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GrY GT CADITAL

HOLDINGS, INCORPORATED

STATEMENT OF MANAGEMENT’S RESPONSIBILITY
FOR FINANCIAL STATEMENTS

The management of GT Capital Holdings, Inc. (the Company) is rcsponsible for the preparation
and fair presentation of the parent company and consolidated financial statements for the vears
ended December 31, 2013 and 2012, including the additional components attached thercin, in
accordance with the prescribed financial reporting framework indicated thercin. This
responsibility includes designing and implementing internal controls relevant to the preparation
and fair presentation of financial statements that are free from material misstatement, whether due
to fraud or error, selecting and applying appropriate accounting policies, and making accounting
estimatcs that are reasonable in the circumstances.

The Board of Directors reviews and approves the financial statements and submits the same to the
stockholders.

SyCip Gorres Velayo & Co., the independent auditors, appointed by the stockholders, has
examined the financial statements of the Company in accordance with Philippine Standards on
Auditing, and in its report to the stockholders, has expressed its opinion on the fairness of
presentation upon completion of such examination.

Signature:
Arthur V. Tv/ Chairman of the Board
Signature:
Carmelo Mariey_. Bautista, President
Signature:
Francisco H. Suarcz Jr., Chicf Financial Ofﬁcey
March L1, 2014

43rd Floor, GT Tower International, 6813 Ayala Avenue corner HV. Dela Costa Street, 1227 Makati City, Philippines
Tel: 1632 836-4500 « Fax: +632 836-4159 - E-mail: gtcap@gtcapital.com.ph
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INDEPENDENT AUDITORS’ REPORT

.f’
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The Stockholders and the Board of Directors
GT Capital Holdings, Inc.

43rd Floor, GT Tower International

Ayala Avenue cormner H.V. de la Costa Street
Makati City

We have audited the accompanying consolidated financial statements of GT Capital Holdings, Inc.
and its subsidiaries, which comprise the consolidated statements of financial position as at
December 31, 2013 and 2012 and the consolidated statements of income, consolidated statements of
comprehensive income, consolidated statements of changes in equity and consolidated statements of
cash flows for each of the three years in the period ended December 31, 2013, and a summary of
significant accounting policies and other explanatory information.

Management’s Responsibility for the Consolidated Financial Statements

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

Auditors ' Responsibility

Our responsibility is to express an opinion on these consolidated 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 about whether the consolidated financial statements are free from material

misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures
in the consolidated financial statements. The procedures selected depend on the auditor’s judgment,
including the assessment of the risks of material misstatement of the consolidated 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 consolidated 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 consolidated
financial statements.

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

AR
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Opinion

In our opinion, the consolidated financial statements present fairly, in all material respects, the
financial position of GT Capital Holdings, Inc. and subsidiaries as at December 31, 2013 and 2012,
and their financial performance and cash flows for each of the three years in the period ended
December 31, 2013 in accordance with Philippine Financial Reporting Standards.

SYCIP GORRES VELAYO & CO.

Vicky [jee Salas

Partne
CPA Certificate No. 86838
SEC Accreditation No. 0115-AR-3 (Group A),
February 14, 2013, valid until February 13, 2016
Tax Identification No. 129-434-735 s

BIR Accreditation No. 08-001998-53-2012, e
April 11, 2012, valid until April 10, 2015 R
PTR No. 4225181, January 2, 2014, Makati City b | ;395?://3\8 |
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GT CAPITAL HOLDINGS, INC. AND SUBSIDIAi,li

e

TS

CONSOLIDATED STATEMENTS OF FINANCIAL PGS

i SR ST S

Janugary 1,

g 12012

December 31, TAS Testated -
2013 Note 2) Note 2)

ASSETS

Current Assets

Cash and cash equivalents (Note 4)
Short-term investments (Note 4)

Receivables (Note 3)

Reinsurance assets (Note 16)

Inventories (Nete 6)

Due from related parties (Note 27)
Prepayments and other current assets (Note 7)

P27,166,888,452
1,466,463,867
12,450,904,615
4,965,577,810
20,813,304,994
§49,398,310
5,969,225,750

B11,553,288,498
6,504,694,886
12,275,078,957

489,042,589
5,999,839,002

£454 421,565
3,933,792,763
11,338,367,323

938,859,224
1,905,301,342

Total Current Assets 73,681,763,798 36,821,943,932 18,570,742,217
Noncurrent Assets
Receivables (Note 3) 4,928,548,716 3,159,140,836 1,114,943,862
Investments in associates and joint ventures
(Note 8) 40,559,463,758 42,788,987,730 37,680,110,739
Investment properties (Note 9) 8.328,668,533 7,815,576,971 5,227,423,530
Available-for-sale investments (Note 10) 3,110,796,243 1,060,087,293 9,921,760
Property and equipment {Note 11) 41,163.,427,981 33,661,228,629 396,367,203
Deposits (Note 12) - 2,085,000,000 4,085,000,000
Goodwill and intangible assets (Note 13) 18,275,016,054 8,715,210,721 8,498,083
Long-term cash investments (Note 27) - - 2,440,084,378
Deferred tax assets (Note 29) 1,109,171,386 330,684,499 102,917,367
Other noncurrent assets (Note 14) 1,202,989,799 547,194,433 93,473,604
Total Noncurrent Assets 118,678,082,470 100,163,111,162 51,158,740,526

£192,359,840,268

B136,985,055,094

£60,726,482,743

LIABILITIES AND EQUITY

Current Liabilities

Accounts and other payables (Note 15)
Insurance contract liabilities (Note 16)
Short-term debt (Note 17)

Current portion of long-term debt (Note 17)

Current portion of liabilities on purchased properties

(Notes 20 and 27)
Customers’ deposits (Note 18)
Dividends payable (Note 27)
Due to related parties (Note 27)
Income tax payable
QOther current liabilities (Note 19}

$20,836,977,405
6,683,585,120
1,744,000,000
3,364,221,245

783,028,773
1,844,221,010
1,966,038,000

188,385,414

876,006,220

906,669,981

B87.376,718,844

9,138,300,000
7,426,958,699

974,327,489
1,948,727,265
191,264,721
25,793,451
1,370,244,207

B4,573,419,840
7,648,700,000

457,625,624
244,000
403,598,150

57,884,393

Total Current Liabilities

39,193,133,168

28,452,334,676

13,141,472,007

(Forward)

CEETEN



December 31,

January 1,

2012 2012
December 31, {As restated - {As restated -
2013 Note 2) Note 2)
Noncurrent Liabilities
Long-term debt - net of current portion (Note 17) P40,584,387,751 P39,187,769,092 B19,600,000,000

Bonds payable (Note 17)
Liabilities on purchased properties - net of current
portion (Notes 20 and 27)

9,883,088,308

3,537,347,350

2,580,574,771

358,610,428

Pension liability (Note 28) 1,703,632,361 532,611,273

Deferred tax liabilities (Note 29} 3,251,740,846 935,506,710 80,613,144

QOther noncurrent liabilities (Note 21) 1,642,761,605 242,566,372 62,932,335
Total Noncurrent Liabilities 60,602,958,221 43,479,028,218 20,102,155,907

99,796,091,389

71,931,362,854

33,243,627,914

Equity
Equity attributable to equity holders of the

Parent Company

Capital stock (Note 22}

Additional paid-in capital (Note 22)

Treasury shares (Note 22)

Retained earnings {Note 22)

Net unrealized gain (loss) on available-for-
sale investments (Note 10)

Net unrealized loss on remeasurements of
defined benefit pians

Equity in net unrealized gain on
available-for-sale investments of
associates

Equity in translation adjustments of
associates

Equity in net unrealized loss on
remeasurements of defined benefit
plans of associates

Other equity adjustments (Note 22}

1,743,000,000
46,694,658,660

(6,125,000)
21,801,822,521
80,294,836

(216,180,970)

4,687,958

417,142,069

(722,918,846)
729,053,992

1,580,000,000
36,752,473,660

13,684,536,407
(6,606,601)

(57,332,052)

2,954,074,141

36,424,322

(502,969,032)
(681,066,182)

1,250,000,000
23,071,664,419

7,595,668,454
(79,839,700}

2,544,293,006

261,158,822

(362,408,777)

Non-controlling interests (Note 22)

70,525,435,220
22,038,319,659

53,759,534,663
11,204,157,537

34,280,536,224
2,205,318,605

Total Equity

92,563,754,879

65,053,692,200

36,485,854,829

£192,359,846,268

P136,985,055,094

P66,729,482,743

See accompanying Notes to Consolidated Financia! Statements.
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GT CAPITAL HOLDINGS, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF INCOME

Years Ended December 31

2012
(As restated -
2013 Note 2) 2011
REYENUE
Automotive operations P74,358,719,420 B- R
Net fees (Note 33) 16,944,068,872 12,845,109,991 -
Real estate sales 4,702,395,088 2,131,002,354 2,512,196,616
Equity in net income of associates and joint
ventyres (Note 8) 3,587,810,207 3,902,096,175 3,567,873,099
Gain (loss) on revaluation of previously held
interest {(Note 31) 2,046,209,717 (53,949,714) -
Interest income {Note 23) 1,429,029,216 866,431,011 598,227,699
Sale of goods and services 656,716,866 730,736,289 764,665,350
Rent income (Notes 9 and 30) 592,043,715 233,443,132 238,001,688
Net ptemium earned 504,585,414 - -
Commission income 188,187,509 184,493,366 95,970,876
Gain from loss of control in a sybsidiary (Note 8) - 1,448,398,924 -
GGain on bargain purchase (Note 31) - 427,530,654 -
Other income (Note 23) 537,642,016 262,450,798 188,545,192

105,547,408,040 22,977,742,980 7,965,480,520
COSTS AND EXPENSES
Cost of goods and services sold (Note 25) 45,469,459,666 680,910,846 709,726,583
Cost of goods manufactured (Note 25) 19,986,100,133

General and administrative expenses (Note 26)

Power plant operation and maintenance expenses
(Note 24)

Cost of real estate sales {Note 6)

Interest expense (Note 17)

Net insurance benefits and claims

9,393,711,094

8,945,435,941
3,666,932,487
3,462,323,310

289,524,812

3,559,020,927

6,711,049,473
1,342,018,241
1,749,782,179

1,109,747,048

1,553,768,313
989,749,556

91,213,487,443

14,042,781,666

4,362,991,500

INCOME BEFORE INCOME TAX
PROVISION FOR INCOME TAX (Note 29)

14,333,920,597
1,803,270,121

8,934,961,314
287,650,596

3,602,489,020
148,779,135

NET INCOME

P12,530,650.476

P8,647,310,718

B3,453,709,885

ATTRIBUTABLE TO:
Equity holders of the Parent Company
Non-controlling interests

$£8,640,186,114
3,890,464,362

B6,589,727,953
2,057,582,765

B3,324,399,379
129,310,506

P£12,530,650,476

P8,647,310,718

£3,453,709,883

Basic/Diluted Earnings Per Share Attributable
to Equity Holders of the Parent Company
(Note 34)

£49.70

P44.50

£26.60

See accomparying Noles to Consolidated Financial Statements.
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GT CAPITAL HOLDINGS, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME

Years Ended December 31

2013

2012
(As restated -
Note 2)

2011

NET INCOME

OTHER COMPREHENSIVE INCOME
Ttems that may be reclassified to profit or loss in
subsequent periods:
Changes in fair value of available-for-sale
investments (Note 10)
Equity in other comprehensive income of
associates (Note 8):
Changes in fzir value of available-for-sale
investments
Translation adjustments

P12,530,650,476

180,349,522

(2,949,386,183)
380,717,747

P8,647,310,718

(10,489,999)

478,401,175
(224,734,500)

P3,453,709,885

2,762,533,470
133,071,497

(2,388,318,914)

243,176,676

2,895,604,967

Ttems that may not be reclassified to profit or loss in
subsequent periods:
Remeasurements of defined benefit plans
Equity in remeasurement of defined benefit plans of
associates
Income tax effect

(401,830,157)

(314,214,019)
214,813,253

(56,945,823)

(200,800,364)
77,323,856

(501,230,923}

(180,422,331

TOTAL OTHER COMPREHENSIVE INCOME
(LOSS), NET OF TAX

(2,889,549,837)

62,754,345

2,895,604,967

TOTAL COMPREHENSIVE INCOME,
NET OF TAX

£9,641,100,639

P§,710,065,063

P§,349.314,852

ATTRIBUTABLE TO:
Equity holders of the Parent Company
Non-controlling interests

P3,779,620,383
3,861,480,256

B6,718,735,420
1,991,329,643

PR6,220,004,346
129,310,506

P9,641,100,639

£8,710,065,063

P6,349,314,852

See accompanying Notes to Consolidated Financial Statements.
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GT CAPITAL HOLDINGS, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CHANGES IN EQUITY

Attributable to Equity Holders of the Parent Company
Equity in Net Equity in Net

Net Unrealized Unrealized Unrealized Loss
Net Unrealized  Gain (Loss)#n  Gain(Loss) on  on Remeasure- Equity in
Gaio (Loss) an  Remeasurements Available-far-Sale ments af Defined  Translation Other Aftributable t¢
Additianal Treasury Retzined Availabie-far-Sale af Defined Tavestments Benefit Plans Adjustmeats s Equity Non-cantralling

Capital Stock  Paid-in Capital Shares Earnings Investments Benefit Plans af Associates #{ Associates Assaciates Adjustments Interests Tatal

{Note 22) (Note 22) {Note 22) (Nate 22) (Note 1) (Nate 2) (Note 8) (Note 2) (Note 8} {Note 22) Tgtal {Nute 22) Equity

Balance at January 1, 2013 R1,580,000,000 R36,752,473,660 #- P13,855,315,763 (B6,606,601) P~ P2,954,074,141 P R36,424,322 (R681,066,182) P54,491,115,103 P11,373,072,694 B65.864,187,797
Effect af changes in accounting palicy (Note 2) - - ~  (171,279,356) - (57,332,052) ~  (502,969,032) - —  {31,580,440)  (79.915,157) _ (B10,495,597)
Balance at January |, 2013, as restated 1,580,060,000  36,752,473,660 - 13,684,536,407 (6,606,601) {57,332,052)  2,954,074,141 (502,969,632) 36,424,322 (681,066,182) 53,759,534,663 [[,294,157,537  65,053,692,200
Issuance af capital stock (Nate 22) 163,000,000  9,942,185,000 - - - - - - - ~  I6,105,i85,000 959,350,239 11,064,535,239
Effect af business cambinatian (Nate 31) - - {6,125,000) - - - - - - 2,598,176 (3,533,824) 7,222,853,016 7,219,319,i92
Dividends declared (Note 22) - - - {522,900,000) - - - - - - {522,900,000) - {522,900,000)
Szle of indirect interest in 4 subsidiary (Note 22} - - - - - - - - —  1,407,528,998 1,407,528,998 2156,827,165 3,564,356,163
Dividends paid to non-controlling interest - - - - - - - - - - ~  (3,456,348,554)  (3,456,348,554)
Total comprehensive income - - - 8,640,186,114 86,901,437 {158,848 918)  (2,949,386,183)  (219,949,8i4) 380,717,747 ~ _ 5,779,620,383  3,861,480,256 9,641,100,639
Balance at December 31, 2013 #1,743,000,000  R45,694,658,660 (R6,125,000) ®21,301,822,521 PB0,294,836 (R216,180,970) 4,687,958  (R722918,846) P417,142,069  PBT719,053,992 R70,525,435220 P22,038,319,659 P92 563 754,879
Balance at January 1, 2012 P1,258,060,000 PR23,071,664,419 B~ F7,801,755,408 P~ B-  #2544,293,006 P~ P261.158,822 P P34,928,871,655 P2,220,763,173 B37,149,634,828
Effect of changes in accounting policy (Note 2) - - =~ (206,086,954) - (79,83%,700) - (362,408777) - - (648,335431% (15,444,568) (663,779,999}
Balaace at January 1, 2012, as restated 1,250,000,000  23,071,664,419 - 7,595,668 454 - (79.239,700)  2,544,293,006 (362,408,777) 261,158 822 - 34,280,536,224  2,205,318,605  36,485,854,829
[ssuance of capital stock (Note 22) 330,000,060  13,680,809,241 - - - - - - - - 14,000,809,24} 639,809,982 14 650,619,223

Effect of business combination (Note 31} - - - - - - (68,620,040) - - - (68,620,040) 15238,649,131  15,170,029,091
Acquisition of non-controlling interest {Nate 31) - - - - - - - - - (681,066,182)  (681,066,182) (5,235856,759) (5,916,922,941)
Drividends declared (Note 22) - - - (500,860,000) - - - - - - (500,360,000) - (500,860,000}
Dividends paid ta non-controiling interest - - - - - - - - - - - (3,545,093,065) (3,545.093,065)
Total comprehensive income - - - 6,589,727,953 {6,606,601) 22,507,648 478,401,175 (140,560,255) (224,734,500} - 6,7i8,735420 1.991,329,643 8,710,065,063
Baiance at December 31, 1012 #1,580,000,000 R36,752,473,660 B— P13,684,536,407 (86,606,601) (P57,332,052) P2954.004,041  (P502,969,032) P36,424,322  (P6B1,066,182) P53,759,534,663 £11,294,157,537 R65,053,692 200
Balance at Janvary 1, 2011 21,250,000000 P23,071,664 419 P- B5377356,029 [ P~ (F2]8,240,464) P-  P128,087,525 B— P19.608,867309 PF2211452,667 F31,820,319.976
Effect of changss in accounting policy (Note 3} - - —  {206,086,954) - (79,839,700) - (362,408,777} — - {648,335 431) (15444,568) (663,779,99%)
Balance at January 1, 201 [, as restated 1,250,000,000  23,071,664,419 - 5171269075 - (79,839,700) (218240464) (362,408,777} 128,087 325 - 23960531378  2196,008,05%  3i15653%977

Consideration transferred on acquisition of a

subsidiary under commen control (Note 22) - - —  {336,000,000) - - - - - - (336,000,000% (84,000,000) (420,000,000)
Dividends declared (Note 22) - - -~ {564,000,000) - - - - - - (564,000,000) - (564,000,000}
Dividends paid to non-controlting interest - - - - - - - - - - - (36,000,000) (36,008,000}
Totat comprehensive income - ~ - 3,524,399379 . - - 2,762,533,470 - 133,671.497 - 6220004 346 129,310,506 6.349,314,852
Balance at December 31, 2011 B1,250,600,000 P23 071,664,419 P B7,595,668,454 [ (F79,839,700) _P2,544,293,006 (F362,408,777) F261.158,822 R P34280.336.224 £2,205 318605 P136,485,854,829

See accompanying Notes to Consolidated Financial Stotemen,
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GT CAPITAL HOLDINGS, INC. AND SUBSIDIAR{IES. [ APR gg -

CONSOLIDATED STATEMENTS OF CASH FLOWS uq._.,

he
T

R L P VI

Years Ended December 31

A e

2013

2012
(As restated -
Note 2)

2011

CASH FLOWS FROM OPERATING
ACTIVITIES
Income before income tax
Adjustments for:
Equity in net income of associates and
joint ventures (Note 8)
Interest expense (Note 17)
Depreciation and amortization (Note 11)
Gain from loss of control in a subsidiary
(Note 8)
Interest income (Note 23)
Gain on bargain purchase (Note 31)

P14,333,920,597

(3,587,810,207)
3,462,323,309
2,857,274,685

(1,429,029,216)

329,461,750

P8,934961,314

(3,502,096,175)
1,749,782,179
1,629,115,327

(1,448,398,924)
(866,431,011)
(427,530,654)

B3,602,489,020

(3,567,873,099)
989,749,556
71,352,576

(598,227,699)

16,621,998

Pension expense (Note 28) 105,727,646
Loss from initial recognition of financial asset

(Note 27) 275,000 94,224,170 -
Loss (gain) on revaluation of previously held

interest (Note 31) (2,046,209,717) 53,949,714 -
Dividend income (Note 23) (77,277,481) - -
Gain on disposal of property and equipment

(Note 11) (15,998 ,480) (8,316,148) (302,584)
Gain on sale of available-for-sale investments

(Note 10) (8,522,850) - -
Provision for impairment losses (Note 26) 44,467 476 - -
Unrealized foreign exchange losses (Note 26) 42,309,137 7,113,039 193,784

Operating income before changes in working capital 13,905,184,003 5,922,100,477 514,003,552

Decrease (increase) in:
Short-term investments
Receivables
Reinsurance assets
Inventories
Due from related parties
Prepayments and other current assets
Increase (decrease) in:
Accounts and other payables
Insurance contract liabilities

(1,466,463 ,867)
(3,567,427,696)
(1,264,065,439)
(1,241,257,020)
(360,355,721)
912,622,867

3,247,434,285
1,356,875,814

1,230,216,844

3,002,358

877,422,046
(4,058,602,627)
(581,033,757)

516,701,865

(4,203,893,169)

(3,228,592,505)
(380,714,964)
(282,455,718)

2,632,476,447

Customers’ deposits 868,420,502 40,164,351

Due to related parties 2,879,307) (212,333,429) -

Other current liabilities (558,335421) 693,497 586 34,076,298
Cash provided by (used in) operations 11,829,753,00¢ 4,390,971,363 (4,874,935,708)
Dividends paid (Note 22) (2,972.214,411) (2,550,817,000) (600,000,000)
Interest paid (4,035343,587) (1,468,593,272) (1,087,246,900)
Income tax paid (1,031,375,223) (383,256,129) (14,553,856)
Interest received 1,498,796,846 749,895,600 907,573,247
Dividends received 833,163,900 157,156,316 1,495,803,180
Contributions to pension plan assets (Note 28) (108,214,950} - (12,959,089
Net cash provided by (used in) operating activities 6,014,565,545 895,356,878 (4,186,319,126)

{Forward)
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Years Ended December 31

2012
{As restated -
2013 Note 2) 2011
CASH FLOWS FROM INVESTING
ACTIVITIES
Proceeds from:
Settlement of deposits (Note 12) $2,085,000,000 £2,000,000,000 P—
Disposal of property and equipment 160,733,099 475,003

Sale of available-for-sale investments
Settlement of fong-term cash investments
(Note 27)
Additions to:
Investments in associates and joint ventures
(Note &)
Investment properties (Note 9)
Property and equipment (Note 11)
Available-for-sale investments
Intangible assets (Note 13)
Deposits (Note 12)
Long-term cash investments (Note 27)
Acquisition of subsidiary, net of cash acquired
(Note 31)
Redemption of non-controlling interests in
consolidated subsidiaries (Notes 22 and 31)
Decrease (increase) in other noncurrent assets
Refund of advances

62,977,803

(502,243,750)
(143,738,791)
(7,025,386,058)
690,297,705
(9,201,020)

2,677,274,289

(200,078,395)

50,915,037
2,440,084,378

(4,500,000,965)
(2,968,258,325)
(1,152,938,297)

(10,727,484)
7,903,548,151
(5,916,922,941)
1,529,235,323

{2,624,660,409)
(57,705,511)
(18,540,327}

(4,085,000,000)
{2,440,084,378)

(420,000,000)

(24,329,670)
602,879,241

Net cash used in investing activities

(2,204,365,118)

(625,065,123

(9,066,966,051)

CASH FLOWS FROM FINANCING
ACTIVITIES
Proceeds from:
Issuance of capital stock (Note 22)
lssuance of bonds payable
Loan availments
Proceeds from initial public offering (Note 22)
Payment of loans payable
Increase (decrease) in:
Liabilities on purchased properties
Due to related parties
Other noncurrent liabilities
Non-controlling interests

10,105,185,000
9,894,756,979
7,340,500,000
(18,047,447,689)
1,739,801,352

858,005,716
(45,092,694)

14,010,809,241
{5,755,695,795)

2,580,574,771

19,305,000,000
(8,238,491,076)
(516,846,000)

83,026,536
10,269,220

Net cash provided by financing activities

11,845,708,664

10,835,688,217

10,642,958,680

EFFECT OF EXCHANGE RATE CHANGES
ON CASH AND CASH EQUIVALENTS

(42,309,137)

(7,113,039)

(193,784)

NET INCREASE (DECREASE) IN CASH
AND CASH EQUIVALENTS

CASH AND CASH EQUIVALENTS AT
BEGINNING OF YEAR

15,613,599,954

11,553,288,498

11,098,866,933

454,421,565

{2,610,520,281)

3,064,941.846

CASH AND CASH EQUIVALENTS AT
END OF YEAR (Note 4)

P27,166,888,452

£11,553,288,498

R454,421,565

See accompanying Notes to Consclidated Financial Stotements.
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GT CAPITAL HOLDINGS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

1. Corporate Information

GT Capital Holdings, Inc. (the Parent Company) was organized and registered with the Philippine
Securities and Exchange Commission (SEC) on July 26, 2007. The primary purpose of the Parent
Company is to invest in, purchase, or otherwise acquire and own, hold, use, sell, assign, transfer,
lease, mortgage, exchange, develop or otherwise dispose of real property of every kind and
description, including shares of stocks, bonds, debentures, notes, evidences of indebtedness, and
other securities or obligations of any corporation or corporations, associations, domestic or
foreign, and to possess and exercise in respect thereof all the rights, powers and privileges of
ownership, including all voting powers of any stock so owned.

The common shares of the Parent Company were listed beginning April 20, 2012 and have since
been traded in the Philippine Stock Exchange, Inc.

The ultimate parent of GT Capital Holdings, Inc. is Grand Titan Capital Holdings, Inc. (Grand
Titan).

Group Activities

The Parent Company, Federal Land, Inc. (Fed Land) and Subsidiaries (Fed Land Group), Charter
Ping An Insurance Corporation (Charter Ping An or Ping An), Toyota Motor Philippines
Corporation (Toyota or TMPC) and Subsidiaries {Toyota Group) and Global Business Power
Corporation (GBPC) and Subsidiaries (GBPC Group) are collectively referred herein as the
“Group”. The Parent Company, the holding company of the Fed Land Group (real estate
business), Charter Ping An {non-life insurance business), Toyota Group (automotive business) and
GBPC Group (power generation business), is engaged in investing, purchasing and holding shares
of stock, notes and other securities and obligations.

The principal business interests of the Fed Land Group are real estate development and leasing
and selling properties and acting as a marketing agent for and in behalf of any real estate
development company or companies. The Fed Land Group is also engaged in the business of
trading of goods such as petroleum, non-fuel products on wholesale or retail basis, maintaining a
petroleum service station and food and restaurant service.

GBPC was registered with the Philippine SEC on March 13, 2002 primarily to invest in, hold,
purchase, import, acquire (except land), lease, contract or otherwise, with the limits allowed for by
law, any and all real and personal properties of every kind and description, whatsoever, and to do
acts of being a holding company except to act as brokers dealers in securities. As discussed in
Note 31, the Group acquired effective control of GBPC on April 30, 2012. The acquisition of
control over GBPC was accounted for as a business combination achieved in stages and the details
of the said transaction are discussed in Note 31.

In April 2013, the Parent Company finalized its purchase price allocation for the acquisition of
GBPC and there were no changes to the fair market values of the assets acquired and liabilities
assumed for GBPC.
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Toyota Group is engaged in the assembly, manufacture, importation, sale and distribution of all
kinds of motor vehicles including vehicle parts, accessories and instruments.

Charter Ping An is engaged in the business of nonlife insurance which includes fire, motor car,
marine hull, marine cargo, personal accident insurance and other products that are permitted to be
sold by a nonlife insurance company in the Philippines.

The Parent Company also has significant shareholdings in Metropolitan Bank & Trust Co.
(MBTQ), Philippine AXA Life Insurance Corporation (AXA Philippines or Phil AXA) and
Toyota Manila Bay Corporation (TMBC).

The registered office address of the Parent Company is at the 43rd Floor, GT Tower International,
Ayala Avenue corner H.V. de la Costa Street, 1227 Makati City.

Summary of Significant Accounting Policies

Basis of Preparation

The accompanying consolidated financial statements of the Group have been prepared using the
historical cost basis except for available-for-sale (AFS) investments which have been measured at
fair value. The Group’s consolidated financial statements are presented in Philippine Peso (B), the
Parent Company’s functional currency. All values are rounded to the nearest peso unless
otherwise indicated.

The consolidated financial statements provide comparative information in respect of the previous
period. In addition, the Group presents an additional consolidated statement of financial position
at the beginning of the earliest period presented when there is a retrospective application of an
accounting policy, a retrospective restatement, or a reclassification of items in the financial
statements. An additional consolidated statement of financial position as at January 1, 2012 is
presented in these consolidated financial statements due to retrospective application of certain
accounting policies.

Statement of Compliance
The consolidated financial statements of the Group have been prepared in compliance with
Philippine Financial Reporting Standards (PFRS).

Basis of Consolidation
The consolidated financial statements of the Group comprise the financial statements of the Parent
Company and the following wholly and majority-owned domestic subsidiaries:

Direct Percentages Effective Percentages
of Ownership of Ownership
Country of December 31 December 31
Incorporation 2013 2012 2011 2013 2012 2011
Fed Land and Subsidiaries Philippines 100.00 100.00  80.00 100.00 100.00 80.00
GBPC and Subsidiaries -do- 50.89 50.89 - 53.16 6298 -
Toyota and Subsidiaries -do- 51.00 36.00 21.00 51.00 36.00 21.00

Charter Ping An -do- 66.67 - - 74.97 - -
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As of December 31, 2013 and 2012, the Parent Company has effective ownership over GBPC of
53.16% (50.89% direct interest and 2.27% indirect interest} and 62.98% (50.89% direct interest
and 12.09% indirect interest), respectively, The Parent Company’s indirect interest comes from its
25.11% direct interest in MBTC, which has direct interest in First Metro Investments Corporation
(FMIC). FMIC, in turn, has 9.11% and 49.11% direct interest in GBPC as of December 31, 2013

and 2012, respectively (Note 31).

As of December 31, 2013, the Parent Company has effective ownership over Charter Ping An of
74.97% (66.67% direct interest and 8.30% indirect interest). The Parent Company’s indirect
interest comes from its direct investment in MBTC, which has direct interest in FMIC. FMIC, in
turn, owns the remaining 33.33% ownership interest over Charter Ping An as of December 31,

2013 (Note 31).

Fed Land’s Subsidiaries

Percentage of Ownership

2013 2012 2011
FLI - Management and Consultancy, Inc. (FMCI) 100.00 100.00 100.00
Baywatch Project Management Corporation (BPMC) 100.00 100.00 100.00
Horizon Land Property and Development Corp. (HLPDC) 100.00 100.00 100.00
Top Leader Property Management Corp. (TLPMC) 100.00 100.00 100.00
Bonifacio Landmark Realty and Dev’t Corp (BLRDC) - - 100.00
Central Realty and Development Corp. (CRDC) 75.80 75.80 75.80
Federal Brent Retail, Inc. (FBRI) 51.66 51.66 51.66
Fedsales Marketing, Inc, (FMI)* - 100.00 100.00
Harbour Land Realty & Deveiopment Corporation (HLRDC)** - 100.00 100.00
Southern Horizon Development Corporation (SHDC)** - 100.00 100.00
Omni-Orient Marketing Network, Inc. (OOMND* —~ §7.80 87.80

* On February 18, 2013, the Board of Direciors (BOD) of Fed Land approved the merger of Fed Land
and its two subsidiaries namely FMI and OOMNI, where Fed Land will be the surviving entity and the
two subsidiaries will be the absorbed entities. The merger was approved by the Philippine SEC on

November 29, 2013,

** On May 8, 2013, the BOD of HLPDC, HLRDC and SHDC approved the merger of the three entities
where HLPDC will be the surviving entity and HLRDC and SHDC will be the absorbed entities. The

merger was approved by the SEC on October 21, 2013

GBPC’s Subsidiaries

Percentage of Ownership

2013 2012
GBH Cebu Limited Duration Company (GCLDC) 100.00 100.00
ARB Power Venture, Inc. (APVI) 100.00 100.00
Toledo Holdings Corp. (THC) 100.00 100,00
Toledo Cebu Int’i Trading Resources Corp. (TCITRC) 100.00 100.00
Toledo Power Company (TPC) 100,00 100.00
GBH Power Resources, Inc. (GPRI) 100,00 100.00
Giobal Energy Supply Corp. (GESC) 100,00 100.00
Mindanao Energy Development Corporation (MEDC) 100.00 100.00
Global Formosa Power Holdings, Inc, (GFPHI) 93.00 93.00
Panay Power Holdings Corp (PPHC) 89.30 89.30
Panay Power Corp. (PPC) 89.30 89.30
Panay Energy Development Corp. (PEDC) 89.30 89.30
Cebu Energy Development Corp. (CEDC) 52.18 52.18

IR REE A




Tovota’s Subsidiaries

Percentage of Ownership

Toyota Makati, Inc. (TMI) 100.00
Lexus Manila, Inc, (LMI) 75.00
Toyota San Fernando Pampanga, Inc. (TSFI) 55.00

Subsidiaries are fully consolidated from the date of acquisition, being the date on which the Group
obtains control, and continue to be consolidated until the date when such control ceases. Control
is achieved when the Parent Company Is exposed, or has rights, to variable returns from its
involvement with the investee and has the ability to affect those returns through its power over the
investee, Specifically, the Parent Company controls an investee if, and only if, the Parent
Company has:

» Power over the investee (i.e., existing rights that give it the current ability to direct the relevant
activities of the investee);

s Exposure or rights to variable returns from its involvement with the investee; and

» The ability to use its power over the investee to affect its returns.

The Group reassesses whether or not it controls an investee if facts and circumstances indicate that
there are changes to one or more of the three elements of control.

The financial statements of the subsidiaries are prepared for the same reporting period as the
Parent Company, using consistent accounting policies except for Charter Ping An which uses the
revaluation method in accounting for its condominium units included as part of *Property and
equipment’ account in the consolidated statement of financial position. The carrying values of the
condominium units are adjusted to eliminate the effect of revaluation and to recognize the related
accumulated depreciation based on the original acquisition cost to align the measurement with the
Group’s accounting policy. All intragroup transactions, balances, income and expenses resulting
from intragroup transactions and dividends are eliminated in full on consolidation.

