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Report on the Financial Statements

We have audited the accompanying financial statements of Crown Asia Chemicals .
Corporation which comprise the statements of financial position as at December 31, 2015

and 2014 and the statements of profit or loss, statements of comprehensive income,
statements of changes in equity and statements of cash flows for each of the three years in

the period ended December 31, 2015, and a summary of significant accounting policies

and other explanatory information.

Management’s Responstbility for the Financial Statements

Management is responsible for the preparation and fair presentation of these financial
statements in accordance with Philippine Financial Reporting Standards, and for such
internal control as management determines is necessary to enable the preparation of
financial statements that are free from material misstatement, whether due to fraud or
error.
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Auwudztors’ Responsibility

Our responsibility is to express an opinion on these financial statements based on our
audits. We conducted our audits in accordance with Philippine Standards on Auditing.
Those standards require that we comply with ethical requirements and plan and perform
the audit to obtain reasonable assurance whether the financial statements are free from
material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and
disclosures in the financial statements. The procedures selected depend on the auditor’s
judgment, including the assessment of the risks of material misstatement of the financial
statements, whether due to fraud or error. In making those risk assessments, the auditor
considers internal control relevant to the entity’s preparation and fair presentation of the
financial statements 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 entity’s internal control. An audit also includes evaluating the appropriateness of
accounting policies used and the reasonableness of accounting estimates made by
management, as well as evaluating the overall presentation of the financial stateméents.

We believe that the audit evidence we have obtained is sufficient and appropriate to
provide a basis for our audit opinion.

Opinion

In our opinion, the financial statements present fairly, in all material respects, the financial
position of Crown Asia Chemicals Corporation as at December 31, 2015 and 2014, and its
financial performance and its cash flows for each of the three years in the period ended
December 31, 2015 in accordance with Philippine Financial Reporting Standards.

Certified Public Accountants
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Report on Other Legal and Regulatory Requirements

Our audits were conducted for the purpose of forming an opinion on the basic financial
statements taken as a2 whole. The supplementary information for the year ended
December 31, 2015 required by the Bureau of Internal Revenue as disclosed in Note 25 to
the financial statements is presented for purposes of additional analysis and is not a
required part of the basic financial statements prepared in accordance with Philippine
Financial Reporting Standards. Such supplementary information is the responsibility of
management. The supplementary information has been subjected to the auditing
procedures applied in the audit of the basic financial statements and, in our opinion, is
fairly stated in all material respects in relation to the basic financial statements taken as a
whole.

PUNONGBAYAN & ARAULLO

o
By: H¢mu . Murcia ITI

e

CPA Reg. No. 0095626
TIN 906-174-059
PTR No. 5321731, January 4, 2016, Makati City
SEC Group A Accreditation
Partner - No. 0628-AR-2 (until Sept. 5, 2016)
Firm - No. 0002-FR-4 (until Apr. 30, 2018)
BIR AN 08-002511-22-2013 (until Nov. 7, 2016)
Firm’s BOA/PRC Cert. of Reg. No. 0002 (until Dec. 31, 2018)

March 22, 2016

SERMINIA 1~

AR RSN

(\{;!.1.!':('1-{()\ I T AP ‘)‘4

- —

Certified Public Accountants
Punongbayan & Araullo (P&A) is the Philippine member firm of Grant Thornton International Ltd



CROWN ASIA CHEMICALS CORPORATION
(Formerly Crown Asia Compounders Corporation)
STATEMENTS OF FINANCIAL POSITION

ASSETS

CURRENT ASSETS
Cash and cash equivalents
Trade and other receivables - net
Inventores

Prepayments and other current assets - net

Total Current Assets

NON-CURRENT ASSETS
Property, plant and equipment - net
Other non-current assets - net

Total Non-current Assets

TOTAL ASSETS

DECEMBER 31, 2015 AND 2014
(Amounts in Philippine Pesos)

LIABILITIES AND EQUITY

CURRENT LIABILITIES
Trade and other payables
Interest-bearing loans

Income tax payable

Total Current Liabilities

NON-CURRENT LIABILITIES
Mortgage payable
Post-employment defined benefit obligation
Deferred tax liabilities - net

Advances from stockholders
Total Non-current Liabilities
Total Liabilities
EQUITY
Capital stock
Additional paid-in capital

Revaluation reserves
Retained earnings

Total Equity

TOTAL LIABILITIES AND EQUITY

s EEEFICH N o,
"’"“-‘-——'—_._,.___h__:__ B

Notes 2015 2014

5 P 118,822,778 34,317,966
6 253,251,344 212,384,476
7 300,856,055 303,779,812
8 59,167,989 53,753,786
732,098,166 604,236,040
9 254,068,132 214,931,635
10 13,857,034 9,880,423
267,925,166 224,812,058
P 1,000,023,332 829,048,098
1 P 119,149,897 174,525,685
12 - 68,800,000
13,494,191 7,775,606
132,644,088 251,101,291
1 1,797,401 3,634,620
15 6,277,496 3,973,464
16 9,346,713 7,393,247
- 46,057 46,057
17,467,667 15,047,388
150,111,755 266,148,679
18 630,800,000 472,800,000

18 52,309,224 .
9,15 33,651,956 32,095,999
T 133,150,397 58,003,420

AR .
R R T 849,911,577 562,899,419
CT2OMAR 0

T~ __P__1,000,023,332 829,048,098

TUHRATINYA LI I PR

e st

See Notes to Financial Statements.



CROWN ASIA CHEMICALS CORPORATION

(Formerly Crown Asia Compounders Corporation)

STATEMENTS OF PROFIT OR LOSS

FOR THE YEARS ENDED DECEMBER 31, 2015, 2014 AND 2013

(Amounts in Philippine Pesos)

Naotes 2015 2014 2013

REVENUES 2,17 P 1,072,844,233 P 850,741,623 P 801,819,234
COST OF GOODS SOLD 13 795,231,133 639,430,922 628,526,560
GROSS PROFIT 277,613,100 211,310,701 173,292,674
OTHER OPERATING EXPENSES 14 126,735,176 115,958,689 103,861,565
OTHER INCOME (CHARGES)

]mpairmt_‘nt |<)ss on applil:d tax credit certificate 8 ( 7,0]5,497 ) -

Foreign currency gains - net 5,716,946 697,098 1,977,938

Finance costs 6,11,12,15 ( 3,390,231) ( 3,392,988 ) { 2,352,445)

Iiinance income 56 145,517 1,065,853 1,272,291

Other income 9 17,374 - 743,754

{ 4,525,891 ) ( 1,630,037 ) 1,641,538

PROFIT BEFORE TAX 146,352,033 93,721,975 71,072,647
TAX EXPENSE 16 46,205,056 28,341,652 21,324,702
NET PROFIT P 100,146,977 P 65,380,323 P 49,?4?,§45
BASIC AND DILUTED EARNINGS PER SHARE 19 P 0.17 P 0.14 P 0.11

See Notes to Financial Statements.




CROWN ASIA CHEMICALS CORPORATION
(Formerly Crown Asia Compounders Corp ion)
STATEMENTS OF COMPREHENSIVE INCOME
FOR THE YEARS ENDED DECEMBER 31, 2015, 2014 AND 2013

(Amounts in Philippine Pesos)
Motes 2015 2014 2013
NET PROFIT ' P 100,146,977 P 65,380,323 P 49,747,945
OTHER COMPREHENSIVE INCOME (LOSS)
Items that will not be reclassified subsequently
to profit or loss
Revaluation increment on land 9 5,389,000 4,890,000
Remeasurements of post-employment defined
benefit plan 15 ( 3,166,204)  ( 1,326,808 ) 4,760,001
Tax cxpense 16 ( 666,839) ( 1,068,958)  ( 1,428,000)
1,555,957 2,494,234 3,332,001
TOTAL COMPREHENSIVE INCOME P 101,702,934 1 (7,874,557 P 53,079,946

See Notes to Financial Statements.



'SIUWIIEIS [EITUEULL OF SIION] IS

Tog'bzo'zos  d soLtv'er d - d L60ETY'6LL d Lo0'€T'eL  d ooo'ooo'or  d - d 000'008°Z8E  d 8l €107 1€ 33qud3(] 1e duepEy
76'6LO'ES 100°2EE°E - Seh'LbL o Sko'Lb b - - - seak ay) 30§ swosm sasuayadwon o),
L 0000021 ) - (ovo‘ooo'ey ) (ooo'o00z1 ) - - - puapIAip yse))
: - - - 000 000'2E ( ono‘ooo‘zg ) - - voneudosdde jo esiasay
- - {o00'008'zbE ) - - - - 000008 ZTHE seak a1 Fuunp saseys Jo ouenss|
YIGPPCOr  d PIL69Z9T  d 000°008°2FE  d wIses d TSI'SLH'G d 0000002 d - d 0000000l d €102 | Asenuef je aoueeg
0176682795 d 666'560T¢  d - d 0Zr'E00'sS  d 0ZHE00'sS d - d - d 000DORELY  d 8l 10T 1§ 32quad3(] 1 20uE[Eg
LSS'PLELD PETPOF'T - CTEDRTSD £ZE 08¢ 59 - . . sead ay) 30y awodu ansuayadwos pog,
(oo0‘o0os ) - : (aoo'oon's ) (ooo‘o00's ) - - - puapIAp yse?)
: - 0000000 (oo‘ooo‘or ) - vonendoadde jo esasay
- - (ooo'oon‘ozt J (oooooo'oz ) - - 000000021 puapiap Y2015
8vz0'T0s  d 9L 96z d - d LO0'€T961L d L60'EZ9'6L  d ooo'ono'oy  d - d 000'008'zsE d v10z ‘1 denve( e aoueEg
LLSTI6 6P  d 956'1S9°CE  d - d LEEOST'EET  d Log0sI'EEl - d VZT60ETE  d 000°008°09  d 8 5102 *1€ 1quiada(] e adue(Ey
FEG'TOL 101 L86'55S'L - LL69P 1001 LLG'OP 1001 - . - 1ead ay) 0y Mwoau ansusydwos o]
(o‘oov'se ) - - (oov'o00'sz ) (ooo'ooo'sz ) - - - puapiaIp yse:)
“ZTO0L°01E - - - - : PTT60E'TS 000°000°85 1 sead ayp Fuunp saseys jo aouenss|
668296 4 © 666'S60°Z¢ d - d ozv'son'ss d 0ZF'on'ds d . - d - d oo0'008'zLy d S0z ‘1 Lenue[ e aouerey
Kby CEYYETEN uonduasqng jE0] paendoaddeun paeudosddy rende) ui-preg Fooig ende) o
[Eog, uouenjesy Fooug unmng sduiusey pautelay [euonippy
10J Junoury

(sosagq awrddiryy wr spunowy)
£10Z ANV $I0Z ‘SI0Z ‘1§ HHEWAIAA AFAN SUVEA FHL 404
ALINDE NI SHONVHD 40 SLNAWALVLS
(vonesodsoy ssapunodwoy) eisy umoss) Apawso.)
NOILVHOJdd0D STVIINAHD VISV NAOYD

. .



CROWN ASIA CHEMICALS CORPORATION

(Formerly Crown Asia G

.

Ce ]

STATEMENTS OF CASH FLOWS

F i

FOR THE YEARS ENDED DECEMBER 31, 2015, 2014 AND 2013

(Amounts in Philippine Pesos)
MNotes 2015 2014 2013
CASH FLOWS FROM OPERATING ACTIVITIES

Profit before tax P 146,352,033 P 93,721,975 P 71,072,647

Adjustments for:

Depreciation and amuortization 9, 10 24,536,438 22 033,067 20,408,837
Unrealized forcign currency gains - net ( 3,046,053) | 4564476) ( 974,660 )
Interest expense 11,12, 15 2,928,873 2,189,021 1,309,073
Impairment losses 6, 8 7,476,855 1,203,967 1,043,372
Finance income 5 ( 145,517) | 1,065,853) 1,272,291
Gain on sale of property and equipment 9 - - ( 406,183 )

Operaung profit before working capital changes 178,102,629 113,517,701 91,180,795

Increase (decrease) in trade and other receivables ( 38,181,102) ( 54,082,856 ) 12,274,062
Increase (decreasc) in inventories 2,936,430 ( 121,905,246 | 27,718,039
Increase in prepayments and other current assets ( 12,429,701)  ( 9,690,847, [ 4,899,001 )
Decrease (increase) in other non-current assets ( 4,018,210) 3,846,193 ) 258,045
Increase (decrease) in trade and other payables ( 54,235,918 ) 45,308,127 12,115,284
Deerease in post-crmployment defined benefit ubliganon { 862,172) 2,197,320) ( 5,191,515)

Cash from (used in) operations 71,311,956 { 32,896,634 ) 78,019,631

Cash paid for income taxes ( 39,179,878) ( 30,675,329 { 18,890,817

MNet Cash From (Used In) Operatng Actvities 32,132,078 { 63,571,963 ) 59,128,814
CASH FLOWS FROM INVESTING ACTIVITIES

Acguisition of property, plant and equipment 9 { 57,919,525) | 63,399,360) 20,964,537

Interest received 125,552 993,483 1,030,844

Proceeds from disposal of property, plant and equipment 9 - 2,884,707 445,011

Net Cash Used in Investing Activities ( 57,793,973) ( 59,521,170 19,488,682 )
CASH FLOWS FROM FINANCING ACTIVITIES

Issuance of shares of steck ] 210,309,224 - -

Payments of mortgage payable and interest-bearing loans 1,12 ( 71,899,720) ( 1,537,650) 1,806,989 )

Dividends paid 18 ( 25,000,000) ( 7,000,000) 12,000,000 )

Interest paid . ( 3,141,726 )  ( 2,149.745)  ( 1,2‘51 796 )

Proceeds from interest-bearing loans 12,17 - 68,800,000 .

Net Cash From (Used in) Financing Activities 110,267,778 58,112,605 { 15,058,785 )
Effect of Exchange Rate Changes on Cash and Cash Equivalents ( 101,071 ) 52,153 974,660
NET INCREASE (DECREASE) IN CASH AND CASH EQUIVALENTS 84,504,812 ( 64,928,375 ) 25,556,006
CASH AND CASH EQUIVALENTS AT BEGINNING OF YEAR 34,317,966 99,246,341 73,690,335
CASH AND CASH EQUIVALENTS AT END OF YEAR P 118,822,778 P 34,317,966 P 99,246,341

Supplemental Information on Non-cash Investing and Financing Activities:

(i) The Company capitalized borrowing costs amounting to P0.3 million in 2015 and P0.1 million in 2014 representing the actual borrowing

costs incurred on loans obtained to fund the construction project (see Notes 9 and 12).

