cooperation Period:
up to May 29, 2009 for the Land-Based Gas Twbines (LBGTs), and up to March 25, 2012 for the
Cebu Thermal Power Plant (CTPP) |, CTPP 2 and Cebu Diesel Power Plants | (CDPP 1), as

amended).

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

laws.

On April 2, 2002, the Parent Company’s common shares were listed in the Philippine Stock
Exchange (PSE) with ticker symbol: SPC (see Note 15).

On September 9, 2016, the Parent Company's BOD further amended the Parent Company’s Articles
of Incorporation in order to engage in the business of selling, brokering, marketing, or aggregating
electricity ta the end users, The amendments were subsequently approved and confirmed by written
consent of the stockholders representing at least two-thirds of the outstanding capital stock of the
Parent Company. On January 4, 2017, the SEC approved such amendment.

On April 15, 2016, SPC Island Power Corporation (SIPC), a wholly owned subsidiary of the Parent
Company, submitted the highest offer to Power Sector Assets and Liabilities Management
Corporation (PSALM) in the negotiated sale of the 32-MW Power Barge (PB) 104, On June 16,
2016, the Parent Company exccuted an Amendment, Accession and Assumption Agreement with
PSALM and SIPC. Under the agreement, SIPC assigned all its rights and obligations as Buyer of
PB 104 to the Parent Company after PSALM gave its consent pursuant to the provisions of the Asset
Purchase Agreement between SIPC and PSALM. On June 30, 2016, PSA LM turned over the PB

|04 to the Parent Company (see Note 12}

The registered office address of the Parent Company is 7 Floor, Cebu Haldings Center, Archbishop
Reyes Avenue, Cebu Business Park, Cebu City.
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2. Basis of Preparation, Statement of Compliance and Changes in Accounting Policies and
Disclosures

Basis of Preparation

The Parent Company’s financial statements have been prepared on a historical cost basis, except for
financial assets at FVOCI which have been measured at fair value, and are presented in Philippine
Peso, the Parent Company’s functional currency. All amounts are rounded to the nearest Peso

except as otherwise indicated.

The Parent Company also prepares and issues consolidated financial statements for the same period
as the separate financial statements presented in accordance with Philippine Financial Reporting
Standards (PFRSs). These may be obtained at 7" Floor, Cebu Holdings Center, Archbishop Reyes
Avenue, Cebu Business Park, Cebu City.

Statement of Compliance

The Parent Company’s financial statements are presented in accordance with the PFRSs.

Changes in Accounting Policies and Disclosures

The accounting palicies adopted are consistent with those of the previous financial year, except for
the following new and revised standards and Philippine Interpretations which were applied starting
January 1, 2020. The Parent Company has not early adopted any standard, interpretation or
amendment that has been issued but is not yet effective. Unless otherwise indicated, the adoption
did not have any significant impact on the financial statements of the Parent Company.

*  Amendments to PFRS 3, Business Combinations, Definition of a Business

The amendments to PFRS 3 clarifies that to be considered a business, an integrated set of
activities and assets must include, at a minimum, an input and a substantive process that together
significantly contribute to the ability to create output, Furthermore, it clarifies that a business
can exist without including all of the inputs and processes needed to create outputs.

These amendments may impact future periods should the Parent Company enter into any
business combinations,

»  Amendments to PFRS 7, Financial imstruments: Disclosures and PFRS 9, Financial
Inspruments, Interest Rate Benchmark Reform

The amendments to PFRS 9 provide a number of reliefs, which apply to all hedging relationships
that are directly affected by the interest rate benchmark reform. A hedging relationship is
affected if the reform gives rise to uncertainties about the timing and or amount of benchmark-
based cash flows of the hedged item or the hedging instrument.

These amendments did not have any impact on the financial statements of the Parent Company.

s Amendments to PAS 1, Presentation of Financial Statements, and PAS 8, Accounting Policies,
Changes in Accounting Estimates and Errors, Definition of Material

The amendments provide a new definition of material that states “information is material if
omitting, misstating or obscuring it could reasonably be expected to influence decisions that the
primary users of general purpose financial statements make on the basis of those financial
statements, which provide financial information about a specific reporting entity.”