Non-controlling interests (NCI) represent the portion of profit or loss and net assets in a subsidiary
not attributed, directly or indirectly, to the Parent Company. NCI are presented separately in the
consolidated statement of income, consolidated statement of comprehensive income, consolidated
statement of changes in equity and within equity in the consclidated statement of financial
position, separately from the Parent Company’s equity.

Profit or loss and each component of other comprehensive income (OCI) are attributed to the
equity holders of the Parent Company and to the NCI, even if that results in the NCI having a
deficit balance.

If the Group loses controt over a subsidiary, it:

e Derecognizes the assets (including goodwill) and liabilities of the subsidiary, the carrying
amount of any NCI and the cumulative translation differences, recorded in equity;

» Recognizes the fair value of the consideration received, the fair value of any investment
retained and any surplus or deficit in profit or loss; and

s Reclassifies the parent’s share of components previously recognized in other comprehensive
income to profit or loss or retained earnings, as appropriate, as would be required if the Group
had directly disposed of the related assets or liabilities.
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Business Combinations Involving Entities Under Commeon Control

A business combination involving entities under common control is accounted for using the
uniting of interest method, except when the acquisition is deemed to have commercial substance
for the Group, in which case the business combinatien is accounted for under the acquisition
method. The combined entities accounted for by the uniting of interests method reports the results
of operations for the period in which the combination occurs as though the entities had been
combined as of the beginning of the period. Financial statements of the separate entities presented
for prior years are also restated on a combined basis to provide comparative information. The
effects of intercompany transactions on assets, hiabilities, revenues, and expenses for the periods
presented, and on retained earnings at the beginning of the periods presented are eliminated to the
extent possible.

Under the uniting of interest method, the acquirer accounts for the combination as follows:

e the assets and Habilities of the acquiree are consolidated using the existing carrying values
instead of fair values;

» intangible assets and contingent Habilities are recognized only to the extent that they were
recognized by the acquiree in accordance with applicable PFRS,;

e noamount is recognized as goodwill,

e any non-controlling interest is measured as a proportionate share of the book values of the
related assets and liabilities; and

e comparative amounts are restated as if the combination had taken place at the beginning of the
earliest comparative period presented.

The acquiree’s equity are included in the opening balances of the equity as a restatement and are
presented as ‘Effect of uniting of interest’ in the consclidated statement of changes in equity.
Cash considerations transferred on acquisition of a subsidiary under common control are deducted
in the *Retained earnings’ at the time of business combination.

When evaluating whether an acquisition has commercial substance, the Group considers the
following factors, among others:

¢ the purpose of the transaction,
e the involvement of outside parties in the transaction, such as NClor other third parties; and
e whether or not the transaction is conducted at fair value.

Business Combinations and Goodwill

Business combinations are accounted for using the acquisition method. The cost of an acquisition
is measured as the aggregate of the fair values, at the date of exchange, of assets given, liabilities
incurred or assumed, and equity instruments issued by the Group in exchange for control of the
acquiree. For each business combination, the acquirer measures the non-controlling interests in
the acquiree either at fair value or at the proportionate share of the acquiree’s identifiable net
assets at the date of acquisition. Acquisition-related costs are expensed and included in the
consolidated statement of income.

When the Group acquires a business, it assesses the financial assets and liabilities of the acquiree
for appropriate classification and designation in accordance with the contractual terms, economic
circumstances and pertinent conditions as at the acquisition date. This includes the separation of
embedded derivatives in host contracts by the acquiree. The Group also assesses whether assets or
liabilities of the acquiree that are previously unrecognized in the books of the acquiree will require
separate recognition in the consolidated financial statements of the Group at the acquisition date.
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In a business combination achieved in stages, the Group remeasures its previously-held equity
interest in the acquiree at its acquisition-date fair value and recognizes the resulting gain or loss, if
any, in the consolidated statements of income. Any recognized changes in the value of its equity
interest in the acquiree previously recognized in other comprehensive income are recognized by
the Group in profit or loss, as if the previously-held equity interest are disposed of.

Any contingent consideration to be transferred by the acquirer will be recognized at fair value at
the acquisition date. Subsequent changes to the fair value of the contingent consideration which is
deemed to be an asset or liability will be recognized either in the consolidated statements of
income or as changes to other comprehensive income. If the contingent consideration is classified
as equity, it shall not be re-measured until it is finally settled within equity.

If the initial accounting for a business combination is incomplete by the end of the reporting
period in which the combination occurs, the Group reports provisional amounts for the items for
which the accounting incomplete. Those provisional amounts are adjusted during the
measurement period, or additional assets or liabilities are recognized, to reflect new information
obtained about facts and circumstances that existed as at the acquisition date that if known, would
have affected the amounts recognized as at that date. The measurement period is the period from
the date of acquisition to the date the Group receives complete information about facts and
circumstances that existed as at the acquisition date and is subject to a maximum of one year.

Goodwill is initially measured as the excess of the aggregate of the consideration transferred, the
amount recognized for any non-controlling interest in the acquiree and the fair value of the
acquirer’s previously-held interest, if any, over the fair value of the net assets acquired.

If after reassessment, the fair value of the net assets acquired exceeds the consideration
transferred, the amount recognized for any non-controlling interest in the acquiree and the fair
value of the acquirer’s previously-held interest, if any, the difference is recognized immediately in
the consolidated statements of income as ‘Gain on bargain purchase’.

After initial recognition, goodwill is measured at cost less any accumulated impairment losses.
Any impairment loss is recognized immediately in the consolidated statements of income and is
not subsequently reversed. For the purpose of impairment testing, goodwill acquired in a business
combination is allocated to each of the Group’s cash-generating unit (CGU) that are expected to
benefit from the combination from the acquisition date irrespective of whether other assets or
liabilities of the acquiree are assigned to those units.

Where goodwill forms part of a CGU and part of the operation within that unit is disposed of, the
goodwill associated with the operation disposed of is included in the carrying amount of the
operation when determining the gain or loss on disposal of the operation. Goodwill disposed of in
this circumstance is measured based on the relative values of the operation disposed of and the
portion of the CGU retained.

Change in Ownership without Loss of Control

Changes in the Group’s ownership interest in a subsidiary that do not result in a loss of control are
accounted for as equity transactions. In such circumstances, the carrying amounts of the
controlling and NCI are adjusted by the Group to reflect the changes in its relative interests in the
subsidiary. Any difference between the amount by which the NCI is adjusted and the fair value of
the consideration paid or received is recognized directly in equity and attributed to the equity
holders of the Parent Company.
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Changes in Accounting Policies and Disclosures

The accounting policies are consistent with those of the previous financial year except for the
following new and amended PFRS, Philippne Accounting Standards (PAS) and Philippine
Interpretation which were adopted as of January 1, 2013.

The nature and impact of each new standard and amendment are described below.

PFRS 7, Financial Instruments: Disclosures — Offsetting Financial Assets and Financial
Liabilities

These amendments require an entity to disclose the information about rights of set-off and related
arrangements (such as collateral agreements). The new disclosures are required for all recognized
financial instruments that are set off in accordance with PAS 32, Financial Instruments.
Presentation. These disclosures also apply to recognized financial instruments that are subject to
an enforceable master netting arrangement or ‘similar agreement’, irrespective of whether they are
set-off in accordance with PAS 32.

The amendment did not have an impact on the consolidated financial statements as the Group has
not set off any financial instruments in its financial statements and does not have offsetting
arrangements that qualify for disclosures required.

PFRS 10, Consolidated Financial Statements

PFRS 10 replaces the portion of PAS 27, Consolidated and Separate Financial Statements, that
addressed the accounting for consolidated financial statements. It also includes the issues raised in
Standing Interpretations Committee (SIC) 12, Consolidation — Special Purpose Entities. PFRS 10
establishes a single control model that applies to all entities including special purpose entities.

The changes introduced by PFRS 10 requires management to exercise significant judgment to
determine which entities are controlled, and therefore, are required to be consolidated by a parent,
compared with the requirements in PAS 27. Refer to Note 3 for the significant judgments made
by management in identifying entities for consolidation.

PFRS 11, Joint Arrangements

PFRS 11 replaced PAS 31, Interests in Joint Ventures, and S1C 13, Jointly Controlled Entities —
Non-Monetary Contributions by Venturers. PFRS 11 removed the option to account for jointly
controlled entities using proportionate consolidation. Instead, jointly controlled entities that meet
the definition of a joint venture must be accounted for using the equity method. The adoption of
this standard has no impact to the Group as the joint ventures of the Group are currently accounted
for under the equity method of accounting.

PFRS 12, Disclosure of Interests with Other Entities

PFRS 12 includes all of the disclosures that were previously in PAS 27 related to consolidated
financial statements, as wel) as all of the disclosures that were previously included in PAS 31 and
PAS 28, Investments in Associates. These disclosures relate to an entity’s interests in subsidiaries,
joint arrangements, associates and structured entities. The disclosure requirements in PFRS 12 are
more comprehensive than the previously existing disclosure requirements for subsidiaries,
associates and joint ventures. While the Group has subsidiaries with material non-controlling
interests (NCI) and material associates, there are no unconsolidated structured entities. Refer to
Basis of Consolidation and Note 8 for disclosures related to subsidiaries and associates.
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PFRS 13, Fair Value Measurement

PFRS 13 establishes a single source of guidance under PFRSs for all fair value measurements.
PFRS 13 does not change when an entity is required to use fair value, but rather provides guidance
on how to measure fair value under PFRS when fair value is required or permitted. This standard
has no significant impact in the fair value measurement of financial assets at fair value through
profit or loss, AFS investments and investment properties. Refer to Note 32 for the disclosures
required by the standard.

PAS 1, Presentation of Financial Statements — Presentation of Items of Other Comprehensive
Income (Amendments)

The Group applied amendments to PAS | and changed the grouping of items presented in the
consolidated statement of comprehensive income either:

e items that can be reclassified (or “recycled”) to profit or loss at a future point in time (for
example, upon derecognition or settlement). These include ‘Change in fair value of available-
for-sale investments’, ‘Equity in change in fair values of available for-sale investments of
associates’ and ‘Equity in change in translation adjustment’; or

o items that will never be recycled to profit or loss. These include ‘Remeasurement of defined
benefit plan’ and ‘Equity in remeasurement of defined benefit plans of associates’.

The amendments affect presentation only and have no impact on the Group’s financial pesition or
performance,

PAS 19, Employee Benefits (Revised)

Amendments to PAS 19 range from fundamental changes such as removing the corridor
mechanism and the concept of expected returns on plan assets to simple clarifications and
rewording. The revised standard also requires new disclosures such as, among others, a sensitivity
analysis for each significant actuarial assumption, information on asset-lability matching
strategies, duration of the defined benefit obligation, and disaggregation of plan assets by nature
and risk.

The adoption of PAS 19 (Revised) which required retrospective application, resulted in the
restatement of previously reported retirement obligation of the Group. The adjustment amounts
were determined by the Group with the assistance of an external actuary.

The changes in accounting policies have been applied retrospectively. The effects of adoption on
the consolidated financial statements are as follows:

December 31, 2012

Effect of
retrospective
As previously application of
reported PAS 19R As restated
Statement of Financial Position
Assets
Investments in associates and joint
ventures P43,363,689,238 (B574,701,508) B42,788,987,730
Deferred tax assets 238,369,925 92,314,574 330,684,499
Liabilities and Equity
Pension liability 204,502,610 328,108,663 532,611,273
Retained earnings 13,855,815,763 (171,279,356) 13,684,536,407

(Forward)
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December 31, 2012

Effect of

retrospective

As previously application of
reported PAS 19R As restated

Net unrealized loss on remeasurement of

defined benefit plan P (B57,332,052) (B57,332,052)
Equity in net unrealized loss on

remeasurement of defined benefit plans

of agsociates - (502,969,032) (502,969,032)

Non-controlling interests 11,373,072,694 (78,915,157) 11,294,157,537
Statement of Income

Equity in net income of associates and

joint ventures 3,903,830,555 {1,734,380) 3,902,096,175
General and administrative expenses 3,583,829,706 (24,808,779 3,559.020,927
Provision for income tax 298,282,930 (10,632,334) 287,650,596
Net income attributable to NCI 2,058,683,630 (1,100,865) 2,057,582,765

Other Comprehensive Income

Net unrealized loss on remeasurement of

defined benefit plan - (39,862,076) {39,862,076)
Equity in net unrealized gain on

remeasurement of defined benefit plan

of associates - 140,560,255 140,560,255
Equity in net unrealized less on

remeasurement of defined benefit plan

attributable to NCI - (62,369,724) (62,369,724)

January 1, 2012

Effect of
retrospective
As previousty application of
reported PAS I9R As restated
Statement of Financial Position
Assets
Investments in associates and jeint
ventures B38,112,517,612 (R432,406,873) P37.680,110,739
Deferred tax assets 3,791,675 99,125,692 102,917,367
Liabilities and Equity
Pension liability 28,111,610 330,498,818 358,600,428
Retained carnings 7.801,755,4408 {206,086,954) 7.595,668,454
Net unrealized loss on remeasurement of
defined benefit plan - (79.839,700) (79,839,700
Equity in net unrealized loss on
remeasurement of defined benefit plans
of associates - (362,408,777) (362,408,777)
Non-controlling interests 2,220,763,173 (15,444,568) 2,205.318,605

Annual Improvements to PFRSs (2009-2011 cycle)
The Annual Improvements to PFRSs (2009-2011 cycle) contain non-urgent but necessary
amendments to PFRSs. The Group adopted the following amendment for the current year.

PAS 1, Presentation of Financial Statements — Clarification of the requirements for comparative
information

These amendments clarify the requirements for comparative information that are disclosed
voluntarily and those that are mandatory due to retrospective application of an accounting policy,
or retrospective restatement or reclassification of items in the financial statements. An entity must
include comparative informatton in the related notes to the financial statements when it voluntarily
provides comparative information beyond the minimum required comparative period. The
additional comparative period does not need to contain a complete set of financial statements. On
the other hand, supporting notes for the third balance sheet (mandatory when there is a
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retrospective application of an accounting policy, or retrospective restatement or reclassification of
items in the financial statements) are not required. However, management assessed that
presentation of supporting notes for the third balance sheet is relevant for the users of the financial
statements. The amendments affect disclosures only and have no impact on the Group’s financial
position or performance.

Several other new and amendments standards apply for the first time in 2013. However, they do
not impact the consolidated financial statements of the Group:

PERS |, First-time Adoption of PFRS — Government Loans (Amendments)

PAS 27, Separate Financial Statements (as revised in 2011)

PAS 28, Investments in Associates and Joint Ventures (as revised in 2011)

Philippine Interpretation IFRIC 20, Stripping Cost in the Production Phase of a Surface Mine

Improvemenrs to PFRSs (2009-2011 cycle)
PERS 1, First-time Adoption of PFRS — Borrowing Cosis

o PAS 16, Property, Plant and Equipment — Classification of servicing equipment

o PAS 32, Financial Instruments: Presentation — Tax effect of distribution to holders of equity
instruments

e PAS 34, Interim Financial Reporting - Interim financial reporting and segment information
Jor total assets and liabilities

Significant Accounting Policies

Cash and Cash Equivalents

Cash includes cash on hand and in banks. Cash equivalents are short-term, highly liquid
investments that are readily convertible to known amounts of cash with original maturities of three
months or less from dates of placement and that are subject to an insignificant risk of changes in
value.

Long-term Cash Investments
Long term cash investments are highly liquid investments that are subject to explicit time
restriction under the provisions of the contracts.

Fair Value Measurement
The Group measures financial instruments, such as AFS investments, at fair value at each
consolidated statement of financial position date.

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

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

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

an asset or a liability is measured using the assumptions that market participants would use when
pricing the asset or liability, assuming that market participants act in their best economic interest.
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A fair value measurement of a non-financial asset takes into account a market participant's ability
to generate economic benefits by using the asset in its highest and best use or by selling it to
another market participant that would use the asset in its highest and best use.

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

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

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

e Level 3 - Valuation techniques for which the lowest level input that is significant to the fair
value measurement is unobservable

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

Financial Instruments - Initial Recognition and Subsequent Measurement

Date of recognition

The Group recognizes a financial asset or a financial liability in the consolidated statement of
financial position when it becomes a party to the contractual provisions of the instrument.
Purchases or sales of financial assets that require delivery of assets within the time frame
established by regulation or convention in the marketplace are recognized on the trade date, which
is the date when the Group commits to purchase or sell assets.

Initial recognition of financial instruments

All financial assets are initially recognized at fair value. Except for financial assets and financial
liabilities at fair value through profit or loss (FVPL), the initial measurement of financial assets
and financial liabilities includes transaction costs. The Group classifies its financial assets in the
following categories: financial assets at FVPL, held-to-maturity (HTM) investments, AFS
investments, and loans and receivables. The Group classifies its financial liabilities as either
financial liabilities at FVPL or other financial liabilities. The classification depends on the
purpose for which the investments were acquired and whether they are quoted in an active market.
Management determines the classification of its investments at initial recognition and, where
allowed and appropriate, re-evaluates such designation at every reporting date.

As of December 31, 2013 and 2012, the Group has no financial assets and financial liabilities at
FVPL and HTM investments. The Group’s financial instruments include loans and receivables,
AFS investments and other financial liabilities.

Derermination of fair value

The fair value for financial instruments traded in active markets as at the reporting date is based on
their quoted market prices or dealer price quotations (bid price for long positions and asking price
for short positions), without any deduction for transaction costs. When current bid and asking
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prices are not available, the price of the most recent transaction provides evidence of the current
fair value as long as there has not been a significant change in economic circumstances since the
time of the transaction.

For all other financial instruments not listed in an active market, the fair value is determined by
using appropriate valuation techniques. Valuation techniques include net present value
techniques, comparison to similar instruments for which market observable prices exist, option
pricing models, and other relevant valuation models. The inputs to these models are derived from
observable market data where possible, but where observable market data are not available,
judgment is required to establish fair values. The judgments include considerations of liquidity
and model inputs such as volatility for longer dated derivatives and discount rates.

‘Day I’ difference

Where the transaction price in a non-active market is different from the fair value from other
observable current market transactions in the same instrument or based on a valuation technique
whose variables include only data from observable markets, the Group recognizes the difference
between the transaction price and fair value (a ‘Day |’ difference) in the consolidated statement of
income under “Interest income” and “Interest expense” accounts unless it qualifies for recognition
as some other type of asset or liability. In cases where transaction price used is made of data
which is not observable, the difference between the transaction price and model value is only
recognized in the consolidated statement of income when the inputs become observable or when
the instrument is derecognized. For each transaction, the Group determines the appropriate
method of recognizing the ‘Day 1’ difference amount,

Loans and receivables

Loans and receivables are financial assets with fixed or determinable payments and fixed
maturities that are not quoted in an active market. They are not entered into with the intention of
immediate or short-term resale and are not designated as AFS investments or financial assets at
FVPL. This accounting policy relates to the accounts in the consolidated statement of financial
position 'Receivables’, *Due from related parties’, ‘Deposits’, ‘Cash and cash equivalents’ and
‘Long-term cash investment’.

Receivables are recognized initially at fair value which normally pertains to the biliable amount.
After initial measurement, loans and receivables are subsequently measured at amortized cost
using the effective interest rate method (EIR), less allowance for impairment. Amortized cost is
calculated by taking into account any discount or premium on acquisition and fees that are an
integral part of the EIR. The amortization is included in “Interest income’ in the consolidated
statement of income. The losses arising from impairment of such loans and receivables are
recognized in the consolidated statement of income.

AFS investments

AFS investments are those which are designated as such or do not qualify to be classified as
designated at FVPL, HTM investments, or loans and receivables. They are purchased and held
indefinitely, and may be sold in response to liquidity requirements or changes in market
conditions. The Group’s AFS investments pertain to quoted and unquoted equity securities and
other debt instruments.

After initial recognition, AFS investments are measured at fair value with gains or losses
recognized as a separate component of equity until the investment is derecognized or until the
investment is determined to be impaired, at which time the cumulative gain or loss previously
included in equity are included in the consolidated statement of income. Dividends on AFS equity
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instruments are recognized in the consolidated statement of income when the entity’s right to
receive payment has been established. Interest earned on holding AFS debt instruments are
reported in the statement of income as ‘Interest income’ using the effective interest rate method.

The fair value of investments that are traded in active markets is determined by reference to
quoted market bid prices at the close of business on the reporting date. The unquoted equity
instruments are carried at cost less any impairment losses because fair value cannot be measured
reliably due to the unpredictable nature of future cash flows and the lack of suitable methods of
arriving at a reliable fair value.

Other financial liabilities

These are financial liabilities not designated at FVPL where the substance of the contractual
arrangement results in the Group having an obligation either to deliver cash or another financial
asset to the holder or to satisfy the obligation other than by the exchange of a fixed amount of
cash. After initial measurement, other financial liabilities are subsequently measured at amortized
cost using the EIR method. Amortized cost is calculated by taking into account any discount or
premium on the issue and fees that are an integral part of the EIR.

This accounting policy applies primarily to the Group’s “Accounts and other payables”, “Long-
term debt”, “Liabilities on purchased properties”, “Due to related parties” and other obligations
that meet the above definition (other than liabilities covered by other accounting standards, such as
income tax payable). The components of issued financial instruments that contain both liability
and equity elements are accounted for separately, with the equity component being assigned the
residual amount after deducting from the instrument, as a whole, the amount separately
determined as the fair value of the liability component on the date of issue.

Impairment of Financial Assets

The Group assesses at each reporting date whether there is objective evidence that a financial asset
or a group of financial assets is impaired. A financial asset or a group of financial assets is
deemed to be impaired if, and only if, there is objective evidence of impairment as a result of one
or more events that has occurred after the initial recognition of the asset (an incurred “loss event’)
and that foss event (or events) has an impact on the estimated future cash flows of the financial
asset or the group of financial assets that can be reliably estimated. Evidence of impairment may
include indications that the borrower or a group of borrowers is experiencing significant financial
difficulty, default or delinquency in interest or principal payments, the probability that they will
enter bankruptcy or other financial reorganization and where observable data indicate that there is
measurable decrease in the estimated future cash flows, such as changes in arrears or economic
conditions that correlate with defaults.

Loans and receivables

For loans and receivables carried at amortized cost, the Group first assesses whether objective
evidence of impairment exists individually for financial assets that are individually significant, or
collectively for financial assets that are not individually significant.

If there is objective evidence that an impairment loss has been incurred, the amount of the loss is
measured as the difference between the asset’s carrying amount and the present value of the
estimated future cash flows (excluding future credit losses that have not been incurred). The
present value of the estimated future cash flows is discounted at the financial asset’s original EIR.
If a loan has a variable interest rate, the discount rate for measuring any impairment loss is the
current EIR, adjusted for the original credit risk premium. The carrying amount of the asset is
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reduced through the use of an allowance account and the amount of loss is charged to the
consolidated statement of income. Interest income continues to be recognized based on the
original EIR of the asset.

If the Group determines that no objective evidence of impairment exists for individually assessed
financial asset, whether significant or not, it includes the asset in a group of financial assets with
similar credit risk characteristics and collectively assesses for impairment. Those characteristics
are relevant to the estimation of future cash flows for groups of such assets by being indicative of
the debtors’ ability to pay all amounts due according to the contractual terms of the assets being
evaluated. Assets that are individually assessed for impairment and for which an impairment loss
is, or continues to be, recognized are not included in the collective assessment for impairment.

For the purpose of a collective evaluation of impairment, financial assets are grouped on the basis
of such credit risk characteristics as past due status and term. Future cash flows in a group of
financial assets that are collectively evaluated for impairment are estimated on the basis of
historical loss experience for assets with credit risk characteristics similar to those in the group.
Historical loss experience is adjusted on the basis of current observable data to reflect the effects
of current conditions that did not affect the period on which the historical loss experience is based
and to remove the effects of conditions in the historical period that do not exist currently. The
methodology and assumptions used for estimating future cash flows are reviewed regularly by the
Group to reduce any differences between loss estimates and actual loss experience.

Loans, together with the associated allowance accounts, are written off when there is no realistic
prospect of future recovery and all collateral has been realized. If, in a subsequent year, the
amount of the estimated impairment loss decreases because of an event occurring after the
impairment was recognized, the previously recognized impairment loss is reversed. Any
subsequent reversal of an impairment loss is recognized in the consolidated statement of income,
to the extent that the carrying value of the asset does not exceed its amortized cost as at the
reversal date.

AFS investments
For AFS investments, the Group assesses at each reporting date whether there is objective
evidence that a financial asset or group of financial assets is impaired.

In case of equity instruments classified as AFS investments, this would include a significant or
prolonged decline in the fair value of the investments below its cost. Where there is evidence of
impairment, the cumulative loss, measured as the difference between the acquisition cost and the
current fair value, less any impairment loss on that financial asset previously recognized in the
consolidated statement of income, is removed from the statement of changes in equity and
recognized in the consolidated statement of income. Impairment losses on equity instruments are
not reversed through profit or loss. Increases in fair value after impairment are recognized directly
in the consolidated statement of comprehensive income.

In the case of debt instruments classified as AFS investments, impairment is assessed based on the
same criteria as financial assets carried at amortized cost. Future interest income is based on the
reduced carrying amount and is accrued based on the rate of interest used to discount future cash
flows for the purpose of measuring impairment loss. Such accrual is recorded as ‘Interest income’
in the statement of income. If, in the subsequent year, the fair value of the debt instrument
increases and the increase can be objectively related to an event occurring after the impairment
loss was recognized in the consolidated statement of income, the impairment loss is reversed
through the consolidated statement of income.
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Derecognition of Financial Assets and Liabilities

Financial asset

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

a. therights to receive cash flows from the asset have expired;

b. the Group retains the right to receive cash flows from the asset, but has assumed an obligation
to pay them in full without material delay to a third party under a “pass-through” arrangement;
or

c. the Group has transferred its rights to receive cash flows from the asset and either (a) has
transferred substantially all the risks and rewards of the asset, or (b} has neither transferred nor
retained the risk and rewards of the asset but has transferred the control over the asset.

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

Financial liability

A financial liability is derecognized when the obligation under the liability is discharged,
cancelled, or has expired. Where an existing financial liability is replaced by another from the
same lender on substantially different terms, or the terms of an existing liability are substantially
modified, such an exchange or modification is treated as a derecognition of the original liability
and the recognition of a new liability, and the difference in the respective carrying amounts is
recognized in the consclidated statement of income.

Offsetting Financial Instruments

Financial assets and financial liabilities are offset and the net amount reported in the consolidated
statement of financial position if, and only if, there is a currently enforceable legal right to offset
the recognized amounts and there is an intention to settle on a net basis, or to realize the asset and
settle the liability simultaneously. This is not generally the case with master netting agreements,
where the related assets and liabilities are presented at gross in the consolidated statement of
financial position.

Inventories

Real estate inventories

Property acquired that are being developed or constructed for sale in the ordinary course of
business, rather than to be held for rental or capital appreciation, is held as real estate inventory.
Real estate inventories consist of land and improvements, and condominium units held for sale.

Land and improvements consists of properties that is held for future real estate projects and are
carried at the lower of cost or net realizable value (NRV). Cost includes the acquisition cost of the
land and those costs incurred for development and improvement of the properties. Upon
commencement of real estate project, the subject land is transferred to *Condominium units held
for sale’.

Costs of condominium units held for sale includes the carrying amount of the land transferred
from ‘Land and improvements’ at the commencement of its real estate projects and those costs
incurred for construction, development and improvement of the properties, including capitalized
borrowing costs.
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Gasoline reiail, petroleum products and chemicals
Cost is determined using first-in, first-out method. The costs of oil, petroleum products and
chemicals include cost incurred for acquisition and freight charges.

Power inventories

Inventories, at GBPC Group, which consist of coal, industrial fuel, lubricating oil, spare parts and
supplies are stated at the lower of cost and NRV. Cost is determined using the weighted average
method while the NRV is the current replacement cost. In determining the NRV, the Group
considers any adjustment necessary for obsolescence.

Automaotive inventories

These are inventories of the Toyota Group which are valued at the lower of cost or NRV. NRV is
the estimated selling price in the ordinary course of business, less the estimated costs of
completion, marketing and distribution.

Costs incurred in bringing each product to its present location and condition are accounted for as
follows:

Raw materials and spare parts — Purchase cost on a weighted average cost
Finished goods and work-in- — Cost of direct material and labor and proportion of fixed
process and overhead manufacturing costs allocated based on
normal operating capacity
Raw materials and spare parts — Cost is determined using the specific identification
in-transit method

Investments in Associates and Joint Ventures

This account includes advances for future stock acquisition on investee companies. Investments
in associates and jointly-controlled entities are accounted for under the equity method of
accounting. An associate is an entity in which the Group has significant influence and which is
neither a subsidiary nor a jointly-controlled entity of the Group. A joint venture is a contractual
agreement whereby two or more parties undertake an economic activity that is subject to joint
control.

An investment is accounted for using the equity method from the day it becomes an associate or a
Jointly-controlled entity. On acquisition of investment, the excess of the cost of investment over
the investor’s share in the net fair value ofthe investee’s identifiable assets, liabilities and
contingent liabilities is accounted for as goodwill and included in the carrying amount of the
investment and is neither amortized nor individually tested for impairment. Any excess of the
investor’s share of the net fair value of the associate’s identifiable assets, liabilities and contingent
liabilities over the cost of the investment is excluded from the carrying amount of the investment,
and is included as income in the determination of the share in the earnings of the investee.

Under the equity method, the investments in and advances to associates and jointly-controlled
entities are carried in the consolidated statement of financial position at cost plus post-acquisition
changes in the Group’s share in the net assets of the investees, less any impairment in value.

The consolidated statement of comprehensive income reflects the Group’s share in the results of
operations of the investee companies and the Group’s share on movements in the investee’s OCI
are recognized directly in OCI in the consolidated financial statements. The Group’s share on
total comprehensive income of an associate is shown in the consolidated statement of income and
consolidated statement of comprehensive income. The aggregate of the Group’s equity in net
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income of associates and joint ventures is shown on the face of the consolidated statement of
income as part of operating profit and represents profit or loss after tax and non-controlling
interests in the subsidiaries of the associate and joint venture,

Profits and losses resulting from transactions between the Group and the investee companies are
eliminated to the extent of the interest in the investee companies, and for unrealized losses, to the
extent that there is no evidence of impairment of the assets transferred. Dividends received from
investee companies are treated as a reduction of the accumulated earnings included under
“Investments in associates and joint ventures” account in the consolidated statement of financial
position.

The Group discontinues applying the equity method when its investments in investee companies
are reduced to zero. Accordingly, additional losses are not recogmized unless the Group has
guaranteed certain obligations of the associates or jointly-controlled entity. When the investees
subsequently report net income, the Group will resume applying the equity method but only after
its equity in the net income equals the equity in net losses of associates and jointly-controlied
entities not recognized during the period the equity method was suspended.

Investment Properties

Investment properties consist of properties that are held to earn rentals and that are not occupied
by the companies in the Group. Investment properties, except for land, are carried at cost less
accumulated depreciation and amortization and any impairment in residual value. Land is carried
at cost less any impairment in value.

Depreciation and amortization of investment properties are computed using the straight-line
method over the estimated useful lives (EUL) of the properties which is 25 years.

Investment properties are derecognized when either they have been disposed of, or when the
investment property is permanently withdrawn from use and no future economic benefit is
expected from its disposal. Any gains or losses on the retirement or disposal of an investment
property are recognized in the consolidated statement of income in the year of retirement or
disposal.

Transfers are made to investment property when there is a change in use, evidenced by ending of
owner-occupation, commencement of an operating lease to another party or ending of construction
or development. Transfers are made from investment property when and only when there is a
change in use, evidenced by commencement of owner-occupation or commencement of
development with a view to sale. Transfers between investment property, owner-occupied
property and inventories do not change the carrying amount of the property transferred and they
do not change the cost of that property for measurement or disclosure purposes.

Property and Equipment

Property and equipment are stated at cost less accumulated depreciation and amortization and any
impairment in value. The initial cost of property and equipment comprises its purchase price,
including import duties, taxes and any directly attributable costs of bringing the property and
equipment to its working condition and location for its intended use, including capitalized
borrowing costs.

Construction-in-progress (CIP) is stated at cost. This includes cost of construction and other direct
costs. CIP is not depreciated until such time that the relevant assets are completed and put into
operational use.

MBS




- 18-

Power plant construction in progress represents power plant complex under construction and is
stated at cost. Cost of power plant construction in progress includes purchase price of the
components, capitalized borrowing cost, cost of testing and other directly attributable cost of
bringing the asset to the location and condition necessary for it to be capable of operating in the
manner intended by management. CIP is not depreciated until such time that the relevant assets
are ready for use.

Major repairs are capitalized as part of property and equipment only when it is probable that future
economic benefits associated with the item will flow to the Group and the cost of the items can be
measured refiably. All other repairs and maintenance are charged against operations as incurred.

Depreciation and amortization of property and equipment commences once the property and
equipment are available for use and are calculated on the straight-line basis over the following
EUL of the property and equipment as follows

Years
Transportation equipment 5
Furniture, fixtures and equipment 5
Leasehold improvements 2 to 10 or lease term (whichever is shorter)
Machineries, tools and equipment 3tos
Building 201040
Boilers and powerhouse 91t025
Turbine generators and desox system Gto25
Buildings and land improvements 9to 25
Electrical distribution system 7to 25
Other property and equipment 3105

The assets’ residual values, EUL and depreciation and amortization method are reviewed
periodically to ensure that the period and method of depreciation and amortization are consistent
with the expected pattern of econamic benefits from items of property and equipment.

Transfers are made from property and equipment, when there is a change in use, evidenced by
ending of owner-occupation, and with a view of sale.

Impairment or losses of items of property, plant and equipment, related claims for or payments of
compensation from third parties and any subsequent purchase or construction of replacement
assets are separate economic events and are accounted for separately.

Intangible Assets

Intangible assets acquired separately are measured on initial recognition at cost, The cost of
intangible assets acquired in a business combination is the fair value as at the date of the
acquisition. Following initial recognition, intangible assets are carried at cost less any
accumulated amortization and any accumulated impairment losses. Internally generated intangible
assets, excluding capitalized development costs, are not capitalized and expenditure is reflected in
the statement of income in the year in which the expenditure is incurred.