(i) On September 3, 2014, the Company'’s Board of Dircctors and stockholders approved the declaration of stock dividends equivalent to

34.01% of the otal issued and outstanding shares of stock amounting to P120.0 million (at P1.0 par value) (see Note 18).

(i) In 2015 and 2014, the Company's land was revalued resulting in an increase in the value of such property amounting to P5.4 million and

4.9 milllion, respecuvely (see Note 9).

See Notes to Financial Statements.
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CROWN ASIA CHEMICALS CORPORATION
(Formerly Crown Asia Compounders Corporation)
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2015, 2014 AND 2013
(Amounts in Philippine Pesos)

CORPORATE INFORMATION

Crown Asia Chemicals Corporation (the Company) was incorporated and registered
with the Philippine Securities and Exchange Commission (SEC) on February 10, 1989
primarily to engage in, operate, conduct and maintain the business of manufacturing,
importing, exporting, buying, selling or otherwise dealing in, at wholesale and retail
such goods as plastic and/or synthetic resins and compounds and other allied or
related products of similar nature.

The Company’s Board of Directors (BOD) apptoved the change in name of the
Company from Crown Asia Compounders Cotporation to Crown Asia Chemicals
Corporation on March 4, 2014. The SEC approved the change in name of the
Company and the corresponding amendment in the Company’s Articles of
Incorporation on September 29, 2014. The change in name of the Company was
registered with the Bureau of Internal Revenue (BIR) on October 24, 2014.

On September 5, 2014, the BOD and shareholders approved the Company’s
app].lcatlon for the registration of 630.8 million of its common shares with the SEC
and apply for the listing thereof in the Philippine Stock Exchange (PSE). The BOD’s
approval covered the planned initial public offering of 158.0 million unissued
common shares of the Company. The Company’s shares were listed on the PSE on
April 27, 2015.

The Company’s registered office, which is also its principal place of business, is
located at Km. 33, McArthur Highway, Bo. Tuktukan, Guiguinto, Bulacan. The
Company’s administrative office is located at Units 506 and 508 President’s Tower,
No. 81 Timog Ave, South Triangle, Quezon City.

The financial statements of the Company as of and for the year ended
December 31, 2015 (including the comparative financial statements as of
December 31, 2014 and for the years ended December 31, 2014 and 2013) were
authorized for issue by the Company’s BOD on March 22, 2016.

*
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SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The significant accounting policies that have been used in the preparation of these
financial statements are summarized below. These policies have been consistently
applied to all periods presented, unless otherwise stated.

2.1 Basis of Preparation of Financial Statements
(a) Statement of Compliance with Philippine Financial Reporting Standards

The financial statements of the Company have been prepared in accordance with
Philippine Financial Reporting Standards (PFRS). PFRS are adopted by the
Financial Reporting Standards Council (FRSC) from the pronouncements issued
by the International Accounting Standards Board, and approved by the Philippine
Board of Accountancy. :

The financial statements have been prepared using the measurement bases
specified by PFRS for each type of asset, liability, income and expense. The
measurement bases are more fully described in the accounting policies that follow.

(b) Presentation of Financial Statements

The financial statements are presented in accordance with Philippine Accounting
Standard (PAS) 1, Presentation of Financial Statements. The Company presents the
statement of comprehensive income separate from the statement of profit or loss.

The Company presents a third statement of financial position as at the beginning
of the preceding period when it applies an accounting policy retrospectively, or
makes a retrospective restatement ot reclassification of items that has a material
effect on the information in the statement of financial position at the beginning of
the preceding period. The related notes to the third statement of financial
position are not required to be disclosed.

(c) Functional and Presentation Currency

These financial statements are presented in Philippine pesos, the Company’s
functional and presentation cutrency, and all values represent absolute amounts
except when otherwise indicated.

Items included in the financial statements of the Company are measured using its
functional currency. Functional currency is the currency of the primary economic
environment in which the Company operates.

*
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2.2 Adoption of New and Amendments to PFRS
(a) Effective in 2015 that are Relevant to the Company

The Company adopted for the first time the following amendment and annual
improvements to PFRS, which are mandatorily effective for annual periods
beginning on or after July 1, 2014, for its annual reporting period beginning
January 1, 2015:

PAS 19 (Amendment) Employee Benefits — Defined Benefit
Plans — Employee Contributions
Annual Improvements : Annual Improvements to

PFRS (2010-2012 Cycle) and
PFRS (2011-2013 Cycle)

Discussed below are the relevant information about these amendment and
improvements.

©)  PAS 19 (Amendment), Employee Benefits — Defined Benefit Plans — Employee
Contributions. The amendment clarifies that if the amount of the
contributions to defined benefit plans from employees or third parties is
dependent on the number of years of service, an entity shall attribute the
contributions to periods of service using the same attribution method
(ie., either using the plan’s contribution formula or on a straight-line basis)

+ for the gross benefit. The amendment did not have a significant impact

on the Company’s financial statements since the Company’s defined
benefit plan does not require employees or third parties to contribute to
the benefit plan.

(i) Annual Improvements to PFRS. Annual improvements to PFRS
(2010-2012 Cycle) and PFRS (2011-2013 Cycle) made minor amendments
to a number of PFRS. Among those improvements, the following
amendments are relevant to the Company but had no material impact on
the Company’s financial statements as these amendments merely clarify
the existing requirements:

Annual Improvements to PERS (2010-2012 Cycle)

® PAS 16 (Amendment), Property, Plant and Equipment, and PAS 38
(Amendment), Intangible Assets. The amendments clarify that when an
item of property, plant and equipment and intangible assets is
revalued, the gross carrying amount is adjusted in a manner that is
consistent with a revaluation of the carrying amount of the asset.

® PAS 24 (Amendment), Related Party Disclosures. The amendment
clarifies that an entity providing key management services to a
reporting entity is deemed to be a related party of the latter. It also
clarifies that the information required to be disclosed in the financial
statements are the amounts incurred by the reporting entity for key
management personnel services that are provided by a separate
management entity and not the amounts of compensation paid or
payable by the management entity to its employees or directors.
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® PFRS 8 (Amendment), Operating Segments. The amendment requires
disclosure of the judgments made by management in applying the
aggregation criteria to operating segments. This includes a description
of the segments which have been aggregated and the economic
indicators which have been assessed in determining that the aggregated
segments share similar economic characteristics. It further clarifies the
requirement to disclose for the reconciliations of segment assets to the
entity’s assets if that amount is regularly provided to the chief
operating decision maker.

Annual Improvement to PERS (2011-2013 Cycle)

PERS 13 (Amendment), Fair 1Value Measurement. The amendment clarifies
that the scope of the exception for measuring the fair value of a group of
financial assets and financial liabilities on a net basis (the portfolio
exception) applies to all contracts within the scope of and accounted for in
accordance with PAS 39, Financial Instruments: Recognition and Measurement,
or PFRS 9, Financial Instruments, regardless of whether they meet the
definition of financial assets or financial liabilities as defined in PAS 32,

Financial Instruments: Presentation.

(6) Effective in 2015 that are not Relevant to the Company

The following annual improvements to PFRS are mandatory for accounting .
periods beginning on or after July 1, 2014 but are not relevant to the Company’s
financial statements:

PFRS (2010-2012 Cycle)

PERS 2 (Amendment) :  Share-based Payment — Definition of
Vesting Condition
PFRS 3 (Amendment) : Business Combinations — Accounting

for Contingent Consideration in a
Business Combination
PFRS (2011-2013 Cycle)

PFRS 3 (Amendment) : Business Combinations — Scope
Exceptions for Joint Ventures

PAS 40 (Amendment) : Investment Property — Clarifying the
Interrelationship between PFRS 3
and PAS 40

Effective Subsequent to 2015 but not Adopted Early

There are new PFRS, amendments and annual improvements to existing
standards effective for annual periods subsequent to 2015 which are adopted by
the FRSC. Management will adopt the relevant pronouncements discussed in
the succeeding page in accordance with their transitional provisions; and, unless
otherwise stated, none of these are expected to have significant impact on the
Company’s financial statements.
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PAS 1 (Amendment), Presentation of Financial Statements — Disclosure Initiative
(effective from January 1, 2016). The amendment encourages entities to
apply professional judgment in presenting and disclosing information in
the financial statements. Accordingly, it clarifies that materiality applies to
the whole financial statements and an entity shall not reduce the
nnderstandability of the financial statements by obscuring material
information with immaterial information or by aggregating material items
that have different natures or functions. It further clarifies that in
determining the order of presenting the notes and disclosures, an entity
shall consider the understandability and comparability of the financial

statements.

PAS 16 (Amendment), Property, Plant and Equipment, and PAS 38
(Amendment), Intangible Assets — Clarification of Acceptable Methods of
Depreciation and Amortization (effective from January 1, 2016). The
amendment in PAS 16 clarifies that a depreciation method that is based on
revenue that is generated by an activity that includes the use of an asset is
not appropriate for property, plant and equipment. In addition,
amendment to PAS 38 introduces a rebuttable presumption that an
amortization method that is based on the revenue generated by an activity
that includes the use of an intangible asset is not approptiate, which can
only be overcome in limited circumstances where the intangible asset is
expressed as a measure of revenue, or when it can be demonstrated that
revenue and the consumption of the economic benefits of an intangible

~ asset are highly correlated. The amendment also provides guidance that

the expected future reductions in the selling price of an item that was
produced using the asset could indicate an expectation of technological or
commercial obsolescence of an asset, which may reflect a reduction of the
future economic benefits embodied in the asset.

PFRS 9 (2014), Financial Instruments (effective from January 1, 2018). This
new standard on financial instruments will replace PAS 39 and PFRS 9
(2009, 2010 and 2013 versions). This standard contains, among others, the
following:

e three principal classification categories for financial assets based on
the business model on how an entity is managing its financial
instruments;

® an expected loss model in determining impairment of all financial
assets that are not measured at fair value through profit or loss
(FVTPL), which generally depends on whether there has been a
significant increase in credit risk since initial recognition of a financial
asset; and,

® anew model on hedge accounting that provides significant
improvements principally by aligning hedge accounting more closely
with the risk management activities undertaken by entities when
hedging their financial and non-financial risk exposures.
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In accordance with the financial asset classification principle of PFRS 9
(2014), a financial asset is classified and measured at amortized cost if the
asset is held within a business model whose objective is to hold financial
assets in order to collect the contractual cash flows that represent solely
payments of principal and interest (SPPI) on the principal outstanding.
Moreover, a financial asset is classified and subsequently measured at fair
value through other comprehensive income if it meets the SPPI criterion
and is held in a business model whose objective is achieved by both
collecting contractual cash flows and selling the financial assets. All other
financial assets are measured at FVTPL.

In addition, PFRS 9 (2014) allows entities to make an irrevocable election
to present subsequent changes in the fair value of an equity instrument that
is not held for trading in other comprehensive income.

The accounting for embedded derivatives in host contracts that are
financial assets is simplified by removing the requirement to consider
whether or not they are closely related, and, in most arrangements, does
not require separation from the host contract.

For liabilities, the standard retains most of the PAS 39 requirements which
include amortized cost accounting for most financial liabilities, with
bifurcation of embedded derivatives. The amendment also requires

_ changes in the fair value of an entity’s own debt instruments caused by

changes in its own credit quality to be recognized in other comprehensive
income rather than in profit or loss.

The Company does not expect to implement PFRS 9 (2014) until its
effective date. In addition, management is currently assessing the impact
of PFRS 9 (2014) on the financial statements of the Company and it will
conduct a comprehensive study of the potential impact of this standard
prior to its mandatory adoption date to assess the impact of all changes.

Annual Improvements to PFRS (2012-2014 Cycle) (effective from
January 1, 2016). Among the improvements, the following amendments
are relevant to the Company but management does not expect these to
have material impact on the Company’s financial statements:

Annual Inmprovements to PERS (2010-2012 Cycle)

e PFRS 7 (Amendment), Financial Instruments — Disclosures. The
amendment provides additional guidance to help entities identify the
circumstances under which a contract to “service” financial assets is
considered to be a continuing involvement in those assets for the
purposes of applying the disclosure requirements of PFRS 7. Such
circumstances commonly arise when, for example, the servicing is
dependent on the amount or timing of cash flows collected from the
transferred asset or when a fixed fee is not paid in full due to
non-performance of that asset.



e PAS 19 (Amendment), Employee Benefits. The amendment clarifies that
the currency and term of the high quality corporate bonds which were
used to determine the discount rate for post-employment benefit
obligations shall be made consistent with the currency and estimated
term of the post-employment benefit obligations.

2.3 Segment Reporting

Operating segments are reported in a manner consistent with the internal reporting
provided to the Company’s strategic steering committee, its chief operating
decision-maker. The strategic steering committee is responsible for allocating
resources and assessing performance of the operating segments.

In identifying its operating segments, management generally follows the Company’s
products and service lines as disclosed in Note 4, which represent the main products
and services provided by the Company.

Each of these operating segments is managed separately as each of these service lines
requires different technologies and other resources as well as marketing approaches.
All inter-segment transfers are carried out at arm’s length prices.

The measurement policies the Company uses for segment reporting under PFRS 8 are
the same as those used in its financial statements. However, corporate assets which
are not directly attributable to the business activities of any operating segment are not
allocated to any segment.

Thete have been no changes from prior periods in the measurement methods used to
determine reported segment profit or loss.

2.4 Financial Assets

Financial assets are recognized when the Company becomes a party to the contractual
terms of the financial instrument. Financial assets other than those designated and
effective as hedging instruments are classified into the following categories: FVTPL,
loans and receivables, held-to-maturity investments and available-for-sale financial
assets. Financial assets are assigned to the different categories by management on
initial reccgnition, depending on the purpose for which the investments were
acquired.

Regular purchases and sales of financial assets are recognized on their trade date. All
financial assets that are not classified as at FVTPL are initially recognized at fair value
plus any directly attributable transaction costs. Financial assets carried at FVTPL are
initially recorded at fair value and transaction costs related to it are recognized in
profit or loss.

The only financial asset category that is relevant to the Company is loans and
receivables. Loans and receivables are non-derivative financial assets with fixed or
determinable payments that are not quoted in an active market. They arise when the
Company provides money, goods or services directly to a debtor with no intention of
trading the receivables. They are included in current assets, except for those with
maturities greater than 12 months after the end of the reporting period which are
classified as non-current assets.



-8-

The Company’s financial assets categorized as loans and receivables are presented as
Cash and Cash Equivalents, Trade and Other Receivables (except Advances to
suppliers and contractors) and Security deposits (presented under Other
Non-current Assets account) in the statement of financial position. Cash and cash
equivalents include cash on hand, demand deposits and short-term, highly liquid
investments with original maturities of three months or less, readily convertible to
known amounts of cash and which are subject to insignificant risk of changes in
value.