AN A
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The amendments clarify that materiality will depend on the nature or magnitude of information,
either individually or in combination with other information, in the context of the financial
statements. A misstatement of information is material if it could reasonably be expected to
influence decisions made by the primary users.

The amendments affect disclosures only and do not affect the Parent Company’s financial
statements.

Conceptual Framework for Financial Reporting issued on March 29, 2018

The Conceptual Framework is not a standard, and none of the concepts contained therein
override the concepts or requirements in any standard. The purpose of the Conceptual
Framework is to assist the standard-setters in developing standards, to help preparers develop
consistent accounting policies where there is no applicable standard in place and to assist all
parties to understand and interpret the standards.

The revised Conceptual Framework includes new concepts, provides updated definitions and
recognition criteria for assets and liabilities and clarifies some important concepts.

The adoption of the revised conceptual framework did not have any impact on the Parent
Company's financial statements.

Amendments to PFRS 16, COVID-19-related Rent Concessions

The amendments provide relief to lessees from applying the PFRS [6 requirement on |ease
modifications to rent concessions arising as a direct consequence of the COVID-19 pandemic.
A lessee may elect not to assess whether a rent concession from a lessor is a lease modification
it it meets all of the following criteria;

= The rent concession is a direct consequence of COVID-19;

» The change in lease payments results in a revised lease consideration that is substantially
the same as, or less than, the lease consideration immediately preceding the change;

*  Any reduction in lease payments affects only payments ariginally due on or before

June 30, 2021; and
»  There is no substantive change to other terms and conditions of the lease.

A lessee that applies this practical expedient will account for any change in lease payments
resulting from the COVID-19 related rent concession in the same way it would account for a
change that is not a lease modification, i.e., as a variable lease payment.

The amendments are effective for annual reporting periods beginning on or after June 1, 2020.
Early adoption is permitted. The Parent Company adopted the amendments beginning

January 1, 2020,

These amendments did not have any impact on the financial statements of the Parent Company
because the Parent Company’s lessors did not grant any lease concessions to the Parent

Company during the year.
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New Standards and Interpretation Issued and Effective after December 31, 2020

The Parent Company will adopt the pronouncements enumerated below when these become
effective. Except as otherwise indicated, the Parent Company does not expect the future adoption
of the said pronouncements to have significant impact on its financial statements.

Effective beginning on or after January 1, 2021

Amendments to PFRS 9, PFRS 7, PFRS 4 and PERS 16, Interest Rate Benchmark Reform -
Phase 2

The amendments provide the following temporary reliefs which address the financial reporting
effects when an interbank offered rate (IBOR) is replaced with an alternative nearly risk-free
interest rate (RFR):

= Practical expedient for changes in the basis for determining the contractual cash flaws as a

result of IBOR reform;
= Relief from discontinuing hedging relationships; and
»  Relief from the separately identifiable requirement when an RFR instrument is designated

as a hedge of a risk compoenent
The Parent Company shall also disclose information about:

»  The about the nature and extent of risks to which the entity is exposed arising from financial
instruments subject to IBOR reform, and how the entity manages those risks; and
»  Their progress in completing the transition to alternative benchmark rates, and how the

entity is managing that transition

The amendments are effective for annual reporting periods beginning on or after
January 1, 2021 and apply retrospectively; however, the Parent Company is not required to

restate prior periods.

Effective beginning on or gfter January 1, 2022

Amendments to PFRS 3, Reference to the Conceptual Framework

The amendments are intended to replace a reference to the Framework for the Preparation and
Presentation of Financial Statements, issued in 1989, with a reference to the Conceptual
Framework for Financial Reporting issued in March 2018 without significantly changing its
requirements. The amendments added an exception to the recognition principle of PFRS 3,
Buginess Combinations to avoid the issue of patential “day 2 gains or losses arising for liabilities
and contingent liabilities that would be within the scope of PAS 37, Provisions, Contingent
Liabilities and Contingent Assets or Philippine-IFRIC 21, Levies, if incurred separately. At the
same time, the amendments add a new paragraph to PFRS 3 to clarify that contingent assets do

not qualify for recognition at the acquisition date.