The useful lives of intangible assets with finite life are assessed at the individual asset level.
Intangible assets with finite life are amortized over their useful life. Periods and method of
amortization for intangible assets with finite useful lives are reviewed annually or earlier when an
indicator of impairment exists. Changes in the expected useful life or the expected pattern of
consumption of future economic benefits embodied in the intangible asset is accounted for by
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changing the amortization period or method, as appropriate, and are treated as changes in
accounting estimates.

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

The Group’s intangible assets consist of power purchase agreements, customer relationship,
software costs and franchise. A gain or loss arising from derecognition of an intangible asset is
measured as the difference between the net disposal proceeds and the carrying amount of the
intangible asset and is recognized in the consolidated statement of income when the intangible
asset is derecognized.

Power Purchase Agreements (PPA)

PPA pertain to the EPPAs which give GBPC the right to charge certain electric cooperatives for
the electricity to be generated and delivered by GBPC. This is recognized initially af fair value
which consists of the cost of the power generation and the fair value of future fee payments.
Following initial recognition, the intangible asset is carried at cost less accumulated amortization
and any accumulated impairment losses.

The PPA is amortized using the straight-line method over the estimated economic useful life
which is the life of the EPPAs, and assessed for impairment whenever there is an indication that
the intangible asset may be impaired. The estimated economic useful life is ranging from

4 to 25 years. The amortization period and the amortization method are reviewed at least at each
financial year-end. Changes in the expected useful life or the expected pattern of consumption of
future economic benefits embodied in the asset is accounted for by changing the amortization
period or method, as appropriate, and are treated as changes in accounting estimates. The
amortization expense is recognized in the consolidated statement of income in the expense
category consistent with the function of the intangible asset.

Customer Relationship

Customer relationship pertains to Toyota’s contractual arrangements with its top dealer customers,
which adds value to the operations of Toyota and enhances the latter’s earnings potential. This is
recognized imitially at fair value and is assessed to have an indefinite useful life. Following initial
recognition, the intangible asset is not amortized but assessed annually for impairment.

Franchise

Franchise fee is amortized over the franchise period which ranges from three (3) to five (5) years.
Accumulated depreciation and amortization and provision for impairment losses, if any, are
removed from the accounts and any resulting gain or loss is credited to or charged against current
operations.

Software Costs

Costs related to software purchased by the Group for use in the operations are amortized on a
straight-line basis over a period of 3 to 5 years.
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Costs that are directly associated with identifiable and unique software controiled by the Group
and will generate economic benefits exceeding costs beyond one year, are recognized as intangible
assets to be measured at cost less accumulated amortization and provision for impairment losses, if
any. Expenditures which enhance or extend the performance of computer software programs
beyond their original specifications are recognized as capital improvements and added to the
original cost of the software.

Goodwill

Goodwill acquired in a business combination from the acquisition date is allocated to each of the
Group’s cash-generating units, or groups of cash-generating units that are expected to benefit from
the synergies of the combination, irrespective of whether other assets or liabilities of the Group are
assigned to those units or groups of units,

Each unit or group of units to which the goodwill is so allocated:

s represents the lowest level within the Group at which the goodwill is monitored for internal
management purposes; and

» is not larger than a segment based on the Group’s operating segments as determined in
accordance with PFRS 8, Operating Segments.

Following initial recognition, goodwill is measured at cost, less any accumulated impairment loss.
Goodwill is reviewed for impairment annually or more frequentiy, if events or changes in
circumstances indicate that the carrying value may be impaired (see Impairment of Nonfinancial
Assets).

Where goodwill forms part of a cash-generating unit and part of the operation within that unit is
disposed of, the goodwill associated with the operation disposed of is included in the carrying
amount of the operation when determining the gain or loss on disposal of the operation. Goodwill
disposed of in this circumstance is measured based on the relative values of the operation disposed
of and the portion of the cash-generating unit retained.

Goodwill is presented together with the intangible assets in the consolidated statement of financial
position.

Deposits
Deposits are stated at cost. Cost is the fair value of the asset given up at the date of transfer to the

affiliates. This account is treated as a real option money to purchase and develop a property that is
held by a related party or an equity instrument to be issued upon exercise of option. The deposit
granted to affiliates charges an interest and other related expenses in lieu of the time value in use
of option money granted to the affiliates (Note 23).

Impairment of Non-financial Assets

The Group assesses at each financial reporting date whether there is an indication that their
nonfinancial assets (e.g. investments in associates and joint ventures, investment properties,
property and equipment, and intangible assets), may be impaired. If any such indication exists, or
when annual impairment testing for an asset is required, the Group makes an estimate of the
asset’s recoverable amount. An asset’s recoverable amount is the higher of an asset’s or CGU’s
fair value less costs to sell and its value in use and is determined for an individual asset, unless the
asset does not generate cash inflows that are largely independent of those from other assets or
groups of assets. Where the carrying amount of an asset exceeds its recoverable amount, the asset
is considered impaired and is written down to its recoverable amount. In assessing the value in
use, the estimated future cash flows are discounted to their present value using a pre-tax discount
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rate that reflects current market assessments of the time value of money and the risks specific to
the asset. Impairment losses of continuing operations are recognized in the consolidated statement
of income in those expense categories consistent with the function of the impaired asset.

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

This accounting policy applies primarily to the Group’s property and equipment and investment
properties. Additional considerations for other non-financial assets are discussed below,

Investments in associates and joint ventures

After application of the equity method, the Group determines whether it is necessary to recognize
goodwill or any additional impairment loss with respect to the Group’s net investment in its
associates and jointly controlled entities. The Group determines at each financial reporting date
whether there is any objective evidence that the investments in associates and joint ventures are
impaired,

If this is the case, the Group calculates the amount of impairment as being the difference between
the fair value of the associate and jointly controlled entities and the carrying cost and recognizes
the amount in the consolidated statement of income.

Intangible assets

Except for customer relationship, where an indication of impairment exists, the carrying amount of
intangible assets with finite useful lives is assessed and written down immediately to its
recoverable amount. Customer relationship is reviewed for impairment annually, similar with
goodwill, or more frequently if events or changes in circumstances indicate that the carrying value
may be impaired.

Goodwill
Goodwill is reviewed for impairment, annually or more frequently if events or changes in
circumstances indicate that the carrying value may be impaired.

Impairment is determined for goodwill by assessing the recoverable amount of the CGU (or group
of CGUs) to which the goodwill relates. Where the recoverable amount of the CGU (or group of
CGUs) is less than the carrying amount of the CGU (or group of CGUs) to which goodwill has
been allocated, an impairment loss is recognized immediately in the consolidated statement of
income. Impairment losses relating to goodwill cannot be reversed for subsequent increases in its
recoverable amount in future periods. The Group performs its annual impairment test of goodwill
at the consolidated statement of financial position date.
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Insurance Receivables

Insurance receivables are recognized on policy inception dates and measured on initial recognition
at the fair value of the consideration receivable for the period of coverage. Subsequent to initial
recognition, insurance receivables are measured at amortised cost. The carrying value of insurance
receivables is reviewed for impairment whenever events or circumstances indicate that the
carrying amount may not be recoverable, with the impairment loss recorded in the consolidated
statement of income.

Insurance receivables are derecognized under the derecognition criteria of financial assets.

Reinsurance

The Group cedes insurance risk in the normal course of business. Reinsurance assets represent
balances due from reinsurance companies. Recoverable amounts are estimated in a manner
consistent with the outstanding claims provision and are in accordance with the remsurance
contract.

An impairment review is performed at each end of the reporting period or more frequently when
an indication of impairment arises during the reporting year. Impairment occurs when objective
evidence exists and that the Group may not recover outstanding amounts under the terms of the
contract and when the impact on the amounts that the Group will receive from the reinsurer can be
measured reliably. The impairment loss is charged against profit or loss.

Ceded reinsurance arrangements do not relieve the Group from its obligations to policyholders.

The Group also assumes reinsurance risk in the normal course of business for insurance contracts.
Premiums and claims on assumed reinsurance are recognized in the consolidated statement of
income as part of commission income in the same manner as they would be if the reinsurance
were considered direct business, taking into account the product classification of the reinsured
business. Reinsurance liabilities represent balances due to reinsurance companies. Amounts
payable are estimated in a manner consistent with the associated insurance contract.

Premiums and claims are presented on a gross basis for both ceded and assumed reinsurance.

Reinsurance assets or liabilities are derecognized when the contractual rights are extinguished or
expired, or when the contract is transferred to another party.

Deferred Acquisition Costs (DAC)

Commissions and other acquisition costs incurred during the financial period that vary with and

are related to securing new insurance contracts and or renewing existing insurance contracts, but
which relates to subsequent financial periods, are deferred to the extent that they are recoverable
out of future revenue margins. All other acquisition costs are recognized as expense as incurred.

Subsequent to initial recognition, these costs are amortized on a straight line basis using twenty-
fourth (24™) method over the life of the contract except for the marine cargo where commissions
from the last two months of the year are recognized as expense in the following year.
Amortization is charged against consolidated statement of income. The unamortized acquisition
costs are shown as “Deferred acquisition costs” are presented under Prepayments and Other
Current Assets in the assets section of the statement of financial position.
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An impairment review is performed at each end of the reporting period or more frequently when
an indication of impairment arises. The carrying value is written down to the recoverable amount.
The impairment loss is charged to consolidated statement of income. DAC is also considered in
the liability adequacy test for each end of the reporting period.

Value-Added Tax (VAT)
Revenue, expenses and assets are recognized net of the amount of sales tax except:

» where the tax incurred on a purchase of assets or services is not recoverable from the tax
authority, in which case, the tax is recognized as part of the cost of acquisition of the asset or
as part of the expense item as applicable; and

» receivables and payables that are stated with the amount of tax included.

The net amount of VAT recoverable from the tax authority is included under “Prepayments and
other current assets” in the consolidated statement of financial position.

Assets Held for Sale

The Group classifies assets as held for sale if their carrying amounts will be recovered principally
through a sale transaction rather than through continuing use. Assets classified as held for sale are
measured at the lower of their carrying amount and fair value less cost to sell. The criteria for held
for sale classification is regarded as met only when the sale is highly probable and the asset is
available for immediate sale in its present condition. Management must be committed to the sale,
which should be expected to qualify for recognition as a completed sale within one year from the
date of classification. Assets held for sale are included under prepayments and other current assets
in the consolidated statements of financial positton,

Insurance Contract Liabilities
Insurance contract liabilities are recognized when contracts are entered into and premiums are
charged.

Provision for Unearned Premium

The proportion of written premiums, gross of commissions payable to intermediaries, attributable
to subsequent periods or to risks that have not yet expired is deferred as provision for unearned
premiums as part of “Insurance contract liabilities” and presented in the liabilities section of the
statement of financial position. Premiums for short-duration insurance contracts are recognized as
revenue over the period of the contracts using the 24™ method except for the marine cargo where
premiums for the last two months are considerd earned in the following year. The change in the
provision for unearned premiums is taken to profit or loss in order that revenue is recognized over
the period of risk. Further provisions are made to cover claims under unexpired insurance
contracts which may exceed the unearned premiums and the premiums due in respect of these
contracts.

Claims Provision Incurred But Not Reported (IBNR) Losses

These liabilities are based on the estimated ultimate cost of all claims incurred but not settled at
the end of the reporting period together with the related claims handling cost and reduction for the
expected value of salvage and other recoveries. Delays can be experienced in the notification and
settlement of certain types of claims, therefore the ultimate cost of which cannot be known with
certainty at the end of the reporting period. The liability is not discounted for the time value of
money and includes provision for IBNR losses. The liability is derecognized when the contract is
discharged, cancelled or has expired.
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Liability Adequacy Test

At the end of each reporting period, liability adequacy tests are performed to ensure the adequacy
of insurance contract liabilities, net of the related DAC assets. In performing the test, current best
estimates of future cash flows, claims handling and policy administration expenses are used.
Changes in expected claims that have occurred, but which have not been settled, are reflected by
adjusting the liability for claims and future benefits. Any inadequacy is immediately charged to
the statement of comprehensive income by establishing an unexpired risk provision for losses
arising from the liability adequacy tests. The provision for unearned premiums is increased to the
extent that the future claims and expenses in respect of current insurance contracts exceed future
premiums plus the current provision for unearmned premiums.

Customers’ Deposits

The Group requires buyers of condominium units to pay a minimum percentage of the total selling
price. The minimum percentage is on the basis of the level of buyer’s commitment to pay and is
part of the revenue recognition criteria. When the revenue recognition ¢riteria are met, sales are,
then, recognized and these deposits and downpayments will be applied against the related
installment contracts receivable. In the event that the customer decides to terminate the purchase
prior to recognition of sale, an amount equivalent to the cash surrender value of the deposit will be
refunded to the buyer.

Customer’s deposits consist of payment from buyers which have not reached the minimum
required percentage and amounts that have not been applied against the related installment
contract receivables.

Equity

The Group records common stock at par value and additional paid-in capital in excess of the total
contributions received over the aggregate par values of the equity share. Incremental costs
mcurred directly attributable to the issuance of new shares are deducted from proceeds.

Capital stock

The Parent Company has issued common stock that is classified as equity. Incremental costs
directly attributable to the issue of new common stock are shown in equity as a deduction, net of
tax, from the proceeds. All other equity issuance costs are recognized as expense as incurred.

Where the Parent Company purchases its” own common stock (treasury shares), the consideration
paid, including any directly attributable incremental costs (net of applicable taxes) is deducted
from equity attributable to the Parent Company’s equity holders until the shares are cancelled or
reissued.

Where such shares are subsequently reissued, any consideration received, net of any directly
attributable incremental transaction costs and the related tax effects, and is included in equity
attributable to the Parent Company’s equity holders.

Additional paid-in capital
Amount of contribution in excess of par value is accounted for as an additional paid-in capital.
Additional paid-in capital also arises from additional capital contribution from the shareholders.

Deposits for future stock subscriptions

Deposits for future stock subscriptions are recorded based on the amounts received from
stockholders and amounts of advances to be converted to equity.
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Retained earnings

The amount included in retained earnings includes profit or loss attributable to the Group’s equity
holders and reduced by dividend on common stock. Dividends on common stock are recognized
as a liability and deducted from equity when they are declared. Dividends for the year that are
approved after the reporting date are dealt with as an event after the reporting date.

Retained earnings may also include effect of changes in accounting policy as may be required by
the standard’s transitional provisions.

Acquisition of Non-controlling Interest in a Subsidiary

Acquisition of non-controlling interest is accounted for as an equity transaction, whereby the
difference between the fair value of consideration given and the share in the net book value of the
net assets acquired is recognized in equity. When the consideration is less than the net assets
acquired, the difference is recognized as a gain in the consolidated statement of income. In an
acquisition without consideration involved, the difference between the share of the non-controlling
interests in the net assets at book value before and after the acquisition is treated as transaction
between equity owners.

Revenue and Cost Recognition

Revenue is recognized to the extent that it is probable that the economic benefits will flow to the
Group and the amount of revenue can be reliably measured. The Group assesses its revenue
arrangements against specific criteria in order to determine if it is acting as principal or agent.

The Group has concluded that it is acting as principal in all of its revenue arrangements. The
following specific recognition criteria must also be met before revenue is recognized:

Net fees

Net fees consist of energy fees for the energy and services supplied by the operating companies as
provided for in their respective PPA or EPPA with respective customers. Energy fee is recognized
based on actual delivery of energy generated and made available to customers multiplied by the
applicable tariff rate, net of adjustments, as agreed upon between the parties. In case the actual
energy delivered by PPC and GPRI to customers is less than the minimum energy off-take, PPC
and GPRI shall reimburse their customers for the difference between the actual cost for sourcing
the shortfall from another source and tariff rate, multiplied by the actual shortfall. On the other
hand, if the customers fail to accept the minimum supply, the customers shall be subject to penalty
equivalent to the cost of power unused or not accepted on an annual basis. For TPC, energy fee is
recognized based on actual delivery of energy generated and made available to its customers,
multiplied by the applicable tariff rate, net of adjustments, as agreed upon between TPC and its
customers.

Real estate sales

Real estate revenue and cost from completed projects is accounted for using the full accrual
method. The percentage of completion method is used to recognize income from sales of projects
where the Group has material obligations under the sales contract to complete the project after the
property is sold. Under this method, revenue is recognized as the related obligations are fulfilled,
measured principally on the basis of the estimated completion of a physical proportion of the
contract work. When the sale of real estate does not meet the requirements for revenue
recognition, the sale is accounted under the deposit method. Under this method, revenue is not
recognized and the receivable from the buyer is not recorded. The real estate inventories continue
to be reported in the consolidated statement of financial position as “Inventories” and the related
liability as deposit under “Customers’ deposits”.
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Real estate revenue and cost from completed projects is accounted for using the full accrual
method. In accordance with Philippine Interpretations Committee (P1C) Q&A No. 2006-01, the
percentage of completion method is used to recognize income from sales of projects where the
Group has material obligations under the sales contract to complete the project after the property is
sold, the equitable interest has been transferred to the buyer, construction is beyond preliminary
stage (i.e., engineering, design work, construction contracts execution, site clearance and
preparation, excavation and the building foundation are finished}, and the costs incurred or to be
incurred can be measured reliably. Under this method, revenue is recognized as the related
obligations are fulfilled, measured principally on the basis of the estimated completion of a
physical proportion of the contract work.

When the sale of real estate does not meet the requirements for revenue recognition, the sale is
accounted under the deposit method until all the conditions are met. Under this method, revenue
is not recognized, the receivable from the buyer is not recorded and the cash received from buyers
are presented under the “Customers’ deposits” account in the liabilities section of the consolidated
statement of financial position. The related real estate inventories continue to be reported in the
consolidated statement of financial position as “Inventories”.

Cost of condominium units sold before the completion of the development is determined on the
basis of the acquisition cost of the land plus its full development costs, which include estimated
costs for future development works, as determined by the Group’s in-house technical staff.

Automotive operations

Revenue from automotive operations arises from sale of manufactured vehicles and trading of
completely built-up vehicles and local and imported parts. Revenue is recognized when the
significant risks and rewards of ownership of the goods have passed to the buyer (including certain
“bill and hold” sales, wherein in the buyer takes title and accepts billing), usually on dispatch of
goods.

Sale of goods

Sale of goods is recognized from retail customers at the point of sale in the stores. This is
measured at the fair value of the consideration received, excluding (or ‘net of,” or ‘reduced for’)
discounts, returns, rebates and sales taxes.

Rendering of services
Service fees from installation of parts and repairs and maintenance of vehicles are recognized as
revenue when the related services have been rendered.

Premiums revenue

Gross insurance written premiums comprise the total premiums receivable for the whole period
cover provided by contracts entered into during the accounting period and are recognized on the
date on which the policy intercepts. Premiums include any adjustments arising in the accounting
period for premiums receivable in respect of business written in prior periods.

Premiums for short-duration insurance contracts are recognized as revenue over the period of
contracts using the 24™ method except for marine cargo where premiums for the last two months
are considered carned the following year. The portion of the premiums written that relate to the
unexpired periods of the policies at the end of the reporting period is accounted for as Provision
for unearned premiums and is shown as part of “Insurance contract liabilities” presented in the
liabilities section of the consolidated statements of financial position. The related reinsurance
premiums ceded that pertains to the unexpired periods at end of the reporting period are accounted
for as deferred reinsurance premiums and are shown as part of “Reinsurance assets” in the
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consolidated statement of financial position. The net changes in these accounts between each end
of reporting periods are recognized in profit or loss.

Reinsurance commissions

Commissions earned from short-duration insurance contracts are recognized as revenue over the
period of the contracts using the 24™ method except for marine cargo where the deferred
reinsurance commissions for the last two months of the year are considered earned the following
year. The portion of the commissions that relate to the unexpired portions of the policies at end of
the reporting period are accounted for as “Deferred reinsurance commissions” and presented in the
liabilities section of the consolidated statement of financial position.

Net premiums earned consist of gross earned premiums on insurance contracts (net of reinsurer’s
share of gross earned premiums on insurance contracts).

Benefits and claims

Benefits and claims consists of benefits and claims paid to policyholders, which includes changes
in the valuation of Insurance contract liabilities, except for changes in the provision for unearned
premiums which are recorded in insurance revenue. It further includes internal and external
claims handling costs that are directly related to the processing and settlement of claims. Amounts
receivable in respect of salvage and subrogation are also considered. General insurance claims are
recorded on the basis of notifications received.

Net insurance benefits and claims represent gross insurance contract benefits and claims and gross
change in insurance contract liabilities less remsurer’s share.

Management fees
Management fees from administrative, property management and other fees are recognized when
services are rendered.

Commission income
Commission income is recognized by reference to the percentage of collection of the agreed sales
price or depending on the term of the sale as provided under the marketing agreement.

Rental income

Rental income under noncancellable leases is recognized in the consolidated statement of income
on a straight-line basis over the lease term and the terms of the lease, respectively, or based on a
certain percentage of the gross revenue of the tenants, as provided under the terms of the lease
contract.

Interest income
Interest is recognized as it accrues using the effective interest method.

Dividend income
Dividend income is recognized when the Group’s right to receive the payment is established.

Other income

Other customer related fees such as penalties and surcharges are recognized as they accrue, taking
into account the provisions of the related contract. Other income also includes sale of scrap and
sludge oil which is recognized when there is delivery of goods to the buyer and recovery from
insurance which is recognized when the right to receive payment is established.
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Expense Recognition

Cost of real estate sales

Cost of real estate sales is recognized consistent with the revenue recognition method applied.
Cost of subdivision land and condominium units sold before the completion of the development is
determined on the basis of the acquisition cost of the land plus its full development costs, which
include estimated costs for future development works, as determined by the Group’s project and
construction department.

Cost of goods and services sold

Cost of goods sold for vehicles and spare parts includes the purchase price of the products sold, as
well as costs that are directly attributable in bringing the merchandise to its intended condition and
location. These costs include the costs of storing and transporting the products. Vendor returns
and allowances are generally deducted from cost of goods sold and services.

Other cost of goods sold includes Fed Land’s gasoline and food products, and are recognized
when goods are delivered which is usually at the point of sale in stores. Cost of services are
recognized when services are rendered.

Cost of goods manufactured

Cost of goods manufactured includes the purchase price of the products manufactured, as well as
costs that are directly attributable in bringing the merchandise to its intended condition and
location.

Commissions

Commissions paid to sales or marketing agents on the sale of pre-completed real estate units are
deferred when recovery is reasonably expected and are charged to expense in the period in which
the related revenue is recognized as earned. Accordingly, when the percentage of completion
method is used, commissions are likewise charged to expense in the period the related revenue is
recognized. These are recorded as “Prepaid expenses” under “Prepayments and other current
assets” account.

Power plant operation and maintenance expenses

Power plant operations mainly represent depreciation of power plants, costs of coal and start-up
fuel. Repairs and maintenance mainly represent cost of materials and supplies consumed and the
cost of restoration and maintenance of the power plants. Purchased power represents power
purchased from NPC.

General and administrative expenses
General and administrative expenses constitute costs of administering the business and are
expensed as incurred.

Pension Costs
The Parent Company and its subsidiaries have funded, noncontributory defined benefit retirement
plans, administered by trustees, covering their permanent employees.

Pension cost is actuarially determined using the projected unit credit method. This method reflects
services rendered by employees up to the date of valuation and incorporates assumptions
conceming employees’ projected salaries. Actuarial valuations are conducted with sufficient
regularity, with option to accelerate when significant changes to underlying assumptions occur.
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The net defined benefit liability or asset is the aggregate of the present value of the defined benefit
obligation at the end of the reporting period reduced by the fair value of plan assets (if any),
adjusted for any effect of limiting a net defined benefit asset to the asset ceiling. The asset ceiling
is the present value of any economic benefits available in the form of refunds from the plan or
reductions in future contributions to the plan.

Defined benefit costs comprise the following:

a, service cost

b. net interest on the net defined benefit liability or asset
¢. remeasurements of net defined benefit liability or asset

Service costs which include current service costs, past service costs and gains or losses on non-
routine settlements are recognized as expense in the consolidated statements of income. Past
service costs are recognized when plan amendment or curtailment occurs. These amounts are
calculated periodically by independent qualified actuaries. Net interest on the net defined benefit
liability or asset is the change during the period in the net defined benefit liability or asset that
arises from the passage of time which is determined by applying the discount rate based on
government bonds to the net defined benefit liability or asset. Net interest on the net defined
benefit liability or asset is recognized as expense or income in the consolidated statements of
income.

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

Plan assets are assets that are held by a long-term employee benefit fund or qualifying insurance
policies. Plan assets are not available to the creditors of the Group, nor can they be paid directly
to the Group. Fair value of plan assets is based on market price information. When no market
price is available, the fair value of plan assets is estimated by discounting expected future cash
flows using a discount rate that reflects both the risk associated with the plan assets and the
maturity or expected disposal date of those assets {or, if they have no maturity, the expected period
until the settlement of the related obligations). If the fair value of the plan assets is higher than the
present value of the defined benefit obligation, the measurement of the resulting defined benefit
asset is limited to the present value of economic benefits available in the form of refunds from the
plan or reductions in future contributions to the plan.

The Group’s right to be reimbursed of some or all of the expenditure required to settle a defined
benefit obligation is recognized as a separate asset at fair value when only when reimbursement is
virtually certain,

Employee leave entitiement

Employee entitlements to annual leave are recognized as a liability when they are accrued to the
employees. The undiscounted liability for leave expected to be settled wholly before twelve (12)
months after the end of the annual reporting period is recognized for services rendered by
employees up to the end of the reporting period.

Income Tax

Current tax

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

Deferred tax

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

Deferred tax liability is recognized for all taxable temporary differences. Deferred tax asset is
recognized for all deductible temporary differences, carryforward benefit of unused tax credits
from excess minimum corporate income tax (MCIT} and net operating loss carryover (NOLCQ),
to the extent that it is probable that taxable income will be available against which the deductible
temporary differences and carryforward benefit of unused tax credits from MCIT and NOLCO can
be utilized. Deferred income tax, however, is not recognized when it arises from the initial
recognition of an asset or liability in a transaction that is not a business combination and, at the
time of the transaction, affects neither the accounting income nor taxable income.

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

Deferred tax asset and liabilities are measured at the tax rate that is expected to apply to the period
when the asset is realized or the liability is settled, based on tax rate and tax laws that have been
enacted or substantively enacted at the reporting date.

Foreign Currency Transactions

The Group’s consolidated financial statements are presented in Philippine peso, which is also the
Parent Company’s functional currency. Each entity within the Group determines its own
functional currency and items included in the consolidated financial statements of each entity are
measured using that functional currency.

Transactions and balances

Transactions denominated in foreign currency are recorded using the exchange rate prevailing at
the date of the transactions. Monetary assets and liabilities denominated in foreign currencies are
restated using the closing exchange rates prevailing at reporting date. Exchange gains or losses
resulting from rate fluctuations upon actual settlement and from restatement at year-end are
credited to or charged against current operations.

Foreign operations

As at the reporting date, the assets and liabilities of foreign operations are translated into the
Parent Company’s presentation currency (the Philippine peso) using the closing rates prevailing at
reporting date, and their income and expenses are translated at the weighted average exchange
rates for the year. Exchange differences arising on translation are taken to the statement of
comprehensive income. Upon disposal of a foreign operation, the deferred cumulative amount
recognized in the statement of comprehensive income is recognized in the statement of income.

Segment Reporting

The Group’s operating businesses are organized and managed separately according to the nature
of the products and services provided, with each segment representing a strategic business unit
that offers different products and serves different markets. Financial information on the Group’s
business segments is presented in Note 35.
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Borrowing Costs

Borrowing costs are generally expensed as incurred. Interest and other financing costs incurred
during the construction period on borrowings used to finance property development are capitalized
as part of development costs. Capitalization of borrowing costs commences when the activities to
prepare the asset are in progress and expenditures and borrowing costs are being incurred.
Capitalization of borrowing costs ceases when substantially all the activities necessary to prepare
the asset for its intended use or sale are complete. If the carrying amount of the asset exceeds its
recoverable amount, an impairment loss is recorded. Capitalized borrowing cost is based on
applicable weighted average borrowing rate.

Provisions

Provisions are recognized when the Group has: (a) a present obligation (legal or constructive) as a
result of a past event; (b) it is probable that an outflow of resources embodying economic benefits
will be required to settle the obligation; and (c) a reliable estimate can be made of the amount of
the obligation. Where the Group expects a provision to be reimbursed, the reimbursement is
recognized as a separate asset but only when the reimbursement is virtually certain. If the effect of
the time value of money is material, provisions are determined by discounting the expected future
cash flows at a pre-tax rate that reflects current market assessments of the time value of money
and, where appropriate, the risks specific to the liability. Where discounting is used, the increase
in the provision due to the passage of time is recognized as interest expense. Provisions are
reviewed at each reporting date and adjusted to reflect the current best estimate. Where the Group
expects a provision to be reimbursed, the reimbursement is recognized as a separate asset but only
when the receipt of the reimbursement is virtually certain. The expense relating to any provision
is presented in the consolidated statement of comprehensive income, net of any reimbursement.

Decommissioning liability

The decommissioning liability arose from the Group’s obligation, under the Environmental
Compliance Certificates of certain subsidiaries of GBPC, to decommission or dismantle their
power plant complex at the end of its useful lives. A corresponding asset is recognized as part of
property, plant and equipment. Decommissioning costs are provided at the present value of
expected costs to settle the obligation using estimated cash flows. The cash flows are discounted
at a current pre-tax rate that reflects the risks specific to the decommissioning liability. The
unwinding of the discount is expensed as incurred and recognized in the consolidated statement of
comprehensive income as an “Accretion of decommissioning liability” under the “Interest
expense” account., The estimated future costs of decommissioning are reviewed annually and
adjusted prospectively. Changes in the estimated future costs or in the discount rate applied are
added or deducted from the cost of the power plant complex. The amount deducted from the cost
of the power plant complex, shall not exceed its carrying amount.

If the decrease in the liability exceeds the carrying amount of the power plant complex, the excess
shall be recognized immediately in the consolidated statement of comprehensive income.

Provision for product warranties

Provision for product warranties are recognized when sale of the related products are
consummated. The best estimate of the provision is recorded based on three (3) year warranty
coverage provided by the Group as part of the sold product. Reversals are made against provision
for the expired portion.
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Leases

Leases where the lessor retains substantially all the risks and benefits of the ownership of the asset
are classified as operating leases. Fixed lease payments are recognized on a straight-line basis
over the lease term. Variable rent is recognized as an income based on the terms of the lease
contract.

The determination of whether an arrangement is, or contains a lease is based on the substance of
the arrangement and requires 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. A reassessment is made after inception of the lease only if one of the following applies:

(a) there is a change in contractual terms, other than a renewal or extension of the arrangement;

(b) arenewal option is exercised or extension granted, unless that term of the renewal or
extension was initially included in the lease term;

(¢) there is a change in the determination of whether fulfillment is dependent on a specific asset;
or

(d) there is a substantial change to the asset.

Where a reassessment is made, lease accounting shall commence or cease from the date when the
change in circumstances gives rise to the reassessment for scenarios (a), {¢) or (d) above, and the
date of renewal or extension period for scenario {b).

Operating leases

Operating leases represent those leases which substantially all the risks and rewards of ownership
of the leased assets remain with the [essors. Lease payments under an operating lease are
recognized in the consolidated statement of comprehensive income on a straight-line basis over
the lease term.

Contingencies
Contingent liabilities are not recognized in the consolidated financial statements. These are

disclosed unless the possibility of an outflow of resources embodying economic benefits is
remote, Contingent assets are not recognized in the consolidated financial statements but
disclosed when an inflow of economic benefits is probable.

Events after Financial Reporting Date

Post year-end events that provide additional information about the Group’s position at the
reporting date (adjusting events) are reflected in the consolidated financial statements. Post year-
end events that are not adjusting events are disclosed in the notes to the consolidated financial
statements when material.

New Accounting Standards. Interpretations and Amendments to Existing Standards Effective
Subsequent to December 31, 2013

The Group will adopt the following standards and interpretations enumerated below when these
become effective. Except as otherwise indicated, the Group does not expect the adoption of these
new and amended PFRS and Philippine Interpretations to have significant impact on its financial
statements.

Effective 2014

o PAS 19, Employee Benefits — Defined Benefit Plans: Employee Contributions (Amendments)
The amendments apply to contributions from employees or third parties to defined benefit
plans. Contributions that are set out in the formal terms of the plan shall be accounted for as
reductions to current service costs if they are linked to service or as part of the
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remeasurements of the net defined benefit asset or liability if they are not linked to service.
Contributions that are discretionary shall be accounted for as reductions of current service cost
upon payment of these contributions to the plans. The amendments to PAS 19 are to be
retrospectively applied for annual periods beginning on or after July 1, 2014.

PAS 32, Financial Instruments: Presentation - Offsetting Financial Assets and Financial
Liabilities (Amendments)

The amendments ¢larify the meaning of “currently has a legally enforceable right to set-off”
and also clarify the application of the PAS 32 offsetting criteria to settlement systems (such as
central clearing house systems) which apply gross settlemnent mechanisms that are not
simultaneous. The amendments affect presentation only and have no impact on the Group’s
financial position or performance. The amendments to PAS 32 are to be retrospectively
applied for annual periods beginning on or after January 1, 2014.

PAS 36, Impairment of Assets - Recoverable Amount Disclosures for Non-Financial Assets
{Amendments)

These amendments remove the unintended consequences of PFRS 13 on the disclosures
required under PAS 36. In addition, these amendments require disclosure of the recoverable
amounts for the assets or CGUs for which impairment loss has been recognized or reversed
during the period. These amendments are effective retrospectively for annual periods
beginning on or after January 1, 2014 with earlier application permitted, provided PFRS 13 is
also applied. The amendments affect disclosures only and have no impact on the Group’s
financial position or performance.