Loans and receivables are subsequently measured at amortized cost using the effective
interest method, less impairment loss, if any. Impairment loss is provided when there
is an objective evidence that the Company will not be able to collect all amounts due
to it in accordance with the original terms of the receivables. The amount of the
impairment loss is determined as the difference between the assets’ carrying amount
and the present value of estimated future cash flows (excluding future credit losses
that have not been incurred), discounted at the financial asset’s original effective
interest rate or current effective interest rate determined under the contract if the loan
has a variable interest rate.

The carrying amount of the asset shall be reduced either directly or through the use of
an allowance account. The amount of the loss shall be recognized in profit or loss.

If in a subsequent period, the amount of the impairment loss decreases and the
decrease can be related objectively to an event occurring after the impairment was
recognized (such as an improvement in the debtor’s credit rating), the previously
recognized impairment loss is reversed by adjusting the allowance account. The
amount of the reversal is recognized in the profit or loss.

Non-compounding interest and other cash flows resulting from holding financial
assets are recognized in profit or loss when earned, regardless of how the related
carrying amount of financial assets is measured.

The financial assets (or where applicable, a part of a financial asset or part of group of
financial assets) are derecognized when the contractual rights to receive cash flows
from the financial instruments expire, or when the financial assets and all substantial
risks and rewards of ownership have been transferred to another party. If the
Company neither transfers nor retains substantially all the risks and rewards of
ownership and continues to control the transferred asset, the Company recognizes its
retained interest in the asset and an associated liability for amounts it may have to pay.
If the Company retains substantially all the risks and rewards of ownership of a
transferred financial asset, the Company continues to recognize the financial asset and
also recognizes a collateralized borrowing for the proceeds received.

2.5 Inventories

Inventories are valued at the lower of cost and net realizable value. Cost is
determined using the weighted average method. Finished goods include the cost of
raw materials, direct labor and a proportion of manufacturing overhead based on
normal operating capacity. The cost of raw materials include all costs directly
attributable to acquisitions, such as the purchase price, import duties and other taxes
that are not subsequently recoverable from taxing authorities.
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Net realizable value is the estimated selling price in the ordinary course of business,
less the estimated costs of completion and the estimated costs necessary to make the
sale. Net realizable value of raw materials is the current replacement cost.

2.6 Prepayments and Other Current Assets

Prepayments and other current assets pertain to other resources controlled by the
Company as a result of past events. They are recognized in the financial statements
when it is probable that the future economic benefits will flow to the Company and
the asset has a cost or value that can be measured reliably.

Other recognized assets of similar nature, where future economic benefits are
expected to flow to the Company beyond one year after the end of the reporting
period or in the normal operating cycle of the business, if longer, are classified as
non-current assets.

2.7 Property, Plant and Equipment

Property, plant and equipment, except land, are carried at cost less accumulated
depreciation, amortization and any impairment in value. As no infinite useful life for
land can be determined, the related carrying amount is not depreciated.

The cost of an asset comprises its purchase price and directly attributable costs of
bringing the asset to working condition for its intended use. Expenditures for
additions, major improvements and renewals are capitalized; expenditures for
repairs and maintenance are charged to expense as incurred.

Following 1nitial recognition at cost, land is carried at revalued amount which is the
fair value at the date of the revaluation as determined by independent appraisers.
Revalued amount is the fair market value determined based on appraisal by external
professional valuers once every two years or more frequently if market factors
indicate a material change in fair value (see Note 23.3).

Any revaluation surplus is recognized in other comprehensive income and credited to
the Revaluation Reserves account in the statement of changes in equity. Any
revaluation deficit directly offsetting a previous surplus in the same asset is charged to
other comprehensive income to the extent of any revaluation surplus in equity
relating to this asset and the remaining deficit, if any, is recognized in profit or loss.
Upon disposal of revalued assets, amounts included in Revaluation Reserves relating
to the assets are transferred to Retained Earnings, net of tax.

Depreciation and amortization are computed on the straight-line basis over the
estimated useful lives of the assets as follows:

Building and improvements 3-10 years
Transportation equipment 3-5 years
Machineries, factory, and other equipment 3-15 years
Land improvements 5 years
Furniture, fixtures and office equipment 3-5 years
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Construction in progress represents properties under construction and is stated at
cost. This includes cost of construction, applicable borrowing costs

(see Notes 2.17, 9 and 12) and other direct costs. The account is not depreciated
until such time that the assets are completed and available for use.

The asset’s carrying amount is written down immediately to its recoverable amount if
the asset’s carrying amount is greater than its estimated recoverable amount
(see Note 2.15).

The residual values, estimated useful lives and method of depreciation of property,
plant and equipment are reviewed, and adjusted if appropriate, at the end of each
reporting period.

An item of property, plant and equipment, including the related accumulated
depreciation, amortization and impairment losses, is derecognized upon disposal or
when no future economic benefits are expected to arise from the continued use of the
asset. Any gain or loss arising on derecognition of the asset (calculated as the
difference between the net disposal proceeds and the carrying amount of the item) is
included in profit or loss in the year the item is derecognized.

2.8 Intangible Assets

Intangible assets include registered trademarks which are accounted for under the
cost model. The cost of the asset is the amount of cash or cash equivalents paid
or the fair value of the other considerations given up to acquire an asset at the
time of its acquisition or production. Capitalized costs are amortized on a
straight-line basis over the estimated useful lives over ten years as the lives of
these intangible assets are considered finite. Intangible assets are subject to
impairment testing as described in Note 2.15. The carrying amounts of the
intangible assets are presented as Trademarks under Other Non-current Assets
account in the statement of financial position (see Note 10).

When an intangible asset is disposed of, the gain or loss on disposal is determined
as the difference between the proceeds received and the carrying amount of the
asset and is recognized in profit or loss.

2.9 Financial Liabilities

Financial liabilities, which include Trade and Other Payables (including Mortgage
payable but except Advances from customers and tax-related payables),
Interest-bearing Loans, and Advances from Stockholders are recognized when the
Company becomes a party to the contractual terms of the instrument. All interest-
related charges incurred on financial liabilities are recognized as an expense in profit
or loss under the caption Finance Costs in the statement of profit or loss.

Interest-bearing loans arise from the funding of certain construction projects and
working capital loans raised for support of short-term funding of operations. Finance
costs are charged to profit or loss on an accrual basis using the effective interest
method and are added to the carrying amount of the instrument to the extent that
these are not settled in the period in which they arise.
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Trade and other payables and advances from stockholders are recognized initially at
their fair values and subsequently measured at amortized cost, using effective interest
method for those with maturities beyond one year, less settlement payments.

Dividend distributions to shareholders are recognized as financial liabilities upon
declaration by the Company’s BOD.

Financial liabilities are classified as cutrent liabilities if payment is due to be settled
within one year or less after the end of the reporting period (or in the normal
operating cycle of the business, if longer), or the Company does not have an
unconditional right to defer settlement of the liability for at least twelve months after
the end of the reporting period. Otherwise, these are presented as non-current
liabilities.

Financial liabilities are derecognized from the statement of financial position only
when the obligations are extinguished either through discharge, cancellation or
expiration. The difference between the carrying amount of the financial liability
derecognized and the consideration paid or payable is recognized in profit or loss.

2.10 Offsetting Financial Instruments

Financial assets and financial liabilities are offset and the resulting net amount,
considered as a single financial asset or financial liability, is reported in the staterent
of financial position when the Company currently has legally enforceable right to set
off the recognized amounts and there is an intention to settle on a net basis, or realize
the asset and settle the liability simultaneously. The right of set-off must be available
at the end of the reporting period, that is, it is not contingent on future event. It must ~
also be enforceable in the normal course of business, in the event of default, and in
the event of insolvency or bankruptcy; and, must be legally enforceable for both
entity and all counterparties to the financial instruments.

2.11 Provisions and Contingencies

Provisions are recognized when present obligations will probably lead to an outflow
of economic resources and they can be estimated reliably even if the timing or
amount of the outflow may still be uncertain. A present obligation arises from the
presence of a legal or constructive obligation that has resulted from past events.

Provisions are measured at the estimated expenditure required to settle the present
obligation, based on the most reliable evidence available at the end of the reporting
period, including the risks and uncertainties associated with the present obligation.
Where there are a number of similar obligations, the likelihood that an outflow will be
required in settlement is determined by considering the class of obligations as a
whole. When time value of money is material, long-term provisions are discounted to
their present values using a pretax rate that reflects market assessments and the tisks
specific to the obligation. The increase in the provision due to passage of time is
recognized as interest expense. Provisions are reviewed at the end of each reporting
period and adjusted to reflect the current best estimate.
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In those cases where the possible outflow of economic resource as a result of present
obligations is considered improbable or remote, or the amount to be provided for
cannot be measured reliably, no liability is recognized in the financial statements.
Similarly, possible inflows of economic benefits to the Company that do not yet meet
the recognition criteria of an asset are considered contingent assets, hence, are not
recognized in the financial statements. On the other hand, any reimbursement that
the Company can be virtually certain to collect from a third party with respect to the
obligation is recognized as a separate asset not exceeding the amount of the related
provision.

2.12 Revenue and Expense Recognition

Revenue comprises revenue from sale of goods measured by reference to the fair
value of consideration received or receivable by the Company for goods sold,
excluding value-added tax (VAT), rebates and trade discounts.

Revenue is recognized to the extent that the revenue can be reliably measured; it is
probable that future economic benefits will flow to the Company; and the costs
incurred or to be incurred can be measured reliably. In addition, the following
specific recognition criteria must also be met before revenue is recognized:

(@) Sale of goods — Revenue is recognized when the risks and rewards of ownership of
the goods have passed to the buyer, i.e., generally when the customer has
acknowledged delivery of goods.

(b) Finance income — This is recognized as the interest accrues taking into account the
effective yield on the asset.

Costs and expenses are recognized in profit or loss upon utilization of goods or
services or at the date they are incurred. All finance costs are reported in profit or
loss on an accrual basis, except capitalized borrowing costs, which are included as
part of the cost of the related qualifying asset (see Note 2.17).

2.13 Leases — Company as Lessee

Leases which do not transfer to the Company substantially all the risks and benefits
of ownership of the asset are classified as operating leases. Operating lease
payments (net of any incentive received from the lessor) are recognized as expense
in the profit or loss on a straight-line basis over the lease term. Associated costs,
such as maintenance and insurance, are expensed as incurred.

The Company determines whether an arrangement is, or contains, a lease based on
the substance of the arrangement. It makes an assessment of whether the
fulfillment of the arrangement is dependent on the use of a specific asset or assets
and the arrangement conveys a right to use the asset.

2.14 Foreign Currency Transactions and Translation
The accounting records of the Company are maintained in Philippine pesos. Foreign

currency transactions during the period are translated into the functional currency at
exchange rates which approximate those prevailing on transaction dates.
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Foreign currency gains and losses resulting from the settlement of such transactions
and from the translation at period-end exchange rates of monetary assets and
liabilities denominated in foreign currencies are recognized in profit or loss.

2.15 Impairment of Non-financial Assets

The Company’s property, plant and equipment, intangible assets and other
non-financial assets are subject to impairment testing. All other individual assets are
tested for impairment whenever events or changes in circumstances indicate that the
carrying amount of those assets may not be recoverable.

For purposes of assessing impairment, assets are grouped at the lowest levels for
which there are separately identifiable cash flows (cash-generating units). As a result,

- assets are tested for impairment either individually or at the cash-generating unit level.

Impairment loss is recognized in profit or loss for the amount by which the asset’s or
cash-generating unit’s carrying amount exceeds its recoverable amounts which is the
higher of its fair value less costs to sell and its value in use. In determining value in
use, management estimates the expected future cash flows from each cash-generating
unit and determines the suitable interest rate in order to calculate the present value of
those cash flows. The data used for impairment testing procedures are directly linked
to the Company’s latest approved budget, adjusted as necessary to exclude the effects
of asset enhancements. Discount factors are determined individually for each
cash-generating unit and reflect management’s assessment of respective risk profiles,
such as market and asset-specific risk factors.

All assets are subsequently reassessed for indications that an impairment loss
previously recognized may no longer exist. An impairment loss is reversed if the
asset’s or cash generating unit’s recoverable amount exceeds its carrying amount.

2.16 Employee Benefits

The Company provides post-employment benefits to employees through defined
benefit plan and other employee benefits which are recognized and measured as
follows:

(a)  Post-employment Defined Benefit Plan

A defined benefit plan is a post-employment plan that defines an amount of
post-employment benefit that an employee will receive on retirement, usually
dependent on one or more factors such as age, years of service and salary. The
legal obligation for any benefits from this kind of post-employment plan
remains with the Company, even if plan assets for funding the defined benefit
plan have been acquired. Plan assets may include assets specifically designated
to a long-term benefit fund, as well as qualifying insurance policies. The
Company’s defined benefit post-employment plan covers all regular full-time
employees. The pension plan is partially funded, tax-qualified, noncontributory
and administered by a trustee.
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The liability recognized in the statement of financial position for a defined
benefit plan is the present value of the defined benefit obligation at the end of
the reporting period less the fair value of plan assets. The defined benefit
obligation is calculated by an independent actuary using the projected unit credit
method. The present value of the defined benefit obligation is determined by
discounting the estimated future cash outflows using a discount rate derived
from the interest rates of a zero coupon government bond, as published by the
Philippine Dealing and Exchange Corporation, that are denominated in the
currency in which the benefits will be paid and that have terms to maturity
approximating to the terms of the related post-employment liability.

Remeasurements, comprising of actuarial gains and losses arising from
experience adjustments and changes in actuarial assumptions and the return on
plan assets (excluding amount included in net interest) are reflected immediately
in the statement of financial position with a charge or credit recognized in other
comprehensive income in the petiod in which they arise. Net interest is
calculated by applying the discount rate at the beginning of the period, taking
account of any changes in the net defined benefit liability or asset during the
period as a result of contributions and benefit payments. Net interest is
reported as part of Finance Costs or Finance Income account in the statement
of profit or loss.

Past-service costs are recognized immediately in profit or loss in the period of a
plan amendment or curtailment.

Po.rt-empla_ymmf Defined Contribution Plans

A defined contribution plan is a post-employment plan under which the
Company pays fixed contributions into an independent entity. The Company
has no legal or constructive obligations to pay further contributions after
payment of the fixed contribution. The contributions recognized in respect of
defined contribution plans are expensed as they fall due. Liabilities and assets
may be recognized if underpayment or prepayment has occurred and are
included in current liabilities or current assets as they are normally of a
short-term nature.