The amendments are effective for annual reporting periods beginning on or after January 1,
2022 and apply prospectively.

Amendments to PAS 16, Plant and Equipment: Proceeds before Intended Use

The amendments prohibit entities deducting from the cost of an item of property, plant and
equipment, any proceeds from selling items produced while bringing that asset to the location
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and condition necessary for it to be capable of operating in the manner intended by management.
Instead, an entity recognizes the proceeds from selling such items, and the costs of producing
those items, in profit or loss.

The amendment is effective for annual reporting periods beginning on or after January 1, 2022
and must be applied retrospectively to items of property, plant and equipment made available
for use on or after the beginning of the earliest period presented when the entity first applies the

amendment.
The amendments are not expected to have a material impact on the Parent Company.

Amendments to PAS 37, Onerous Contracts - Costs of Fulfilling a Contract

The amendments specify which costs an entity needs to include when assessing whether a
contract is onerous or loss-making, The amendments apply a “directly related cost approach™.
The costs that relate directly to a contract to provide goods or services include both incremental
costs and an allocation of costs directly related to contract activities. General and administrative
costs do not relate directly to a contract and are excluded unless they are explicitly chargeable
to the counterparty under the contract.

The amendments are effective for annual reporting periods beginning on or after January 1,
2022. The Parent Company will apply these amendments to contracts for which it has not yet
fulfilled all its obligations at the beginning of the annual reporting period in which it first applies
the amendments,

Annual Improvements to PFRSs 20182020 Cycle

«  Amendments to PFRS [, First-time Adoption of Philippines Financial Reporting Standards,
Subsidiary as a first-time adopter

The amendment permits a subsidiary that elects to apply paragraph D16(a) of PFRS 1 to0
measure cumulative translation differences using the amounts reported by the parent, based
on the parent’s date of transition to PFRS. This amendment is also applied to an associate
or joint venture that elects to apply paragraph D16(a) of PFRS 1.

The amendment is effective for annual reporting periods beginning on or after January 1,
2022 with earlier adoption permitted. The amendments are not expected to have a material
impact on the Parent Company.

s Amendments to PFRS 9, Financial Instruments, Fees in the 10 per cent’ test for
derecognition of financial liabilities

The amendment clarifies the fees that an entity includes when assessing whether the terms
of a new or modified financial liability are substantially different from the terms of the
original financial liability. These fees include only those paid or received between the
borrower and the lender, including fees paid or received by either the borrower or lender on
the other's behalf, An entity applies the amendment to financial liabilities that are modified
or exchanged on or after the beginning of the annual reporting period in which the entity
first applies the amendment.

The amendment is effective for annual reporting periods beginning on or after January 1,
2022 with earlier adoption permitted. The Parent Company will apply the amendments to

AN R A
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financial liabilities that are modified or exchanged on or after the beginning of the annual
reporting period in which the entity first applies the amendment.

The amendments are not expected to have a material impact on the Parent Company.
= Amendments to PAS 41, Agricudture, Taxation in fair value measurements

The amendment removes the requirement in paragraph 22 of PAS 41 that entities exclude
cash flows for taxation when measuring the fair value of assets within the scope of

PAS 41,

An entity applies the amendment prospectively to fair value measurements on or after the
beginning of the first annual reporting period beginning on or after January 1, 2022 with
earlier adoption permitted.

The amendments are not expected to have any impact on the Parent Company.