PAS 39, Financial Instruments: Recognition and Measurement - Novation of Derivatives and
Continuation of Hedge Accounting {Amendments)

These amendments provide relief from discontinuing hedge accounting when novation of a
derivative designated as a hedging instrument meets certain criteria. These amendments are
effective for annual periods beginning on or after January 1, 2014, The Group has not novated
its derivatives during the current period. However, these amendments would be considered
for future novations.

Investment Entities (Amendments to PFRS 10, PFRS 12 and PAS 27)

These amendments are effective for annual periods beginning on or after January 1, 2014.
They provide an exception to the consolidation requirement for entities that meet the
definition of an investment entity under PFRS 10. The exception to consolidation requires
investment entities to account for subsidiaries at fair value through profit or foss. It is not
expected that this amendment would be relevant to the Group since none of the entities in the
Group would qualify to be an investment entity under PFRS 10.

Philippine Interpretation 21, Levies (Philippine Interpretation 21)

Philippine Interpretation 21 clarifies that an entity recognizes a liability for a levy when the
activity that triggers payment, as identified by the relevant legislation, occurs. For a levy that
is triggered upon reaching a minimum threshold, the interpretation clarifies that no liability
should be anticipated before the specified minimum threshold is reached. Philippine
Interpretation 21 is effective for annual periods beginning on or after January 1, 2014. The
Group does not expect that Philippine Interpretation 21 will have material financial impact in
future financial statements.
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Annual Improvements to PFRSs (2010-2012 cycle)
The Annual Improvements to PFRSs (2010-2012 cycle) contain non-urgent but necessary
amendments to the following standards:

¢ PFRS 2, Share-based Payment — Definition of Vesting Condition
The amendment revised the definitions of vesting condition and market condition and added
the definitions of performance condition and service condition to clarify various issues. This
amendment shall be prospectively applied to share-based payment transactions for which the
grant date is on or after July 1, 2014. This amendment does not apply to the Group as it has
no share-based payments.

e PFRS 3, Business Combinations — Accounting for Contingent Consideration in a Business
Combination
The amendment clarifies that a contingent consideration that meets the definition of a financial
instrument should be classified as a financial liability or as equity in accordance with PAS 32.
Contingent consideration that is not classified as equity is subsequently measured at fair value
through profit or loss whether or not it falls within the scope of PFRS 9 (or PAS 39, ifPFRS 9
is not yet adopted). The amendment shall be prospectively applied to business combinations
for which the acquisition date is on or after July 1, 2014, The Group shall consider this
amendment for future business combinations.

o PFRS 8, Operating Segments - Aggregation of Operating Segments and Reconciliation of the
Total of the Reportable Segments’ Assels to the Entity’s Assets
The amendments require entities to disclose the judgment made by management in
aggregating two or more operating segments. This disclosure should include a brief
description of the operating segments that have been aggregated in this way and the economic
indicators that have been assessed in determining that the aggregated operating segments share
similar economic characteristics. The amendments also clarify that an entity shall provide
reconciliations of the total of the reportable segments’ assets to the entity’s assets if such
amounts are regularly provided to the chief operating decision maker. These amendments are
effective for annual periods beginning on or after July 1, 2014 and are applied retrospectively.
The amendments affect disclosures only and have no impact on the Group’s financial position
or performance.

e PFRS 13, Fair Value Measurement — Short-term Receivables and Payables
The amendment clarifies that short-term receivables and payables with no stated interest rates
can be held at invoice amounts when the effect of discounting is immaterial.

e PAS 16, Property, Plant and Equipment — Revaluation Method — Proportionate Restatement
of Accumulated Depreciation
The amendment clarifies that, upon revaluation of an item of property, plant and equipment,
the carrying amount of the asset shall be adjusted to the revalued amount, and the asset shall
be treated in one of the following ways:

a. The gross carrying amount is adjusted in a manner that is consistent with the revaluation
of the carrying amount of the asset. The accumulated depreciation at the date of
revaluation is adjusted to equal the difference between the gross carrying amount and the
carrying amount of the asset after taking into account any accumulated impairment losses.

b. The accumulated depreciation is eliminated against the gross carrying amount of the asset.
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The amendment is effective for annual periods beginning on or after July 1, 2014, The
amendment shall apply to all revaluations recognized in annual periods beginning on or after
the date of initial application of this amendment and in the immediately preceding annual
period. The amendment has no impact on the Group’s financial position or performance.

e PAS 24, Related Party Disclosures - Key Management Personnel
The amendments clarify that an entity is a related party of the reporting entity if the said
entity, or any member of a group for which it is a part of, provides key management personnel
services to the reporting entity or to the parent company of the reporting entity. The
amendments also clarify that a reporting entity that obtains management personnel services
from another entity (also referred to as management entity) is not required to disclose the
compensation paid or payable by the management entity to its employees or directors. The
reporting entity is required to disclose the amounts incurred for the key management personnel
services provided by a separafe management entity. The amendments are effective for annual
periods beginning on or after July 1, 2014 and are applied retrospectively. The amendments
affect disclosures only and have no impact on the Group’s financial position or performance.

o PAS 38, Intangible Assets — Revaluation Method — Proportionate Restatement of Accumulated
Amortization
The amendments clarify that, upon revaluation of an intangible asset, the carrying amount of
the asset shall be adjusted to the revalued amount, and the asset shall be treated in one of the
following ways:

a. The gross carrying amount is adjusted in a manner that is consistent with the revaluation
of the carrying amount of the asset. The accumulated amortization at the date of
revaluation is adjusted to equal the difference between the gross carrying amount and the
carrying amount of the asset after taking into account any accumulated impairment losses.

b. The accumnulated amortization is eliminated against the gross carrying amount of the asset.

The amendments also clarify that the amount of the adjustment of the accumulated
amortization should form part of the increase or decrease in the carrying amount accounted for
in accordance with the standard.

The amendments are effective for annual periods beginning on or after July 1, 2014, The
amendments shall apply to all revaluations recognized in annual periods beginning on or after
the date of initial application of this amendment and in the immediately preceding annual
period. The amendments have no impact on the Group’s financial position or performance.

Annual Improvements to PFRSs (2011-2013 cycle)
The Annual Improvements to PFRSs (2011-2013 cycle) contain non-urgent but necessary
amendments to the following standards:

o PFRS 1, First-time Adoption of Philippine Financial Reporting Standards — Meaning of
‘Effective PFRSs’
The amendment clarifies that an entity may choose to apply either a current standard or a new
standard that is not yet mandatory, but that permits early application, provided either standard
is applied consistently throughout the periods presented in the entity’s first PFRS financial
statements. This amendment is not applicable to the Group as it is not a first-time adopter of
PFRS.
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PFRS 3, Business Combinations - Scope Exceptions for Joint Arrangements

The amendment clarifies that PFRS 3 does not apply to the accounting for the formation of a
joint arrangement in the financial statements of the joint arrangement itself. The amendment
is effective for annual periods beginning on or after July 1, 2014 and is applied prospectively.
The amendment has no impact to the Group as it has not applied PFRS 3 to any of its joint
arrangements, which are investments in joint ventures.

PFRS 13, Fair Value Measurement - Portfolio Exception

The amendment clarifies that the portfolio exception in PFRS 13 can be applied to financial
assets, financial liabilities and other contracts. The amendment is effective for annual periods
beginning on or after July 1, 2014 and is applied prospectively. The amendment has no
significant impact on the Group’s financial position or performance.

PAS 40, Investment Property

The amendment clarifies the interrelationship between PFRS 3 and PAS 40 when classifying
property as investment property or owner-occupied property. The amendment stated that
judgment is needed when determining whether the acquisition of investment property is the
acquisition of an asset or a group of assets or a business combination within the scope of
PFRS 3. This judgment is based on the guidance of PFRS 3. This amendment is effective for
annual periods beginning on or after July 1, 2014 and is applied prospectively. The
amendment has no significant impact on the Group’s financial pesition or perfermance.

PERS 9, Financial Instruments

PFRS 9, as issued, reflects the first and third phases of the project to replace PAS 39 and
applies to the classification and measurement of financial assets and liabilities and hedge
accounting, respectively. Work on the second phase, which relate to impairment of financial
instruments, and the limited amendments to the classification and measurement mode! 1s still
ongoing, with a view to replace PAS 39 in its entirety. PFRS 9 requires all financial assets to
be measured at fair value at initial recognition. A debt financial asset may, if the fair value
option (FVO) is not invoked, be subsequently measured at amortized cost if it is held within a
business model that has the objective to hold the assets to collect the contractual cash flows
and its contractual terms give rise, on specified dates, to cash flows that are solely payments of
principal and interest on the principal outstanding. All other debt instruments are
subsequently measured at fair value through profit or loss. All equity financial assets are
measured at fair value either through other comprehensive income (OCI) or profit or Joss.
Equity financia) assets held for trading must be measured at fair value through profit or loss.
For liabilities designated as at FVPL using the fair value option, the amount of change in the
fair value of a liability that is attributable to changes in credit risk must be presented in OCL
The remainder of the change in fair value is presented in profit or loss, unless presentation of
the fair value change relating to the entity’s own credit risk in OCI would create or enlarge an
accounting mismatch in profit or loss. All other PAS 39 classification and measurement
requirements for financial liabilities have been carried forward to PFRS 9, including the
embedded derivative bifurcation rules and the criteria for using the FVO.

On hedge accounting, PFRS 9 replaces the rules-based hedge accounting model of PAS 39
with a more principles-based approach. 1t introduces new requirements for hedge accounting
that align hedge accounting more closely with risk management. PFRS 9 also requires more
extensive disclosures for hedge accounting.
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The mandatory effective date of PFRS 9 is not specified but wil! be determined when the
outstanding phases are completed. PFRS 9 may be applied before the completion of the
limited amendments to the classification and measurement model and impairment
methodology.

The Group has started the process of evaluating the potential effect of this standard but is
awaiting finalization of the limited amendments before the evaluation can be completed. This
standard is expected to have an impact on the Group’s financial statements, in particular on
the classification and measurement of the Group’s financial assets.

o Philippine Interpretation 15, Agreements for the Construction of Real Estate
This interpretation covers accounting for revenue and associated expenses by entities that
undertake the construction of real estate directly or through subcontractors. The interpretation
requires that revenue on construction of real estate be recognized only upon completion,
except when such contract qualifies as construction contract to be accounted for under PAS 11
or involves rendering of services in which case revenue is recognized based on stage of
completion. Contracts involving provision of services with the construction materials and
where the risks and reward of ownership are transferred to the buyer on a continuous basis
will also be accounted for based on stage of completion. The SEC and the Financial
Reporting Standards Council (FRSC) have deferred the effectivity of this interpretation unti}
the final Revenue standard is issued by the International Accounting Standards Board (IASB)
and an evaluation of the requirements of the final Revenue standard against the practices of
the Philippine real estate industry is completed.

3.

Management’s Judgments and Use of Estimates

The preparation of the consolidated financial statements in compliance with PFRS requires the
Group’s management to make estimates and assumptions that affect the amounts reported in the
consolidated financial statements and accompanying notes. The estimates and assumptions used
in the accompanying consolidated financial statements are based upon management’s evaluation
of relevant facts and circumstances as of the date of the financial statements. Actual results could
differ from such estimates.

Estimates and judgments are continually evaluated and are based on historical experience and
other factors, including future events that are believed to be reasonable under circumstances.

Judgments
In the process of applying the Group’s accounting policies, management has made the following

judgments, apart from those involving estimations, which have the most significant effect on the
amounts recognized in the consolidated financial statements:

Assessment of control over investees

The determination on whether the Group has control over an investee requires significant
judgment. For this, the Group considers the following factors: (a) power over the investee,
(b) exposure, or rights, to variable returns from its involvement with the investee; and (c) the
ability to use its power over the investee to affect the amount of the investor’s returns. In
assessing whether the Group has power over the investee, the Group assesses whether it has
existing rights that give it the current ability to direct the relevant activities of the investee.
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Consolidation of TMPC

The Group holds 51.00% ownership interest and voting rights in TMPC. The remaining 49.00%
are held by 3 shareholders. TMPC’s Board of Directors (BOD) maintains the power 1o direct the
major activities of TMPC while the Group has the ability to appeint the majority of the BOD.
When determining control, management considered whether it has the ability to direct the relevant
activities of TMPC to generate return for itself. Management concluded that it has the ability
based on its ability to appoint the majority of the BOD. The Group therefore accounts for TMPC
as a subsidiary, consolidating its financial results for the reporting period.

Joint arrangements

The Group has investments in joint arrangements. The Group has joint control over these
arrangements as under the contractual arrangements, unanimous consent is required from all the
parties to the agreements for all relevant activities.

Revenue and cost recognition

Selecting an appropriate revenue recognition method for a particular real estate sale transaction

requires certain judgments based on, among others:

e Buyer’s commitment on the sale which may be ascertained through the significance of the
buyer’s initial investment; and

e Stage of completion of the project.

Collectibility of the sales price

In determining whether the sales prices are collectible, the Group considers that initial and
continuing investments by the buyer of about 10.00% would demonstrate the buyer’s commitment
to pay.

Operating lease commitments - the Group as lessee

The Group has entered into a lease contract with its related parties with respect to the parcels of
land where its retail malls are located. The Group has determined that all significant risks and
rewards of ownership of the leased property remains to the lessor since the leased property,
together with the buildings thereon, and all permanent fixtures, will be retuned to the lessor upon
termination of the lease.

Operating lease commitments - the Group as lessor

The Group entered into commercial property leases on its retail mall, investment properties and
certain units of its real estate projects to different parties for a specific amount depending on the
lease contracts. The Group has determined that it retains all significant risks and rewards of
ownership on the properties as the Group considered among others the length of the lease as
compared with the estimated life of the assets.

A number of the Group’s operating lease contracts are accounted for as noncancellable operating
leases. In determining whether a lease contract is cancellable or not, the Group considered among
others, the significance of the penalty, including the economic consequences to the lessee

(Note 30).

Finance lease commitments - Group as lessee

The Group has entered into finance leases on certain parcel of land, The Group has determined,
based on an evaluation of the terms and conditions of the arrangements, that the lessor transfers
substantially all the risks and benefits incidental to ownership of the leased equipment to the
Group thus, the Group recognized these leases as finance leases.
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Impairment of AFS investments

The Group treats AFS investments as impaired when there has been a significant or prolonged
decline or where other objective evidence of impairment exists. The determination of what is
‘significant’ or ‘prolonged’ requires judgment. The Group treats ‘significant’ generally as 20.00%
or more and ‘prolonged’ as greater than six months for quoted equity securities. In addition, the
Group evaluates other factors, including normal volatility in share price for quoted equities and the
future cash flows and the discount factors for unquoted equities.

Financial assets not quoted in an active market

The Group classifies financial assets by evaluating, among others, whether the asset is quoted or
not in an active market. Included in the evaluation on whether a financial asset is quoted in an
active market is the determination on whether quoted prices are readily and regularly available,
and whether those prices represent actual and regularly occurring market transactions on an arm’s
length basis.

Distinction between real estate inventories and investment properties

The Group determines whether a property will be classified as real estate inventories or investment
properties. In making this judgment, the Group considers whether the property is held for sale in
the ordinary course of business (real estate inventories) or which are held primarily to earn rental
and capital appreciation and are not occupied substantially for use by, or in the operations of the
Group (investment properties).

Distinction between investment properties and owner-occupied properties

The Group determines whether a property qualifies as investment property. In making its
judgment, the Group considers whether the property generates cash flows largely independent of
the other assets held by an entity. Owner-occupied properties generate cash flows that are
attributable not only to property but also to the other assets used in the production or supply
process.

Some properties comprise a portion that is held to earn rentals or for capital appreciation and
another portion that is held for use in the production or supply of goods or services or for
administrative purposes. If these portions cannot be sold separately as of financial reporting date,
the property is accounted for as investment property only if an insignificant portion is held for use
in the production or supply of goods or services or for administrative purposes. Judgment is
applied in determining whether ancillary services are so significant that a property does not qualify
as investment property. The Group considers each property separately in making its judgment.

Contingencies

The Group is currently involved in few legal proceedings. The estimate of the probable costs for
the resolution of these claims has been developed in consultation with cutside counsel handling
the defense in these matters and is based upon an analysis of potential results. The Group
currently does not believe that these proceedings will have a material effect on the Group’s
financial position. It is possible, however, that future results of operations could be materially
affected by changes in the estimates or in the effectiveness of the strategies relating to these
proceedings (Note 36).
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Determining whether an arrangement contains a lease

The PPAs and EPPAs qualify as a lease on the basis that the Group sells all its output to the
specified counterparties as per their respective agreements. The agreements calls for a take or pay
arrangement where payment is made on the basis of the availability of the power plant complex
and not on actual deliveries. The lease arrangement is determined to be an operating lease where a
significant portion of the risks and rewards of ownership are retained by the Group. Accordingly,
the power plant complex is recorded as part of property, plant and equipment and the fees billed to
the specified counterparties are recorded as revenue.

Allocation of costs and expenses

Costs and expenses are classified as exclusive and common, Exclusive costs such as raw
materials and direct labor are charged directly to the product line. Common costs and expenses
are allocated using sales value.

Management’s Use of Estimates

The key assumptions concerning the future and other key sources of estimation and uncertainty at
the financial reporting date, that have a significant risk of causing a material adjustment to the
carrying amounts of assets and liabilities within the next financial year are discussed below.

Revenue recognition

The Group’s revenue recognition policies require management to make use of estimates and
assumptions that may affect the reported amounts of revenues and costs. The Group’s revenue
from real estate sales recognized based on the percentage of completion are measured principally
on the basis of the estimated completion of a physical proportion of the contract work, and by
reference to the actual costs incurred to date over the estimated total costs of the project. The
carrying amount of installment contract receivable amounted to £5.82 billion and £3.93 billion as
of December 31, 2013 and 2012, respectively (Note 5). The Group recognized real estate sales in
2013, 2012 and 2011 amounting to B4.70 billion, B2.13 billion and P2.51 billion, respectively.

Estimating allowance for impairment losses

The Group reviews its loans and receivables at each reporting date to assess whether an allowance
for impairment should be recorded in the consolidated statement of financial position and any
changes thereto in profit or foss. In particular, judgment by management is required in the
estimation of the amount and timing of future cash flows when determining the level of allowance
required. Such estimates are based on assumptions about a number of factors. Actual results may
also differ, resulting in future changes to the allowance.

The Group maintains allowance for impairment losses based on the resuit of the individual and
collective assessment under PAS 39. Under the individual assessment, the Group is required to
obtain the present value of estimated cash flows using the receivable’s original effective interest
rate. Impairment loss is determined as the difference between the receivable’s carrying balance
and the computed present value. The collective assessment would require the Group to classify its
receivables based on the credit risk characteristics (industry, customer type, customer location,
past-due status and term) of the customners. Impairment loss is then determined based on historical
loss experience of the receivables grouped per credit risk profile. Historical loss experience is
adjusted on the basis of current observable data to reflect the effects of current conditions that did
not affect the period on which the historical loss experience is based and to remove the effects of
conditions in the historical period that do not exist currently. The methodology and assumptions
used for the individual and collective assessments are based on management’s judgment and
estimate. Therefore, the amount and timing of recorded expense for any period would differ
depending on the judgments and estimates made for the year.
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As of December 31, 2013 and 2012, the carrying values of these assets are as follow:

2013 2012
Receivables (Note 3) P17,379,453,331 £9,663,835,722
Due from related parties (Note 27) 849,398,310 489,042,589

Evaluating net realizable value of inventories

Inventories are valued at the lower of cost and net realizable value. The Group reviews its
inventory to assess NRV at least annually. The amount and timing of recorded expenses for any
period would differ if different judgments were made or different estimates were utilized.

Real estate inventories

The Group adjusts the cost of its real estate inventories to net realizable value based on its
assessment of the recoverability of the inventories. In determining the recoverability of the
inventories, management considers whether those inventories are damaged or if their selling prices
have declined. Likewise, management also considers whether the estimated costs of completion
or the estimated costs to be incurred to make the sale have increased. The amount and timing of
recorded expense for any period would differ if different judgments were made or different
estimates were utilized.

Gasoline retail, petroleum products and chemicals

The Group provides allowance for inventory losses whenever utility of inventories becomes lower
than cost due to damage, physical deterioration, obsolescence, changes in price levels or other
causes (i.e., pre-termination of contracts). The allowance account is reviewed regularly to reflect
the appropriate valuation in the financial records.

The carrying value of the Group’s inventories amounted to P20.81 billion and R12.28 billion as of
December 31, 2013 and 2012, respectively (Note 6).

Estimating useful lives of property and equipment, investment properties and intangibles assets
The Group determines the EUL of its property and equipment, investment properties, and
intangibles assets based on the period over which the assets are expected to be available for use.
The Group reviews annually the EUL of property and equipment, investment properties and
intangible assets based on factors that include asset utilization, internal technical evaluation, and
anticipated use of the assets. It is possible that future results of operations could be materially
affected by changes in these estimates brought about by changes in the factors mentioned. A
reduction in the EUL of property and equipment, investment properties and intangible assets
would increase the recorded depreciation and amortization expense.

Customer relationship pertains to Toyota’s contractual arrangements with its top dealer customers
which lay out the principal terms upon which its dealers agree to do business. Management
assessed the useful life of the customer relationship to be indefinite since management is of the
view that there is no foreseeable limit to the period over which the customer relationship is
expected to generate net cash inflows to Toyota.

The said assessment is based on the track record of stability for the auto industry and the Toyota
brand. Added to this is the commitment of management to continue to invest for the long term, to
extend the period over which the intangible asset is expected to continue to provide economic
benefits.
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As of December 31, 2013 and 2012, the carrying values of investment property, property and
equipment, intangible assets from power purchase agreements, customer relationship, software

costs and franchise are as follow:

2013 2012
Investment properties (Note 9) P8.328,668,533 £7,815,576,971
Property and equipment (Note 11) 41,163,427,981 33,661,228,629
Power purchase agreements - net (Note 13) 8,199,068,543 8,676,723,532
Customer relationship (Note 13) 3,883,238,361 -
Software costs - net (Note 13) 15,814,615 14,286,161
Franchise - net (Note 13) 1,583,333 -

Fvaluating asset impairment

The Group reviews investment properties, investments in and advances to associates and jointly
controlled entities, input VAT, creditable withholding tax, property and equipment, power
purchase agreements, software costs, franchise and other noncurrent assets for impairment. This
includes considering certain indications of impairment such as significant changes in asset usage,
significant decline in assets’ market value, obsolescence or physical damage of an asset, plans in
the real estate projects, significant underperformance relative to expected historical or projected
future operating results and significant negative industry or economic trends.

As described in the accounting policy, the Group estimates the recoverable amount as the higher
of the fair value less cost to sell and value in use. In determining the present value of estimated
future cash flows expected to be generated from the continued use of the assets, the Group is
required to make estimates and assumptions that may affect investments in and advances to
associates and jointly controlled entities, property and equipment, software cost and franchise.
The following table sets forth the carrying values of investment properties, investments in
associates and joint ventures, input VAT, creditable withholding tax, property and equipment,
power purchase agreements, software costs, franchise and other noncurrent assets as of
December 31, 2013 and 2012:

2013 2012

Investment properties (Note 9) B8,328,668,533 £7,815,576,971
Investments in associates and joint ventures

(Note 8) 40,559,463,758 42,788,987,730

Input VAT (Note 7) 3,092,442,775 3,387,924,051

Creditable withholding taxes (Note 7)
Property and equipment (Note 11)

Power purchase agreements - net (Note 13)
Customer relationship (Note 13)

Software - net (Note 13)

Franchise - net (Note 13)

Other noncurrent assets (Note 14)

Estimating impairment of AFS investments

1,213,867,634
41,163,427,981
8,199,068,543
3,883,238,361
15,814,615
1,583,333
1,202,989,799

324,510,952
33,661,228,629
8,676,723,532

14,286,161

547,164,483

The Group treats AFS investments as impaired when there has been significant or prolonged

decline in the fair value below its cost or where other objective evidence of impairment exists.
The determination of what is ‘significant> or when is ‘prolonged’ requires judgment. The Group
treats ‘significant’ generally as 20,00% or more of the cost of AFS and ‘prolonged” if greater than
six months. In addition, the Group evaluates other factors, including normal and/or unusual
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volatility in share price for quoted equities and the future cash flows and the discount factors for
unquoted equities. The Group also considers the ability of the investee company to provide
dividends.

The carrying amounts of AFS investments amounted to 3.11 billion and £1.06 billion as of
December 31, 2013 and 2012, respectively (Note 10). The change in fair value of AFS
investments is recorded in the consolidated statements of comprehensive income. Net unrealized
gain (loss) on available-for-sale investments amounted to a gain of £80.29 million as of
December 31, 2013 and loss of £6.61 million as of December 31, 2012, There was no impairment
loss recognized in 2013 and 2012.

Impairment of goodwill and intangible assets with indefinite useful life

The Group conducts an annual review for any impairment in value of goodwill and intangible
assets with indefinite useful life (i.e., customer relationship). Goodwill is written down for
impairment where the net present value of the forecasted future cash flows from the business is
insuffictent to support its carrying value. The Group uses the weighted average cost of capital in
discounting the expected cash flows from specific CGUs.

Refer to Note 13 for the details regarding the carrying values of the Group’s goodwill and
intangible assets as well as details regarding the impairment review and assessment.

Recognition of deferred rax assets

The Group reviews the carrying amounts of deferred taxes at each reporting date and reduces
deferred tax asset 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. However, there is no
assurance that the Group will generate sufficient taxable profit to allow all or part of deferred
income tax assets to be utilized. The Group looks at its projected performance in assessing the
sufficiency of future taxable income,

The recognized deferred tax asset and unrecognized deferred tax asset on temporary differences of
the Group are disclosed in Note 29.

Estimating the decommissioning liability

The Group has a legal obligation to decommission or dismantle its power plant asset at the end of
its useful life. The Group recognizes the present value of the obligation to dismantle the power
plant asset and capitalizes the present value of this cost as part of the balance of the related
property, plant and equipment, which are being depreciated and amortized on a straight-line basis
over the useful life of the related asset.

Cost estimates expressed at current price levels at the date of the estimate are discounted using a
rate of interest ranging from 3.90% to 5.97% per annum to take into account the timing of
payments. Each year, the provision is increased to reflect the accretion of discount and to accrue
an estimate for the effects of inflation, with charges being recognized as accretion expense which
is included under “Interest expense” in the consolidated statement of comprehensive income.

Changes in the decommissioning liability that result from a change in the current best estimate of
cash flow required to settle the obligation or a change in the discount rate are added to (or
deducted from) the amount recognized as the related asset and the periodic unwinding of the
discount on the liability is recognized in the consolidated statement of comprehensive income as it
ocecurs.
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While the Group has made its best estimate in establishing the decommissioning provision,
because of potential changes in technology as well as safety and environmental requirements, plus
the actual time scale to complete decommissioning activities, the ultimate provision requirements
could either increase or decrease significantly from the Group’s current estimates. The amount
and timing of recorded expenses for any period would be affected by changes in these factors and
¢ircumstances.

Decommissioning liability amounted to £192.66 million and £183.49 million as of December 31,
2013 and 2012, respectively (Note 21).

Estimating pension and other retirement benefits

The determination of the obligation and cost of pension and other retirement benefits is dependent
on the selection of certain assumptions used by actuaries in calculating such amounts. Those
assumptions are described in Note 28 to the consolidated statement of financial position and
include among others, discount rates, expected returns on plan assets and rates of salary increase.
While the Group believes that the assumptions are reasonable and appropriate, significant
differences in actual experience or significant changes in assumptions materially affect retirement
obligations.

As of December 31, 2013 and 2012, the present value of defined benefit obligations amounted to
P2 .82 billion and £0.63 billion, respectively. The carrying values of pension liability and expense
are disclosed in Note 28.

Fair value of financial instruments

Where the fair values of financial assets and financial liabilities recorded in the consolidated
statement of financial position cannot be derived from active markets, they are determined using
internal valuation techniques using generally accepted market valuation models. The inputs to
these models are taken from observable markets where possible, but where this is not feasible,
estimates are used in establishing fair values. These estimates may include considerations of
liquidity, volatility, and correlation.

Fair value of retained interest in BLRDC

In June 2012, Fed Land lost control on BLRDC, the latter becoming a jointly controlled entity.
Upon loss of control, the Group accounted for the investment retained at its proportionate share of
net asset value at the date control was lost. The Group used the fair values of the contributed land
properties and on-going construction less fair values of liabilities for the purpose of valuing the
Group’s retained interest. The valuation technique applied in estimating the value of Group’s
retained interest is based on the Cost Approach.

Claims liability arising from insurance contracts

For nonlife insurance contracts, estimates have to be made both for the expected ultimate cost of
claims reported at the end of the reporting period and for the expected ultimate cost of the IBNR
claims at the reporting date. It can take a significant period of time before the ultimate claim costs
can be established with certainty and for some type of policies, IBNR claims form the majority of
the statement of financial position claims provision. The primary technique adopted by
management in estimating the cost of notified and IBNR claims, is that of using past claims
settlement trends to predict future claims settlement trends. At each end of the reporting period,
prior year claims estimates are assessed for adequacy and changes made are charged to provision.

Nonlife insurance claims provisions are not discounted for the time value of money.
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The main assumption underlying the estimation of the claims provision is that the Group’s past
development experience can be used to project future claims development and hence, ultimate
claims cost. Historical claims development is mainly analyzed by accident years, as well as by
significant business lines and claim types. Large claims are usually separately addressed, either by
being reserved at the face value of loss adjustor estimates or separately projected in order to reflect
their future development. In most cases, no explicit assumptions are made regarding future rates of
claims inflation or loss ratios. Instead, the assumptions used are those implicit in the historic
claims development data on which the projects are based.

The carrying values of provision for outstanding claims and IBNR amounted to £4.92 billion as of
December 31, 2013 (Note 16).

Provision for product warranties

Fstimated warranty costs are provided at the time of sale. The provision is based on the estimated
costs of future servicing the products sold, the costs of which are not recoverable from customers.
A provision is recognized for expected warranty claims on products sold during the last two (2)
years, based on past experience of the level of returns and repairs. It is expected that most of these
costs will be incurred in the next financial year and all will be incurred within three (3) years as of
the reporting date.

As of December 31, 2013, provision for product warranty amounted to £288.75 million (Note 21).

Cash, Cash Equivalents and Short-term Investments

Cash and Cash Equivalents
This account consists of’

2013 2012
Cash on hand £5,742,556 £6,451,650
Cash in banks (Note 27) 4,651,051,201 3,931,013,953
Cash equivalents (Note 27) 22,510,094,695 7.615,822,895

P27,166,888,452 B11,553,288,498

Cash in banks earns interest at the prevailing bank deposit rates. Cash equivalents are made for
varying periods of up to three months depending on the immediate cash requirements of'the
Group, and earn interest at the prevailing short-term investment rates ranging from 0.25% to
4.50% in 2013, and from 2.30% to 4.00% in 2012 and 2011, respectively.

Short-term Investments

These represent the Group’s foreign currency and peso-denominated time deposits, as well as
money market placements, with original maturities of more than three (3) months and up to

12 months and earn interest at the respective short-term investment rates, ranging from 0.20% to
3.00% in 2013.
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5.

Receivables

This account consists of:

2013

2012

Trade receivables
Installment contracts receivables
Insurance receivables

$8,032,978,324
5,819,661,101
1,622,829,840

P4,548,367.765
3,925,822,347

742,819,163

Loans receivable 719,934,106
Accrued rent and commission income 335,682,637 148,605,645
Dividends receivable 240,000,000 -
Nontrade receivables 198,940,565 -
Others 432,967,030 302,838,226
17,402,993,603 9,668,453,146
Less allowance for credit losses 23,540,272 4,617,424
R17,379,453,331 B9 663,835,722

Total receivables shown in the consolidated statements of financial position follow:

2013 2012
Current portion P12,450,904,615 R6,504,694,886
Noncurrent portion 4,928,548,716 3,159,140,836
P17,379,453,331 B9.663,835,722

Noncurrent receivables consist of:
2013 2012

Trade receivables
Installment contracts receivables

B674,164,980
3,534,449,630

P738,478,778
1,677,842,895

Loans receivable 719,934,106 742,819,163
#4.928,548,716 £3,159,140,836
Trade Receivables
The details of trade receivables follow:
2013 2012
Current:
Power $3,723.957,882 P3,809,888,987
Automotive 3,634,855,462 —
7,358,813,344 3,809,888,987
Noncurrent:
Power 674,164,980 738,478,778
Balance at end of year P8,032,978,324 P4,548,367,765

Trade receivables for power pertain to outstanding billings for energy fees and passed through fuel

costs arising from the delivery of electricity, while trade receivables for automotive pertain to
receivables from sale of vehicles and/or parts and services.

Trade receivables are non-interest bearing and have generally one (1) year to thirty (30) day term.
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Installment Contracts Receivables

Installment contracts receivables pertain to receivables from the sale of condominium units. Titles
to the sold condominium units are transferred to the buyers only upon full payment of the contract
price.

The details of installment contracts receivables follow:

2013 2012

Installment contracts receivables £6,683,498.838 B4.417915,379
Less unearned interest income 863,837,737 492,093,032
5,819,661,101 3,925,822,347

Less noncurrent portion 3,534,449,630 1,677,842,805
Current portion P2.285211471 $82,247979,452

Installment contracts receivables are collected over a period of one (1) to ten (10) years and are
noninterest-bearing. The fair value upon initial recognition is derived using the discounted cash
flow methodology using discount rates ranging from 8.00 to 12.00% in 2013 and 201 2.

Movements in the unearned interest income in 2013 and 2012 follow:

2013 2012
Balance at beginning of year £492,093,032 P424,136,862
Additions 1,120,891,300 347,402,107
Accretion (Note 23) (749,146,595) (279,445,937)
Balance at end of year 863,837,737 £492,093,032
Insurance Receivables
The details of insurance receivable follow:
2013
Premiums receivable and agents’ balances B921,004,162
Reinsurance recoverable on paid losses 617,226,869
Bonds recoverable on paid losses 30,702,317
Due from ceding companies 51,004,663
Funds held by ceding companies 2,891,829

P£1,622,829,840

Premijums receivable and agents balances arise from unpaid premiums from policy holders and
intermediaries, due from ceding companies are premiums receivable for reinsuring the policies,
while recoverable on paid losses are the share of ceding companies for the claims paid to the
insured during the year. The amount of funds held by ceding companies is a percentage of the
premiums, as required by the Insurance Commission. The Group’s insurance receivables are all
due within one year.