Termination Benefits

Termination benefits are payable when employment is terminated by the
Company before the normal retirement date, or whenever an employee accepts
voluntary redundancy in exchange for these benefits. The Company recognizes
termination benefits at the eatlier of when it can no longer withdraw the offer
of such benefits and when it recognizes costs for a restructuring that is within
the scope of PAS 37, Provisions, Contingent I iabilities and Contingent Assets, and
involves the payment of termination benefits. In the case of an offer made to
encourage voluntary redundancy, the termination benefits are measured based
on the number of employees expected to accept the offer. Benefits falling due
more than 12 months after the reporting period are discounted to their present
value.
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(d)  Compensated Absences

Compensated absences ate recognized for the number of paid leave days
(including holiday entitlement) remaining at the end of the reporting period.
They are included in the Trade and Other Payables account in the statement of
financial position at the undiscounted amount that the Company expects to pay
as a result of the unused entitlement.

2.17 Borrowing Costs

Borrowing costs are recognized as expenses in the period in which they are incurred,
except to the extent that they are capitalized. Borrowing costs that are directly
attributable to the acquisition, construction or production of a qualifying asset

(i.e., an asset that takes a substantial period of time to get ready for its intended use or
sale) are capitalized as part of cost of such asset. The capitalization of borrowing
costs commences when expenditures for the asset and borrowing costs are being
incurred and activities that are necessary to prepare the asset for its intended use or
sale are in progress. Capitalization ceases when substantially all such activities are
complete.

Investment income earned on the temporary investment of specific borrowings
pending their expenditure on qualifying assets is deducted from the borrowing costs
eligible for capitalization.

2.18 Income Taxes

Tax expense recognized in profit or loss comprises the sum of deferred tax and
current tax not recognized in other comprehensive income or directly in equity, if any.

Current tax assets or liabilities comprise those claims from, or obligations to, fiscal
authorities relating to the current or prior reporting period, that are uncollected or
unpaid at the end of the reporting period. They are calculated using the tax rates and
tax laws applicable to the fiscal periods to which they relate, based on the taxable
profit for the year. All changes to current tax assets or liabilities are recognized as a
component of tax expense in profit or loss.

Deferred tax is accounted for using the liability method, on temporary differences at
the end of each reporting period between the tax base of assets and liabilities and
their carrying amounts for financial reporting purposes. Under the liability method,
with certain exceptions, deferred tax liabilities are recognized for all taxable
temporary differences and defetred tax assets are recognized for all deductible
temporary differences and the carryforward of unused tax losses and unused tax
credits to the extent that it is probable that taxable profit will be available against
which the deductible temporary differences can be utilized. Unrecognized deferred
tax assets are reassessed at the end of each reporting period and are recognized to
the extent that it has become probable that future taxable profit will be available to
allow such deferred tax assets to be recovered.

Deferred tax assets and liabilities are measured at the tax rates that are expected to
apply in the period when the asset is realized or the liability is settled provided such
tax rates have been enacted or substantively enacted at the end of the reporting
period.
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The carrying amount of deferred tax assets is reviewed at the end of each reporting
period and reduced to the extent that it is probable that sufficient taxable profit will
be available to allow all or part of the deferred tax asset to be utlized.

The measurement of deferred tax liabilities and assets reflects the tax consequences
that would follow from the manner in which the Company expects, at the end of the
reporting period, to recover or settle the carrying amount of its assets and liabilities.
For purposes of measuring deferred tax liabilities for land that is measured using the
fair value model (see Note 2.7), the land’s carrying amount is presumed to be
recovered entirely through sale as an ordinary asset.

Most changes in deferred tax assets or liabilities ate recognized as a component of tax
expense in profit or loss, except to the extent that it relates to items recognized in
other comprehensive income or directly in equity. In this case, the tax effect is also
recognized in other comprehensive income or directly in equity, respectively.

Deferred tax assets and deferred tax liabilities are offset if the Company has a legally
enforceable right to set off cutrent tax assets against current tax liabilities and the
deferred taxes relate to the same taxation authority.

2.19 Related Party Transactions and Relationships

Related party transactions are transfers of resources, setvices or obligations between
the Company and its related parties, regardless whether a price is charged.

Parties are considered to be related if one party has the ability to control the other
party or exercise significant influence over the other party in making financial and
operating decisions. These parties include: (a) individuals owning, directly or
indirectly through one or more intermediaries, control ot are controlled by, or under
common control with the Company; (b) associates; (c) individuals owning, directly or
indirectly, an interest in the voting power of the Company that gives them significant
influence over the Company and close members of the family of any such individual;
and, (d) the Company’s funded retirement plan.

In considering each possible related party relationship, attention is directed to the
substance of the relationship and not merely on the legal form.

2.20 Equity
Capital stock represents the nominal value of shares that have been issued.

Additional paid-in capital includes any premium received on the issuance of capital
stock. Any transaction costs associated with the issuance of shares are deducted from
additional paid-in capital.

Amount for future stock subscription represents amounts intended for future
subscription of shares of stock of the Company pending receipt of the approval of
the SEC for the increase in the authorized capital stock of the Company.

Revaluation reserves account pertains to remeasurement of a post-employment
defined benefit plan. It also includes the fair value gains and losses due to the
revaluation of land (see Note 2.7).

*
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Retained earnings, the appropriated portion of which is not available for dividend
distribution, represent all current and prior period results of operations as reported in
the profit or loss section of the statement of profit or loss, reduced by the amounts of
dividends declared.

2.21 Earnings per Share

Basic earnings per share (EPS) is computed by dividing net profit by the weighted
average number of shates issued and outstanding, adjusted retroactively for any stock
dividend, stock split or reverse stock split declared during the current period.

Diluted EPS is computed by adjusting the weighted average number of ordinary
shates outstanding to assume conversion of dilutive potential shares.

2.22 Events After the End of the Reporting Period

Any post-year-end event that provides additional information about the Company’s
financial position at the end of the reporting period (adjusting event) is reflected in
the financial statements. Post-year-end events that are not adjusting events, if any, are
disclosed when material to the financial statements.

SIGNIFICANT ACCOUNTING JUDGMENTS AND ESTIMATES

The preparation of the Company’s financial statements in accordance with PFRS
requires management to make judgments and estimates that affect the amounts
reported in the financial statements and related notes. Judgments and estimates are
continually evaluated and are based on historical experience and other factors,
including expectations of future events that are believed to be reasonable under the
circumstances. Actual results may ultimately differ from these estimates.

3.1  Crtical Management Judgment in Applying Accounting Policies

In the process of applying the Company’s accounting policies, management has made
the following judgments, apart from those involving estimation, which have the most
significant effect on the amounts recognized in the financial statements:

(@) Determining Cost of Inventories

In inventory costing, management uses estimates and judgment in properly
allocating the labor and overhead between the cost of inventories on hand and
cost of goods sold. Currently, the Company allocates production overhead on
the basis of units produced. However, the amount of costs charged to finished
goods inventories would differ if the Company utilized a different allocation
base. Changes in allocated cost would affect the carrying cost of inventoties
and could potentially affect the valuation based on lower of cost and net
realizable value.



- 18-

(6)  Distinction between Operating and Finance Leases

The Company has entered into various lease agreements as a lessee. Critical
judgment was exercised by management to distinguish each lease agreement as
either an operatng or a finance lease by looking at the transfer or retention of
significant risk and rewards of ownership of the properties covered by the
agreements. Failure to make the right judgment will result in either
overstatement or understatement of assets and liabilities. Management has
assessed that the Company’s lease arrangements are operating leases.

(c)  Recognition of Provisions and Contingencies

Judgment is exercised by management to distinguish between provisions and
contingencies. Policies on recognition of provisions and contingencies are
discussed in Note 2.11 and disclosures on relevant provisions and contingencies
are presented in Note 20.

3.2 Key Sources of Estimation Uncertainty

The following are the key assumptions concerning the future, and other key sources
of estimation uncertainty at the end of the reporting period, that have a significant
risk of causing a material adjustment to the carrying amounts of assets and liabilities
within the next reporting petiod:

(@)  Impairment of Trade and Other Receivables

Adequate amount of allowance for impairment is provided for specific and
groups of accounts, where objective evidence of impairment exists. The
Company evaluates the amount of allowance for impairment based on available
facts and circumstances affecting the collectibility of the accounts, including,
but not limited to, the length of the Company’s relationship with the customers,
the customers’ current credit status, average age of accounts, collection
experience and historical loss experience. The methodology and assumpticns
used in estimating future cash flows are reviewed regularly by the Company to
reduce any differences between loss estimates and actual loss experience.

The carrying value of trade and other receivables and the analysis of allowance
for impairment on such financial assets are shown in Note 6.

(6)  Determining Net Realizable Value of Inventories

In determining the net realizable value of inventories, management takes into
account the most reliable evidence available at the dates the estimates are made.
Even though the Company’s core business is not continuously subject to rapid
technology changes which may cause inventory obsolescence, future realization
of the carrying amounts of inventories as presented in Note 7 is still affected by
price changes. Such aspect is considered a key source of estimation uncertainty
and may cause significant adjustments to the Company’s inventories within the
next financial reporting period.
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Estimating Useful Lives of Property, Plant and Equipment and Intangible Assets

The Company estimates the useful lives of property, plant and equipment and
intangible assets based on the period over which the assets are expected to be
available for use. The estimated useful lives of property, plant and equipment
and intangible assets are reviewed periodically and are updated if expectations
differ from previous estimates due to physical wear and tear, technical or
commercial obsolescence and legal or other limits on the use of the assets.

The carrying amounts of property, plant and equipment and intangible assets
(Trademarks under Other Non-current Assets account) are presented in

Notes 9 and 10, respectively. Based on management’s assessment as at
December 31, 2015 and 2014, there is no change in estimated useful lives of
property, plant and equipment and intangible assets during those years. Actual
results, however, may vary due to changes in estimates brought about by '
changes in factors mentioned above.

Measurement of Fair Value of Iand

The Company’s land is carried at revalued amount at the end of the reporting
period. In determining its fair value, the Company engages the services of
professional and independent appraisers applying the relevant valuation
methodology (see Note 23.3).

When the appraisal is conducted prior to the end of the current reporting
period, management determines whether there are significant circumstances
during the intervening period that may require adjustments or changes in the
disclosure of fair value of those properties.

A significant change in these elements may affect prices and the value of the
assets. The amount of revaluation increment recognized is disclosed in Note 9.

Determining Realizable Amount of Deferred Tax Assets

The Company reviews its deferred tax assets at the end of each reporting period
and reduces the carrying amount to the extent that it is no longer probable that
sufficient taxable profit will be available to allow all or part of the deferred tax
asset to be utilized. Management assessed that the deferred tax assets
recognized as at December 31, 2015 and 2014 will be fully utilized in the
coming years. The carrying value of deferred tax assets netted against deferred
tax liabilities as of those dates is disclosed in Note 16.

Impairment of Non-financial Assets

The Company’s policy on estimating the impairment of property, plant and
equipment, intangible assets and other non-financial assets is discussed in
Note 2.15. Though management believes that the assumptions used in the
estimation of fair values are appropriate and reasonable, significant changes in
these assumptions may materially affect the assessment of recoverable values
and any resulting impairment loss could have a material adverse effect on the
results of operations.
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There was no impairment loss recognized on non-financial assets in 2015, 2014
and 2013, except for the impairment loss recognized on the Company’s applied
tax credit certificate (TCC) in 2015 (see Note 8).

()  Valuation of Post-employment Defined Benefit Obligation

The determination of the Company’s obligation and cost of post-employment
defined benefit is dependent on the selection of certain assumptions used by
actuaries in calculating such amounts. Those assumptions include, among
others, discount rates and salary rate increase. A significant change in any of
these actuarial assumptions may generally affect the recognized expense and the
carrying amount of the post-employment deéfined benefit obligation in the next
reporting period.

The amounts of post-employment benefit obligation and expense and an
analysis of the movements in the estimated present value of post-employment

benefit, as well as the significant assumptions used in estimating such obligation
are presented in Note 15.2.

SEGMENT REPORTING
4.1 Business Segments

The Company is organized into business units based on its products for purposes of
management assessment of each unit. For management purposes, the Company is
otganized into two major business segments, namely: compounds and pipes. These

are also the basis of the Company in reporting to its chief operating decision-maker
for its strategic decision-making activities.

The products under the compounds segment ate the following:
e Polyvinyl Chloride (PVC) compounds for wires and cable; and,
e PVC for bottles, integrated circuit tubes packaging and films.

The products under the pipes segment are the following:

e PVC pipes and fittings;

e Polypropylene Random Copolymer Type 3 (PP-R) pipes and fittings; and,
e High-density Polyethylene (HDPE) pipes and fittings.

The Company’s products are located in Guiguinto, Bulacan and in its Davao branch.
4.2 Segment Assets and Liabilities

Segment assets are allocated based on their use or direct association with a specific
segment and they include all operating assets used by a segment and consist
principally of trade and other receivables and inventories, net of allowances and
provisions. Similar to segment assets, segment liabilities are also allocated based on
their use or direct association with a specific segment. Segment liabilities include all
operating liabilities and consist principally of trade and other payables and
interest-bearing loans. Segment assets and liabilities do not include deferred taxes
and tax liabilities.



4.3 Intersegment Transactions

Segment revenues, expenses and performance do not include sales and purchases

between business segments.
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4.4 Analysis of Segment Information

Segment information can be analyzed as follows:

ar en 201
Statement of Profit or Loss
Revenues
Costs and Other Operating Expenses
Cost of goods sold (excluding depreciation
and amortization)
Depreciation and amortization
Other operating expenses (excluding depreciation
and amortization)
Other charges — net
Segment operating profit
mber 31,

Statement of Financial Position

Segment assets
Segment labilitics

For the year ended Decernber 31, 2014

Sratemnent of Profit or Loss
Revenues
Costs and Other Operating Fxpenses
Cost of goods sold (excluding depreciation
and amortization)
Depreciation and amortization
Other operating expenses (excluding depreciation
and amortization)

Other charges — net
Segment operating profit

Statemnent of Finaneial Position

Segment assets
Segment habilitics

For the year ended Decernber 31, 2013
Statemnent of Profit or Loss
Revenues
Costs and Other Operating Expenses
Cost of goods sold (excluding depreciation
and amortization)
Depreciation and amortization
Other operating expenses (excluding depreciation
and amortization)

Other charges (income) — net

Segment operating profit

Compounds Pipes _ Total
L 670802111 P 402042122 P 1,072,844.233
532,632,655 245,805,148 778,437,803
5,587,296 17,610,147 23,197,443
29,637,546 61,768,759 91,406,305
567,857,497 _ 325,184,054 __ 893,041,551
2,215,874 689,350 2,905,223

P 100,728,740 P 76,168,718 P 176,897,458
P 203,279,561 P 484,732,948 P 688,012,509
86,072,103 29,317,916 115,390,019

P 556,807,749 P 293933874 I 850,741,623
464,381,853 160,687,049 625,068,902
5,470,705 15,519,520 20,990,225
27,892,636 ___SHSH5122 _ 86,477,758
497,745,194 234,791,691 732,536,885
236,101 1,066,499 1,302,600

L 58826454 P _SHO75684 P 116902138

P 230,852,581

I’ 404,339,762

P 635,192,343

98,898,198 69,861,813 168,760,011

P 522461322 P 27 ¢ P 801,819,234
435,175,951 179,311,446 614,487,397
4,947,247 14,480,650 19,427,897
26,101,788 50,147,169 76,248,957
466224986 _ 243,939,265 710,164,251

( 1,534,16Y) 524,651 ( 1.009.517)

P 57770505

L 34893 996

92,664,501




Currently, the Company’s operation is concentrated within the Philippines for local
sales and indirect export sales; hence, it has no geographical segment.