Effective beginning on or after January I, 2013

Amendments to PAS 1, Classification of Liabilities as Current or Noncurrent

The amendments clarify paragraphs 69 to 76 of PAS |, Presentation of Financial Statements,
to specify the requirements for classifying liabilities as current or noncurrent. The amendments

clarify:

= What is meant by a right to defer settlement;

= That a right to defer must exist at the end of the reporting period;

= That classification is unaffected by the likelihood that an entity will exercise its deferral
right; and

= That only if an embedded derivative in a convertible liability is itself an equity instrument

would the terms of a liability not impact its classification

The amendments are effective for annual reporting periods beginning on or after January 1,
2023 and must be applied retrospectively. The Parent Company has no existing loan agreements
as of December 31, 2020 but the Parent Company will continue to assess the impact the

amendments will have on the Parent Company,

PFRS 17, fnsurance Contracts

PFRS 17 is a comprehensive new accounting standard for insurance contracts covering
recognition and measurement, presentation and disclosure. Once effective, PFRS 17 will
replace PERS 4, Insurance Contracts. This new standard on insurance contracts applics to all
types of insurance contracts (i.e,, life, non-life, direct insurance and re-insurance), regardless of
the type of entities that issue them, as well as to certain guarantees and financial instruments
with discretionary participation features. A few scope exceptions will apply.
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The overall objective of PFRS 17 is to provide an accounting model for insurance contracts that

is more useful and consistent for insurers. In contrast (o the requirements in PFRS 4, which are

largely based on grandfathering previous local accounting policies, PFRS 17 provides a

comprehensive model for insurance contracts, covering all relevant accounting aspects, The

core of PFRS 17 is the general model, supplemented by:

« A specific adaptation for contracts with direct participation features (the variable fee
approach)

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

PFRS 17 is effective for reporting periods beginning on or after January 1, 2023, with
comparative figures required, Early application is permitted. This amendment does not have
an impact on the financial statements of the Parent Company.

Deferred effectivity

«  Amendments to PERS 10, Consolidated Financial Statements, and PAS 28, Sale or Co ntribution
of Assets between an Investor and its Associate or Joint Venture

The amendments address the conflict between PFRS 10 and PAS 28 in dealing with the loss of
control of a subsidiary that is sold or contributed to an associate or joint venture. The
amendments clarify that a full gain or loss is recognized when a transfer to an associate or joint
venture involves a business as defined in PFRS 3. Any gain or loss resulting from the sale or
contribution of assets that does not constitute a business, however, is recognized only to the
extent of unrelated investors’ interests in the associate or joint venture.

On January 13, 2016, the Financial Reporting Standards Council deferred the original effective
date of January [, 2016 of the said amendments until the International Accounting Standards
Board (IASB)} completes its broader review of the research project on equity accounting that
may result in the simplification of accounting for such transactions and of other aspects of
accounting for associates and joint ventures.

The amendments may apply to future transactions of the Parent Company.

3.

Summary of Significant Accounting Policies

Cash and Cash Equivalents

Cash consists of cash on hand and in banks, Cash equivalents are short-term, highly liquid
investments that are readily convertible to known amounts of cash with original maturities of three
(3) months or less from dates of acquisition and that are subject to an insignificant risk of change in

value.

Financial Instruments - Classification and Measurement

Classification of Financial Assets. Financial assets are classified in their entirety based on the
contractual cash flows characteristics of the financial assets and the Parent Company’s business
model for managing the financial assets. The Parent Company classifies its financial assets into the

fallowing measurement categories:

s Financial assets measured at amortized cost,
s Financial assets measured at fair value through profit or loss (FVPL);

A



-§-

s Financial assets measured at FVOCI, where cumulative gains or losses previously recognized
are reclassified to profit or loss;

«  Financial assets measured at FYOCI, where cumulative gains or losses previously recognized
are not reclassified to profit or loss.

Coniractual Cash Flows Characteristics. If the financial asset is held within a business maodel
whose abjective is to hold assets to collect contractual cash flows or within a business model whose
objective is achieved by both collecting contractual cash flows and selling financial assets, the
Parent Company assesses whether the cash flows from the financial assct represent solely payments
of principal and interest (SPPI) on the principal amaount outstanding.