Loans Receivable
Loans receivable from various counterparties pertain to long-term receivables as follow:

2013 2012
Real estate P618,547,138 B610,775,830
Power 101,386,968 132,043,333

Balance at end of year £719.934,106 P742.819,163
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Loans receivable for real estate relate to a loan agreement (Loan) with Cathay International
Resources Corp. (Borrower), an affiliate. On December 21, 2012, Fed Land agreed to lend to the
Borrower a total amount of B705.00 million with a nominal and effective interest rate of 3.15%
and 4.81%, respectively. The loan will mature on the tenth year anniversary from the date of
execution of the agreement (Note 27). Fed Land used discounted cash flow analyses to measure
the fair value of the Loan. The ‘Day 1 difference from this receivable amounting to

294,22 million in 2012 was recorded under ‘General and administrative expense’ in the
consolidated statement of comprehensive income (Note 26). Accretion of interest in 2013
amounted to £7.35 million.

Loan receivables for power pertain to GBPC’s loan to PECO as assistance to build a transmission
line payable in equal monthly installment within five (5) years commencing on the sixth month
after the date of the last release of the loan balance subject to an interest rate of 9.00% per annum.

Accrued Rent and Commission Income

Accrued rent and commission income from real estate business pertain to rent and commission
from third party real estate developers already earned but not yet collected, with a 15 to 30 day
term.

Dividends Receivable
Dividends receivable pertains to receivable from Federal Land Orix Corporation (FLOC) for
dividends but not yet paid as of December 31, 2013 (Note 27).

Nontrade Receivables
Nontrade receivables mainly consist of vehicle acquisition plan loans extended to employees
which are collectible within one (1) year.

Others
Other receivables include receivable from employees, accrued interest receivable, receivable from
BIR and management fee receivables.

Allowance for Credit [.osses
Changes in the allowance for credit losses on receivables are as follows:

December 31,2013

Trade Insurance Cther

Receivables Receivables Receivables Total

Balance at beginning of year B- P B4.617,424 B4,617,424
Provision for eredit losses (Note 26} 300,000 13,968,802 8,288,966 22,557,768
Write-off (84,500) — (3,550,420) (3,634,920)
Balance at end of vear B215,500 $13,968,802 P 9,355,970 $23,540,272
Individual impairment B215,500 - £9,355,970) P9.571,470
Collective impairment - 13,968,802 — 13,968,802
P215,500 £13,968,802 £9,355,970 P213,540,272

Gross amount of receivables
individually impaired before
deducting any impairment
allowance #£215,500 B- 9,355,970 #9,571,470
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December 31, 2012

Trade Insurance Other
Receivables Receivables Receivables Total
Balance at beginning of year 8- P- P3,768.388 B3,768,388
Provision for credit losses (Note 26) - - 849,036 849,036
Balance at end of year P P- P4.617.424 B4,617,424
Individual impairment B B P4,617,424 P4,617,424
Collective impairment - - - -
R P R4617424 4,617,424
Gross amount of receivables
individually impaired before
deducting any impairment
allowance 8- B P4,617,424 R4,617,424
Inventories
This account ¢consists of:
2013 2012
At cost
Real estate
Land and improvements £9,684,589,236 £4,670,153,960
Condominium units held for sale 5,324,507,924 5,848,513,798
Materials, supplies and others 1,116,298,814 629,766,101
Gasoline retail and petroleum products
(Note 25) 7,940,644 9,786,694
Food (Note 25) 1,310,005 2,351,541
Power
Coal 561,574,604 468,099,034
Spare parts and supplies 509,302,236 556,432,939
Industrial fuel and lubricating oil 84,575,238 89,974,890
Automotive
Finished goods 909,282,096 -
Wark-in-process 63,490,932 —
18,262,871,729  12,275,078,957
At NRV
Automotive
Spare parts 301,556,231 -
301,556,231 —
Raw materials in transit 2,248,877,034 -
£20,813,304,994 £12,275,078,957
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A summary of movements in real estate inventories (excluding gasoline retail, petroleum products

and food) follows:

2013
Condominium
unit held Land and Construction
for sale improvements in progress Total

Balance at beginning of the year

Construction and development costs
incurred

Land acquired during the year

Borrowing costs capitalized

Cost of sales during the year

Transfer from construction in progress
to condominium units for sale

P5,848,513,798

405,958,415

256,062,413
(3,666,932,487)

2,273,251,417

$4,670,153,960

3,53¢,124,671

£629,766,101

2,643,199,811

43,203,175

(2,273,251,417)

P11,148,433,859

3,049,158,226

3,530,124,671

299,265,598
(3,666,932,487)

Land developed during the period 72,352,773 (547,826,280) 475,473,513 -
Transfers to and from investment
property (Note 9) 135,301,585 2,032,136,891 (402,092,369) 1,765,346,107
Balance at end of the year P5,324,507.924  P9,684,589,236 £1,116,298,814 P16,125,395,974
2012
Condominium
units held Land and Construction
for sale improvements in progress Total

Balance at beginning of the year

Construction and development costs
incurred

Land acquired during the year

Land costs transferred from land for
future development

Land transferred from investment
property (Note 9)

Berrowing costs capitalized

Cost of sales during the year

Transfer from construction in progress
to condominium units for sale

Contribution to a joint venture

Transferred to and reimbursed from
joint venture

£3,538,798,214

467,224,505

374,134,894

368,314,414
278,510,015
(1,342,018,241)

163.549,997

£3,420,850,758

1,623,438,096

(374,134,8%4)

P1,147,663,801

119,731,987

54,416,783

(163,549,597)
(175,964,066)

(352,532,407)

B10,107,312,773

586,956,492
1,623,438,096

368,314,414

332,926,798
(1,342,018,241)
(175,964,066)

(352,532,407)

Balance at end of the year

B35,848,513,798

£4,670,153,960

B629,766,101

P11,148 433,859

In 2013 and 2012, Fed Land acquired parcels of land amounting to £3.53 billion and £1.62 billion,
respectively, to be held either for sale or for future land development.

Fed Land’s capitalized borrowing costs in its real estate inventories amounted to £144.69 million
and 2160.35 million in 2013 and 2012, respectively, for loans specifically used to finance Fed
Land’s project construction with interest rates ranging from 3.25% to 7.09% in 2013 and 2012.
Also, Fed Land’s capitalized borrowing costs in respect of its general borrowing amounted to
£154.58 million and 172.58 million in 2013 and 2012, respectively. The average capitalization
rate used to determine the amount of borrowing costs eligible for capitalization was 7.34% and
7.29% in 2013 and 2012, respectively. Said capitalized interest is added to “Condominium units
held for sale” account and recognized as expense upon the sale of condominium units.

Among the land owned by Fed Land is a parcel of land with a total cost of £175.96 million with
an area of 5,484 square meters located at Bonifacio Global City, Fort Bonifacio, Taguig City.
Said parcel was subject to deed of assignment in favor of BLRDC (formerly MHC) dated
December 21, 2011. In 2012, this parcel of land became the contribution of the Parent Company
to BLRDC upon execution of the Stockholders’ Agreement with Orix (Note 8).
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Automotive and power inventories charged to current operations amounted to 252.98 billion,
P10.15 billion and P4.29 billion in 2013, 2012 and 2011, respectively.

Allowance for inventory write-down on automotive spare parts inventories follows:

2013
Beginning balance P140,990,193
Provision for inventory write-down 26,912,531
Reversal (3,166,859)

Write-off of scrap inventories

(18,916,265)

R145,819,600

7. Prepayments and Other Current Assets

This account consists of

2013 2012
Input value-added tax (VAT) R3,092,442,775 B3,387,924,051]
Creditable withholding taxes 1,213,867,634 324,510,952
Advances to contractors and suppliers 741,106,996 1,850,983,399
Prepaid expenses 468,805,828 291,344,697
Deferred acquisition cost 216,376,278 -
Ad valorem tax 113,935,646 -
Advances to officers, employees and agents
(Note 27) 67,970,674 68,681,552
Deposits 30,135,436 49,857,650
Assets held for sale 15,020,002 -
Others 9,564,481 17,536,701
B5,969,225,750 B5,999,839,002

Input VAT arises from the Group’s purchases of goods and services and will be applied against

output VAT on sales in the succeeding periods.

Creditable withholding taxes (CWT) are attributable to taxes withheld by third parties arising from

net fees, service fees, real estate revenue, auto sales and rental income.

Advances to contractors and suppliers pertain to the Group’s advances and initial payments for the

purchase of construction materials and supplies and contractor services. These are liquidated
every progress billing payments and will be due and demandable upon breach of contract.

Prepaid expenses mainly include unamortized commission expense for incomplete real estate unit

and prepayments for supplies, taxes and licenses, rentals and insurance.

Deferred acquisition cost pertains to costs incurred during the financial period that vary with and
are related to securing new insurance contracts and or renewing existing insurance contracts, but
which relates to subsequent financial periods, and are deferred to the extent that they are

recoverable out of future revenue margins.
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The ad-valorem tax represents advance payments to the Bureau of Internal Revenue (BIR). This is
applied against taxes on the manufacture and importation of vehicles which generally occurs
within one (1) year from the date the ad-valorem taxes are paid.

Advances to officers and employees amounting to 256.56 million and £32.22 million as of
December 31, 2013 and 2012, respectively, pertain mainly to cash advances for business-related
expenses. Advances to officers and employees are liquidated within 30 days after incurrence of
expense. Cash advances to agents amounting to £11.41 million and £36.46 million as of
December 31, 2013 and 2012, respectively, pertain to mobilization funds granted to agents to
finance their sales-related needs. These advances are subjected to liquidation within 30 days after
the release of cash advance.

Deposits principally represent security deposits for operating leases entered into by GBPC as
lessee, renewable annually, including returnable containers and other deposits.

Assets held for sale pertains to amount recoverable on account of losses on direct business of
Charter Ping An. These recoveries are available for immediate sale in its present condition and its
sale are highly probable. In 2013, the Company is committed to a plan to sell the asset and is
actively locating a buyer.

No amount of gain or loss arising from the initial measurement of these assets was recognized in
2013.

Others include deferred import charges, marginal deposits set aside for payment to the contractors
and suppliers, security deposit for power delivery and ancillary services, and deposit for purchase
of external services and materials.

Investments in Associates and Joint Ventures

This account consists of’

2012

{ As restated -
2013 Note 2)

Investments in associates P35,917,641,690 £38,813,505,117
Investments in joint ventures 4,641,822,068 3,975,482,613

P40,559,463,758 P42,788,987,730
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The movements in the Group’s investments in associates follow:

2012
{As restated -
2013 Note 2)
Cost
Balance at beginning of year $26,691,517,245 P24,548,058,026

Acquisitions/additional investments

during the year
Unrealized upstream gain on sale of Toyota
Attributable to indirect interest - business
combination

4,537,085,322

4,562,500,965
(854,486,289)

Previously held interest (14,944,346) (188,645,412)

Additional indirect interest - (1,375,910,045)

Sale of indirect interest 3,564,356,163 -
Effect of business combination achieved

in stages (9,654,189,037) -
Balance at end of vear 25,123,825,347 26,691,517,245

Accumulated equity in net income

Balance at beginning of year 14,132,466,033 10,153,975,07!
Attributable to indirect interest - business

combination (79,082,449) (555,948,211

Equity in net income for the year
Unrealized upstream gain on sale of Toyota
Effect of business combination achieved

in stages

4,043,232,848
(863,773,221)

(2,916,331,936)

4,534,439,174

Balance at end of year

14,316,511,275

14,132,466,034

Dividends received

Balarce at beginning of year

(4,498,007,592)

(3,309,024,409)

Dividends received during the year (755,886,419) (1,188,983,184)
Effect of business combination achieved

in stages 2,028,033,022 —
Balance at end of year (3,225,860,989) (4,498,007,593)

Accumulated equity in other comprehensive

income
Balance at beginning of year 2,487,529,431 2,443,043,051
Equity in other comprehensive income (loss)

for the year (738,740,864) 113,106,420
Reversal of accumulated equity in other

comprehensive income of previously

held interest to profit or loss (8,634,834) (68,620,040)

(Forward)
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2012
(As restated -
2013 Note 2)
Realized gain from sale of AFS investments
of associates (#2,026,061,414) f
Elimination of equity take up of indirect
interest 2,962,073 —
Effect of business combination achieved
11 stages (13,888,335) -
Balance at end of year (296,833,943) 2,487,529,431

£35,917,641,690  P38,813,505,117

In 2012, the Group’s equity in net income of associates is adjusted for the Group’s share in the
unrealized upstream gain on acquisition of Toyota shares from MBTC that was charged against

the cost of Investment in Toyota account.

The movements in the Group’s investment in joint ventures follow:

2013 2012

Cost

Balance at beginning of year B3,636,401,083 £330,000,000

Acquisitions/additional investments 502,243,750 3,306,401,083

Balance at end of year 4,138,644,833 3,636,401,083
Accumulated equity in net income

Balance at beginning of year 339,081,530 116,938,240

Equity in net income for the year 408,350,580 222,143,290

Balance at end of year 747,432,110 339,081,530
Dividends declared during the year (240,000,000) -
Accumulated equity in other comprehensive

income (4,254,875)

P4,641,822,068 P3,975,482.613

Details regarding the Group’s associates and joint ventures follow:

Nature of Country of Effective Ownership
Business Incorporation 2013 2012

Associates:
MBTC Banking Philippines
Phil AXA Insurance -do-
Crown Central Properties Corporation
(CCPC) Real estate ~do-
Global Luzon Energy Development
Corporation {GLEDC) Power -do-
Automotive
Toyota Operations -do-
Joint Ventures:
BLRDC Real estate -do-~
FL.LOC -do- -do-
Automotive

TMBC Operations -do-

25.11 25.11
25.31 2531
48.00 48.00
49.00 -

- 36.00
70.00 70.00
60.00 60.00
40.75 -
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The carrying values of the Group’s investments in associates and joint ventures follow:

2012
(As restated -
2013 Note 2)
Associates:

MBTC £34,852,200,333 B31,875,202,956
Phil AXA 995,808,466 970,830,306
CCPC 69,532,891 66,007,469
GLEDC 100,000 -
Toyota - 5,901,464,386

35,917,641,690 38,813,505,117

Joint Ventuares:

BLRDC 3,628,015,056 3,352,483,012
FLOC 514,191,276 622,999,601
TMBC 499,615,736

4,641,822,068  3,975,482,613
240,559,463,758 P42,788,987,730

The following table summarizes cash dividends declared and paid by the Group’s associates and
joint venture:

Total

Declaration date  Per share  (im millions) Record Date Payment Date
2013
MBTC January 23,2013 PB1.00 P2,111 March 8, 2013 April 3,2013
Phil AXA October 16,2013 134.96 891 October 16,2013  November 14, 2013
FLOC October 25,2013 0.73 400 December 31,2013 January 10, 2014
2012
MBTC February 29, 2012 1.00 2,111 March 5,2012 March 26, 2012
Phil AXA October 24, 2012 120.57 796 October 24, 2012 November 9, 2012
TMPC May 10, 2012 140.58 2,178 May 10, 2012 May 11, 2012

Investment in BLRDC

Fed Land and Morano Holdings Corporation Omnibus Agreement

On January 25, 2012, the SEC approved the change in name from Morano Holdings Corporation
to BLRDC.

On December 8§, 2011, Fed Land and Orix executed a memorandum of agreement (MOA)
whereby each party will contribute a combination of cash and properties to BLRDC in exchange
for shares of stock of BLRDC. Both Fed Land and Orix intended to develop “Project Land”
which will be composed of developments in three main projects, namely (1) Residential
condominium project (2) Hotel/office building, and (3) Operation of the Hotel,

On December 21, 2011, Fed Land, BLRDC and Orix (Parties) entered into the Omnibus
Subscription Agreement {(OSA) which sets out the Parties’ mutual understanding as to the
subscription to, and the issuance of, shares of stock of BLRDC to Fed Land and Orix, and various
other agreements regarding the respective contributions of Fed Land and Orix to BLRDC, and
their understanding in respect of such other matters as are hereinafter set forth. The OSA sets
forth the tranches of contributions from the investors and the equivalent shares that will be
transferred to the respective parties.

0



-56 -

Simultaneously on December 21, 2011, Fed Land and Orix, also entered into a Shareholder
Agreement (SA). The SA will govern their relationship as the shareholders of BLRDC as well as
their respective rights and obligations in relation to BLRDC. The SA specifies that the Parties
agree that their shareholding ratio in BLRDC shall be 70.00% for Fed Land and 30.00% for Orix
(Shareholding Ratio). The Parties shall infuse additional capital into BLRDC in accordance with
the Shareholding Ratio. The SA shall take effect upon the execution of the SA by the Parties,
provided that the SA shall cease to become binding on the Parties if the closing does not take
place under specific conditions of the SA or the SEC does not approve BLRDC’s application for
the amendment of its Articles of Incorporation.

All conditions were met on June 8, 2012, which is the date of the loss of control of Fed Land on
BLRDC, the latter ceasing to be its subsidiary and becoming a jointly controlled entity. Effective
such date, the ownership of the Parent company on BLRDC became 70.00%, while that of Orix is
30.00%.

The retained interest was measured at fair value and the difference of such fair value and the cost
of the asset given up by Fed Land is recognized as “Gain from loss of control on a subsidiary”
amounting to B1.45 billion in the consolidated statement of income. From the date of joint
control, Fed Land recognized its share in equity in net earnings of BLRDC in the consolidated
statements of income. For periods prior to loss of control, the financial statements of BLRDC
were still consolidated and prior year financial statements before loss of control was not restated.

Investment in MBTC

In 2011, FMIC, a majority owned subsidiary of MBTC participated in a bond exchange
transaction under the liability management exercise of the Philippine government. The SEC
granted an exemptive relief from the existing tainting rule on HTM investments under PAS 39,
Financial Instruments: Recognition and Measurement, while the Bangko Sentral ng Pilipinas
(BSP) also provided the same exemption for prudential reporting to the participants. Following
the exemption granted, the 2013 and 2012 consolidated financial statements of MBTC have been
prepared in compliance with Philippine GAAP. For the purpose of computing the Group's share
in 2013 and 2012 net income and other comprehensive income of MBTC, certain adjustments
were made in the Group's 2013 and 2012 consolidated financial statements to comply with PFRS.

Investment in TMPC

The BOD of the Parent Company and MBTC, upon the endorsement of their Related Party
Transaction Committees, approved in principle the acquisition of MBTC’s 30.00% ownership m
TMEC at a consideration of 29.00 billion on October 19, 2012 and October 23, 2012, respectively.
The acquisition raised the Parent Company’s interest in TMPC from 21.00% to 51.00%. The
Parent Company assessed that it has control over TMPC through its majority ownership and
accounted for TMPC as a subsidiary on January 17, 2013 (Note 31).
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The following tables present the financial information of the Group’s associates and joint ventures as of and for the years ended December 31, 2013 and 2012 (amounts
in millions):

Associates Joint Ventures

MBTC** Phil AXA** Toyota Others* BLRDC FLOC T™BC
2013
Current assets P224 £1,849 B4,805 P1,380
Noncurrent assets - 30 449 1,563 528
Total assets P1,378,509 B34,951 — 254 2,298 6,368 1,908
Current habilities — 98 1,347 1,521 1,333
Noncurrent liabilities - - 94 76 44
Total liabilities 1,235,864 50,895 - 98 1,441 1,597 1,377
Net assets P142,705 P4,056 B P156 P8S7 P4,771 P531
Revenues P78,924 P3.864 | P32 B866 P1,525 P9,441
Expenses 49,497 2,476 - 23 543 935 9,321
2012
Current assets 216,060 P- 2,200 1,705 B
Noncurrent assets 2,876 — 3,021 9
Total assets 1,040,580 P44,703 18,936 — 5,221 1,714
Current Liabilities 9,197 — 1,804 1,037 -
Noncurrent liabilities 2,116 - - 53 -
Total liabilities 913,560 40,789 11,313 - 1,804 1,090 —
Net assets £127,020 B3 914 B7.623 f P3.417 P624 B
Revenues P58,701 P12,280 P71,434 P P403 p741 P
Expenses 37,828 3,620 67,203 - 357 565 -

* Others comprised of financial information for CCPC and GLEDC.
** MBTC and Phil AXA do not present classified statements of financial position.

Fair Value of Investment in Associates and Joint Ventures

Phil AXA, CCPC, and GLEDC, as well as TMBC, BLRDC and FLOC are private companies and there are no quoted market prices available for their shares. As of
December 31, 2013 and 2012, the fair value of the Group’s investment in Metrobank, which is listed on the Philippine Stock Exchange, amounted to £52.07 billion and
B54.03 billion, respectively.
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The net assets and liabilities of MBTC and Phil AXA mainly consist of financial assets and
financial liabilities.

As of December 31, 2013 and 2012, the Group has no share on commitments and contingencies of
its associates and joint ventures.

The financial information of subsidiaries that have material non-controlling interests is provided
below:

Proportion of equity interests held by non-controlling interests

Nature of Direct Qwnership Effective Ownership

Business 2013 2012 2013 2012
GBPC Power 49.11 49.11 46.84 37.02
TMPC Motor 49.00 - 49.00 -

Carrying value of material non-controlling interests

2013 2012
GBPC $£3,990,181,658 £3,951,742,922
TMPC 228,496,828 -
Net income for the period allocated to material non-controlling interests

2013 2012
GBPC P1,024,612,910 P1,156,965,028
TMPC 38,178,048 -

The following table presents the financial information of subsidiaries with material
non-controlling interests as of and for the years ended December 31, 2013 and 2012 (amounts in
millions):

2013 2012
GBPC TMPC GBPC TMPC
Statement of Financial Position
Current assets P17,126 P20,801 B16,460 P
Non-current assets 42,749 4,240 40,471 -
Current liabilities 10,830 13,110 6,702 -
Non-current liabilities 25,310 2,644 28,581 -
Dividends paid to non-controlling
interests 982 1,467 1,289 -
Statement of Comprehensive Income
Revenues 17,055 80,250 19,264 -
Expenses (14,093) {75,980) (15,893) -
Net income 2,962 4,270 3,371 -
Total comprehensive income (loss) 3,273 32) 3,964 -
Statement of Cash Flows
Net cash provided by operating activities 5,884 4,253 6,921 -
Net cash used in investing activities (4,604) {2,564) (1,451) -

Net cash provided by (used in) financing
activities (1,925) 607 (3,414) -
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Limitation on dividend declaration of subsidiaries and associates

Ping An, Phil AX4

Section 195 of the Insurance Code provides that a domestic insurance company shall declare or
distribute dividends on its outstanding stock only from profits remaining on hand after retaining
unimpatred:

s the entire paid-up capital ctock;

e the margin of solvency required,

¢ the legal reserve fund required; and

a sum sufficient to pay all net losses reported or in the course of settlement and all liabilities

for expenses and taxes.

MBIC
The Bangko Sentral ng Pilipinas requires banks to keep certain levels of regulatory capital and
liquid assets, limit their exposures to other parts of the Group and comply with other regulatory
ratios.

In the ordinary course of the Group’s business, the Parent Company issues guaranty for the
completion of Fed Land’s ongoing real estate projects (Note 36).

As of December 31, 2013 and 2012, there were no agreements entered into by the subsidiaries,

associates and joint ventures of the Parent Company that may restrict dividends and other capital
distributions to be paid, or loans and advances to be made or repaid to or from other entities within
the Group.

Investment Properties

The composition and rollforward analysis of this account follow:

December 31, 2013

Land and
Improvements

Building and
Improvements

Total

Cost

At January 1 P4,884,012,384 £3,052,135,164 R7,936,147,548
Effect of business combination 2,298,668,751 109,523,022 2,408,191,773
Additions - 143,738,791 143,738,791
Transfers {(Note 6) (2,386,079,033) 620,732,926 (1,765,346,107)
At December 31 4,796,602,102 3,926,129,903 8,722,732,005
Accumuliated Depreciation

At January 1 - 120,570,577 120,570,577
Effect of business combination 61,713,968 101,732,698 163,446,666
Depreciation (Nole 11) - 110,046,229 110,046,229
Al December 31 61,713,968 332,349,504 394,063,472

Net Book Value at December 31

P4,734,888,134

B3,593,780,399

P§,328,668,533
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December 31, 2012

Land and Buildings and
Improvements Improvements Total
Cost
At January 1 P5,030,540,238 P3105,663,399 P5,336,203,637
Additions 221,786,360 2.746,471,765 2,968,258,325

Transfers (Note 6)

(368,314,414)

(368,314.414)

At December 31

4,884,012,384

3,052,135,164

7,936,147,548

Accumulated Depreciation

At January 1 - 108,780,107 108,780,107
Depreciation (Note 11) — 11,790,470 11,790,470
At December 31 — 120,570,577 120,570,577

Net Book Value at December 31 P4 884,012,384 P2,931,564,587 P7,815,576,971

Certain parcels of land were transferred to the ‘Inventories’ account with a carrying amount of
P2 .39 billion and 8368.31 million as of December 31, 2013 and 2012, respectively. The
transferred properties are intended for the construction of condominium units held for sale.

Various parcels of land are leased to several individuals and corporations including related parties.
Some of the lease contracts provide, among others, that within a certain period from the expiration
of the contracts, the lessee will have to demotish and remove any and all improvements built
within the leased properties. Otherwise, the lessor will cause the demolition and removal thereof
and charge the cost to the lessee unless the lessor occupies and appropriates the same for its use
and benefit. Rent income recognized from these properties amounted to B592.04 million,
$233.44 million and B238.00 million in 2013, 2012 and 2011, respectively (Note 30).

The depreciation of the investment properties amounting to 110.05 million, 211.79 million and
£11.52 million in 2013, 2012 and 2011, respectively, is included in the “General and
administrative expenses” account in the consolidated statements of income (Note 26).

The aggregate fair value of the Group’s investment properties amounted to 213.1 billion and
P10.87 billion as of December 31, 2013 and 2012, respectively. The fair value of the Group’s
investment properties has been determined based on valuations performed by third party vatuers.
The value of the land was estimated by using the Market Data Approach, a valuation approach that
considers the sales, listings and other related market data within the vicinity of the subject
properties and establishes a value estimate by processes involving comparison. Valuation of the
Group’s investment properties are done every three years with the latest valuation report issued in
February 2012,

10.

Available-for-sale Investments

This account consists of:

2013 2012

Equity securities

Quoted £1,497,970,179 £1,050,165,533
Unquoted 480,269,424 9,921,760
Quoted debt securities 1,132,556,640 —

P3,110,796,243 £1,060,087,293
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Unquoted AFS investments are carried at cost due to the unpredictable nature of future cash flows
and the lack of suitable valuation of arriving at a reliable fair value.

Unquoted AFS investments in Toyota Autoparts Philippines, Inc. (TAPI), representing 5.00%
ownership interest, amounted to B470.27 million as of December 31, 2013. Also included in the
balance are AFS investments of Fed Land and Charter Ping An amounting to 9.94 million and
B0.06 million, respectively.

Unguoted AFS of Fed Land pertain to preferred shares of a utility company issued to the Fed Land
Group in connection with its subscription to the electricity services of the said utility company
needed for the Fed Land Group’s real estate projects. The said preferred shares have no active
market and the Fed Land Group does not intend to dispose these investments since these are
directly related to the continuity of its business,

Quoted debt securities pertain to both government and private debt securities amounting to
B671.25 million and P461.31 million, respectively.

Movements in the net unrealized gain (loss) on AFS investments follow:

2013
Attributable to  Non-controlling
Parent Company Interest Total
Balance at beginning of year (26,606,601) (P3,883,398)  (#10,489,999)
Net changes shown in other
comprehensive income
Fair value changes on AFS
investments 95,424,287 93,448,085 188,872,372
Realized gain on sale on AFS
investments (8,522,850) - (8,522,850)
86,901,437 93,448,085 180,349,522
Balance at end of year $80,294,836 $89,504,687 $169,859,523
2012
Attributable to  Non-controlling
Parent Company Interest Total
Balance at beginning of year P—

Net changes shown in other
comprehensive income
Fair value changes during the
period on AFS investments (6,606,601) (3,883,398) (10,489,999)
Balance at end of year (26,606,601) (P3,883,398)  (P10,489,999)
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11. Property and Equipment

The composition and roltforward analysis of this account follow:

2013
Furniture, Machinery, Turbine Building and Electrical
Transportation Fixtures and Leasehold Tools and Land and Boilers and  Generations and Land Distribution  Other Property Constructipn-
Equipment Equipment Improvements Equipment Building Powerhouse Desox System improvements System  and Equipment in-Progress Tota]
Cost
At January 1 48,867,374 P112.810.917 £494,438,287  $2,634,682,810 PI75,145,134 P11,661,088,901  #9,877,136,313  P4,179,564,803  £3,168,273.800  $2,221,304,306 P564,892,115  P35,138,204,760
Effect of business combination 205,459,032 59,449,421 13,805,644 279,214,470 t,398,469,052 - - 764,517,969 - 113,827,529 199,755,087 3,034,498,204
Additions 63,925,576 54,105,938 14,839,327 16,987,177 56,446,739 126,433,092 69,891,143 189,550,071 19,412,585 63,916,515 6,349 877,395 7,025,386,058
Disposals and reclassifications 16,039,195 46,931,540 (13,624,398} 121,335,814 3,000,000 {£16,403,628) (16,634,125) 20,098,576 - 632,802,659 (1,151,175,349) (457,629,716)
At December 31 334,291,177 273,297 816 509,458,860 3,052,220,27¢ t,633,060,925 11,671,118,365 9,930,393,331 5,153,731,419 3,187,686,385 3,031,851,009 5,963,349,748 44,740,452 306
Aecumulated Depreciation and
Amortization

At January 1 26,783,347 92,930,356 252,454,364 28,230,621 10,171,328 737,258,193 127,227,870 80,742,221 73,912,104 47,265,727 - 1,476,976,13t
Depreciation and amortizalion

(Note 26) 125,360,140 39,589,966 34,852,024 127,554,317 4,229,606 1,089,745,609 256,487,354 186,725,842 113,549,628 283,752,460 - 2,261,846,946
Disposals and reclassifications (56,040,134) 14,942,767 (9,771,722) (13,241,858} = (61,574,782) (15,487,517) (15,245,008) - (5,373,498) - (161,791,752)
At December 31 96,103,353 147,463,089 277,534,660 142,543,080 14,400,934 1,765,429,020 368,227,707 252,223,055 187,461,732 325,644,689 - 3,577,031.325
Net Book Value at Deezmber 31 238,187,824 P125,834,727 £231,924,194 $2,909,677,191 £1,618,659,951 P9.905.689,345  P9,562,165,624  B4,901,508,364 P3,000,224,653  P2,706,206,320 P5,963,349,748  P41,163,427.981

2012
Fumiture, Machinery, Turbine Buitding and Electrical
Transportation Fixtures and Leasehold Tools and Land and Boilers and  Generations and Land Distribution Other Property Construction-
Equipment Equipment [mprovements Equipment Building Powcrhouse Desox System [mprovements System and Equipment in-Progress Total
Cost
At Janvary 1 823,180,879 296,082,953 R481.884.677 214,144,983 B117,545,133 o fond B B- P 21,479,330 B734317,955
Effieect of business combination 548,859 1,426,629 3,274,238 2,605,924,754 57,120,517 11,503,097,85%8 9,877,t36,313 3,665,756,045 3,168,273,800 2,189,527,939 420,215,013 33,492,302,035
Additions 27036851 15,376,665 14,337,193 30,093,946 479,484 157,991,043 - 513,808,758 - 114,293,633 279,520,724 1,152,938,297
Disposals and reciassifications (1,899,215) {75,330) (5,057,834 1) {15,480,373) — - - - - (82,517,316) {136,322,952) (241,353,527)
Al December 31 48,867,374 112,810,517 454,438,287 2,634,682,810 175,145,134 11,661,088,901 9,877,136313 4,179,564,803 3,168,273,800 2,221,304,306 564,852,115 35,138,204,760
Accumulated Depreeiation and
Amortization

At January 1 156t1,816 84.497.016 222,602,346 10,296,232 4942342 - - - - - 337,950,752
Depreciation and amertization

{Mote 26) 15,306,360 8,788,556 35,825,754 18,144,922 5,228,486 815,569,530 138,967,385 98,740,879 73,912,104 83458416 - 1,293.948,752
Disposals and reclassifications (4,134,829) (355,616} (5,974,236) (210,533} - (78,311,337) (11,739,515) (18,004,658) - (36,152,689) - (154,523,413
At December 31 26,783,347 92,930,356 252,454,364 28,230,621 10,171,328 737,258,193 127,227,870 80,742,221 73.912,104 47,265,727 — 1,476,976.131
Net Book Value at December 31 B22,084,027 215 .880,561 241,983,921 B2,606,452,189 £164,973,806  £10,923,830,703 £5,749.908 443 £4,098,822,582 R3,094,361,696 £2,174,038,57% B564.893,115 R13661,228,629
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The power plant complex of PPC and TPC, and the whole property and equipment of CEDC and
PEDC, with aggregate carrying value of 237.17 billion and £33.99 billion as of

December 31, 2013 and 2012, respectively, have been mortgaged/pledged as security for their
long-term debt (Note 17).

Construction-in-progress pertains to the accumulated cost incurred for the Toledo Project
Expansion which was started in 2012 and is expected to be completed in 2015.

Gain on disposal of property and equipment amounted to £16.00 million, £8.32 million and
nil in 2013, 2012 and 2011, respectively (Note 23).