Total revenues include revenues from one major customer totalling 30.21% in 2015
and 21.20% in 2014 and from two major customets totalling 27.96% in 2013.

4.5 Reconciliations

Presented below is a reconciliation of the Company’s segment information to the key
financial information presented in its financial statements.

2015 2014 2013
Profit or Loss
Segment results P 176,897,458 P 116,902,138 P 92,664,501
Other unallocated mcome 168,467 423,511 1,382,851
Other unallocated expenses ( 30,713.892) ( 23,603,674) (____22,974,705)
Profit before tax as reported in profit or loss P 146,352,033 P 93721975 P__ 71072647
2015 2014
Assets
Segment assets P 688,012,509 P 635,192,343
Other unallocated assets 312,010,823 _ 193,855755
Total assets reported in the
statements of financial position P1,000,023,332 P 829 048 (98
Liabilities
Scgment babilities ' P 115,390,019 P 168,760,011
Other unallocated liabilities 34,721,736 97,388,668
Total hiabilities reported in the
statemnents of financial position P__150,111,755 P 266148679

CASH AND CASH EQUIVALENTS

Cash and cash equivalents include the following components as of December 31:

2015 2014
Cash on hand and in banks P 59,265,175 P 33,351,523
Short-term placements 59,557,603 966,443

P 118,822,778 P__34.317.966

Cash in banks generally earn interest at rates based on daily bank deposit rates.
Short-term placements have maturity of 30 days and earn effective interest rates
ranging from 1.13% to 1.75% in 2015, 1.00% to 1.25% in 2014 and 3.88% to 4.38%
in 2013.
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TRADE AND OTHER RECEIVABLES

This account is composed of the following:

Note 2015 2014
Trade receivables 17.1 P 204,888,524 P 168,190,000
Advances to:
Related parties 17.3 30,800,000 24,800,000
Suppliers and contractors 24,315,077 26,058,086
Officers and employees 554,944 530,312
Other receivables 17.6 225,191 559,473
260,783,736 220,137,871
Allowance for impairment ( 7,532,392) ( 7.753,395)

P_253251344 P_212,384476

Trade receivables are due from various customers and have credit terms of

30 to 90 days. These receivables are normally settled in cash within three to six
months. Of the total outstanding trade receivables, P33.1 million and P28.4 million
as of December 31, 2015 and 2014, respectively, are guaranteed by customers’
post-dated checks in the custody of the Company.

Advances to suppliers and contractors pertain to down payments made by the
Company to the suppliers for the purchase of goods and machineries. The advance
payments will be set-off as partial payments on the amounts due to the suppliers once
full delivery of goods are made and the subsequent billing has been made by the
supplier. :

Advances to officers and employees are personal cash advances that are settled
through salary deduction.

A reconciliation of the allowance for impairment at the beginning and end of 2015
and 2014 is shown below.

2015 2014
Balance at beginning of year P 7,753,395 P 7,732,633
Impairment losses 461,358 1,203,967
Write-off ( 682,361) ( 686,296)
Reversal of allowance - ( 496,909)
Balance at end of year P__ 7,532,392 P 7,753,395

All of the Company’s trade and other receivables have been reviewed for indications
of impairment. Certain trade receivables, which are mostly past due, were found to
be impaired, hence, adequate amounts of allowance for impairment have been
recognized. The amounts of impairment losses and any reversal of allowance are
presented as part of Finance Costs and Finance Income, respectively, in the
statements of profit or loss.
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INVENTORIES

Inventories are all stated at cost which is lower than their net realizable value. The
details of inventoties are shown below.

2015 2014
Finished goods P 171,213,640 P 153,794,162
Raw materials 121,549,518 136,701,929
Packaging materials 2,513,710 4,511,723
Supplies 5,579,187 8,771,998

P_ 300,856,055 P_303,779,812

As of December 31, 2014 (nil in 2015), certain raw materials costing P30.3 million are
covered by trust receipt payables to a local bank (see Note 11).

An analysis of the cost of inventories included in cost of goods sold for the year is
presented in Note 13.

PREPAYMENTS AND OTHER CURRENT ASSETS

The composition of this account is shown below.

Note 2015 2014
Input VAT — net 251() P 57,644,421 P 43,256,679
Application for TCC 7,015,497 7,015,497
Prepaid expenses 1,523,568 1,799,280
TCC - 1,682,330
66,183,486 53,753,786
Allowance for impairment ( 7,015,497) -

P__59.167989 P __ 53753786

Application for TCC pertains to input VAT from the Company’s importations of raw
materials which are under application with the Department of Finance for the
granting of TCC as of December 31, 2015 and 2014. As of December 31, 2015, as a
result of the uncustomary delay on the issuance of the TCC, the Company’s
management has assessed that a full allowance on impairment be recognized without
prejudice on the final expected outcome of the Company’s rightful claim over the
TCC. The related impairment loss is presented as Impairment Loss on Applied Tax
Credit Certificate in the 2015 statement of profit or loss.
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PROPERTY, PLANT AND EQUIPMENT

The gross carrying amounts and accumulated depreciation and amortization of
property, plant and equipment at the beginning and end of 2015 and 2014 are shown

below.

Building
Land and
—Land  lmprovements

Transponation

December 31, 2015

Costorvalation  PE3635000 P 1979660 P 89,081,037 P 29663374
Accumulated
depreciation

Netcarying smount PEL635,000 P__L5%9.40 P_50070,300 P__4816,55

December 31, 2014
Costorvaluabon  P78.246,000 P 483,009 P 62244157 P 29618491
Accumulated
depreciation
and amortization (201254 ) (33812720 (_ 21.K74645)

Netcamyingamount PIE246000 P 281755 P 28431437 P 1143846

January 1, 2014

Cost or valuation P73356,000 P 43009 P 62244157 P 27,316,054
Aceurnulated
depreciation
and amortization (104652 ) (__20.102100) (__18545197)

Net carrying amount P23,356,000 P____378357 P 33142051 E__8T70457

Factory, and Fixtures
Other and Office Construction
-Equipment  _Equipment  _inProgress _ Towl

P334,405,842 P 27297465 P 17,739,899 P 583,802,277

P28Y,908,412 PO1B447.217 P 41,223,655 P 520,170,941

(_233685224) (__15665463) ___ - (_305.239306).
5223188 B 2781754 P 41203653 P2149316%5

P 266,084,393 P 12432940 P 9722236 P 451,638,789

(_221163094) (__1L46L791) - (_280376834)
B 449 B 91149 P_972223% P121.261955

A reconciliation of the carrying amounts of property, plant and equipment at the
beginning and end of 2015, 2014 and 2013 is shown below.

Building
Land and Tiansportation

—Jlaod Improvements Improvemenss _Equipment
Balance at January 1,

2015, net of

accumnulated

depreciation

and amortization P78.246,000 P 281,755 P 28431437 P 7,743,846
Addinons - 41,625 943,714 44 413
Revaluation 5,349,000 .
Reclassification .
Deprecation

and amortization

charges fur the

1,455,026 25,893,166

year —— [ 179.066) (___5198017) (2972173

Balance at
December 31, 2015,
net of accumulsted
depreciation

and amortization  PRL635,000 E__ 1,599,340 P 50070300 P__4,81655

Balance at January 1,

2014, net of

accumulared

depreciation

and amurtization P73,356,000 P 378,357 P 33142057 P 870857
Additiuns - . - 2,302,438
Revaluation 4,890,000 .
Disposals -
Reclassification
Deprecuaton

and amortization

charges fur the

year - ( 96602) (—4710620) (_ 3329.449) (__12522131) (__ 1213050)

Balance at
December 31, 2014,
net of accumulated
depreciation

and amortization BIA246000 B 281755 B 28431437 P 7743846

Balance at January 1,
2013, net of

and amortzaton P73,356,000 P 474959 P 34662493 P 6,206,256
Additions - - - 5,344,429
Dispusals - - .
Reclassification . B 3,220,806
Depreciation

charges for the

year — (e 96602) (4741242 (_ 2741,000)

Balance at
Diecember 31, 2013,
net of accumulated
depreciation

and amortizabon  BI3356000 B _37R357T I 33142057 P RJI085]

( 38.828)

Machiner F

Faciory, uu!' Fixtures
Other and Office Construction

P 56223188 P 2781754 P 41223655 P 214931635
29,937,025 3,694,107 23,593,655 58,255,009

- - . 5,389,000
14,560,405 5156141 (  47,077,411)( 12,673)

(14636582) (__L500001) - (_ 24494839)

P 44521299 P 97149 P 9722236 P 171,261,955
26,708,727 1,967,307 12,557,767 63,536,239

- : - 4,290,000

( 2884707) . - ( 2,884707)
. 1056348 (  1,056,348)

( —2L871LB52)

P 54397789 P 320429 P 1327157 P 170,745,083
2,469,233 852,355 12,298,520 20,964,537

. . - ( 38,828
682,635 (  3903.441)

(11945723 ) (884270} ____ -  (_ 20408837)

E 44921299 B 9149 P__972223% EI71.261955
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Land is stated at revalued amount, being the fair value at the date of revaluation in
2015 and 2014. The revaluation surplus, net of applicable deferred tax expense, is
presented as part of the Revaluation Reserves account in the statements of financial
position.

Had the land been carried using the cost model, the carrying amount would have been
P32.9 million as of December 31, 2015 and 2014.

The fair value of land is determined periodically on the basis of the appraisals
performed by an independent appraiser with appropriate qualifications and recent
experience in the valuation of similar properties in the relevant locations. To some
extent, the valuation process was conducted by the appraiser in discussion with the
Company’s management with respect to the determination of the inputs such as the
size, age, and condition of the land, and the comparable prices in the corresponding
property location. Other information on the basis of fair value measurement and
disclosures related to land is presented in Note 23.3.

Construction in progress pertains to accumulated costs incurred in the construction
of the PP-R and HDPE factoty building, PP-R/HDPE warehouse, plant electricity
consolidation, flood control system, elevated flooring of warehouse and
PP-R/HDPE machineries installation. The percentage of completion of
construction in progress ranges from 42.00% to 62.00% and 11.00% to 97.00% as
of December 31, 2015 and 2014, respectively. These projects that are on-going in
2015 are expected to be completed by the first quarter of 2016.

Included as part of construction in progress pertaining particularly to the factory
building project is the capitalized borrowing cost amounting to P0.3 million in 2015
and P0.1 million in 2014 (see Note 12).

In 2015, certain items of construction in progress were expensed outright and
recognized as part of repairs and maintenance (see Note 14).

The amount of depreciation and amortization (see Note 14) is allocated and presented
in the statements of profit or loss under the following line items:

2015 2014 2013
Cost of goods sold P16,793,330 P14,362,020 P14,039,164
Operating expenses 7,701,509 _ 7,509,832 _ 6,369,673

P24,494,839 P21,871.852 P20.408,857

The machinery disposed in 2014 was sold to a related party at net book value, which
was paid in cash (see Note 17). Accordingly, no gain or loss is recognized. In 2013,
the Company recognized a gain on disposal of office furniture and equipment and
transportation equipment totaling P0.4 million presented as part of Other income
under Other Income (Charges) in the 2013 statement of profit or loss.

Transportation equipment with a total carrying value of P3.4 million and
P7.5 million as of December 31, 2015 and 2014, respectively, are used as collaterals
for car loans (see Note 11).
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As of December 31, 2015 and 2014, the gross carrying amounts of the Company’s
fully-depreciated property, plant and equipment that are still being used are

P35.7 million and P12.2 million in 2015 and 2014, respectively. The Company has no
idle properties in any of the years presented.

OTHER NON-CURRENT ASSETS

The composition of this account is shown below.

Note 2015 2014
Deferred input VAT 251(b) P 8,136,393 P 6,206,266
Security deposits 5,112,280 3,042,695
Trademarks — net 317,273 340,372
Others 291,088 291,090

P_ 13,857,034 P __ 9,880,423

Deferred input VAT [see Note 25.1(b)] pertains to the unamortized input VAT from
acquisition of capital assets required by the BIR to be amortized and reported for
VAT reporting purposes over the useful lives of the assets or 60 months, whichever is
shorter.

Security deposits are payments made to utility companies and lessors of office spaces
upon execution of the service contracts. These payments will be refunded at the
termination of the contract. As the utility services and lease contracts are expected to
be renewed indefinitely, the present value of these financial assets cannot be
determined and thus, are carried at cost. As such, the carrying amount of the security
deposits is a reasonable approximation of its fair value (see Note 22.1).

Trademarks pertain to the capitalized costs of application and registration with the
Intellectual Property Office and Bureau of Product Standards of the Company’s logo
or brand emblems used as identifying markers of the Company’s products. The
carrying values of trademarks were presented net of accumulated amortization
amounting to P0.2 million as of December 31, 2015 and 2014.

TRADE AND OTHER PAYABLES

The composition of this account is shown below.

Notes 2015 2014
Current:

Trade payables 17.2 P 101,830,654 P 125,707,441
Advances from custoiers 10,510,209 7,220,725
Accrued expenses 2,301,057 5,596,217
Mortgage payable 1,787,080 2,477,398
Trust receipt payables 7 - 30,295,918
Others 2,720,897 3,227,986

119,149,897 174,525,685

Non-current —
Mortgage payable 1.797.401 3,634,620

P_120,947,298 P_178,160,305
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Advances from customers pertain to advance payments received from customers io
guarantee purchases of goods ordered from the Company. Upon delivery of goods
ordered by the customer, the Company will set-off these advances to the total amount
of due from customer.

Accrued expenses are liabilities arising from unpaid salaries, interest, utilities and
other operating expenses.

In 2014, the Company entered into car loan agreements with local banks for the
acquisition of certain transportation equipment and motor vehicles, which are then
mortgaged to the banks. The car loans bear fixed annual effective interest which
ranges from 9.95% to 12.75% and have terms of five years payable monthly. The
related outstanding balances are presented as Mortgage payable under the Trade and
Other Payables account in the statements of financial position. No similar transaction
occurred in 2015. '

Interest expense related to the mortgage payable amounted to P0.4 million,
P0.5 million and P0.4 million for the years ended December 31, 2015, 2014 and 2013,
respectively, and is shown as part of Finance Costs in the statements of profit or loss.