In making this assessment, the Parent Company determines whether the contractual cash flows are
consistent with a basic lending arrangement, i.e., interest includes consideration only for the time
value of money, credit risk and other basic lending risks and costs associated with holding the
financial asset for a particular period of time. In addition, interest can include a profit margin that
is consistent with a basic lending arrangement. The assessment as to whether the cash flows meet
the test is made in the currency in which the financial asset is denominated. Any other contractual
terms that introduce exposure to risks or volatility in the contractual cash flows that is unrelated to
a basic lending arrangement, such as exposure to changes in equity prices or commodity prices, do
not give rise to contractual cash flows that are solely payments of principal and interest on the

principal amount cutstanding.

Business Model, The Parent Company’s business model is determined at a level that reflects how
groups of financial assets are managed together to achieve a particular business objective. The
Parent Company’s business model does not depend on management’s intentions for an individual

instrument,

The Parent Company’s business model refers to how it manages its financial assets in order to
generate cash flows. The Parent Company’s business model determines whether cash flows will
result from collecting contractual cash flows, selling financial assets or both. Relevant factors
considered by the Parent Company in determining the business model for a group of financial assets
include how the performance of the business model and the financial assets held within that business
model are evaluated and reported to the Parent Company’s key management personnel, the risks
that affect the performance of the business model (and the financial assets held within that business
model) and how these risks are managed and how managers of the business are compensated.

Financial dssets af Amortized Cost. A financial assel is measured at amartized cost if (a) it is held
within a business model for which the objective is to hold financial assets in order to collect
contractual cash flows and (b) the contractual terms of the financial asset give rise on specified dates
to cash flows that are solely payments of principal and interest on the principal amount outstanding,

These financial assets are initially recognized at fair value plus directly attributable transaction costs
and subsequently measured at amortized cost using the effective interest rate (EIR) method, less any
impairment in value. Amortized cost is calculated by taking into account any discount or premium
on acquisition and fees and costs that are an integral part of the EIR. The amortization is included
in “Interest income" in the statement of comprehensive income and is calculated by applying the
EIR to the gross carrying amount of the financial asset, except for (a) purchased or originated credit-
impaired financial assets and (b) financial assets that have subsequently become credit-impaired,
where, in both cases, the EIR is applied to the amortized cost of the financial asset, Losses arising
from impairment are recognized in “Provision for impairment losses” under “General and
administrative expenses” in the parent company statements of comprehensive income.
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As at December 31, 2020 and 2019, the Parent Company has financial asscts at amorlized cost
consisting of cash and cash equivalents and trade and other receivables (see Notes 3, 6 and 7).

Financial Assets at FVPL. Financial assets at FVPL are measured at FVPL unless these are
measured at amortized cost or at FVOCI, Included in this classification are equity investments held
for trading and debt instruments with contractual terms that do not represent solely payments of
principal and interest. Financial assets held at FVPL are initially recognized at fair value, with
transaction costs recognized in the statement of income as incurred.  Subsequently, they are
measured at fair value and any gains or losses are recognized in the statement of incame.

Additionally, even if the asset meets the amortized cost or the FVOCI criteria, the Parent Company
may choose at initial recognition to designate the financial asset at FVPL if doing so eliminates or
significantly reduces a measurement or recognition inconsistency (an accounting mismatch) that
would otherwise arise from measuring financial assets on a different basis.

Trading gains or losses are calculated based on the results arising from trading activities of the
Parent Company, including all gains and losses from changes in fair value for financial assets and
financial liabilities at FVPL, and the gains or losses from disposal of financial investments,

As at December 31, 2020 and 2019, the Parent Company does not have equity instruments at FVPL.

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

loss (ECL) model.

The Parent Company may also make an irrevocable election to measure at FVOCI on initial
recognition investments in equity instruments that are neither held for trading nor contingent
consideration recognized in a business combination in accordance with PFRS 3. Amounts
recognized in OCI are not subsequently transferred to profit or loss, However, the Parent Company
may transfer the cumulative gain or loss within equity. Dividends on such investments are
recognized in profit or loss, unless the dividend clearly represents a recavery of part of the cost of

the investment.
Dividends are recognized in profit or loss only when:

« the Parent Company’s right to receive payment of the dividend is established;
* it is probable that the economic benefits associated with the dividend will flow to the Parent

Company; and
»  the amount of the dividend can be measured reliably.