Details of depreciation and amortization follow:

2013 2012 2011

Property and equipment £2,261,846,946 P1,293,948,792 P52,888,668
Intangible assets (Note 13) 485,381,510 323,376,065 6,945 468
Investment properties (Note 9) 110,046,229 11,790,470 11,518,440
P£2,857,274,685 B1,629,115,327 P71,352,576

Breakdown of depreciation and amortization in the consolidated statement of income follows:

2013 2012 2011
Power plant operation and

maintenance expenses (Note 24)  B1,678,551,135 P1,255,133,738 B
Cost of goods manufactured 234,483,648 - -

General and administrative expenses
{Note 26) 944,239,902 373,981,589 71,352,576
B2,857,274,685 P1,629,115,327 P71,352,576

12. Deposits

In 2011, the Group entered into an option agreement with its various affiliates for the exclusive
rights for three years either (a) to purchase the property, (b) to purchase shares of stock of the third
party which own the property, (c) to develop the property as developer in a joint venture with a
third party or (d) to undertake a combination of any of the foregoing, as may be agreed upon by
the parties.

In 2012, option agreements with Kabayan Realty Corporation, Titan Resources Corporation and
Hill Realty and Development amounting to 500.00 million, £1.00 billion and B500.00 million,
respectively were terminated and settled in cash. Outstanding option deposits amounting to nil and
£2.09 billion as of December 31, 2013 and 2012, respectively. These deposits carried a 7.34%
interest in 2013, 2012 and 2011. Interest income recognized amounted to P263.85 million,
P257.74 million and 8337.71 million in 2013, 2012 and 2011, respectively (Note 23).
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13. Goodwill and Intangible Assets

Goodwill and intangible assets consist of:

2013 2012
Power purchase agreements - net (Note 31) £8.199,068,543 P8,676,723,532
Goodwill (Note 31) 6,175,311,202 24,201,028
Customer relationship (Note 31) 3,883,238,361 -
Software costs - net 15,814,615 14,286,161
Franchise - net 1,583,333 -

$18,275,016,054 £8,715,210,721

Goodwill
Goodwill mainly comprises the excess of the acquisition cost over the fair value of the identifiable
assets and liabilities of companies acquired by the Group.

Goodwill in relation to acquisitions has been attributed to the following CGUs:

2013 2012
Toyota Ping An THC Total THC Total

Cost

Balances ai beginning

of year P— P P24,201,028 PR24,201,028 - -

Additions through

business combinations 5,596,956,193 554,153,981 - 6,151,110,174 24,201,028 24,201,028

Balances at end of year P5,596,956,193  P554,153,981 $24,201,028 ®6,175,311,202 £24,201,028 £24,201,028
Toyota

The recoverable amount of Toyata CGU was based on value in use calculations using cash flow
projections from financial budgets approved by management covering a four-year period. The pre-
tax discount rate applied to cash flow projections in 2013 is 17.39%. Cash flows beyond the four-
year period are extrapolated using a steady growth rate of 1.00%. The carrying value of goodwill
amounted to B5.60 billion as of December 31, 2013. No impairment loss was recognized for
goodwill arising from the acquisition of Toyota.

The calculations of value in use for the Toyota CGU are most sensitive to the following
assumptions:

¢ Budgeted gross margins - Gross margins are based on vehicle models mix per dealer and the
foreign exchange movements between the Philippine Peso versus the United States (US)
Dollar and the Japanese Yen versus the US Dollar.

e Growth rate - The projected growth rate is based on a conservative steady growth rate that
does not exceed the compounded annual growth rate for the global automotive industry.

»  Pre-tax discount rate - Discount rates reflect management’s best estimate of the risks
associated with the specific CGU. This is the benchmark rate used by management to measure
operating performance.

Regarding the assessment of the value in use of Toyota, management believes that no reasonably

possible change in any of the aforementioned assumptions would cause the carrying value of the
CGU to exceed their recoverable amount.
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Ping An

As of December 31, 2013, goodwill arising from the acquisition of Ping An was determined
provisionally as the Parent Company has to finalize the information with respect to the recognition
of the fair value of identifiable assets and liabilities and deferred income tax assets and liabilities
arising from the said acquisition (Note 31).

THC
On September 25, 2012, GBPC acquired 60.00% interest in THC from Yorktown Properties, Inc.

The fair values of the net assets of THC including its wholly owned subsidiary, TCITRC, as of
acquisition date, are as follows:

Current assets B90,212,519
Current liabilities (409,039,220)
Noncurrent assets 316,386,650
Noncurrent liabilities {38,094,996)
Total (40,535,047)
At 60% (24,321,028)
Consideration paid 120,000
Goodwill (P24,201,028)

Consideration:

Cash acquired 24,569,910
Paid (120,000)
Net cash acquired P24,449,910

Power Purchase Agreements

Power purchase agreements pertain to the EPPA with certain electric cooperatives. The EPPAs
were accounted for as intangible assets as GBPC has the right to charge the electric cooperatives
for the electricity to be generated and delivered by GBPC.

The rollforward analysis of the Group’s power purchase agreements is as follows:

2013 2012
January 1 P8,676,723,532 P—
Fair value on business combination date (Note 31) - 8,995,160,191
Amortization (Note 11) (477,654,989) (318,436,659)
Net Book Value P£8,199,068,543 P8,676,723,532

Customer Relationship

Customer relationship pertains to Toyota’s contractual arrangements with its top dealer customers
which lay out the principal terms upon which its dealers agree to do business. Toyota’s
relationship with its top dealers adds value to the operations of Toyota and enhances the latter’s
earnings potential, Management assessed the useful life of the customer relationship to be
indefinite since management is of the view that there is no foreseeable limit to the period over
which the customer relationship is expected to generate net cash inflows to Toyota.

The recoverable amount of the customer relationship of the Group was based on value in use
calculations using earnings projections from financial budgets approved by management covering
a four-year period. The pre-tax discount rate applied to earnings projections in 2013 is 17.39%.
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Cash flows beyond the four-year period are extrapolated using a steady growth rate of 1.00%. The
carrying value of the customer relationship amounted to 3.90 billion as of December 31, 2013,

No impairment loss was recognized for the customer relationship arising from acquisition of
Toyota.

The calculations of value in use for the customer relationship are most sensitive to the following
assumptions:

s Attrition Rate- Sales to key customers for the four-year period are computed by taking into
account a 5% attrition rate or 95% retention rate.

e % EBIT margin on key customers — A 7% EBIT margin was used in projecting the net
operating profit on sales to key customers for the four-year period.

e Pre-tax discount rate - Discount rates reflect management’s best estimate of the risks
associated with the specific CGU. This is the benchmark rate used by management to measure
operating performance.

Regarding the assessment of the value in use of Toyota's customer relationship, management
believes that no reasonably possible change in any of the aforementioned assumptions would
cause the carrying value of the CGU to exceed their recoverable amount.

Software Cost
The Group’s software costs pertain to software cost and licenses.

The rollforward analysis of the Group’s software cost is as follows:

2013 2012
Cost
Balance at beginning of year P48,048,186 £37,320,702
Additions 7,501,020 10,727,484
Effect of business combination 142,609 -
Reclassification 2,599,326 —
58,291,141 48,048,186
Accumulated Amortization
Balance at beginning of year 33,762,025 28,895,316
Amortization (Note 11) 7,609,854 4,866,709
Reclassification 1,104,647 -
42,476,526 33,762,025
Net Book Value P15,814,615 P14,286,161

Franchise
Franchise fee pertains to the Fed Land Group’s operating rights for its fast food stores with
estimated useful lives of three (3) to five (5) years.

The amortization of the franchise fee amounting to 20,12 million, 80.07 million and B0.07 million

in 2013, 2012 and 2011, respectively, is included in the ‘General and administrative expenses’
account in the consolidated statements of income (Note 26).
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The rollforward analysis of the Group’s franchise fee is as follows:

2013 2012
Cost
Balance at beginning and end of year £800,000 £800,000
Additions 1,700,000 —
2,500,000 800,000
Accumulated Amortization
Balance at beginning of year 800,000 727,303
Amortization (Note 11) 116,667 72,697
916,667 800,000
Net Book Value P1,583,333 P
Details of amortization of intangible assets follow (Note 11):
2013 2012 2011
Power purchase agreements R477,654,989 £318,436,659 g
Software cost 7,609,854 4,866,709 6,872,741
Franchise 116,667 72,697 72,727
P485,381,510 £323,376,065 £6,945,468
14. Other Noncurrent Assets
This account consists of:
2013 2012
Rental and other deposits P511,712,824 £210,830,845
Advances to contractors 300,318,756 -
Deferred input VAT 297,304,581 34,364,891
Deposit for future acquisition of land - 279,400,720
Others 93,653,638 22,598,027

£1,202,989,799 B547,194,483

Rental and other deposits include deposits for the leased offices of the Group and deposits for the
initial set-up of the services rendered by public utility companies. Rental deposits are to be

applied on the last month’s rent of the lease contract.

Deposit for future land acquisition pertains to Fed Land’s deposit to acquire a parcel of land in

Pasay City.
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15. Accounts and Other Payables

This account consists of;

2013

2012

Trade payables
Telegraphic transfers and drafts and acceptances

P7,590,142,735

P3,993,882,998

payable 4,493,193,586 -
Accrued expenses 3,698,807,355 1,203,694,170
Deferred output tax 2,454,049,984 1,373,645,486
Retentions payable 500,417,643 294,632,748
Accrued interest payable 389,752,174 346,055,359
Accrued commissions 367,772,684 42,917,890
Insurance payable 296,242,243 -
Others 1,046,599,001 121,890,193
£20,836,977,405 PR7,376,718,844

The details of trade payables are as follows:
2013 2012
Automotive £3,493,615,820 P
Real estate 2,566,768,429 3,061,700,563
Power 1,268,902,322 032,182,035
Insurance 254,494,500 -
Others 6,361,664 -
B7,590,142,735 P3,993,882,998

Trade payables of automotive pertain to the purchase of raw materials, spare parts and vehicles
which are non-interest bearing and are normally settled on one (1) to thirty (30) day term.,

Trade payables for real estate pertain to billings received from contractors for construction costs
incurred on a per project basis and commissaries for food products ordered.

Trade payables for power pertain to billing received from suppliers of fuels.
Telegraphic transfers and drafts and acceptance payable pertain to the liabilities of Toyota Group
arising from importations of materials, spare parts and/or vehicles. These payables are normally

settled after a thirty (30) day term.

Accrued expenses are non-interest bearing and are normally settled within a fifteen (15) to sixty
{(60) day term; this consist of accruals for payroll, professional services, fuel, oil and lubricants.

Deferred output tax pertains mostly to VAT on the uncollected portion of the contract price of sold
units.

Accrued interest payables are normally settled within a fifteen (15) to sixty {(60) day term.

Retentions payable represent a portion of construction cost withheld by the Fed Land Group and
paid to the contractors upon completion of the project.

Accrued commissions are settled within one year.
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Others include refunds from cancelled sales from Fed Land and other government-related payables
which are non-interest bearing and are normally settled within one (1} year. These also include
insurance premiums payable and other non-interest bearing payables which are all due within one

(1) year.

16.

Insurance Contract Liabilities

Insurance contract liabilities as of December 31, 2013 may be analyzed as follows:

Insurance
Contract
Liabilities

Reinsurers’
Share of
Liabilities Net

Provision for claims reported and loss

adjustment expenses £4,880,806,880 £4,202,944,603 P677,862,277
Provision for IBNR 43,005,989 19,437,256 23,568,733
Total claims reported and IBNR 4,923,812,869 4,222,381,859 701,431,010
Provision for unearned premiums 1,759,772,251 743,195,951 1,016,576,300

Total insurance contract liabilities P6,683,585,120

B4,965,577.810 P1,718,007,310

Provisions for claims reported by policyholders and IBNR may be analyzed as follows:

Insurance Reinsurers’
Contract Share of
Liabilities Liabilities Net
At January 1 P2,756,746,169 P2,193,590,449 P563,155,720
Claims incurred during the year 3,434,886,806 2,670,480,016 764,406,790
Increase (decrease} in IBNR 408,135 18,797,206 (18,389,071)
Claims paid during the year {1,268,228,241) (660,485,812) (607,742,429)
At December 31 P4,923,812,869 $4,222,381,859 B701,431,010

Provision for unearned premiums may be analyzed as follows:

Insurance Reinsurers’
Contract Share of
Liabilities Liabilities Net
At January 1 P1,495,239,517 P648,447,981 B846,791,536
New policies written during the year 3,513,871,960 1,690,294,716 1,823,577,244
Premiums earned during the year (3,249,339,226) (1,595,546,746) (1,653,792,480)
At December 31 PB1,759,772,251 P743,195,951 P1,016,576,300

In addition, reinsurance assets consist of the following;:

Reinsurance recoverable on unpaid losses
Deferred reinsurance premiums

B4,222,381,859
743,195,951

£4,965,577,810
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17. Short-term, Long-term Debt and Bonds Payable

This account consists of’

2013 2012
Loans payable |
Affiliated loans: |
Loans from local banks £3,040,500,000 PB17,975,921,094 ‘
Corporate notes 233,900,704 - |
Non-affiliated loans: |
Loans from local banks 30,818,208,292  26,177,106,697
Corporate notes 11,600,000,000 11,600,000,000

45,692,608,996  55,753,027,791

Less: Short term loans from banks

Affiliated - 2,841,300,600

Non-affiliated 1,744,000,000  6,297,000,000
Loans payable - current portion

Affiliated - 1,395,187,517

Non-affiliated 3,364,221,245  6,031,771,182

5,108,221,245  16,565,258,699
P40,584,387,751 P39,187,769,092

Bonds Payable - Parent Company

On February 13, 2013, the Parent Company issued £10.00 billion worth of seven (7)-year and

ten (10)-year bonds due on February 27, 2020 and February 27, 2023, respectively, with an
interest rate of 4.84% and 5.09% respectively. Gross proceeds amounted to £10.00 billion and net
proceeds amounted to 29.90 billion, net of deferred financing cost incurred amounting to

B100.00 million.

The net proceeds was utilized for general corporate requirements which include, but shall not be
limited to the following (amounts in millions):

Funding of various equity calls

Toledo plant, to be completed within 2014 £1,900
Panay plant, to be completed within 2016 3,900
Refinancing of corporate notes due on November 25, 2013 4,200
210,000

The bonds were listed on February 27, 2013, Total interest expense incurred in 2013 on bonds
payable amounted to B430.01 million, including amortization of deferred financing cost
amounting to £8.33 million.

The bonds contain negative covenants, which among others, include provision that the Parent
Company should maintain a debt-to-equity ratio below 2.3 to 1.0. As of December 31, 2013, the

Parent Company has complied with its bond covenants.

Loans from local banks have interest rates ranging from 3.09% to 9.50% lump sum with maturity
within one year and interest payable quarterly in arrears.
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Short-term Loans and Corporate Notes - Parent Company

As of December 31, 2013, the Parent Company had outstanding peso-denominated loans to
affiliated and non-affiliated banks amounting to B0.30 billion and R0.50 billion, respectively.
These loans were obtained in 2013 and carry an annual interest rate of 2.60% and 2.25% for both
affiliated and non-affiliated bank loans, respectively. Both loans will mature in 2014.

As of December 31, 2012, the Parent Company had an outstanding notes facility (the “Notes”) of
£5.00 billion from various lenders acquired in 2010. B4.20 billion of these Notes matured in 2013
and the remaining £0.80 biltion will mature in 2015, As of December 31, 2012 the Parent
Company also had outstanding short-term and long term bank loans amounting to £7.55 billion
and £2.80 billion, respectively. All these loans were subsequently prepaid by the Parent Company
in2013.

As of December 31, 2013 and 2012, the Parent Company had complied with its loan covenants.

Corporate notes - Fed Land

On March 18, 2011, Fed Land entered into a Notes Facility Agreement (Notes) with FMIC,
MBTC - Trust Banking Group. as the ‘Notes Facility Agent’ and various non-affiliated institutions
as ‘Note Holders’ whereby Fed Land issued R6.60 billion worth of fixed rate notes outstanding to
finance projects, working capital and for general corporate purposes. The Notes are payable in
five years with interest rate based on the latest PDST-F plus a spread of 85 basis points and gross
receipts tax.

The agreements covering the above mentioned Notes provide for restrictions and requirements
with respect to, among others, declaration or making payment of cash dividends/retirement of
shares (other than dividends payable solely in shares of its capital stock and cash dividends due on
its then-outstanding preferred shares); making distribution on its share capital; purchase,
redemption or acquisition of any share of stock; incurrence or assumption of indebtedness; sale or
transfer and disposal of all or a substantial part of its capital assets; restrictions on use of funds;
maintaining certain financial ratios; and entering into any partnership, merger, consolidation or
reorganization.

On June 24, 2013, the BOD of Fed Land authorized the issuance of 83.00 billion up to

R5.00 billion fixed rate notes (the “Notes™), subject to oversubscription option. On July 5, 2013,
Fed Land issued B4.00 billion Notes carrying a 5.57% interest rate maturing on July 5, 2020 and
£1.00 billion Notes carrying a 6.27% interest rate maturing on July 5, 2023. The Notes were used
to partially finance various ongoing projects.

As of December 31, 2013 and 2012, Fed Land had complied with its joan covenants. Interest
expenses incurred in 2013 and 2012 amounted to £565.49 million and £216.31 million,
respectively.

Loans from local banks - non-affiliated Fed Land

In 2011, Fed Land’s loans payable pertains to unsecured peso-denominated short term borrowings
from a local bank with floating interest rate at 1.5% spread over the benchmark 90-day PDST-R2
and gross receipts tax. The interest rates ranges from 2.89% to 7.00% in 2011.

In 2012, Fed Land obtained the following outstanding loans from local banks:

a) Unsecured loan amounting to £200.00 million with an effective interest of 4.38% and will
mature on March 31, 2013,

b) Peso-denominated loans amounting to B1.24 million which carries interest at three (3)
months PDSTF rate plus 2.00% per annum. These loans have a maturity of twelve months
and are renewable for a period of twelve months or less. Fed Land secured these loans by
entering into a Mortgage Trust Indenture with MBTC.
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¢) Unsecured loan amounting to 150.00 million which bears interest of 6,75% per annum
subject to quarterly re-pricing. The loan will mature on January 28, 2013,

In 2013, Fed Land obtained an additional unsecured loan from a non-affiliated bank amounting to
P100.00 million with an interest rate of 3.55%. Subsequently, said loan was fully paid on July
2013.

Loans from an dffiliated local bank

In 2011, Fed Land obtained partially and fully secured peso-denominated loans with an aggregate
amount of 2.00 billion from MBTC with interest at prevailing market rate of 7.10% with spread
of 85-100 basis points, payable in lump sum after five (5) years. These loans are secured by Phil
Exim Guarantee under a Mortgage Participation Certificate. In 2013, an additional loan
amounting to P300.00 million was availed from the same affiliated bank at a prevailing interest
rate of 3.5%. Subsequently, said loan was fully paid on July 8, 2013.

As of December 31, 2013 and 2012, Fed Land had complied with its loan covenants.

Loans payable - GBPC
As of December 31, 2013 and 2012, GBPC’s loans payable are from the following entities:

2013 2012

CEDC P13,963,309,687 P15,547,801,856
PEDC 12,975,217,639 14,258,268,556
PPC 696,180,966 1,208,657,368
TPC 2,350,000,000 -
29,984,708,292  31,014,727,780

Less current portion 3,319,157,705 3,226,958,699

P26,665,550,587 P27,787,769,081

CEDC, PEDC and TPC

On June 18, 2009, CEDC entered into an Omnibus Agreement with various lenders in the
aggregate principal amount of up to 816.00 billion to partially finance the construction of its
power plant. The agreement includes Project Loan Facility Agreement, Project Accounts
Agreement, Mortgage Agreement, Pledge Agreement and Assignment Agreement.

On February 26, 2010, PEDC entered into an Omnibus Agreement with various lenders in the
aggregate principal amount of up to B14.00 billion to partially finance the on-going construction
of the Panay Expansion Project. The agreement includes a Project Loan Facility Agreement, a
Project Accounts Agreement, a Mortgage Agreement, a Pledge Agreement and an Assignment
Agreement.

On March 7, 2013, TPC entered into an Omnibus Agreement (the Agreement) with various
lenders in the aggregate principal amount of up to £7.00 billion (the Facility) to partially finance
the on-going construction of the expansion project. The Agreement includes a Project Loan
Facility Agreement, a Project Accounts Agreement, a Mortgage Agreement, a Pledge Agreement
and an Assignment Agreement.

According to the agreements entered by CEDC and PEDC, CEDC and PEDC are required to meet

certain financial ratios, such as debt-to-equity ratio and core equity ratio. As of December 31,
2013 and 2012, CEDC, PEDC and TPC have complied with all the required financial ratios.
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Interest expense incurred in connection with the loans amounted to 1.40 billion and £1.50 bitlion
in 2013 and 2012, respectively, for CEDC and £1.23 billion and 21.33 billion in 2013 and 2012,
respectively, for PEDC. Interest expense capitalized as part of construction cost amounted to
P47.97 million for TPC.

CEDC, PEDC and TPC’s loans are secured by (i) a real estate mortgage on alt present and future
assets, including the parcels of land whete their power plants are located owned by THC, a related
party, (ii) chattel mortgage on all present and future movable properties, (iii) pledge agreement on
the shares of Global Formosa and Abovant in CEDC and shares of PPHC in PEDC, and
shareholder advances and subordinated loans, if any, (iv) assignment agreement on CEDC’s and
PEDC’s future revenues and (v) grantee rights of TPC for special use agreement in protected areas
no. 2008-003 issued by the DENR - regional office no. VII on March 18, 2009. The chattel
mortgage shall cover to the extent of principal amount of £100.00 million, for CEDC and PEDC,
respectively.

The total carrying value of the property, plant and equipment pledged as collateral for the above-
mentioned loans amounted to ®37.17 billion and £33.99 billion as of December 31, 2013 and
2012, respectively (Note 11).

As of December 31, 2013 and 2012, the movement of the deferred financing cost is as follows:

2013 2012
Balances at beginning of year P353,382,475 £351,148,361
Amortization (42,509,541) (36,620,329)
Balances at end of year P310,872,934 £314,528,032

Among others, the agreements prohibit CEDC, PEDC and TPC to amend or modify its charter
documents if any such amendment or modification would have a material adverse effect; assign or
otherwise transfer, terminate, amend, or grant any waiver or forbearance or exercise any election
under any material provision of the agreements or project document; make any prepayment,
whether voluntary or involuntary, or repurchase of any long-term debt or make any repayment of
any such long-term debt other than those allowed in the agreements unless, in any such case, it
shall at the option of any lender contemporaneously make a proportionate prepayment or
repayment of the principal amount then outstanding of the Lender’s outstanding participation in
the loan. The agreements also prohibit CEDC, PEDC and TPC to acquire by lease any property or
equipment, or to acquire rights-of-way to any property, which may have a material adverse effect;
enter into contract of indebtedness except those permitted under the agreement such as
indebtedness incurred in the ordinary course of business; and form or have any subsidiaries,
advances or investments and issue preferred shares, unless certain conditions are complied with.
Moreover, CEDC, PEDC and TPC are prohibited from entering into contract of merger or
consolidation unless CEDC, PEDC and TPC are the surviving entities and after giving effect to
such event, no event of default will result), selling, leasing or disposing all or any of its property
(unless in the ordinary course of the business) where such conveyance, sale or lease would have a
material adverse effect to CEDC, PEDC and TPC.

Events of default include, among others, failure to pay when due the principal or interest due and
any other amount payable under the Agreement; revocation, withdrawal, or modification of any
government approval required to be obtained by CEDC, PEDC and TPC in a manner which would
have a material adverse effect; Global Formosa and Abovant, and PPHC cease to maintain 51.00%
of CEDC and PEDC, respectively, or cease to maintain management control over CEDC, PEDC
and TPC, respectively; and failure to comply with the required financial ratios.
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If any of the events of default occurs and is continuing, the trustee or the facility agent, as the case
maybe, shall immediately give CEDC, PEDC and TPC written notice of such fact and inform the
lenders. Without prejudice to the cure periods allowed under the Agreement, and upon written
request by the majority lenders, the Facility Agent shall take one or more of the following actions:

i. declare the principal of, and all accrued interest on, payable with respect to the loan under the
Facility to be, and the same shall thereupon become, immediately due and payable without any
further notice and without any presentment, demand or protest; and/or

ii. declare any undrawn portion of the Facility to be terminated, whereupon such portion of the
Facility shall be forthwith terminated.

The Group is in compliance with the loan covenants as of December 31, 2013 and 2012,

PPC

MBTC Loans

On November 6, 2009, PPC entered into a £300.00 million, Seven (7)-Year Term Loan
Agreement with MBTC. Proceeds from the loan were used to settle the BDO loan in 2009. This
loan bears interest at the 3-month T-bill rate published in PDST-F plus 2.00% spread and is
covered by a Mortgage Trust Indenture. PPC’s power plant is mortgaged for the aforementioned
obligations.

As of December 31, 2013 and 2012, a portion of the long-term loan amounting to 42.86 million
which will mature within one (1) year from the reporting date, is presented as current liability.

Interest charged to operations related to this Joan amounted to 23.83 million and 7.90 million in
2013 and 2012, respectively.

On August 24, 2006, PPC entered into a B1.20 billion, Ten (10)-Year Term Loan Agreement with
MBTC, for its general corporate requirements. This loan is covered by a Mortgage Trust
Indenture, In March 2007, Section 1.01 of the 1,20 billion, 10-Year Term Loan Agreement was
amended increasing loan facility from B1.20 billion to B1.36 billion and changing the reference
rate from MART] rate to PDST-F rate.

As of December 31, 2013 and 2012, a portion of the long-term loan amounting to 153,85 million
which will mature within one (1) year from the reporting date, are presented as current liability.

Interest charged to operations related to this loan amounted to B14.77 million and R28.67 million
in 2013 and 2012, respectively.

In accordance with the loan agreements with MBTC, PPC is restricted from performing certain
corporate acts without the prior consent or approval of MBTC, the more significant of which relate
to entering into merger or consolidation (where PPC is not the surviving entity), declaring
dividends to stockholders, acting as guarantor or surety of obligation and acquiring treasury stock.
PPC is also required to maintain certain financial ratios.

As of December 31, 2013 and 2012, PPC has complied with the required financial ratios.
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TPC

EMIC Loans

The FMIC loan agreements consist of ten (10)-year promissory notes. The proceeds of these
peso-denominated loans were used to fund the construction of the power plant. PPC’s power plant
is mortgaged for the aforementioned obligations.

The loan agreements provide events that constitute an event of default. The terms indicated that if
any other obligations of PPC are not paid when due or a default in the performance or observance
of any instrument or agreement, FMIC may consequently declare the commitment to be
terminated and declare all unpaid amounts to be due and payable without presentment, demand,
protest or further notice of any kind. PPC is also required to maintain certain financial ratios.

Of the B865.00 million principal loans from FMIC, 2350.00 million was secured by way of pledge
or mortgage of any asset or property of the Corporation. The B515.00 million balance was secured
by a chattel mortgage.

As of December 31, 2013 and 2012, PPC met the required debt-to-equity and current ratio
requirements of the loan agreements.

Current portion of the loans as of December 31, 2013 and 2012, presented as current liability,
amounted £200.85 million and 2173.00 million, respectively. Total interest charged to operations
related 1o these loans amounted to B21.34 million and B33.81 million in 2013 and 2012,
respectively.

Loans Payable- TMPC
As of December 31, 2013 and 2012, this account consists of unsecured long-term debt to the
following:

TAPI P74,812,217
Others 159,088,487
233,900,704

The loan from TAPI bears fixed interest rate at 4.2% per annum. This loan is for a period of
five (5) years up to February 26, 2016 which is automatically renewed upon maturity for another
period of five (5) to ten (10) years (Note 27).

The other long-term unsecured interest-bearing loans consist of a 2.7% interest-bearing ten (10)-
year term loan which will mature on September 28, 2015 and a 2.7% interest-bearing ten (10)-year
term foan which will mature on October 23, 2016. These loans are automatically renewed upon
maturity for another period of ten (10) years.

The loan covenants restrict the Group from encumbering or disposing properties leased by the
lenders during the respective terms of various loan agreements. Interest expense on these loans
amounted to B7.8 million in 2013 and 201 2, respectively.

18.

Customers’ Deposits

The Group requires buyers of condominium units to pay a minimum percentage of the total selling
price before it enters into a sale transaction. In relation to this, the customers’ deposits represent
payment from buyers which have not reached the minimum required percentage. When the
revenue recognition criteria are met, sales are recognized and these deposits and down payments
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will be applied against the related installment contracts receivable. In the event that the customer
decides to terminate the purchase prior to recognition of sale, an amount equivalent to the
repossessed value of deposit less charges and penalties incurred will be refunded to the buyer.

This account also includes excess of collections over the recognized receivables based on
percentage of completion. As of December 31, 2013 and 2012, the balance of this account
amounted to B1.84 billion and £974.33 million, respectively.

19.

Other Current Liabilities

This account consists of’:

2013 2012
Due to holders of non-controlling interest (Note 27) P378,463,322 P378,463,322
VAT payable 250,358,476 635,607,708
Withholding taxes payable 225,449,595 326,915,450
Deferred reinsurance commission 36,163,708 -
Unearned income 3,380,613 3,380,613
Others 12,854,267 25,877,114

P906,669,981 £1,370,244,207

The amount due to holders of non-controlling interest pertains to advances of CEDC from
Abovant Holdings, Inc. which owns 44.00% of CEDC. Others pertain to payables on utilities,
contracted maintenance and security agencies and regulatory premium or contribution payable of
the Group. These are normally payable within one (1) year.

20.

Liabilities on Purchased Properties

Liabilities on purchased properties are payables to various real estate property sellers. Under the
terms of the agreements executed by Fed Land covering the purchase of certain real estate
properties, the titles of the subject properties shall be transferred to Fed Land only upon full
payment of the real estate loans.

In 2013, various parcels of land were acquired by Fed Land for a total consideration aggregating
£2.57 billion. The outstanding obligation pertaining to these transactions amounted to
P1.70 billicn as of December 31, 2013,

In 2012, Fed Land acquired certain land and investment properties aggregating B3.72 billion, with
20.00% downpayment amounting to 743.84 million. The outstanding balance amounting to
£2.98 billion is payable in thirteen (13) years with 3.00% interest per annum. The outstanding
balance was discounted at the prevailing market rate of 5.40% and the discounted liability as of
December 31, 2013 and 2012 amounted to £2.62 billion and £2.58 billion, respectively.

Total outstanding liabilities on purchased properties (including current portion) amounted to
£4.32 billion and 22,58 billion as of December 31, 2013 and 2012, respectively.
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21. Other Noncurrent Liabilities

This account consists of:

2013 2012

Provisions £1,325,728,442 P

Decommissioning liability 192,660,472 183,491,180

Refundable and other deposits 114,017,770 47,968,977
Finance lease obligation - net of discount amounting

to B127.70 million in 2013 and 2012 10,354,921 [1,106,215

£1,642,761,605 P242,566,372

Provisions consist of’:

2013
Claims and assessments £666,701,662
Product warranties 288,752,780
Corporate social responsibility (CSR) activities 370,274,000

£1,325,728,442

PPC, PEDC, CEDC, TPC and GPRI have legal obligations to decommission or dismantle their
power plant assets at the end of their useful lives. In this regard, PPC, PEDC, CEDC, TPC and
GPRI established their respective provisions to recognize estimated decommissioning liability.

Changes in the decommissioning liability are as follows:

2013 2012
Balances at beginning of year 183,491,180 B
Effect of business combination - 61,656,006
Provisions during the year 1,600,132 113,753,507
Accretion expense for the year 7,569,160 8,081,667
Balances at end of year £192,660,472 £183,491,180

In 2012, GBPC reassessed the amount of decommissioning liability using a risk adjusted rate.
Accordingly, additional provision of 2113.75 million was recognized as part of “Property and
equipment”.

Refundable and other deposits consist mainly of tenants’ rental deposit from operating lease
contracts with terms ranging from five (5) to ten (10) years. Rental deposits are obtained to secure
faithful compliance of tenants® obligation under the lease contract and to answer for unpaid bills of
lessees affecting the leased premises, any damage to the leased premises, and other similar costs.
Rental deposits may also be applied for the unpaid rentals upon termination of the lease contract.
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22. Equity

Capital stock and additional paid-in capital
As of December 31, 2013 and 2012, the paid-up capital consists of the following:

2013 2012
Common stock - 10 par value
Authorized - 500,000,000 shares
Issued and outstanding P£1,743,000,000 £1,580,000,000
Additional paid-in capital 46,694,658,660 36,752,473,660

PR48,437,658,660 £38,332,473,660

The movements in the issued and outstanding common stock follow:

2013 2012
Number of Number of
shares Amount shares Amount
Balance at beginning of year 158,000,000 £1,580,000,000 125,000,000 £1,250,000,000
Issuance of shares of stocks 16,300,000 163,000,000 33,000,000 330,000,000
Balance at end of year 174,300,000 £1,743,000,000 155,000,000 F1,580,000,000

On January 10, 2013, the Parent Company conducted an overnight equity placement wherein
Grand Titan sold 23,027,000 shares of the Parent Company to institutional investors at a price of
£620.00 per share. Subsequently, Grand Titan subscribed to 16,300,000 million new shares of the

Parent Company at the same price.

The placement raised 210.11 billion of primary proceeds for the Parent Company and reduced
Grand Titan’s ownership interest in the Parent Company from 69.68% in 2012 to 59.30% in 2013,

Movements in additional paid-in capital in 2013 follows:
Balance at beginning of year R36,752,473,660

Amount in excess of par value of shares issued in the
private placement

Number of shares issued 16,300,000

Offer Price B620

Total proceeds from share issuance B10,106,000,000
Less par value of shares issued 163,000,000 9,943,000,000
Amount of expenses charged to equity (815,000)
Balance at end of year P46,694,658,660

On April 20, 2012, the Parent Company's common shares with par value of 10.00 were listed on
the Philippine Stock Exchange raising gross proceeds amounting to £15.02 billion based on the
primary offering of 33,000,000 new common shares at an offer price of 455.00 per share. Total
proceeds raised by the Parent Company amounted to 213.86 billion, net of direct transaction costs
of £1.17 billion.
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Movements in additional paid-in capital in 2012 follows:

Balances at beginning of year B23,071,664,419
Amount in excess of par value of shares issued in the
Initial Public Offering (IPO)

Number of shares issued 33,000,000
Offer Price B455
Total proceeds from share issuance B15,015,000,000
Less par value of shares issued 330,000,000 14,685,000,000
Amount of IPO expenses allocated to equity (1,004,190,759)
Balance at end of vear B16,752,473,660

In 2012, IPO related expenses amounting to B165.18 million were charged directly to ‘General
and administrative expenses’ account in the consolidated statement of income (Note 26).