The trust receipt payables are payable within six months, which bear an interest of
4.25% per annum. Interest expense related to the trust receipt payables amounted to
P0.4 million and P0.1 million for the years ended December 31, 2015 and 2014,
respectively, and is shown as part of Finance Costs in the statements of profit or loss.

Others include withholding taxes, government insurance and retention commissions
payable withheld by the Company from its commission agents as security bond for
any unliquidated cash advances.

INTEREST-BEARING LOANS

In 2014, the Company obtained certain bank loan totalling P68.8 million which is
supported by the executed, unsecured, short-term promissory notes with a local bank
for additional operating capital requirements and the financing of certain construction
projects (see Note 9). This bank loan is payable within six months and bears an
interest of 4.25% per annum. Portion of the bank loan obtained amounting

P21.1 million were specifically earmarked for the construction projects. The related
capitalized borrowing cost in 2015 and 2014 amounted to P0.3 million and

P0.1 million, respectively, which formed patt of construction in progress account
(see Note 9).  These loans are under joint and solidary signature guaranty of the
major stockholders and corporate officers of the Company (see Note 17.8). This has
been fully settled in 2015.

Interest expense incurred related to interest-bearing loans, excluding capitalized
borrowing cost, amounted to P1.9 million and P0.2 million for the years ended
December 31, 2015 and 2014, respectively, and are shown as part of Finance Costs
account in the statements of profit or loss.
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13. COST OF GOODS SOLD

The details of cost of goods sold are shown below.

Notes 2015 2014 2013
Finished goods at
beginning of year 7 P 153,794,162 P 90,130,860 P 38,17
Cost of goods manufactured:
Raw materials at
beginning of year 7 136,701,929 86,038,846 78,802,884
Net purchases duting
the year 720,107,109 682,773,490 588,110,904
Direct labor 15.1 14,197,565 10,472,285 12,530,563
Manufacturing overhead 15.1 63,193,526 60,511,532 56,013,736
Raw materials at
end of year 7 (_121,549,518) ( _136,701,929) (__86,038,846)
812 11 703,094,224 _ 649,419,241
Finished goods at end of year 7 (171,213,640) (__153,794,162) (__90,130,860)

P 795,231,133 P 639430922 P 628,526,560

14. OPERATING EXPENSES BY NATURE

The details of operating expenses by nature are shown below.

Notes 2015 2014 2013
Materials used in production P735,259,520 P 632,110,407 P 580,874,942
Salaries and employee benefits 15 61,614,934 53,461,356 59,234,255
Utlities 30,462,170 32,330,542 33,524,552
Depreciation and amortization 9,10 24,536,438 22,033,067 20,408,837
Outside services 19,293,119 15,101,203 6,753,084
Changes in finished goods ( 17,419,478) (  63,663,302) (  20,892,681)
Transportation and travel 13,104,387 , 14,797,314 11,480,893
Advertising and promotions 10,251,775 9,885,400 7,281,663
Supplies 7,325,247 7,399,334 1,523,892
Repairs and maintenance 9 6,733,252 4,920,368 4,731,562
Taxes and licenses 25.1(f) 6,056,315 6,185,745 6,732,894
Delivery 5,294,536 2,452 255 2,021,244
Representation 4,248,636 4,096,148 3,981,491
Professional fees 2,341,797 2,336,150 2,776,575
Rentals 17.5, 20.1 1,653,757 1,375,607 1,069,365
Insurance 1,180,655 1,243,002 1,292,983
Miscellaneous 10,029,249 9,325,015 9,592,574

P921,966,309 P755389.611 P732388,125
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These expenses are classified in the statements of profit or loss as follows:

Note 2015 2014 2013
Cost of goods sold 13 P 795,231,133 P 639,430,922 P 628,526,560
Other operating expenses 126,735,176 _ 115958,689 __ 103,861,565

P921,966,309 P755380.611 P 732388125

EMPLOYEE BENEFITS
15.1 Salaries and Employee Benefits

Details of salaries and employee benefits are presented below.

Note 2015 2014 2013
Short-term employee benefits P 58,766,504 P 52,016,420 P 56,998,912
Post-employment defined benefit 15.2 2,848,430 1,444 936 2,235.343

P 61,614,934 P 53461356 P _59.234,255

Salaries and employee benefits are allocated in the statements of profit or loss as
follows:

Notes 2015 2014 2013
Cost of goods sold - 13 P 16,047,006 P 11,409,366 P 14,063,828
Other operating expenses 45,567,928 42,051,990 45,170,427

14 B 61,614,934 P 53461356 P _59.234,255

15.2 Post-employment Defined Benefit Plan
(@) Characteristics of Post-employment Defined Benefit Plan

The Company maintains a tax-qualified, partially funded and non-contributory
post-employment defined benefit plan covering all regular full-time employees.
The Company conforms with the minimum regulatory benefit of Republic

Act 7641, Retirement Pay Law, which is of a defined benefit type and provides for
a lJump sum retitement benefit equal to 22.5-day pay for every year of credited
service. The normal retirement age is 60 with a minimum of five years of
credited service.

(b)  Explanation of Amounts Presented in the Financial Statements

Actuarial valuations are made annually to update the retirement benefit costs
and the amount of contributions. All amounts presented in the succeeding page
are based on the actuarial valuation report obtained from an independent
actuary in 2015 and 2014.
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The amounts of post-employment defined benefit obligation recognized in the
statements of financial position are determined as follows:

2015 2014
Present value of the obligation P 31,146,773 P 24,710,567
Fair value of plan assets (___24,869,277) ( 20,737,103)

P__ 627749 P__ 3.973.464

The movements in the present value of the post-employment defined benefit
obligation recognized in the books are as follows:

2015 2014
Balance at beginning of year P 24,710,567 P 21,649,741
Current service cost 2,848,430 1,444 936
Interest cost 1,257,768 852,459
Benefits paid ( 927,692) ( 293,423)
Remeasurement — actuarial losses
(gains) arising from:
Experience adjustments ( 514,038) 782,538
Changes in financial assumptions 3,771,738 274,316
‘Balance at end of year P_31146773 P_ 24710567
The movements in the fair value of plan assets are presented below.
2015 2014
Balance at beginning of year P 20,737,103 P 16,805,765
Contributions to the plan 3,838,765 3,838,765
Interest income 1,129,605 655,950
Benefits paid ( 927,692) ( 293,423)
Return on plan assets (excluding
amounts included in net interest) 91,496 ( 269,954)
Balance at end of year P_24,869.277 P__20,737,103

The composition of the fair value of plan assets at the end of the reporting
period by category and risk characteristics is shown below.

2015 2014
Cash and cash equivalents P 2728.1 P 13,547.860
Debt securities:
Philippine government bonds 17,871,062 3,852,821
Corporate bonds (rated AA
and above) 1,773,179 1,500,572
19,644,241 5,353,393
Unit investment trust funds (UITF) 581,941 491,742
Others 1,941,935 1,345,108

P_24896277 P__ 20738103
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Others comprise of accrued interest and other receivables.

The fair values of the above UITF and debt securities are determined based on

quoted market prices in active markets (classified as Level 1 of the fair value
hierarchy).

Plan assets do not comprise any of the Company’s own financial instruments.

The components of amounts recognized in profit or loss and in other
comprehensive income in respect of the defined benefit post-employment plan
are as follows:

2015 2014 2013
Recognized in profit or loss:
Current service cost P 2,848,430 P 1,444936 P 1,945,229
Net interest expense 128,163 196,509 628,717
Past service cost - - 290,114

E_2976593 P 1641445 P_ 2864060

Recognized in other comprebensive income —

Actuarial losses (gains) arising from:
Experience adjustments (P 514,038) P 782,538 (P 4,814,363)
Changes in financial assumptions 3,771,738 274,316 480,399

Return on plan assets (——91496) 269,954 (____ 426,037)

E_3.166204 P__1326.808 (B_4.760,001)

Current service and past service costs are included as part of Salaries and
employee benefits under Cost of Goods Sold and Other Operating Expenses
account in the statements of profit or loss (see Notes 13 and 14).

The net interest expense is included as part of Finance Costs account in the
statements of profit or loss.

Amounts recognized in other comprehensive income were included within
items that will not be reclassified subsequently to profit or loss.

In determining the amounts of the post-employment benefit obligation, the
following significant assumptions were used:

2015 2014 2013
Discount rate 4.63% 5.09% 5.25%
Salary increase rate 6.41% 5.00% 5.00%

Assumptions regarding future mortality experience are based on published
statistics and mortality tables. The average remaining working lives of an
individual retiring at the age of 60 is 27.8 years. These assumptions were
developed by management with the assistance of an independent actuary.
Discount factors are determined close to the end of each reporting period by

reference to the interest rates of a zero coupon government bond, with terms to

maturity approximating to the terms of the post-employment obligation. Other
assumptions are based on current actuarial benchmarks and management’s
historical experience.
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(c) Risks Associated with the Retirement Plan

@

The plan exposes the Company to actuarial risks such as investment sk, interest
rate risk, longevity risk and salary risk.

(i) Investment and Interest Risks

The present value of the defined benefit obligation is calculated using a discount
rate determined by reference to market yields of government bonds. Generally, 2
decrease in the interest rate of a reference government bonds will increase the plan
obligation. However, this will be partially offset by an increase in the return on the
plan’s investments in debt securities and if the return on plan asset falls below this
rate, it will create a deficit in the plan.

(i) Longevity and Salary Risks

The present value of the defined benefit obligation is calculated by reference to the
best estimate of the mortality of the plan participants both during and after their
employment and to their future salaries. Consequently, increases in the life
expectancy and salary of the plan participants will result in an increase in the plan

obligation.

Other Information

The information on the sensitivity analysis for certain significant actuarial

assumptions, the Company’s asset-liability matching strategy, and the timing and
uncertainty of future cash flows related to the post-employment defined benefit

plan are described below.

(1) Sensitivity Analysis

The following table summarizes the effects of changes in the significant actuarial
assumptions used in the determination of the post-employment defined benefit

obligation as of December 31, 2015 and 2014:

December 31, 2015

Discount rate
Salary growth rate

December 31, 2014

Discount rate
Salary growth rate

December 31, 201

Discount rate

Salary growth rate

Impact on Post-Employment Defined

Change in
Assumption

+/-1.0%
+/-1.0%

+/-1.0%
+/-1.0%

+/-1.0%
+/-1.0%

fit

bligation

Increase in

Assumption

P

2,358,528)
2,640,298

1,579,886)
1,706,078

1,550,529)
1,680,326

(

(

(

Decrease in

Assumption
P 2,966,209
2,145,142)
P 1,935,502
1,411,714)
P 1,884,270
1,405,816)
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The sensitivity analysis is based on a change in an assumption while holding all
other assumptions constant. This analysis may not be representative of the actual
change in the defined benefit obligation as it is unlikely that the change in
assumptions would occur in isolation of one another as some of the assumptions
may be correlated. Furthermore, in presenting the above sensitivity analysis, the
present value of the defined benefit obligation has been calculated using the
projected unit credit method at the end of the reporting period, which is the same
as that applied in calculating the defined benefit obligation recognized in the
statements of financial position.

The methods and types of assumptions used in preparing the sensitivity analysis did
not change compared to the previous years.

(1) Asset-liability Matching Strategies

The retirement plan trustee has no specific matching strategy between the plan
assets and the plan liabilities.

A large portion of the plan assets as of December 31, 2015 and 2014 consists of
debt securities and readily available cash and cash equivalents, pending placement
in investments with balanced risks and rewards optimization.

There has been no change in the Company’s strategies to manage its risks from
previous periods.

() Funding Arrangements and Expected Contributions

The Company has yet to decide the amount of contribution to the retirement plan
for the succeeding year.

The Company is not required to pre-fund the future defined benefits payable under
the plan assets before they become due. For this reason, the amount and timing of
contributions to the plan assets are at the Company’s discretion. However, in the
event a benefit claim arises and the plan assets are insufficient to pay the claim, the
shortfall will be due, demandable and payable from the Company to the plan assets.

The maturity profile of undiscounted expected benefit payments from the plan
follows:

2015 2014
Within one year P 14,870,276 P 7,309,955
Mote than one year to five years 7,740,430 11,010,650
More than five years to ten years 2,860,191 5,370,081

P___ 25470807 P ___ 23690686

The weighted average duration of the defined benefit obligation at the end of the
reporting period is 12.20 years.
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16. CURRENT AND DEFERRED TAXES

The components of tax expense as reported in profit or loss and other
comprehensive income follow:

_2015 2014 2013
Reported in profit or loss:
Current tax expense:
Regular corporate income
tax (RCIT) at 30% P 44,898,463 P 28,476,310 P 20,760,471
Final tax at 20% and 7.5% 19,965 72,370 241,288

44,918,428 28,548,680 21,001,759

Deferred tax expense (income)
relating to origination and )
reversal of temporary differences 1,286,628 ( 207.028) 322943

P 46205056 P 28341652 P 21.324.702

Reported in other comprebensive income —
Deferred tax expense
relating to revaluation increment
on land and remeasurements of

post-employment defined benefit plan P___666839 P 1068958 P_ 1428000

A reconciliation of tax on pretax profit computed at the applicable statutory rates to
tax expense reported in profit or loss follows:

2015 2014 2013
Tax on pretax profit at 30% P 43,905,610 P 28,116,593 P 21,321,794
Adjustment for income
subjected to lower tax rates ( 23,690) ( 52,912)( 140,636)
Tax effects of non-deductible expenses 2323136 277,971 143,544
Tax expense reported in profit or loss P 46205056 P 28341652 P 21324702

The net deferred tax liabilities relate to the following as of December 31:

tateme inancial Positi

2015 2014

Deferred tax assets:

Post-employment defined benefit obligation P 1,883,249 P 1,192,039
Impairment loss on trade and other receivables 2,259,718 2,326,019
Unamortized past service cost 2,477,601 2,525,460
Unrealized foreign currency losses — net = 164,697

6620568 6208215

Deferred tax liabilities:
Revaluation reserve on property,
plant and equipment ( 15,218,162) ( 13,601,462)
Unrealized foreign currency gains — net ( 749,119) -
( 15,967,281) ( 13,601,642)

Net Deferred Tax Liabilities (B 9,346,713) (P 7.393,247)
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__Statements of Comprehensive Income _
___ ProfitorLoss Other Comprehensive Income
2015 2014 2013 — 2015 2014 2013

Deferred tax assets:
Post-employment defined
benefit obligation P 258,652 P 659,196 P 1,654,337 (P 949,861)(P 398,042) P 1,428,000

Impairment loss in trade

and other receivables 66,301 ( 6,229) 55,800 -
Unamortized past service
cost p 7 ) - - -
372,812 250,067 202,706 ( 949,861)( 398,042) 1,428,000
. Deferred tax Labilities:

Revaluation reserve on

property, plant and
cquipment - - . 1,616,700 1,467,000

Unrealized foreign

currency gains
(losses) — net 913,816 (. 457,095) 120,237 -

Deferred Tax Expense '
(Income) B__1286628 (B 20702K)P 322043 P__ 666,839 P 1068058 P 1428000

The Company is subject to the minimum corporate income tax (MCIT) which is
computed at 2% of gross income, as defined under the tax regulations, or RCIT,
whichever is higher. No MCIT was accrued for the years ended December 31, 2015,
2014 and 2013 as the RCIT was higher than MCIT in those years.