As at December 31, 2020 and 2019, the Parent Company’s financial assets at FVOCI includes
proprietary golf club shares recorded as part of “Other noncurrent assets” (see Notes 13 and 22).
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Classification of Financial Liabilities, Financial liabilities are measured at amortized cost, except
for the following:

* Financial liabilities measured at FVPL;
«  Financial liabilities that arise when a transfer of a financial asset does not qualify for

derecognition or when the Parent Company retains continuing involvement;

»  Financial guarantee contracts;
»  Commitments to provide a loan at a below-market interest rate; and
«  Contingent consideration recognized by an acquirer in accordance with PFRS 3.

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

= if a host contract contains one or more embedded derivatives; or

* if'agroup of financial liabilities or financial assets and liabilities is managed and its performance
evaluated on a fair value basis in accordance with a documented risk management or investment
strategy.

Where a financial liability is designated at FVPL, the movement in fair value attributable to changes
in the Parent Company’s own credit quality is calculated by determining the changes in credit
spreads above observable market interest rates and is presented separately in other comprehensive

income.

The Parent Company’s financial liabilities include trade and other payables (see Notes 5 and 14).

Impairment of Financial Assets
The Parent Company uses the single, forward-looking “expected loss” impairment model and

recognizes ECL for the following financial assets that are not measured at FVPL:

= Debt instruments that are measured at amortized cost and FVOCI;

= Loan commitments; and
= Tinancial guarantee contracts

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

» an unbiased and probability-weighted amount that is determined by evalualing a range of

possible outcomes;

»  the time value of money; and
= reasonable and supportable information that is available without undue cost or effort at the

reporting date about past events, current conditions and forecasts of future economic conditions.

Financial assets migrate through the following three stages based on the change in credit quality
since initial recognition:

«  Stage I: I2-month ECL. For credit exposures where there have not been significant increases
in credit risk since initial recognition and that are not credit-impaired upon origination, the
partion of lifetime ECLs that represent the ECLs that result from default events that are possible
within the 12-months after the reporting date are recognized.
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o Stage 20 Lifetime ECL - not credit-impaived. For credit exposures where there have been
significant increases in credit risk since initial recognition on an individual or collective basis
but are not credit-impaired, lifetime ECLs representing the ECLs that result from all possible
default events over the expected life of the financial asset are recognized.

= Stage 3: Lifetime ECL - credit-impaired. Financial assets are credit-impaired when one or more
events that have a detrimental impact on the estimated future cash flows of those financial assets
have accurred. For these credit exposures, lifetime ECLs are recognized and interest revenue
is calculated by applying the credit-adjusted effective interest rate to the amortized cost of the

financial asset.

Loss allowances are recognized based on 12-month ECL for debt investment securities that are
assessed to have low credit risk at the reporting date. A financial asset is considered to have low

eredit risk if’

»  the financial instrument has a low risk of default;
» the borrower has a strong capacity to meet its contractual cash flow obligations in the near

term; or
« adverse changes in economic and business conditions in the longer term may, but will not
necessarily, reduce the ability of the borrower to fulfil its contractual cash flow obligations.

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

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

An exposure will migrate through the ECL stages as asset quality deteriorates. If; in a subsequent
period, asset quality improves and also reverses any previously assessed significant increase in
credit risk since origination, then the loss allowance measurement reverts from lifetime ECL to

12-month ECL,

Simplified Approach. The simplified approach, where changes in credit risk are not tracked and loss
allowances are measured at amounts equal to lifetime ECL, is applied to *Trade and other
receivables’, The Parent Company has established a provision matrix for commercial and industrial
business segments that is based on historical credit loss experience, adjusted for forward-looking
factors specific to the debtors and the economic environment.