As of December 31, 2013 and 2012, the total number of stockholders of the Parent Company is 74
and 37, respectively.

In a special stockholders' meeting held on October 26, 2012, the stockholders of the Parent
Company approved the amendment to Article VII of the Articles of Incorporation whereby the
stockholders of the Parent Company shall be denied pre-emptive right to the issue or disposition of
any class of share of the Parent Company. The amendment was previously approved by the BOD
of the Parent Company on September 7, 2012.

Retained earnings
Details of the Parent Company’s dividend distributions out of the Parent Company’s retained
earnings as approved by the Parent Company’s BOD follow:

Per Total amount
Date of declaration share (in millions) Record date Payment date
August 12, 2013 B3.00 B522.90 September 10, 2013 October 2, 2013
September 12, 2012 3.17 500.86 September 28, 2012 October 22, 2012
August 5, 2011 4.00 500.00 August 31, 2011 September 9, 2011
April 8, 2010 2.00 250.00 March 25,2010 April 15,2010
October 12, 2010 2.00 250.00 October 31, 2010 November 22, 2010

The computation of retained earnings available for dividend dectaration in accordance with SEC
Memorandum Circular No. 11 issued in December 2008 differs to a certain extent from the Parent
Company’s retained earnings as of December 31, 2013 and 2012.

Details of dividend declarations of the Group’s subsidiaries follow:

Total amount

Date of declaration (in millions) Record date Payment date
Fed Land February 18, 2013 £100.00 December 31,2012 March 20, 2013
December 23, 2011 180.00 November 30, 2011  December 23, 2011
GBPC December 2, 2013 2,000.00 October 31, 2013 June 30, 2014
December 17, 2012 2,870.00 December 3, 2012 March 31, 2013
August 11,2012 1,050.00 July 31,2012 August 31,2012

Toyota April 11, 2013 2,994.11 December 31, 2012 April 12,2013
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Treasury shares
Treasury shares of the Group pertain to 10,000 shares of the Parent Company held by Ping An
with original acquisition cost of P6.13 million.

Other equity adjusiments

GBPC

On June 27, 2013, First Metro Investment Corporation (FMIC), the investment banking arm of
MBTC, concluded a Share Sale and Purchase Agreement with Orix Corporation (ORIX) covering
the sale of 200.00 million shares of GBPC owned by FMIC to ORIX at a price of 7.15 billion,
Subsequently on October 22, 2013, FMIC and Meralco PowerGen Corporation (MGen) signed a
Shareholders’ Agreement to complete the sale of an additional 200.00 million shares of GBPC
from FMIC to MGen for a total consideration of 27,15 billion. The transactions reduced the
Parent Company’s indirect ownership over GBPC from 12.23% to 2.27%.

The disposals were accounted as equity transactions in the consolidated financial statements since
the Parent Company did not lose control over GBPC even after the sale of the indirect interests.
The Group recognized other equity adjustments totaling B1.41 billion, presented under equity
attributable to equity holders of the Parent Company in the consolidated statement of financial
position, representing the excess of the considerations received over the carrying amount of the
indirect interests sold.

On May 2, 2012, the Parent Company exercised its option to acquire 25,520,700 common shares
of GBPC representing 4.59% of GBPC’s outstanding capital stock, at a fixed price of 235.00 per
share for a total cost of P893.20 million. This increased the Parent Company’s direct ownership
over GBPC from 34.41% to 39.00% (Note 31). This also resulted in the recognition of negative
equity adjustment amounting to B54.78 million representing the excess of cost consideration over
the carrying amount of non-controlling interest acquired (Note 31).

On September 12, 2012, the Parent Company acquired from a third party an additional 66,145,700
GBPC common shares, representing 11.89% of GBPC’s outstanding capital stock from the holders
of the non-controlling interest, at a fixed price of B35.13 per share for a total cost of 2.32 billion.
The acquisition increased the Parent Company’s direct holdings in GBPC from 39.00% to 50.89%.
This acquisition resulted to a negative equity adjustment amounting to 2112.93 million
representing the excess of the cost consideration over the carrying amount of

non-controlling interest acquired (Note 31).

Fed Land

On May 3, 2012, the Parent Company acquired the remaining 20.00 million common shares of
Fed Land representing 20.00% of Fed Land’s outstanding capital stock from the holders of the
non-controlling interest for a total cost of B2.70 billion, thereby increasing the direct holdings of
the Parent Company in Fed Land from 80.00% to 100.00%. As of May 3, 2012, the carrying
amount of the 20.00% non-controlling interest in Fed Land amounted to 2.20 billion. The
acquisition of 20.00% of Fed Land also resulted in the recognition of a negative equity adjustment
amounting to B513.36 million representing the excess of cost consideration over the carrying
amount of non-controlling interest (Notes 2 and 31).

Effect of uniting of interest on HLRC and CRDC

The net effect of uniting of interest on the acquisition of HLRC and CRDC amounted to

P104.26 million as of December 31, 2011. This represents the difference between the Fed Land’s
aggregate consideration transferred on the acquisition and the respective HLRC and CRDC’s
equity as of December 31, 2010 attributable to parent and to non-controlling interest as of the time
of the combination (Note 31).
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The aggregate cost of investment of 2420.00 million is presented as a reduction to the net assets
pooled to the Group’s financial statements at the time of combination for the year ended
December 31, 2011.

Non-controlling interests
The following table presents the rollforward of non-controlling interests:

2013 2012

Beginning balance P11,294,157,537  £2,205,318,605
Total comprehensive income:

Net income 3,890,464,362 2,057,582,765

Other comprehensive income (28,984,106) (66,253,122)
Issuance of capital stock 959,350,239 639,809,982
Cash dividends paid to non-controlling interests (3,456,348,554)  (3,545,093,065)
Effect of business combination (Note 31) 7,222,853,016 15,238,649,131
Acquisition of non-controlling interests in consolidated

subsidiaries - (5,235,856,759)
Sale of indirect interest in a subsidiary 2,156,827,165 -

P22,038,319,659 P11,294,157,537

Capital Management

The primary objective of the Group’s capital management is to ensure that it maintains a strong
and healthy consolidated statement of financial position to support its current business operations
and drive its expansion and growth in the future.

The Group maintains its current capital structure, and will make adjustments, if necessary, in order
to generate a reasonable level of returns to shareholders over the long term. Equity, which the
Group considers as capital, pertains to the equity attributable to equity holders of the Parent
Company excluding effect of uniting of interest. The Group’s sources of capital are capital stock
and retained eamings. No changes were made in the objectives, policies or processes in 2013 and
2012.

The Parent Company considers total equity as its capital amounting to 52.83 billion and
£40.71 billion as of December 31, 2013 and 2012, respectively.

The Parent Company maintains equity at a fevel that is compliant with its loan covenants.

. Interest and Other Income

Interest Income
This account consists of

2013 2012 2011
Interest income on:

Installment contract receivable

(Note 5) P749,146,595 B279,445,937 B195,924,132
Short-term investments (Note 4) 310,626,708 - -
Deposit (Note 12) 263,850,062 257,736,632 337,707,830
Cash and cash equivalents

(Note 4) 92,743,951 325,248,088 64,595,737
AFS debt instruments 12,613,367 - -
Others 48,533 4,000,354

P1,429,029,216 £866,431,011 P598,227,699
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Interest on deposit represents reimbursement of interest expense incurred by Fed Land from option

money granted to affiliates (Notes 12 and 27).

Other Income
This account consists of’

2013 2012 2011

Real estate forfeitures, charges and
penalties P123,201,267 PgR.118,947 P92.926,119
Management fee (Note 27) 85,211,246 41,142,177 36,834,278
Dividend income 77,277,481 23,304,907 25,200
Recovery from insurance 38,008,663 - -
Refund of rental payments 21,228,274 - -
Gain on sale of fixed asset 15,998,480 8,316,148 -
Gain on sale of shares §,522,850 - 2,304,422
Other underwriting income 7,658,264 - -
Disposal of defective units 7,074,435 - -
Membership fees 2,172,316 - -
Reimbursement from a contractor - 16,903,454 -
Processing fee - 10,052,364 -
Others 151,288,740 74,612,801 56,455,173
P537,642,016 P262,450,798 P188,545,192

Real estate forfeitures, charges and penalties are earned when a buyer is delinquent on his payment
or cancels his purchase of condominium units, after deducting any cash surrender value.

Management fee pertains to services rendered by Fed Land in the administration of different

projects related to the joint venture (Note 27).

Other underwriting income pertains to the fronting fees earned by the Charter Ping An for fronting
arrangements made during the year with several agencies and intermediaries.

Others include charges from tenants of Fed Land pertaining to electricity and other utilities; these
were recorded by Fed Land as other income upon receipt of the payments from the tenants.

24,

Power Plant Operation and Maintenance Expenses

This account consists of:

2013 2012

Power plant operations expenses
Repairs and maintenance
Purchased power

27,836,783,183 P4,855,731,852
540,907,411 1,304,733,409
567,745,347 550,584,212

P8,945,435,941 P6,711,049,473
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25. Cost of Goods Manufactured and Cost of Goods and Services Sold

Cost of goods manufactured consists of:

2013

Raw materials, beginning B567,478,665
Purchases 17,531,617.,445
Total materials available for production 18.099,096,110
Less: Raw materials, end 528,430,068
Raw materials placed in process 17,570,666,042
Direct labor 229,166,773
Manufacturing overhead 1,980,663,593
Total cost of goods placed in process 19,780,496,408
Work-in-process, beginning 79,583,854
Total Cost of goods in process 19.860,080,262
Less: Work-in-process, ending 53,027,159
Total cost of goods manufactured 19,807.,053,103
Finished goods, beginning 252,177,779
Total goods available for sale/transfer 20,059,230,882
Less: Finished goods, ending 42,685,755
Other transfers 30,444,994

£19,986,100,133

Cost of goods and services sold consists of:

2013 2012 2011
Beginning inventory
Automotive £4,340,087,864 P P~
Gasoline, retail and petroleum
products 9,786,694 8,367,927 10,014,263
Food 2,351,541 2,160,335 1,990,935
4,352,226,099 10,528,262 12,005,198
Add: Net purchases 43,419,704,745 642,162,033 665,201,705
Total inventories available for sale 47,771,930,844 652,690,295 677,206,903
Less: ending inventory (Note 6)
Automotive 2,899.063,311 - -
Gasoline, retail and petroleum
products 7,940,644 9,786,694 8,367,927
Food 1,310,005 2,351,541 2,160,335
44,863,616,884 640,552,060 666,678,641
Cost adjustments {20,203,084) - -
Internal and other transfers {142,500,998) - -
Direct laber 18,856,187 16,173,326 15,196,150
Overhead (Note 30) 749,690,677 24,185,460 27,851,792
£45,469,459,666 P680,910,846 P709,726,583

Overhead includes rent expense and common usage and service area charges.

R AT B



-84 -

26. General and Administrative Expenses

This account consists of:

2013

2012
(As restated -
Note 2)

2011

Advertising and promotions
Salaries, wages and employee

P2,167,375,730

165,656,540

P102,547,029

benefits (Notes 27 and 28) 1,838,461,064 956,203,320 231,469,966
Taxes and licenses 1,086,336,724 502,873,719 137,666,355
Depreciation and amortization

{(Note 11) 944,239,902 373,981,589 71,352,576
Commissions 480,685,180 189,703,924 168,976,570
Outside services 344,401,523 91,369,952 54,291,761
Administrative and management fees 336,429,533 248,497 988 54,236,786
Light, water and other utilities 256,713,734 101,664,069 77,958,384
Delivery and Handling 212,067,754 - -
Repairs and maintenance 198,128,553 69,575,384 13,080,654
Professional fees 194,519,779 173,760,643 102,053,104
Insurance 182,788,839 111,422,840 1,827,228
Provisions for claims and

assessments 168,366,015 - -
Transportation and travel 121,320,096 45,834,907 7,678,012
Office supplies 69,824,602 26,589,448 12,197,808
Entertainment, amusement and

recreation 66,470,881 51,924,135 18,014,503
Participation fee 59,659,478 - -
Rent 52,084,746 52,366,000 18,338,131
Unrealized foreign exchange loss 42,309,137 7,113,039 193,784
Communications 41,284,806 10,850,899 232,332
Provisions for inventory

obsolescence (Note 7) 26,912,531 - -
Provision for credit losses (Note 5) 22,557,768 849,036 879,708
Dealer’s incentive, support and

promotions 17,396,388 - -
Rovalty and service fees 13,582,752 5,865,917 5,600,385
IPO - related expenses (Note 22) - 165,183,396 -
Loss from initial recognition of

financial asset 275,000 94,224,170 -
Others 449,518,579 113,510,012 31,151,972

P9.393,711,094 P£3,559,020,927 £1,109,747,048

Other expenses include membership and subscription fees, dealer development, corporate events
and contractual services.
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27. Related Party Transactions

Parties are considered to be related if one party has the ability, directly, or indirectly, to control the
other party or exercise significant influence over the other party in making financial and operating
decisions and the parties are subject to common control or common significant influence. Related
parties may be individuals or corporate entities. These related parties include subsidiaries,
associates, jointly controlled entities, key management personnel, stockholders and other related
parties which include affiliates.

An entity is considered an affiliate if such entity and the Parent Company have common
shareholders. In effect, such entity is a sister company of the Parent Company by virtue of
ownership and common control. It is neither a subsidiary nor associate of the Group.

The Group, in its regular conduct of its business, has entered into transactions with its assoctate
and other related parties principally consisting of cash advances for reimbursement of expenses,
merger and acquisitions and capital infusion, leasing agreements, management agrecments and
dividends received from associates. Transactions with related parties are made at normal market
prices.

As of December 31, 2013 and 2012, the Group has not made any provision for probable losses
relating to amounts owed by related parties. This assessment is undertaken each financial year by
examining the financial position of the related party and the market in which the related party
operates.

The following table shows the related party transactions included in the consolidated financial

statements.
December 31, 2013
Amount/ Outstanding
Category Volume Balances Terms and Conditions/Nature
Subsidiaries
Due from related parties £300,000,000 Non-interest bearing; due and demandable
861,123 P861,123  Receivable from subsidy of expenses; non-
Other current assets interest bearing; due and demandable
Associates
Cash and cash equivalents 8,545,042,319  15,952,344,446  Savings, current and time deposit account with
annual interest ranging 0.5% to 5%;
Unsecured; no impatrment
Interest income 124,126,178 Interest income from cash and cash equivalents
Rental deposits 12,226,933 Guarantee Deposit on Properties
4,523,347 Receivable on sale of property; unremitted
Due from telated parties collections
Investments in associates and joint ventures 502,243,750 23,578,612,738  Purchase of additional investment in associate
AFS equity securities 29,843,988  Unsecured; no impaimment
51,866 51,866 Retainer's fee of an assoctate as stock and
Accrued expense transfer agent and group life insurance
premium of an associate
Accrued interest payable 1,776,667 1,776,667  Accrued interest on loans with an annual
interest ranging from 2.60% to 10.35% per
anrum
8.293,073,727 300,000,000  Short term loans from an asseciate at 2.6-3.5%
Loans payable per annum, secured
Interest income 287,445,669 Interest bearing at prevailing market rate; due
and demandable; unsecured, no
impairment

(Forward)
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December 31, 2013
Amount/ Outstanding
Category Volume Balances Terms and Conditions/Nature
Dividend income P263,107 Dividend income from investments in
Metrobank
Management fee income 58,807,050 Management fee earned from MBTC and
FMIC
Interest expense 83,058,611 Interest bearing at prevailing market rate; due
and demandable
Miscellaneous expense 1,344,866 Retaineers fees and trust fees incurred
Jointly controlled entities
Dividend receivable 240,000,000 £240,000,000 Dividend receivable from FLOC
Accounts payable 6,961,000 6,961,000 Payable 1o TMBC 30 to 60 days,
non-interest-bearing
Other related parties
Cash and cash equivalents 326,595,093 Interest bearing at prevailing market rate; due
and demandable; Unsecured with no
impairment.
Interest income 5,066,377 Interest income from cash and cash equivalents
Due from related parties 24,661,448 845,695,500  Nen-interest bearing; due and demandable
Depaosits 805,354 —  With interest of 7.34%, option agreement wiil
expire on December 31, 2013; Unsecured
with no impairment.
AFS debt securities 29,704,509 7 years, 5.68%to 5.73%; L0 years, 7.1 873%;
Unsecured; ne impairment
[nterest income 1,729,316 Interest income from AFS securities
Accrued expense 17,790,333 45,000 Telemarketing Charges with Metrobank Card
Corporation
Loans payable 1,037,320,579  2,000,000,000  With interest ranging from 3.75% to 4%,
Payable in 2015
Interest expense 76,799,829 Interest expense from loans payable
Due to related parties 188,385,414  Non-interest bearing; due and demandable
Liabilities on purchased properties 2,570,937,500 4,320,376,123  Unsecured with interest rate of 3.15% payable

on 2022; ng tmpairment,

Interest expense 117,206,668 Interest expense on purchased properties
Dividend income 982,200,000 Dividend income earned from FMIC and
ORIX
Miscellaneous expense 59,693,036 Participation fee paid to the ultimate parent
company in the private placement exercise
Key management personnel
Rent income 310,982 Income from employees for car plans
Salaries and employee benefits 68,948,180 Salaries and benefits to employees
Director’s fee 11,795,000 Per diems and bonuses to directors
December 31, 2012
Amount/ Outstanding
Category Volume Balances Terms and Conditions/Nature
Subsidiaries
Prepaid expenses B44,196 B44,196  Prepaid portion of the leased parking space
from FedLand for January to March
Accounts payable 24,984 24,984  Reimbursement to FedLand

Associates
Cash and cash equivalents

Receivables
Deposits

Investments
Land for develepment

Acerued interest payable

(Forward)

7.837,677,097

700,498
20,000,000

4,500,000,965
785,520,000

79,058,738

7.929,533,743

700,498
20,000,000

29,048,058,992
785,520,000

79,058,738

Savings, current and time deposit account with
annual interest ranging 1.75% to 4.13%

Interest bearing - MBTC

Option price for the acquisition of additional
investment in associates

Purchase of additional investment in associate

Land acguired from MBTC

Accrued interest on loans with an annual
interest ranging from 3.80% to 10.35% per
annum
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December 31,2012

Amount/
Yolume

Qutstanding
Balances

Terms and Conditions/Nature

Loans payable

Due to related parties

Dividend income
Interest income from banks
Interest expense

Jointly controlled entities

Cash and cash equivalents
interest income

Interest expense

QOther related parties

Cash and cash equivalents

Long term loans receivable
Advances to officers and empicyees
Due from related parties

Deposits

Land for development

Other cutrent assets

Accrued interest payable
Loans payable

Due to related parties
Liabilities on purchased properties

Management fee income
Interest income from banks

interest on deposits

Interest expense
Due to holders of non-controfling interest

Key manapgement personnel

Accounts payable

Rent income
Salaries and employee benefits
Director’s fee

(R5,014,270,680) R14,897,848,551

50,000
1,188,983,183

264,753,826
1,359,177,608

78,680,699
2,644.434

3,352,247

820,656,572

610,775,830
32,218,151

489,042,589

(2.,000,000,000)

776,006,920

9,089,308

30,880,013

(141,289.916)

191,264,721
2.580,574,771

15,982,007
41,272,862

257,736,632

136,037,184

378,463,322

174,250

183,730
202,679,471
4,450,000

50,000

78,680,659

820,656,572

610,775,830
32,218,151
439,042,589
2,085.,0¢0,000
776,006,920

9,089,308

30,880,013
1,691,072,542

191,264,721
2,580,574,771

378,463,322

174,250

Unsecured - B0.85 billion, Secured -
£1.99 billion; short term loans with
prevailing interest rate ranging from
3.80% to 4.53% per annum.

Secured - B12.06 billion, interest-bearing
Payment of P4.76 billion was made for secured
loans and R0.25 billien for unsecured

loans.

Non-interest bearing; due and demandable;
Unsecured and with no impairment.

See discussion in Note §

[ncome on savings and trme deposit

Interest expense incurred on loans payable with
MBTC and TCITRC

Interest bearing cash equivalents

Income from Ioans from short-term
investments

interest on loans from SBC Properties and
PBC Capital

Interest bearing at prevailing market rate; due
and demandable; Unsecured with no
impairment,

Unsecured loans receivable with interest rate of
3.15% payable on 2022; no impairment,

Unsecured, non-interest bearing advances to
officers and employees

Non-interest bearing; due and demandable

With interest of 7.34%; option agreement will
expire on December 31, 2013; Unsecured
with o impairment,

Land acquired from World Trade Center and
Titan Resources Corporation (see
additional information below).

Interest bearing at prevailing market rate and
will mature on 2013; Unsecured with no
impairment.

Interest accrued on loans

Secured, interest bearing loans, which bears
annual interest ranging 10.27% to 10.35%,
based on a three month MART] rate plus
4.00% spread

Non interest bearing, due and demandable

Unsecured with interest rate of 3.15% payable
on 2022; no impairmet.

Non-interest bearing, due and demandable

Interest income from savings deposit and cash
equivalents

income from option deposit (Note {2)

Interest expense incurred on loans from FMIC
and receivabie from CFL

Non-interest bearing operational advances; due
and demandable

Payable to director representing per diem and
bonus

income from employees for car plans

Salaries and benefits te employees

Per diems and bonuses to directors
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Details of the transactions with affiliates are as follows:

Land for development

In 2012, Fed Land purchased (a) parcel of land located at Reclamation Area, Central! Business
Park 1-A, Pasay City at a total consideration of 234.66 million from WTCC, (b) parce! of land
located at Taguig City for a total consideration of #785.52 million from MBTC (c) parce! of fand
located at Pasay City for a total consideration of 541.35 million from TRC. These parcels of
land were acquired at their fair market value at the time of acquisition.

Operating advances
Due from and to related parties consist mostly of operating advances which are noninterest-
bearing and due and demandable.

Long-term cash investment

On April 13,2011, Fed Land invested long-term cash investments with a local bank to secure a
loan obtained by an affiliate amounting to 2.44 billion. Fed Land recognized interest income
from the assigned long-term cash investment amounting to £40.08 million in 2011.

In 2012, the said long-term cash investment was terminated and used to fully settle Fed Land’s
short-term loans.

Long-term loans receivable

In 2012, Fed Land entered into a loan agreement with Cathay International Resources Corp.
(Borrower). Fed Land agrees to lend to the Borrower a total amount of B705.00 million with
nominal interest rate of 3.15% annually. This loan will mature o the tenth year anniversary from
the date of the execution of the agreement. The outstanding balance of long-term loans receivable
as of December 31, 2012 amounted to B610.78 million.

The interest expense from day 1 difference recorded under “General and administrative expenses”
in the consolidated statement of income amounted to £94.22 million.

Deposits

Parent Company

In October 22, 2012, the Parent Company and MBTC entered into MOU related to the acquisition
of MBTC’s 30.00% ownership interest in TMPC. Pursuant to the MOU, an option payment
amounting to B20.00 million was given by the Parent Company 1o MBTC for the exclusive option
to acquire the shares under the second tranche.

Fed Land

In 2011, Fed Land entered into an option agreement with its various affiliates (Grantor), whereby
the Grantor grants and gives Fed Land the exclusive rights, for a period of three years to either

(a) purchase the Property, (b) purchase the shares of stock of the Grantor which owns the Property,
(c) to develop the property as Developer in joint venture with the Grantor’s affiliates or

(d) to undertake combination of any of the foregoing, as may be agreed upon the parties. The
Group has outstanding deposits amounting to nil and £2.09 billion with 7.34% interest in 2013 and
2012, respectively.

In addition, the Grantor will reimburse Fed Land for its interest expense, borrowing cost and

related expenses incurred in obtaining the option money. The Group recognized interest income
amounting to £263.85 million and R257.74 million in 2013 and 2012, respectively.
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Affiliated bank loans

The Group’s loans payable to an affiliated commercial bank bears interest rates ranging from
3.75% to 4.50% per annum in 2011 and 6.52% to 6.78% per annum in 2010 and 2009,
respectively.

Management fee

Management fee amounting to £70.18 million, 41.14 million and £36.83 million in 2013, 2012
and 2011, respectively, pertains to the income received from a joint venture of Fed Land with Fed
Land Orix Corporation (FLOC) and MBTC (Note 23).

Lease agreements

In 2011, Fed Land also leased its mall to some of its associates and affiliates. The lease term
ranged from 5 to 10 years. The rental income on these leases amounted to £10.03 million and
P8.57 million for 2011 and 2010, respectively (Note 30).

Compensation of key management personnel for the years ended December 31, 2013, 2012 and
2011 follow:

2013 2012 2011
Short-term employee benefits R111,560,155 £195,072,227 P58,406,499
Post employment benefits 49,782,006 7,607,244 3,469,682

P161,342,161  B202,679471 61,876,181

Transactions with the Group Retirement Funds

The retirement funds of the subsidiaries” employees are being managed and maintained by MBTC
as trustee bank. The total carrying amount and fair value of the retirement funds as of

December 31, 2013 and 2012 amounted to B1.10 billion and £98.70 million, respectively. The
assets and investments of the fund include cash and cash equivalents, investments in government
securities and equity securities, among others.

The following tables show the amounts of related party transactions of the Group with the
retirement funds of the subsidiaries’ employees as of December 31, 2013 and 2012:

December 31, 2013
Amount/ Outstanding

Category Volume Balances Terms and Conditions/Nature
Associate
Savings deposit B276,533  Savings account with annual interest of

1%, 1 - 3 months; Unsecured and
no impairment;

Time deposit 14,100,000  With annual interest of 3.88%, 1 -3
months maturity; Unsecured and no
impairment

Investment in equity securities 7,101,096  Unsecured with no impairment

Interest incorne P219,568 Income earned from savings deposit

Gain en sale of shares 1,370,769 Income from sale of shares

Mark-to-market gain 287,396 Gain from mark-to-market of shares

Parent
Investment in equity securities - 5,087,480 Unsecured with no irnpairment
Gain on sale 2,877,808 Income from sale of shares

Mark-to-market gain 310,175 Gain from mark-to-market of shares
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December 31, 2012

Amount/ QOutstanding
Category Volume Balances Terms and Conditions/Nature
Associate

Savings deposit B69,884  Savings account with annual interest of
1%, 1 - 3 months; Unsecured and
no impairment;

Time deposit 6,030,000 With annual interest of 3.88%, 1 -3
months maturity; Unsecured and no
impairment

Investment in equity securities 734,400 Unsecured with no impairment

Interest income £112,032 Income earned from savings deposit

Gain on sale of shares G672 Income from sale of shares

Mark-to-market gain 67,396 Gain from mark-to-market of shares

Transactions relating to the retirement plans are approved by the subsidiaries’ respective
Retirement Committees. The voting rights over the investments in the shares of entities within the
Group are exercised by the Retirement Committee, whom are either officers or directors of the
subsidiaries.

. Pension Plan

The Group provides defined benefit pension plans for substantially all of its employees.
Provisions for pension obligations are established for benefits payable in the form of retirement
pensions. Benefits are dependent on years of service and the respective employee’s final
compensation. Actuarial valuations are made at least every one to three years.

Principal actuarial assumptions used to determine pension obligations follow:

January 1, 2013
Actuarial Assumptions

Date of Actuarial  Expected Return Salary Rate Discount

Valuation on Plan Assets Increase Rate

Real estate December 31, 2013 3.50% 6.25% 5.65%
Power -do- 5.00% 8.00% 4.66% - 6.14%
Noen-life insurance -do- 7.00% 10.00% 4.99%
Automotive -do- 9.00% 5.00%-7.00% 4.90%-6.11%
Financial ~do- - 8% 3.43%

January 1, 2012
Actuarial Assumptions

Date of Actuarial Expected Return on Salary Rate Discount

Valuation Plan Assets Increase Rate

Real estate December 31, 2012 6.00% 5.00%-8.00% 5.26%-6.24%
Power -do- 6.00% 10.00% 5.35%- 6.12%
Financial -do- - 8% 5.89%

The overall expected rate of retum on plan assets is determined based on the market prices
prevailing on that date applicable to the period over which the obligation is to be settled.
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The net pension liability and asset recognized in the Group’s statements of financial position are as follows:

Present value of defined
benefit obligation

Fair value of
plan assets

Net defined benefit
liabihty

Present value of defined
benefit obligation

Fair value of
plan assets

Net defined benefit
iability

The maximum economic benefit available is a combination of expected refunds from the plan and reductions in future contributions.

2013

Remeasurements in other comprehensive income

Return on plan Actuarial
assets Actuarial Actuarial changes
(excluding changes changes arising
Effectof Balance after Net benefit cost amount arising arising from  from changes
January 1, business business Current Benefits included from experience demographic in financial Contributions December 31,
2013 combination combination service cast Net interest Subtotal paid _in net interest} adjustments _ assumplions assumptions Subtotal paid 2013
B631,313,168 B2,157,293,976 PB2T88,607,144 $227,983,51% P146,203,647 B374,187.176 (P72,836,781) | o B4,751,767 (P94,712,871) (R183,216,067) (P273,178,171) B P2,816,779,368
(98,701,895)  (873,565,502)  (972,267,397) —  (44,725426)  (44,725426) 20,163,736 (8,102,940) - - (8,102,940)  (108,214,980) (1,113,147,007)
B532,611,273 B1,283,728474 PL,516,339,747 B227,983,529 PRI01,478,221  P329.461,750 (B52,673,045) (P8,102,940) B4,751,767 (P94,712,871) (P183,216,067) (P281,281,111) (P108,214,980) P1,703,632,361
2012
Remeasurements in other comprehensi ve mtome
Return or pian Actuarial
assels Actuarial Actuarial changes
(excluding changes changes arising
Net benefit cost amount arising arising from from changes
January 1, Current Benefits included  from experience demographic in financial Cantributions December 31,
2012 service cost Net interest Sublotal paid in net intetest) adjustments assumnptions assumptions Subtotal paid 2012
B566,356,367 P71,118,800 B35,853.035 2106971835 {B16,489 496) B (®8.827,101) (R13,415,900) ($3,282,537) (823,525 ,538) B 2631,313,168
{90,728,412) - {1,244,189) (1.244,189) 7,607 244 {14,336,538) ~ - - (14,336,538) - (98,701 ,895)
475,627,955 B7§,118,800 34,608,546 105,727,646 (8,882,252) (B14,336,538) {P8,827,101) (B13,415500) (P3282537) (B39 862,076) P— B532,611,273
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The fair values of plan assets by each class as at the end of the reporting periods are as follows:

2013 2012
Cash and cash equivalents B74,857,144 B4.749,087
Investment in government securities 693,457,738 75,060,979
Investment in equity securities 162,728,547 8,840,166
Investment in debt and other securities 63,800,661 3,878,895
Investment in mutual funds 15,241,230 -
Receivables 7,851,213 301,462
Others 95,210,474 5,871,306

P£1,113,147,007 B0§ 701,895

The sensitivity analysis below has been determined based on reasonably possible changes of each
significant assumption on the defined benefit obligation as of the end of the reporting period,
assuming if all other assumptions were held constant:

December 31, 2013
Possible Increase
Fluctuations (Decrease)

Discount rates

Turnover rate

Future salary increase rate

1% (R489,919,722)
1% 607,053,371

+1% (34,624,950)
-1% 38,705,250

+1% 599,310,655
1%  (490,661,296)

The Group expects to contribute B105.85 million to its defined benefit pension plan in 2014.

The average duration of the defined benefit retirement liability at the end of the reporting period is

17.87 years for the Group.

29. Income Taxes

Provision for income tax account consists of;

2012

{As restated -
2013 Note 2) 2011
Current £1,736,413,071 B120,152,710 £59,934,300
Deferred 17,579,768 144,923,530 76,273,791
Final 49,275,282 22,574,356 12,571,044

£1,803,270,121 P287,650,596 P148,779,135
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The components of the Group’s deferred taxes as of December 31, 2013 and 2012 are as follow:

Net deferred tax asset;

2012
(As restated -
2013 Note 2)
Deferred tax asset on:
Retirement benefit obligation P485,285,082 B124,108,933
Warranties payable and other provisions 269,892,617 17,258,550
Allowance for probable losses 229,086,007 1,835,950
Capitalized commissioning income 115,734,529 91,880,136
NOLCO 97,235,999 112,574,052
Decommissioning liability 57,798,142 32,616,214
Unearned premiums 42,523,751 -
Accrued expenses 40,316,088 20,076,902
Allowance for impairment losses 39,970,139 674,073
Others 40,527,930 9,838,740
1,418,370,884 410,863,550
Deferred tax liability on:
Costs of generation capitalized during construction 90,013,982 .
Deferred financing cost 69,834,890 58,084,306
Deferred acquisition costs 64,912,883 -
Dismantling costs 36,125,990 22,094,745
Fair value adjustment on acquisition - by Parent 33,707,943 -
Others 14,603,810 -
309,199,498 80,179,051

Net deferred tax asset

$£1,109,171,386

330,684,499

Net deferred liability:

2012
{As restated -
2013 Note 2)
Deferred tax asset on:
Fair value adjustment on acquisition - by Parent $£34,087,631 P-
Retirement benefit obligation 32,109,122 31,368,525
Unamortized discount on receivables 26,061,686 34,541,983
Deferred gross profit 10,974,011 -
NOLCO 102,179 101,033,995
Others 13,414,146 67,565,437
116,748,775 234,509,940
Deferred tax liability on:
Fair value adjustment on acquisition - by Parent 2,850,921,020 560,826,095
Fair value adjustment on acquisition - by
subsidiaries 226,373,419 246,058,064
Deferred financing cost 154,611,358 169,592,581
Earned interest income 61,457,003 23,198,482
Capitalized net income 11,738,793 66,335,015
Deferred gross profit - 49,256,057
Others 63,388,028 54,750,356
3,368,48%,621 1,170,016,650
Net deferred tax liability £3.251,740,846 £935,506,710
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The Group has deductible temporary differences for which deferred tax asset has not been
recognized since management believes that it is not probable that sufficient taxable income will be

available against which the said deductible temporary differences can be utilized.