In 2015, 2014 and 2013, the Company claimed itemized deductions in computing for its

income tax due. :

RELATED PARTY TRANSACTIONS

The Company’s related parties include entities under common ownership, stockholders
and key management personnel as described below.

The summary of the Company’s transactions with its related parties for the years ended
December 31, 2015, 2014 and 2013 and the outstanding balances as of December 31,
2015 and 2014 are as follows:

Amounts of Transactions

Notes 2015 2014 2013
Related Parties Under
Common Ownership:

Sale of goods 171 P 31,630,201 P 22,597,352 P 28,673,341

Purchase of goods and services 17.2 38,677,734 33,029,044 30,012,196

Advances granted 17.3 6,000,000 6,000,000 5,858,472

Rent expense 17.5 1,359,595 654,200 685,580

Security deposit 17.5 30,100 47,315 -

Sale of property,

plant and equipment 8 - 2,884,707 -

Other receivables 17.6 - 176,910 -
Stockholders —

Loan guarantee 17.8 - 68,800,000
Key Management Personnel -

Compensation 17.7 27,814,738 24,348,833 23,257,487
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Qutstanding Balances
Note 2015 2014
Related Partes Under
Commcn Ownership:

Sale of goods 171 P 9,138,498 P 8,309,511

Purchase of goods and services 17.2 3,358,816 4,284,191

Advances granted 17.3 30,800,000 24,800,000

Security deposit 17.5 207,915 177,815

Other receivables 17.6 35,382 176,910
Stockholders:

Loan guarantee 17.8 - 68,800,000

Advances obtained 17.4 46,057 46,057

None of the Company’s outstanding balances with related parties has indications of
impairment; hence, no impairment losses were recognized in both years.

17.1 Sale of Goods

The Company sells finished goods to related patties under common ownership.

Goods are sold on the basis of the price lists in force and terms that would be available
to non-related parties. The outstanding receivables from sale of goods, which are
generally noninterest-bearing, unsecured and settled through cash within three to six
months, are presented as part of Trade receivables under the Trade and Other
Receivables account in the statements of financial position (see Note 6).

17.2 Purchase of Goods and Services

Goods and services are purchased on the basis of the price lists in force with
non-related parties. The related outstanding payables for goods and services
purchased in 2015 and 2014 are presented as part of Trade payables under the Trade
and Other Payables account in the statements of financial position (see Note 11).
The outstanding payables from purchase of goods and services are generally
noninterest-bearing, unsecured and settled through cash within three months.

The Company also acquires the services of Husky Plastics Corporation (Husky), a
related party under common ownership, for the conversion of its pipe fittings. The
Company provides its own raw materials to Husky for processing into finished goods.
Once the processing is completed, the Company records the amount paid for the
services of Husky as part of the finished goods based on the billings received. The
basis of the price charged to the Company is in line with Husky’s prevailing market

rates.
17.3 Advances to Related Parties

The Company grants unsecured, noninterest-bearing advances to its related parties
under common ownership. Included in this account are advances made for the
purpose of a future land acquisition. These advances are noninterest-bearing,
unsecured and repayable in cash, and are presented as Advances to related parties
under Trade and Other Receivables account in the statements of financial position
(see Note 6).
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17.4 Advances from Stockholders

The Company obtains unsecured and noninterest-bearing advances from certain
stockholders for working capital requirements. In 2012, the Company reclassified
portion of these Advances from Stockholders amounting to P342.8 million to
Amount for Future Stock Subscription (see Note 18.1) in connection with the
Company’s debt to equity conversion which was executed and approved by the SEC
in 2013.

17.5 Lease of Properties

The Company entered into operating lease agreements with a related party under
common ownership covering its office spaces with lease terms of two and

ten years. Rental expense related to this transaction is shown as part of Rentals under
Other Operating Expenses account in the statements of profit or loss (see Note 14).
There are no unpaid rentals as of December 31, 2015 and 2014.

The related deposit as of December 31, 2015 and 2014, which is refundable at the
termination of the lease term, is presented as part of Security Deposits under Other
Non-current Assets account in the statements of financial position (see Note 10).

17.6 Other Receivables

Other receivables represent unsecured, noninterest-bearing advances for miscellaneous
business-related expenditures that are presented as part of Other receivables under
Trade and Other Receivables account in the statements of financial position

(see Note 6).

17.7 Key Management Personnel Compensation

The total compensation of key management personnel, which include all managers
and executives, is shown below.

2015 2014 2013
Short-term benefits P 25,700,843 P 23,720,015 P 22,493,721
Post-employment defined benefits 2,113,895 628,818 763,766

P 27,814,738 P 24348833 P 23257487
17.8 Loan Guarantee

In 2014, the stockholders guaranteed the Company’s loan from a local bank
amounting to P68.8 million (see Note 12).
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EQUITY
18.1 Capital Stock

Capital stock consists of:

Common shares — P1 par value
Authogzed

Issued and outstanding:
Balance at beginning of year
Stock dividends
Issued during the year

Balance at end of year

- 39-
§hms_ Amount
2015 2014 2015 2014

1,300,000,000 1300000000 P1,300,000,000 P1.300,000000
472,800,000 352,800,000 472,800,000 352,800,000

- 120,000,000 - 120,000,000
158,000,000 - 158,000,000 -
630,800,000 _472800000 P_630,800,000 P_472.800000

On October 17, 2012, the BOD approved the increase in the Company’s authorized
capital stock from P10.0 million divided into 100,000 common shares with par

value of P100 per share to P1,300.0 million divided into 1,300.0 million common
shares with the par value of P1 per share. The payment for the subscription of the
increase in authorized capital stock was made by way of conversion of the Company’s
Amount for Future Stock Subscription to Equity (see Note 17.4). The application for
increase in authorized capital stock and conversion of the Amount for Future Stock
Subscription to equity was approved by the SEC on January 25, 2013. In 2013, the
balance of Amount for Future Stock Subscription was transferred to Capital Stock
account upon issuance of the shares of stocks.

On April 27, 2015, the Company was listed with the PSE with 158,000,000 new
additional common shares with offer price of P1.41 per share and 472,800,000
existing common shares with par value of P1.00 per share. The listing was approved
by the SEC on April 7, 2015. As of December 31, 2015, the Company’s number of
shares registered totaled 630,800,000 with par value of P1.00 per share and closed at a
price of P2.35. The total number of stockholders is 19 as of December 31, 2015.

18.2 Additional Paid-in Capital

Additional paid-in capital consists of P52.3 million from the initial public offering in
2015, net of P12.5 million stock issuance costs incurred such as underwriting fees and

commissions, taxes and filing fees.

18.3 Retained Earnings

On January 16, 2015, the Company’s BOD approved the declaration of cash dividend
amounting to P25.0 million or P0.05 per share to stockholders of record as of
January 16, 2015, on which P12.5 million was paid on January 30, 2015, while the
remaining P12.5 million was paid on February 25, 2015.

On September 5, 2014, the Company’s BOD and stockholders approved the
declaration of stock dividends equivalent to 34.01% of the total issued and
outstanding shares of stock amounting to P120.0 million (P1.0 par value).
The stock dividends were distributed on November 6, 2014.
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On May 27, 2014, the Company’s BOD approved the release of the approptiation’
originally intended for construction of the Company’s new factory building and for
purchase of machineries for new product lines amounting to P40.0 million.

On March 4, 2014, the Company’s BOD approved the declaration of cash dividend
amounting to P7.0 million or P0.02 per share which was paid on May 30, 2014 to
stockholders of record as of March 31, 2014. Similarly, on May 16, 2013, the Company’s
BOD approved the declaration of cash dividend amounting to P7.0 million or P0.02 per
share payable on May 31, 2013 to stockholders of record as of May 16, 2013. On
December 9, 2013, the Company declared another cash dividend amounting to

P5.0 million or P.01 per share payable on December 19, 2013 to stockholders of record as
of November 30, 2013.

EARNINGS PER SHARE

Basic EPS is computed as follows:

2015 2014 2013
Net profit P 100,146,977 P 65,380,323 P 49,747,945
Divided by weighted average number of
outstanding common shares* 578,133,333 _ 472,800,000 453,755,556
Basic and diluted earnings per share P 017 P 014 P 011

*  After giving retroaciive effect to the stock dividends declared (see Note 18.3).

The Company does not have dilutive potential common shares outstanding as of
December 31, 2015, 2014 and 2013; hence, diluted EPS is equal to the basic EPS.

COMMITMENTS AND CONTINGENCIES

The following are the significant commitments and contingencies involving the
Company:

20.1 Operating Lease Commitments — Company as Lessee

The Company is a lessee under non-cancellable operating leases covering its
warehouse and office spaces. The lease for warehouse has a term of two years
and includes annual escalation rate of 5.00%, while the leases for office space
have terms of five to ten years with escalation rates ranging from 5.00% to
10.00%. All leases have renewal options. The following is the future minimum
lease payments under these non-cancellable operating leases as of December 31:

2015 2014 2013
Within one year P 1,640,092 P 999,732 P 898,554
After one year but not
more than five years 2,557,860 1,736,831 2,736,563

P_4,197952 P 2736563 PB_3.635117

Rental expense for the years ended December 31, 2015, 2014 and 2013 amounted to
P1.7 million, P1.4 million and P1.0 million, respectively (see Note 14).
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20.2 Unused Credit Lines

The Company had P320.0 million and P161.2 million of unused credit lines of the
approved Omnibus Line of Credit from a local bank granted as of December 31, 2015
and 2014, respectively.

20.3 Others

There are other commitments and contingent liabilities that arise in the normal course of
the Company’s operations which are not reflected in the financial statements. As of
December 31, 2015, 2014 and 2013, management and its legal counsel are of the opinion
that losses, if any, from these items will not have a material effect on the Company’s
financial statements.

RISK MANAGEMENT OBJECTIVES AND POLICIES

The Company is exposed to a variety of financial risks in relation to financial
instruments. The Company’s financial assets and financial liabilities by category are
summarized in Note 22. The main types of risks are market risk, credit risk and liquidity
risk. :

The Company’s risk management is coordinated by its BOD, and focuses on actively
securing the Company’s closely short-to-medium term cash flows by minimizing the
exposure to financial markets.

The Company does not actively engage in the trading of financial assets for
speculative purposes nor does it write options. The most significant financial risks to
which the Company is exposed to are described below.

21.1 Market Risk

The Company is exposed to market risk through its use of financial instruments and
specifically to foreign currency risk and interest rate risk which result from both its
operating, investing and financing activities.

(a) Foreign Currency Risk

Most of the Company’s transactions are carried out in Philippine pesos, its functional
currency. Exposures to currency exchange rates arise from the Company’s overseas
sales and purchases, which are primarily denominated in US dollars. The Company also
holds US dollar-denominated cash and cash equivalents.

To mitigate the Company’s exposute to foreign cutrency risk, non-Philippine peso cash
flows are monitored.
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Foreign currency-denominated financial assets and liabilities, translated into Philippine
pesos at the closing rate follow:

2015 2014
Financial assets P 87,755,501 P 42,455,324
Financial liabilities ( 21,799,628) ( 4,432,451)
Net exposure P 65956379 P 38,022,873

The sensitivity of the Company’s profit before tax is based on the Company’s financial
assets and financial liabilites denominated in U.S. dollars and the U.S. dollar — Philippine
peso exchange rate. It assumes a +/- 10.42% and +/- 11.56% change of the Philippine
peso/ U.S. dollar exchange rate for the years ended December 31, 2015 and 2014,

_ respectively. These percentages have been determined based on the average market
volatility in exchange rates, using standard deviation, in the previous 12 months at a
99% confidence level. The sensitivity analysis is based on the Company’s foreign
currency financial instruments held at the end of each reporting period.

If the Philippine peso had strengthened against the U.S. dollar by 10.42% and 11.56% at
December 31, 2015 and 2014, profit before tax for the years ended December 31, 2015
and 2014 would have decreased further by P6.9 million and P4.4 million, respectively.
Conversely, if the Philippine peso has weakened against the U.S. dollar by the same
percentages at December 31, 2015 and 2014, profit before tax for the years ended
December 31, 2015 and 2014 would have increased by the same amounts.

Exposures to foreign exchange rates vary during the period depending on the volume of
foreign currency denominated transactions. Nonetheless, the analysis above is
considered to be representative of the Company’s currency risk.

() Interest Rate Risk

The Company’s policy is to minimize interest rate cash flow risk exposures on
long-term financing. Long-term borrowings are therefore usually made at fixed rates.
At December 31, 2015 and 2014, the Company is exposed to changes in market
interest rates through its cash and cash equivalents, which are subject to vatiable
interest rates (see Note 5). All other financial assets and liabilities have fixed rates.
The table below illustrates the sensitivity of the Company’s profit before tax and
equity to a reasonably possible change in interest rates of +/- 0.69% and +/- 1.24%
in 2015 and 2014, respectively. These changes are considered to be reasonably
possible based on observation of cutrent market conditions. The calculations are
based on a change in the average market interest rate for each period, and the
financial instruments held at the end of each reporting period that are sensitive to
changes in interest rates. All other variables are held constant.

Increase Decrease
2015 2014 2015 2014
0.69% 1.24% 0.69% 1.24%
Effect in profit before tax P 815929 P 11,983 (P 815,929)(P 11,983)
Effect in equity 652,743 9,586 ( 652,743)( 9,586)



21.2 Credit Risk

Credit risk is the risk that counterparty may fail to discharge an obligation to the
Company. The Company continuously monitors defaults of customers and other
counterparties, identified either individually or by group, and incorporates this
information into its credit risk controls. The Company’s policy is to deal only with
creditworthy counterparties.

The maximum credit risk exposure of financial assets is the carrying amount of the
financial assets as shown in the statements of financial position (or in the detailed
analysis provided in the notes to financial statements), as summarized below.