The Parent Company considers a financial asset to be in default when internal or external

information indicates that the Parent Company is unlikely to receive the outstanding contractual
amounts in full before taking into account any credit enhancements held by the Parent Company.
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Offsetting Financial Instruments
Financial assets and financial liabilities are offset and the net amount reported in the statement of

financial position if, and only if, the Parent Company has a legally enforceable right to offset the
recognized amounts and there is an intention to settle on a net basis, or to realize the asset and sertle
the liability simultancously. The Parent Company assesses that it has a currently enforceable right
of offset if the right is not contingent on a future event, and is legally enforceable in the normal
course of business, event of default, and event of insolvency or bankruptey of the Parent Company
and all of the counterparties.

Deerecognition of Financial Assets and Liabilities

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

= the rights to receive cash flows from the asset have expired;

= the Parent Company retains the right to receive cash flows from the asset, but has assumed an
obligation to pay them in full without material delay to a third party under a *pass-through’
arrangement; or

= the Parent Company has transferred its rights to receive cash flows from the asset and either (a)
has transferred substantially all the risks and rewards of the asset, or (b) has neither transferred
nor retained substantially all the risks and rewards of the asset but has transferred control of the

assel,

Financial Liabilities. A financial liability is derecognized when the obligation under the liability is
discharged or cancelled or has expired.

Fair Value Measurement
Fair value is the price that would be received to sell an asset or paid to transfer a liability in an

orderly transaction between market participants at the measurcment date. The fair value
measurement is based on the presumption that the transaction to sell the asset or transfer the liability

takes place either:

s [n the principal market for the asset or liability; or
= In the absence of a principal market, in the most advantageous market for the asset or liahility.

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

The fair value of an asset or a liability is measured using the assumptions that market participants
would use when pricing the asset or liability, assuming that market participants act in their economic
best interest.

A fair value measurement of a nonfinancial asset takes into account a market participant's ability to
generate economic henefits by using the asset in its highest and best use or by selling it to another
market participant that would use the asset in its highest and best use.

The Parent Company uses valuation techniques that are appropriate in the circumstances and for
which sufficient data are available to measure fair value, maximizing the use of relevant observable

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

+  Level | - Quoted (unadjusted) market prices in active markets for identical assets or liabilities;

»  Level 2 - Valuation techniques for which the lowest level input that is significant to the fair
value measurement is directly or indirectly observable; and

«  Level 3 - Valuation techniques for which the lowest level input that is significant to the fair
value measurement is unobservahle,

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

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

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

repairs and maintenance of the property, plant and equipment, are stated at the lower of cost and net
realizable value (NRV). Cost is determined using the moving average method., NRV is the current
replacement cost in the ordinary course of business,

Value-added Tax (VAT

Revenue, expenses, and assets are recognized net of the amount of VAT, if applicable. When VAT
from sales of goods and/or services (output VAT) exceeds VAT passed on from purchases of goods
or services (input VAT), the excess is recognized as payable in the statement of financial position.
When VAT passed on from purchases of goods or services (input VAT) exceeds VAT from sales
of goods and/or services (output VAT), the excess is recognized as an asset in the statement of
financial position to the extent of the recoverable amount.

The Parent Company's investments in associates and subsidiaries are accounted for at cost less any
impairment loss, in accordance with PAS 27, Separate I inancial Statements, An associate is an
entity in which the Parent Company has significant influence and which is neither a subsidiary nor
a joint venture. A subsidiary is an entity that is controlled by the Parent Company.

Investments in Associates and Subsidiaries

Property, Plant and Equipment
Property, plant and equipment are stated at cost, excluding the costs of day-to-day servicing, less

accumulated depreciation and any allowance for impairment losses.

The initial cost of property, plant and equipmenl comprises its purchase price, including import
duties and non-refundable purchase taxes, after deducting trade discounts and rebates and any
directly attributable cost of bringing the asset to its working condition and lacation for its intended
sse. Such cost includes the cost of replacing part of such property, plant and equipment and
barrowing costs for long term construction projects when the recognition criteria are met. Cost also
includes asset retirement obligation specifically for property, plant and  equipment
installed/constructed on the leased properties.
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Advances to suppliers and contractors to be applied as payment for assets to be classified as
property, plant and equipment are presented as noncurrent asset and ineluded as part of “Other
noncurrent assets” in the statements of financial position.