Notes 2015 2014
Cash and cash equivalents 5 P 118,822,778 P 34,317,966
Trade and other receivables - net
(except Advances to
suppliers and contractors) 6 228,936,267 186,326,390
Security deposits 10 5,112,280 3,042,695

P 352,871,325 P 223687051

None of the financial assets are secured by collateral or other credit enhancements except
for cash.and cash equivalents and certain trade receivables with entrusted and on hand
post-dated checks issued by the customers (see Note 6). Bank deposits are only woaintained
with reputable financial institutions, as a matter of Company policy. Cash in banks are -
insured by the Philippine Deposit Insurance Corporation up to a maximum coverage of
P500 thousand per depositor per banking institution.

The credit risk with respect to trade and other receivable is not concentrated to any
single counterparty as these are due from vatious customers located in a widely dispersed
geographical area but generally within the Philippines.

Management assessed that the past due trade and other receivables over 120 days but
less than one year amounting to P1.5 million and P0.7 million as of December 31, 2015
and 2014, respectively, are not impaired as of those dates.

213 Liquidity Risk

The Company manages its liquidity needs by carefully monitoring scheduled debt
servicing payments, if any, for long-term financial liabilities as well as cash outflows
due in a day-to-day business. Liquidity needs are monitored in various time bands, on
a day-to-day and week-to-week basis, as well as on the basis of a rolling 30-day
projection. Long-term liquidity needs for a six-month and one-year period are
identified monthly.

The Company maintains cash to meet its liquidity requirements for up to 60-day
petiods. Excess cash is invested in short-term placements. Funding for long-term
liquidity needs is additionally secured by an adequate amount of committed credit
facilities (see Note 20.2).
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As at December 31, the Company’s financial liabilities have contractual maturities which
are presented below.

2015
Current Non-current
Within Six to 12 One to Five
Six Months Months Years
Trade and other payables
(except Advances from customers
and tax-related payables) P 117,217,318 P 950,860 P 1,833,159
Advances from stockholders - - 46,057

P___117.217318 P 950,860 P____ 1879216

This compares to the maturity of the Company’s financial liabilities as of December 31

as follows:

2014
Current - nt
Within Six to 12 One to Five
Six Months Moanths Years
Trade and other payables
(except Advances from customers
and tax-related payables) P 165,302,834 P 1,297,230 P 3,891,085
Interest-bearing loans 69,366,906 - .
Advances from stockholders - = 46,057
P 234669740 P 1297230 P 3,937,142

The contractual maturities reflect the gross cash flows, which may differ from the
carrying values of the liabilities at the end of the reporting periods.
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CATEGORIES AND OFFSETTING FINANCIAL ASSETS AND
FINANCIAL LIABILITIES
22.1 Cartying Amounts and Fair Values by Category

The carrying amounts and fair values of the categories of financial assets and financial
liabilities presented in the statements of financial position at amortized cost are shown
below (see Note 23.2).

2015 2014
N Carrving Val Fair Val Carrving Val Faic Val
Financial assets —
Loans and receivables
Cash and cash equivalents 5 P 118822778 P 118,822,778 P 34,317,966 P 34,317,966
Trade and other receivables (except :
Advances to suppliers
and contractors) 6 228,936,267 228,936,267 186,326,390 186,326,390
Security deposits 10 5,112,280 5,112 280 3,042,695 3.042,695
E_ 352871325 P 352,871,325 P 223687051 P 223687,051
Financial liabilities —
At amortized cost

Trade and other payables (except
Advances from customers

and tax-related payables) 1 P 119,683,743 P 119,683,743 P 169,168,086 P 169,168,086
Interest-bearing loans 12 - - 68,800,000 68,800,000 |
Advances from stockholders 174 46,057 46,057 46,057 46,057

E__119729.200 E 119729800 P_238014,143 P 238014143

See Notes 2.4 and 2.9 for a description of the accounting policies for each category of
financial instruments. A description of the Company’s risk management objectives and
policies for financial instruments is provided in Note 21.

22.2 Oftsetting Financial Assets and Financial Liabilities

The Company’s interest-bearing loans presented in the 2014 statement of financial
position at gross amounts are covered by enforceable master netting arrangements
and similar arrangements as of December 31, 2014:

Related Amount
Not Set-off
—Note  GrossAmounts _(CashinBank) _ Net Amount
Interest-bearing loans 11 P 68,800,000 (P 26,308,381) P 42,491,619

As of December 31, 2015, the Company has no outstanding interest-bearing loans.

For financial assets and financial liabilities subject to enforceable master netting
agreements or similar arrangements above, each agreement between the Company
and counterparties (i.e., related parties including subsidiaries and associates) allows for
net settlement of the relevant financial assets and liabilities when both elect to settle
on a net basis (see Note 21). In the absence of such an election, financial assets and
liabilities will be settled on a gross basis; however, each party to the master netting
agreement or similar agreement will have the option to settle all such amounts on a
net basis in the event of default of the other party.
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By default, the Company does not elect to settle financial assets and financial hiabilities
with counterparties through offsetting. Gross settlement is generally practiced.

FAIR VALUE MEASUREMENTS AND DISCLOSURES
23.1 Fair Value Hierarchy

In accordance with PERS 13, the fair value of financial assets and financial liabilities
and non-financial assets which are measured at fair value on a recurring or
non-recurring basis and those assets and liabilities not measured at fair value but for
which fair value is disclosed in accordance with other relevant PFRS, are categorized
into three levels based on the significance of inputs used to measure the fair value.
The fair value hierarchy has the following levels:

®  Level 1: quoted prices (unadjusted) in active markets for identical assets or
liabilities that an entity can access at the measurement date;

e  Level 2: inputs other than quoted prices included within Level 1 that are
observable for the asset or liability, either directly (i.e., as prices) or
indirectly (i.e., derived from prices); and,

e Level 3: inputs for the asset or liability that are not based on observable
matket data (unobservable inputs).

The level within the asset or liability is classified is determined based on the lowest "
level of significant input to the fair value measurement.

For purposes of determining the market value at Level 1, a market is regarded as
active if quoted prices are readily and regularly available from an exchange, dealer,
broker, industry group, pricing service, or regulatory agency, and those prices
represent actual and regularly occurring market transactions on an arm’s length basis.

For investments which do not have quoted market price, the fair value is determined
by using generally acceptable pricing models and valuation techniques or by reference
to the current market of another instrument which is substantially the same after
taking into account the related credit risk of counterparties, or is calculated based on
the expected cash flows of the underlying net asset base of the instrument.

When the Company uses valuation technique, it maximizes the use of observable
market data where it is available and relies as little as possible on entity specific
estimates. If all significant inputs required to determine the fair value of an
instrument are observable, the instrument is included in Level 2. Otherwise, it is
included in Level 3.

The Company has no financial assets or financial liabilities measured at fair values.
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23.2 Financial Instruments Measured at Amortized Cost for which Fair Value
is Disclosed

The table below summarizes the fair value hierarchy of the Company’s financial assets
and financial liabilities which are not measured at fair value in the statements of
financial position but for which fair value is disclosed (see Note 22.1).

ell __Level 2 Level 3 Total
December 31, 2015
Financial assets:
Cash and cash equivalents P118,822,778 P - P - P 118,822,778
Trade and other receivables - - 228,936,267 228,936,267
Security deposits - - 5,112,280 5,112,280
P118822778 P___- __ P234,048547 P 352,871,325
Financial liabilities:
Trade and other payables P - P - P119,683,743 P 119,683,743
Advances from stockholders - - 46,057 46,057
B__- P__-  PU9729800 P119,729,800
December 31, 2014
Financial assets:
Cash and cash equivalents P 34,317,966 P - P - P 34,317,966
Trade and other receivables - - 186,326,390 186,326,390 )
Security deposits - - 3,042,695 3,042,695
P 34317966 B___- ____  P189369,085 P 223,687,051
Financial kabilities:
Trade and other payables P - P - P169,168,086 P 169,168,086
Interest-bearing loans - - 68,800,000 68,800,000
Advances from stockholders - - 46,057 46,057

) - P - P 238014143 P238014143

23.3 Fair Value Measurement for Non-financial Assets

The fair value of the Company’s land amounting to P83.6 million as of December 31, 2015
and P78.2 million as of December 31, 2014 is classified under Level 3 in the fair value
hierarchy. The Level 3 fair value of land was derived using market comparable approach
that reflects recent transaction prices for similar properties in nearby locations, adjusted for
key attributes such as property size, age, condition and accessibility of the land. The most
significant input into this valuation approach is the price per square foot; hence, the higher
the price per square foot, the higher the fair value.

There has been no change to the valuation techniques used by the Company during
the year for its non-financial assets. Also, there were no transfers into or out of
Level 3 fair value hierarchy in 2015 and 2014.
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CAPITAL MANAGEMENT OBJECTIVES, POLICIES AND
PROCEDURES

The Company’s capital management objectives are to ensure the Company’s ability to
continue as a going concern and to provide an adequate return to shareholders by
pricing products and services commensurate with the level of risk.

The Company monitors capital on the basis of the carrying amount of equity as
presented in the statements of financial position. Capital for the reporting periods
under review is summarized as follows:

2015 2014 2013
Total liabilities P 150,111,755 P 266,148,679 P155,609,648
Total equity 849,911,577 _ 562,889,419 _ 502,024,862
Debt-to-equity ratio 0.18:1.00 __047:1.00 _ 031:1.00

There were no internally and externally imposed capital requirements to be complied
with as of December 31, 2015 and 2014.

The Company manages the capital structure and makes adjustments to it in the light
of changes in economic conditions and the risk characteristics of the underlying
assets. In order to maintain or adjust the capital structure, the Company may adjust
the amount of dividends paid to shareholders, issue new shares or sell assets to reduce
debt.

SUPPLEMENTARY INFORMATION REQUIRED BY THE BIR

Presented below is the supplementary information which is required by the BIR
under its existing revenue regulations to be disclosed as patt of the notes to financial
statements. This supplementary information is not a required disclosure under PERS.

25.1 Requirements Under Revenue Regulations (RR) 15-2010

The information on taxes, duties and license fees paid or accrued during the taxable
year required under RR 15-2010 are as follows:

(@) Owutpur VAT

In 2015, the Company declared output VAT as follows:

T ase u VA
Sale of goods:
Taxable sales P 705,037,865 P 84,604,544
Zero-rated sales 367,806,368 -

P1072.844233 P__ 84,604,544

The Company’s zero-rated receipts from sale of goods were determined
pursuant to Section 106 (A), VAT on Sale of Goods or Properties, of the National
Internal Revenue Code of 1997.
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(6) Input VAT

The movements in input VAT in 2015 are presented below.

Balance at beginning of year P 43,256,679
Goods other than capital goods ' 53,283,214
VAT on importation of goods 30,449,394
Services lodged under other accounts 12,610,375
Capital goods subject to amortization 2,442,780
Capital goods not subject to

amortization 206,523
Applied against output VAT* (___84,604.544)
Balance at end of year P__57.644421

¥ Includes balance applied against ouspus VAT for the fourth guarter of 2015.

The outstanding balance of input VAT is presented under the Prepayment and
Other Current Assets account in the 2015 statement of financial position
(see Note 8).

Deferred input VAT amounting to P8,136,393 pertains to the unamortized input
VAT on purchases of capital goods exceeding P1.0 million. Deferred input VAT
is to be amortized and credited against output tax evenly over 60 months or the
life of the asset, whichever is shorter. The outstanding balance is presented as
part of Other Non-current Assets in the 2015 statement of financial position

(see Note 10).

(¢)  Taxes on Importation
In 2015, the total landed cost of the Company’s importations for use in business
amounted to P289,770,695. This also includes customs duties and tariff fees
totaling to P6,361,792 which are capitalized as part of the cost of the raw
materials inventory and machineries, factory and other equipment.

(d)  Excse Tax

The Company did not have any transactions in 2015 which are subject to excise
tax.

(¢)  Documentary Stamp Tax

Documentary stamp taxes (DST) paid and accrued in 2015 is presented below.

Bank transactions P 842 882
Loan instruments 294,002
Others 138,629

P__1275513
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7] Taxes and I icenses

The composition of Taxes and Licenses account in 2015 is shown below.

_Note
Registration and license fees P 3,355,720
DST 25.1(¢) 1,275,513
Real property tax 1,170,096
Deficiency tax 237,735
Residence tax 13,831
Miscellaneous 3,420

P__6056315

The amount of Taxes and licences is presented as part of Other Operating
Expenses account in the 2015 statement of profit or loss (see Note 14).

()  Withholding Taxes

The details of total withholding taxes in 2015 are shown below.

Expanded P 7,965,374
Compensation and benefits 7,740,222
Final tax on dividends 2,500,000

P__18205.596

(b) Deficiency Tax Assessments

In 2015, the Company was assessed for deficiency taxes on VAT, inclusive of
the interest portion, totalling P295,492 for taxable year 2013. The tax
assessment was fully settled in 2015.

As of December 31, 2015, the Company does not have any other final
deficiency tax assessments from the BIR nor does it have tax cases outstanding
or pending in courts or bodies outside of the BIR in any of the open taxable
years.

25.2 Requirements Under RR 19-2011
RR 19-2011 requires schedules of taxable revenues and other non-operating income,

cost of goods sold, and itemized deductions and other significant tax information to
be disclosed in the notes to the financial statements.
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The amounts of taxable revenues and income, and deductible costs and expenses
presented below are based on relevant tax regulations issued by the BIR, hence, may
not be the same as the amounts reflected in the 2015 statement of profit or loss.

(@)  Taxable Revenues

The Company’s taxable revenues from sale of goods for the year ended
December 31, 2015 subject to regular tax rate amounted to P1,072,844,233.

(6)  Deductible Cost of Goods Sold

Deductible cost of goods sold subject to the regular tax rate for the year ended
December 31, 2015 comprises the following:

Finished goods at beginning of year P 153,794,162
Cost of goods manufactured 812,650,611
Total goods available for sale 966,444,773
Finished goods at end of year (__171.213,640)

P 795231133

(¢)  Taxable Non-operating and Other Income

The details of taxable non-operating and other income in 2015 which are
subject to regular tax rate are shown below.

Realized foreign currency gains — net P 2,670,893
Others 17374
P___2688267

(d)  Itemized Deductions

The amounts of itemized deductions for the year ended December 31, 2015 are
shown below.

Salaries and allowances P 42,719,498
QOutside services 13,305,776
Transportation and travel 12,360,126
Advertising and promotions 10,251,775
Depreciation and amortization 7,743,108
Taxes and licenses 5,271,774
Delivery expense 5,267,755
Representation and entertainment 4,237,382
Retirement benefit expense 3,998,294
Communication, light and water 3,279,216
Interest 2,752,689
Repairs and maintenance 2,573,004
Professional fees 2,341,797
Office supplies 1,923,002
Rentals 1,653,757
Insurance 1,153,628
Bad debts written-off 682,361
Miscellaneous 9,124,882

P_130,639.824