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

The carrying amount of the replaced part, regardless of whether the replaced part had been
depreciated separately, is derecognized if an entity recognizes in the carrying amount of an item of
property, plant and equipment the cost of a replacement for part of the item. I it is not practicable
for an entity to determine the carrying amount of the replaced part, it may use the cost of the
replacement as an indication of what the cost of the replaced part was al the time it was acquired or
constructed. When each major inspection is performed, its cost is recognized in the carrying amount
of the item of property, plant and equipment as a replacement if the rec ognition criteria are satisfied.

Depreciation of property, plant and equipment commences once the assets are available for use and
is computed on a straight-line bagis over the estimated useful lives of the assets or lease term (for
right-of-use assets), whichever is shorter, as follows:

Category ) No. of Years
Buildings, plant machinery and equipment 2-15
Motor vehicles 2-5
Furniture and office equipment 212
Partitions and air conditioners 2-12

2=3

Right-of-use assets

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

When assets are retired or otherwise disposed of, the cost and the related accumulated depreciation
and any allowance for impairment losses are removed from the accounts and any resulting gain or

loss is credited to or charged to current operations.

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

It is the Parent Company’s policy to classify right-of-use asscts as part of property and equipment.
The Parent Company recognizes right-of-use assets at the commencement date of the lease

(i.e., the date the underlying asset is available for use). Right-of-use assets are initially measured
at cost, less any accumulated depreciation and impairment losses, and adjusted for any
remeasurement of lease liabilities. The initial cost of right-of-use assets includes the amount

of lease liabilities recognized, initial direct costs incurred, lease payments made at or hefore the
commencement date less any lease incentives received and estimate of costs to be incurred by the
lessee in dismantling and removing the undetlying asset, restoring the site an which it is located or
restoring the underlying asset to the condition required by the terms and conditions of the lease,
unless those costs are incurred to produce inventories.
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Unless the Parent Company is reasonably certain to obtain ownership of the leased asset at the end
of the lease term, the recognized right-of-use assels are depreciated on a straight-line basis aver
the shorter of their estimated useful life and lease term. Right-of-use assets are subject to
impairment

[mpairment of Monfinancial Assets
The Parent Company assesses at each reporting date whether there is an indication that an asset may

be impaired. If any such indication exists, or when annual impairment testing for an asset is
required, the Parent Company makes an estimate of the asset’s recoverable amount. An asset’s
recoverable amount is the higher of an asset’s or cash-generating unit’s fair value less costs to sell
and its value in use and is determined for an indivicdual asset, unless the asset does not generate cash
inflows that are largely independent of those from other assets or group of assets, Where the
carrying amount of an asset exceeds its recoverable amount, the asset is considered impaired and is
written dawn to its recoverable amount. In assessing value in use, the estimated future cash flows
are discounted to their present value using a pre-tax discount rate that reflects current market
assessments of the time value of money and the risks specific to the asset. Impairment losses of
continuing operations are recognized in the parent company statement of comprehensive income in
those expense categories consistent with the function of the impaired asset.

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

Equity

Capital Stock. Capital stock is recognized at par value for all issued shares.

Additional Paid-in Capital. Considerations received in excess of par value are recognized as
additional paid-in capital, net of incremental costs that are directly altributable of the issuance of

new shares,

Treaswury Shares. These own equity instruments which are reacquired are recognized at cost and
deducted from equity. No gain or loss is recognized in the parent company statement of
comprehensive income on the purchase, sale, issue or cancellation of the Parent Company’s own
equity instruments, Any difference between the carrying amount and the consideration, if reissued,
is recognized in additional paid-in capital.

Retained Earnings. Retained earnings include cumulative balance of periodic net income or loss,
dividend contributions, prior period adjustments, effect of changes in accounting policy and ather
capital adjustments, Dividends are recognized as liability and deducted from retained earnings

when they are declared.
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