As of December 31, 2013, 2012 and 2011, the Group’s unrecognized deductible temporary
differences pertain to its NOLCO and MCIT with details as follows:

NOLCO

Year Incurred Amount  Expired/Applied Balance Expiry Date
2013 B1,052,769,050 P-  PB1,052,769,050 2016
2012 968,338,310 - 968,338,310 2015
2011 632,568,376 - 632,568,376 2014
2010 331,942,224 331,942,224 - 2013

P2,985,617,960 B331,942,224 B2,653,675,736

CIT

Year Incurred Amount  Expired/Applied Balance Expiry Date
2013 B217,786 P- P217,786 2016
2012 446,800 - 446,800 2015
2011 17,559 - 17,559 2014
2010 1,587,387 1,587,387 - 2013

$2,269,532 P1,587,387 682,145

The reconciliation of the provision for income tax computed at the statutory income tax rate to the

provision for income tax shown in the consolidated statements of income follows:

2012
2013 (As restated) 2011
Provision for income tax
computed at statutory rate 30.00% 30.00% 30.00%
Tax effects of:
Interest income subjected to
final tax (0.22) (0.18) (0.57)
Nondeductible interest and
other expenses (3.51) (0.03) 0.23
Change in unrecognized
deferred tax asset 2.50 - 5.56
Nontaxable income (16.19) (26.57) (31.09)
12.58% 3.22% 4.13%

Board of Investments {BOI) Incentives of Fed Land

On various dates in 2009 and 2008, the BOI issued Certificates of Registration as a New
Developer of Mass Housing Project for its two (2) real estate projects in accordance with the
Omnibus Investment Code of 1987. Pursuant thereto, the registered projects have been granted
Income Tax Holiday (ITH) for a period of three (3) to four (4) years. The projects namely:
Marquinton-Cordova Tower and The Oriental Place are entitled to ITH in years 2008 to 2012.

The projects namely: The Capital Towers-Beijing, Marquinton Gardens Terraces-Toledo, Oriental
Gardens-Lilac and Peninsula Garden Midtown Homes-Tower A are entitled to ITH in years 2009
to 2013. Oriental Garden Heights - A, B and C in 2010 to 2014 and Marquinton Garden

Terraces - Valderrama Tower in 2010 to 2013.
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30. Lease Commitment

The Group as a lessee

The Group is a party under various lease agreements including the lease of premises occupied by
the head office, land leased for the Group’s mall and gasoline station as well as office space leased
for the Group’s branches. Lease terms under these agreements range from 1 to [0 years. These
lease agreements also include rent of parking space for a lease term of three years. The Group’s
rentals incurred on the lease for its malt and gasoline stations are presented as ‘Overhead’ and
included in the cost of goods and services sold account, amounting to 30.97 million,

£24.19 miltion and £27.85 million in 2013, 2012 and 2011, respectively (Note 25).

As of December 31, 2013 and 2012, the future minimum rental payments are as follows:

2013 2012
Within one year R39,201,598 B42,170,417
After one year but not more than five years 98,891,027 92,897,086

P138,092,625 £135,067,503

The Group as a lessor

Fed Land leases its mall to different parties as well as Toyota Motors which leases its land through
non-cancellable teases to various counterparties. The lease term ranges from 5 to 10 years. The
Group’s rental income on these leases amounted to P592.04 million, 233.44 million, and
P238.00 billion in 2013, 2012 and 2011, respectively (Note 9).

As of December 31, 2013 and 2012, the future minimum receipts from these lease commitments
are as follows:

2013 2012
Within one year 527,362,863 P487,926,149
After one year but not more than five years 1,202,054,987 1,256,010,629
More than five years 254,680,118 75,908,411

P1,984,097,968 R1,819,845,189

31.

Business Combinations

2013

Acquisition of Toyota

On January 17, 2013, the Parent Company and MBTC exccuted a Deed of Absolute Sale for the
acquisition of 2,324,117 common shares of stock of Toyota from MBTC as provided in the MOU
for a total consideration of B4.54 billion. This represented an additional 15.00% of Toyota’s
outstanding capital stock and increased the Parent Company’s shareholdings in Toyota to 51.00%.

The acquisition of Toyota was accounted for as a business combination achieved in stages,
wherein the cost of consideration included the cash consideration paid for acquiring direct
interests, fair value of previously held interest and the cost of indirect interest. The Parent
Company’s 36.00% direct ownership interest over Toyota was regarded as the previously held
interest and remeasured at fair value,
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The Group engaged a third party valuer, FTT Consulting, Inc., to conduct a purchase price
allocation. The Group elected to measure the non-controlling interest in Toyota at the
proportionate share of the non-controlling interest in the fair value of the identifiable net assets of
‘Toyota, amounting to B6.88 billion.

As of January 31, 2013, the fair values of the identifiable assets and liabilities of Toyota were
finalized as follows:

Assets
Cash and cash equivalents P8,581,503,619
Receivables 2,384,910,913
Inventories 5,256,937,104
AFS investments 560,349,347
Prepayments and other current assets 657,124,867
Property, plant and equipment 3,168,629 863
Investment properties 2,251,349,832
Deferred tax assets 421,764,219
Other non-current assets 337,258,975
Intangible assets - customer relationship (Note 13) 3,883,238,361
27,503,067,100
Liabilities
Accounts payable and accrued expenses 10,873,614,987
Loans payable 290,000,000
Income tax payable 51,952,821
Long-term debt 229,481,790
Deferred tax liability 2,232,084,208
13,677,133,806
Total identifiable net assets at fair value B13,825,933,294

The gross contractual amount of receivable acquired amounted to B2.44 billion.

The aggregate consideration transferred consists of:

Amount of non-controlling interest P6,879,802,794
Fair value of previously held interest 8,006,101,371
Cash consideration 4,536,985,322

P19,422,889,487

The fair value of the previously held interest of B1,435.33 per share was based on the valuation of
a third party valuer. The Company recognized gain on the revaluation of the previously held
interest amounting to 1.99 billion and is reported under the ‘Gain (loss) on revaluation of
previously held interest’ account in the consolidated statement of income.

The business combination resulted in a goodwill amounting to B5.60 billion computed as follows:

Total consideration transferred B19,422 889,487
Less: Fair value of identifiable net assets including
intangible assets 13,825,633,294

Goodwill R5,596,956,193
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Goodwill arising from the acquisition of Toyota Group is altocated entirely to the operations of
Toyota. None of the goodwill recognized is expected to be deductible for income tax purposes.

From the date of acquisition, Toyota Group has contributed gross revenues totaling #75.13 billion
and net income amounting to P3.94 billion to the Group. If the business combination with Toyota
has taken place at the beginning of the year, total revenues and net income attributable to equity
holders of the Parent Company in 2013 would have been 2111.04 billion and £8.67 billion,
respectively.

Acquisition of Charter Ping An

On October 10, 2013, GT Capital acquired 2,334,434 common shares of Ping An from Ty family
investment holding companies at a fixed price of Php614.3 per share for a total of 1.4 billion.
The acquisition represented 66.7% of the non-life insurance firm’s outstanding capital stock. The
Parent Company has effective ownership over Ping An of 74.97% (66.67% direct holdings and
8.30% indirect ownership). The Parent Company’s 8.30% indirect ownership came from its
25.11% direct interest in MBTC which has 99.23% direct interest in FMIC. FMIC, in turn, has
33.33% direct interest in Ping An.

On June 19, 2012 and April 23, 2013, the BOD and the stockholders of Ping An approved the
amendment of the Articles of Incorporation for the purpose of increasing the authorized capital
stock and the declaration of 1.62 million stock dividends equivalent to 2162.50 million. On
October 18, 2013, the Securities and Exchange Commission approved the application for the
increase in Ping An’s authorized capital stock from £350.00 million to £1.00 bitlion consisting of
10.00 million common shares with par value of R100.00 per share. The £162.50 million stock
dividend equivalent to 1.62 million common shares represented the minimum 25.00% subscribed
and paid-up capital for the above-mentioned increase in authorized capital stock.

The acquisition of Ping An was accounted for as a business combination achieved in stages,
wherein the cost of consideration included the cash consideration paid for acquiring direct
interests, fair value of previously held interest and the cost of indirect interest. The Parent
Company’s indirect ownership interest over Ping An through its associate MBTC which owns
99.23% of FMIC which in turn owns 33.33% of Ping An before the business combination date
was regarded as the previously held interest and remeasured at fair value. The accounting for the
business combination was determined provisionally as the Parent Company has to finalize the
information with respect to the recognition of the fair value of identifiable assets and liabilities and
deferred income tax assets and liabilities arising from the acquisition. The Group elected to
measure the non-controlling interest in Ping An at the proportionate share of the non-controlling
interest in the identifiable net assets of Ping An.

As of October 1, 2013, the provisional fair values of the identifiable assets and liabilities of Ping
An is as follows:

Assets

Cash and cash equivalents P52,376,512
Short-term investments 874,410,676
Receivables 1,615,879,399
Reinsurance assets 3,701,512,371
Deferred acquisition cost 221,204,997
Prepayments and other current assets 25,589,459
AFS investments 1,208,433,444

{Forward)
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Property, plant and equipment

B195,469,447

Other non-current assets 18,736,582
7,913,612,887
Liabilities
Accounts payable and accrued expenses 618,336,186
Insurance contract liabilities 5,326,709,306
Insurance payable 373,629,735
Deferred reinsurance commission 44,005,499
Income tax payable 43,944,818
Other current labilities 68,066,431
Pension liability 29,707,977
Deferred tax liability 38,535,272
6,542,935,224
Total identifiable net assets at fair value P1,370,677,663
Total contractual amount of receivables amounted to B1.64 billion.
The aggregate consideration transferred consists of:
Amount of non-controlling interest B343,050,222
Fair value of previously held interest 162,160,900
Cash consideration 1,419,620,522

P1,924,831,644

Based on preliminary valuation, the fair value of the previously held interest is £557.84 per share.
The Company recognized a gain on the revaluation of the previously held interest amounting to
£59.5 million reported under the ‘Gain (loss) on revaluation of previously held interest” account in
the consolidated statement of income.

The business combination resulted in a goodwill amounting to B554.15 million computed as
follows:

Total consideration transferred P1,924.831,644
Less: Fair value of identifiable net assets 1,370,677,663
Goodwill B554,153,981

None of the goodwill is expected to be deductible for income tax purposes. Goodwill arising from
the acquisition of Charter Ping An is allocated to the operations of Charter Ping An.

From the date of acquisition, Charter Ping An has contributed gross revenues totaling

£547.84 million and net income amounting to B34.58 million to the Group. If the business
combination with Charter Ping An has taken place at the beginning of the year, total revenues and
net income attributable to equity holders of the Parent Company in 2013 would have been
P106.70 billion and B8.76 billion, respectively.

Commeon Control Business Combination

On February 18, 2013, the BOD approved the merger of Federal Land with its two subsidiaries
namely: Fedsales Marketing, Inc. and Omni-Orient Marketing Network, Inc. wherein Federal
Land will be the surviving entity and the two (2) subsidiaries will be the absorbed entities. The
application for merger was filed and approved by the Philippine SEC on November 29, 2013.
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As a result of the merger, non-controlling interest amounting to 2,59 million arising from the
previous consolidation of OOMNI in Fed Land was reversed and reflected as part of ‘Other equity
adjustment’ account in the consolidated statement of financial position.

Also on May 8, 2013, the BOD of HLRDC, SHDC and HLPDC approved the merger of the
three (3) entities where HLPDC will be the surviving entity and HLRDC and SHDC will be the
absorbed entities. The application for merger was filed and approved by the Philippine SEC on
October 21, 2013.

2012

Acquisition of GBPC

As of December 31, 2011, the Parent Company had an indirect interest of 7.61% over GBPC
through its investment in MBTC-FMIC. The Parent Company also had deposits for future
subscription (DFS) amounting to 23.40 billion while FMIC had DFS to GBPC amounting to
P35.59 billion.

On December 9, 2011, as part of the Parent Company’s plan to acquire control over GBPC, the
Parent Company and GBPC entered into a Subscription Agreement which provided that of the
planned increase of 760.00 million in GBPC’s authorized capital stock, the Parent Company
shall subscribe to and purchase, and GBPC agrees to issue and sell, 117,067,800 shares with par
value of B100.00 per share, for a total consideration of B3.40 billion.

On January 16, 2012, the SEC approved the application for the increase in authorized capital stock
and reduction in the par value of common shares of GBPC from R100.00 per share to P1 .00 per
share. Upon approval of the increase, the Parent Company’s DFS in GBPC was converted into
117,067,800 common shares representing interest of 21.04% in GBPC while FMIC’s DFS was
converted to 195,058,600 common shares representing interest of 35.06% in GBPCand a
corresponding increase of 4.48% in the Parent Company’s indirect interest over GBPC.

On February 15 and 16, 2012, the Parent Company entered into a Deed of Absolute Sale with a
third party to acquire and transfer 35,504,900 and 38,863,000 common shares of GBPC,
respectively, with the third party as the seller and the Parent Company as the buyer for a
consideration amounting to 21.24 billion and B1.36 billion, respectively. Such shares aggregating
to 74,367,900 common shares represent 13.37% interest over GBPC.

The Parent Company acquired an additional 11.89% direct interest over GBPC for a total direct
interest of 50.89%.

The acquisition of GBPC was accounted for as a business combination achieved in stages, wherein
the cost of consideration included the cash consideration paid for acquiring direct interests, fair
value of previously held interest and the cost of indirect interest. The Parent Company’s indirect
ownership interest over GBPC through its associate MBTC which owns 98.06% of FMIC which
in turn owns 38.09% of GBPC before the business combination date was regarded as the
previously held interest and remeasured at fair value.

The Group engaged a third party valuer, FTI Consulting, Inc., to conduct a purchase price
allocation. The fair value of the identifiable assets and liabilities was finalized in April 2013. The
Group elected to measure the non-controlling interest in GBPC at the proportionate share of the
non-controlling interest in the identifiable net assets of GBPC.
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As of April 30, 2013, the fair values of the identifiable assets and liabilities of GBPC were
finalized as follows:

Assets

Cash and cash equivalents

Receivables

Inventories

Prepayments and other current assets
Receivables from affiliates

Property, plant and equipment
Investments and other non-current assets
Intangible assets {Note 13)

£10,506,427,392
3,935,964,042
895,882,766
1,212,354,008
427,605,411
33,492,302,035
3,077,687,617
8,995,160,191

62,543,383,462

Liabilities

Accounts payable and accrued expenses
Long-term debt

Other liabilities

Deferred tax liability

3,103,143,856
34,260,023,586
854,225,652
593,256,587

38,810,649,681
Total identifiable net assets at fair value P213.732,733,781

The aggregate consideration transferred consists of:

Amount of non-controlling interest R15,238,649,131
Fair value of previously held interest 690,643,951
Cash consideration and cost of indirect interest 7,375,910,045

P23,305,203,127

The fair value of the previously held interest of P37.81 per share was based on the valuation of
FTI Consulting, Inc. The Company recognized a toss on the revaluation of the previously held
interest amounting to £53.95 million.

The business combination resulted in a gain on bargain purchase amounting to £427.53 million
computed as follows:

Total consideration transferred P213.305,203,127
Less: Fair value of identifiable net assets including intangible assets (23,732,733,781)
Gain on bargain purchase (R427,530,654)

Acquisition of Non-Controlling Interest

GBPC

On May 2, 2012, the Parent Company exercised its option to acquire 25,520,700 common shares
of GBPC representing 4.59% of GBPC’s outstanding capital stock, at a fixed price of R35.00 per
share for a total cost of B893.20 million. This increased the Parent Company’s direct ownership
over GBPC to 39.00%.

On September 12, 2012, the Parent Company acquired from a third party an additional 66,145,700
GBPC common shares, representing 11.89% of GBPC’s outstanding capital stock from the
holders of the non-controlling interest, at a fixed price of P35.13 per share for a total cost of
P2.32 billion. The acquisition increased the Parent Company’s direct holdings in GBPC to
50.89%.
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Fed Land

On May 3, 2012, the Parent Company acquired the remaining 20.00 million common shares of
Fed Land representing 20.00% of Fed Land’s outstanding capital stock from the holders of the
non-controlling interest for a total cost of £2.70 billion, thereby increasing the direct holdings of
the Parent Company in Fed Land from 80.00% to 100.00%.

These acquisitions were accounted for as change in ownership without loss of control and are
accounted for as equity transactions. Total negative other equity adjustments recognized from
these acquisitions amounted to #681.07 million (Note 22).

32.

Fair Value Measurement

The methods and assumptions used by the Group in estimating the fair value of the financial
instruments are as follows:

Cash and cash equivalents and Other current assets (short-term cash investments)
The fair value of cash and cash equivalents approximate the carrying amounts at initial recognition
due to the short-term maturities these instruments.

Receivables

The fair value of receivables due within one year approximates its carrying amounts. The fair
values of installment contracts receivable are based on the discounted value of future cash flows
using the applicable rates for similar types of instruments. The discount rates used ranged from
8.00% to 12.00% as of December 31,2013 and 2012. For the long-term loan receivable, the
Group used discounted cash flow analyses to measure the fair value of the loan and determined
that the carrying amount of the loans receivable was not materially different from its calculated
fair value,

Due from and to related parties
The carrying amounts approximate fair values due to short term in nature. Related party
receivables and payables are due and demandable.

AFS investments unquoted

These are carried at cost less allowance for impairment losses because fair value cannot be
measured reliably due to lack of reliable estimates of future cash flows and discount rates
necessary to calculate the fair value.

AFS investments quoted
Fair value of quoted AFS investment is based on the quoted market bid prices at the close of
business on the reporting date.

Accounts and other payables
The fair values of accounts and other payables and loans payable approximate the carrying
amounts due to the short-term nature of these transactions.

Loans payable

Current portion of loans payable approximates its fair value due to its short-term maturity. Long-
term portion of loans payable subjected to quarterly repricing is not discounted. The interest rates
used ranged from 3.75% to 7.10% for the year ended December 31, 2013 and 2012.
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Liabilities on purchased properiies
Estimated fair value was based on the discounted value of future cash flows using the applicable
interest rates for similar types of loans as of reporting date. Long-term payable was incurred on
December 20, 2012 with 3.00% interest per annum.
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The following tables summarize the carrying amount and fair values of financial assets and
liabilities, as well as nonfinancial assets, analyzed based on the fair value hierarchy (see

accounting policy on Fair Value Measurement), except for assets and liabilities where the carrying
values as reflected in the consolidated statements of financial position and related notes

approximate their respective fair values.

2013
Carrying Value Level 1 Level 2 Level 3 Total
Financial Assets
Loans and receivables
installment contracts
receivable P5.819,661,101 B- B- R7,690,378,192 P7,690,378,192
AFS investments
Government securitics 480,269,424 - 480,269,424 ~ 480,269,424
Quoted debt securities 1,153,068,021 1,153,068,021 - - 1,153,068,021
Quoted equity securities 1,505,540,179 1,565,540,179 - - 1,505,546,179
Total Financial Assets FR,958,538,725 £2,658,608,200 P480,269,424 P-  P10,829,255,816
Non-Financial Assets
Investment properties P£8,328,668,533 P B P7,690,378,192 P£7,690,378,192
Financial Liabilities
Loans payable P45,692,608,996 P~ P47,609,127,777 B R47.609,127,777
Bonds payable 9,903,088,308 - 9,994,354,200 - 9,994,354,200
Total Financial Liabilities P55,595,697,304 P-  B57,603,481,977 B~ P57.603,481,977
2012
Carrying Value Level [ Level 2 Level 3 Total
Financial Assets
L.oans and receivables
[nstallment contracts
receivable £3,925,822 347 B B P3 925822347  $£3925,822,347
AFS investments
Government securities 9,921,760 - 9,921,760 - 9,621,760
Quoted equity securities 1,050,165,533 1,050,165,533 - - 1,050,165,533
Total Financial Assets B4,985,509,640 R1.050,165,533 B 521,760 P3,925,822.347  B4,985,909,640
Non-Financial Assets
Investment properties £8,328 668,533 B— B-  PI3,121,349,832 P13,121,349,832

Financial Liabilitics
Leans payable

B55,753,027,791

P—  P60,436,580,305

B

B60,456,580,305

As of December 31, 2013 and 2012, no transfers were made among the three levels in the fair

value hierarchy.

Inputs used in estimating fair values of financial instruments carried at cost and categorized under
Level 3 include risk-free rates and applicable risk premium.

The fair value of the Group’s investment properties has been determined based on valuations
performed by third party valuers. The value of the land was estimated by using the Market Data
Approach, a valuation approach that considers the sales, listings and other related market data
within the vicinity of the subject properties and establishes a value estimate by processes
involving comparison. Valuation of the Group’s investment properties are done every three years
with the latest valuation report issued in February 2012,
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The table below summarizes the valuation techniques used and the significant unobservable inputs
valuation for each type of investment properties held by the Group:

Valuation Techniques Significant Unobservable Inputs
Land Market Data Approach Price per square meter, size, location,
shape, time element and corner
influence
Building and Land Cost Approach and Market Data Lineal and square meter, current cost
Improvements Approach of materials, labor and equipment,
contractor’s profits, overhead, taxes
and fees

Description of the valuation techniques and significant unobservable inputs used in the valuation
of the Group’s investment properties are as follows:

Valuation Techniques

Market Data Approach A process of comparing the subject property being appraised to similar

Cost Approach

comparable properties recently sold or being offered for sale.

A process of determining the cost to reproduce or replace in new
condition the assets appraised in accordance with current market prices
for similar assets, with allowance for accrued depreciation on physical
wear and tear, and obsolescence.

Significant Unobservable Inputs

Reproduction Cost New The cost to create a virtual replica of the existing structure, employing

Size

Shape

Location

Time Element

Discount

Corner influence

the same design and similar building materials.

Size of fot in terms of area. Evaluate if the lot size of property or
comparable conforms to the average cut of the lots in the area and
estimate the impact of lot size differences on land value.

Particular form or configuration of the lot. A highly irregular shape limits
the usable area whereas an ideal lot configuration maximizes the usable
area of the lot which is associated in designing an improvement which
conforms with the highest and best use of the property.

Location of comparative properties whether on a Main Road, or
secondary road. Road width could also be a consideration if data is
available. As arule, properties located along a Main Road are superior
to properties located along a secondary road.

“An adjustment for market conditions is made if general property values
have appreciated or depreciated since the transaction dates due to
inflation or deflation or a change in investors’ perceptions of the market
over time”. In which case, the current data is superior to historic data.

Generally, asking prices in ads posted for sale are negotiable. Discount
is the amount the seller or developer is willing to deduct from the posted

selling price if the transaction will be in cash or equivalent.

Bounded by two (2) roads.
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33. Financial Risk Management and Objectives

The Group’s principal financial instruments comprise cash and cash equivalents, receivables, due
from related parties, AFS investments, accounts and other payable, due to/from related parties, and
loans payable.

Exposure to credit, liquidity and foreign currency risks, interest rate arise in the normal course of
the Group’s business activities. The main objectives of the Group’s financial risk management are
as follows:

e to identify and monitor such risks on an ongoing basis;
¢ to minimize and mitigate such risks; and
¢ to provide a degree of certainty about costs.

The use of financial derivative instruments (if any) is solely for management of the Group’s
financial risk exposures. It is the Group’s policy not to enter into derivative transactions for
speculative purposes.

The Group’s financing and treasury function operates as a centralized service for managing
financial risks and activities as well as providing optimum investment yield and cost-efficient
funding for the Group.

Credit Risk

The Group’s credit risks are primarily attributable to its financial assets. To manage credit risks,
the Group maintains defined credit policies and monitors on a continuous basis its exposure to
credit risks. Given the Group’s diverse base of counterparties, it is not exposed to large
concentrations of credit risk.

Financial assets comprised cash and cash equivalents, receivables, due from related parties and
AFS investments. The Group adheres to fixed limits and guidelines in its dealings with
counterparty banks and its investment in financial instruments. Bank limits are established on the
basis of an internal rating system that principally covers the areas of liquidity, capital adequacy
and financial stability. The rating system likewise makes use of available international credit
ratings. Given the high credit standing of its accredited counterparty banks, management does not
expect any of these financial institutions to fail in meeting their obligations.

In respect of installment receivables from the sale of properties, credit risk is managed primarily
through credit reviews and an analysis of receivables on a continuous basis. The Group also
undertakes supplemental credit review procedures for certain installment payment structures.
Customer payments are facilitated through various collection modes including the use of post
dated checks and auto-debit arrangements. Exposure to bad debts is not significant and the
requirement for remedial procedures is minimal given the profile of buyers,

a. Maximum exposure to credit risk after taking into account collateral held or other credit
enhancements

As of December 31, 2013 and 2012, the maximum exposure to credit risk of the Group’s
financial assets is equal to its carrying value except for installment contracts receivable with
nil exposure to credit risk since the fair value of the related condominium units collateral is
greater than the carrying value of the installment contracts receivable.
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As of December 31, 2011, the maximum exposure to credit risk of the Group’s financial assets
is equal to its carrying value except for installment contracts receivable and loans receivable.
The maximum exposure to credit risk of the installment contracts receivable is nil since the
fair value of the condominium units collateral is greater than the carrying value of the
installment contracts receivable. The maximum exposure to credit risk of the loans receivable
amounted to B1.24 billion since B1.36 billion of the loans receivable was secured by the
shares of GBPC with fair value amounting to £1.47 billion.

Credit quality per class of financial assets
The credit quality of the financial assets was determined as follows:

Cash and cash equivalents and long term cash investment-based on the nature of the
counterparty and the Group’s internal rating system.

Receivables - high grade pertains to receivables that had no default in payment; medium grade
pertains to receivables with a history of being 30 to 90 days past due; and low grade pertains

to receivables with a history of being over 120 days past due.

AFS investments - quoted AFS investments is based on the quoted market bid prices at the
close of business on the reporting date while the unquoted financial assets are unrated.
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The table below shows the credit quality per class of financial assets based on the Group’s rating system:

December 31, 2013
Neither Past Due Nor Individually Impaired Past Due but
not Individually Individually
High Grade Medium Grade Low Grade Total Impzired Impaired Total
Cash and cash equivalents* (Note 4) P27,161,145,89% P P P27,161,145.896 P P B27,161,145.896
Short-term Investments 1,466,463,867 - - 1,466,463,867 - - 1,466,463,867
Receivables (Note 5)
Trade receivables 7,412,130.179 7.412,130,179 610,924,329 9,923,816 8,032,978,324
[nstaliment contracts receivable 2,301,427,513 2,412,942,503 628,024,445 5,342,394,461 475,615,793 1,650,847 5,819,661,101
Insurance receivables 1,622,829,.840 - - 1,622,829.840 - - 1,622,829,840
Accrued rent and commission income 335,682,637 - - 335,682,637 - - 335,682,637
Loans receivable 719,934,106 - - 719,934,106 - 719,934,106
Dividends receivable 240,000,000 — - 240,000,000 - — 240,000,000
Nontrade receivables 198,940,565 198,940 565 198,940,565
Others 309,890,868 15,183,102 835,903 325,909,873 77,028,664 30,028,493 432,967,030
Due from related parties (Note 27) 849,398,310 - - 849,398,310 - - 849,398,310
AFS investments (Note 10)
Equity securities
Quoted 1,497,970,179 - 1,497.970,179 - 1,497,970,179
Unguoted 480,269,424 - - 480,269,424 - 480,269,424
Quoted debt securities 1,132,556.640 — — 1,132,556,640 — ~ 1,132,556,640
£45,728,640,024 £2,428,125,605 P628.860,348 P48.785,625,977 P1,163,568,786 241,603,156 £49,990,797,919
* Excludes cash on hand amounting to P5,742,556
December 31,2012
Neither Past Due Nor Individually Impaired Past Due but
High Medium Low not Individually Individually
Grade Grade Grade Total Impaired Impaired Total
Cash and cash equivalents (Note 4) £11,546,836,848 B B- £11,546,836,848 B B- ®11,546,836,848
Receivables (Note 5)
Trade receivables 2,855,506,58C 918,642,474 - 3,774,149,054 774,218,711 - 4,548,367,765
Installment contracts receivable 3,532,379,328 - - 3,532.379328 393,443,019 - 3,925,822 347
Loans receivable 742,819,163 - - 742 819,163 - - 742,819,163
Accrued rent and commission 1acome 148 605,645 148,605,645 148 605,645
Others 298,220,302 - 298,220,802 - 4,617,424 302,838,226
Due from related parties (Note 27) 489,042,589 - 489,042,589 489,042,589
AFS investments (Note 10)
Quoted 1,056G,165,533 - - 1,050,165,533 - - 1,050,165,533
Unquoted 9.921,760 - - 9,921,760 — - 9,921,760
£20,673,498,248 PO18,642 474 £ £21,592,140,722 B1.167661,730 84,617 424 P22 764,419,876

*Excludes cash on hand amounting to P6,451,650
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As of December 31, 2013 and 2012, the aging analysis of past due but not individually impaired financial assets presented per class, is as follows:

December 31, 2013

Neither Past Due

Past Due but not Individually Impaired

nor Individually Individually
Impaired <30 days 30-60 days 61-90 days 91-120 days >120 days Total Impaired Total
Cash and cash equivalents (Note 4) P27,166,888,452 - - - E o - E P- P27,166,888,452
Short-term investment 1,466,463,867 - - - — - - - 1,466,463,867
Receivables (Note 5)
Trade receivable 7,521,518,936 209,793,262 108,323,500 3,326,557 181,297,997 6,474,437 509,215,753 2,243,635 8,032,978,324
Installment contracts receivable 5,342,394,460 96,681,907 52,542,331 61,146,857 27,909,477 237,335,220 475,615,792 1,650,849 5,819,661,101
Insurance Receivables 1,051,504,220 92,906,206 39,502,507 41,582,476 359,865,628 - 533,356,817 37,468,803 1,622,829,840
Loans receivable 719,934,106 - - - - - - - 719,934,106
Dividend receivable 240,000,000 - - - - - - - 240,000,000
Accrued rent and commission Income 335,682,637 - - - - - - - 335,682,637
Non-trade receivable 198,940,565 - — — - - - — 198,940,565
Others 413,486,694 738,053 1,440,010 1,269,083 13,717,989 2,315,201 19,480,336 - 432,967,030
Due from related parties (Note 27) 849,398,310 - - - - - - - 849,398,310
AFS investments (Note 10)
Equity securities
Quoted 1,497,970,179 - - - - - - - 1,497,970,179
Unquoted 480,269,424 - - - - — - - 480,269,424
Quoted debt securities 1,124,248,174 - - - — - - 8,308,466 1,132,556,640
P48,408,700,024 £400,119,428 $201,808,348 £107,324 973 B582,791,091 £246,124,858 P1,538,168,698 B49,671,753  ®49,996,540,475
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December 31, 2012

Neither Past Due
nor individually

Past Due but not Individually Impaired

Individuaily

Impaired <30 days 30-6( days 61-90 days 91-120 days =120 days Total Impaired Total
Cash and cash equivalents (Note 4) £11,553,288,498 P B o P P B B PI1,553,288,498
Receivables (Note 5)
Trade receivable 3,774,149.054 273,650,902 111,349,044 78,761,201 304,074,602 6,382,362 774,218,711 - 4,548,367,765
Instaliment contracts receivable 3,532.379,328 73,835,456 39,504,499 40,690,797 44,921,009 192,491,258 393,443,019 - 3,925,822,347
Loans receivable 742,819,163 - - - — - - - 742,819,163
Accrued rent and commission income 148,605,645 - - - - - - - 148,605,645
Others 298,220,802 — - - — - — 4,617,424 302,838,226
Due from related parties (Note 27) 489,042,589 - - - - - - - 489,042,589
AFS investments (Note 10)
Quoted 1,050,165,533 - - - - - - - 1,050,165,533
Unquoted 9,921,760 - — — — - — - 9,921,760
£21,598,592,372 £349.486,358 B150,854,143 p119,451,998 £348,995,611 P198873.620 B1,167,661,730 P4.617424 B22,770,871,526
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The Group monitors its cash flow position, debt maturity profile and overall liquidity position in
assessing its exposure to liquidity risk. The Group maintains a level of cash and cash equivalents
deemed sufficient to finance operations and to mitigate the effects of fluctuation in cash flows.
Accordingly, its loan maturity profile is regularly reviewed to ensure availability of funding
through an adequate amount of credit facilities with financial institutions.

Overall, the Group’s funding arrangements are designed to keep an appropriate balance between
equity and debt, to give financing flexibility while continuously enhancing the Group’s businesses.
To serve as back-up liquidity, management develops variable funding alternatives either by

issuing debt or raising capital.

The tables below summarize the maturity profile of the Group’s financial assets and liabilities
based on undiscounted contractual payments:

December 31, 2013

<1year >1to<5years > 5 years Total
Financial assets
Cash and cash equivalents (Note 4) P28.,416,018,465 P B- P28,416,018,465
Short-term investments (Note 4) 2,016,387,817 - - 2,016,387,817
Receivables (Note 5)
Trade teceivable 8,032,978,324 - - 8,032,978,324
Installment contracts receivable 2,771,155,157 3,859,481,354 52,862,327 6,683,498,838
Insurance receivables 1,622,829,840 - - 1,622,829,840
Loans receivable 30,091,649 156,598,649 804,630,064 991,320,362
Dividends receivable 240,000,000 - - 240,000,000
Accrued commission income 335,682,637 - - 335,682,637
Nontrade teceivables 198,940,565 - - 198,940,565
Others 432,967,030 - - 432,967,030
Due from related parties (Note 27) 849,398,310 - - 849,398,310
AFS investments (Note 10)
Equity Secutities
Quoted - - 1,497,970,179 1,497,970,179
Unquoted - - 480,269,424 480,269,424
Debt 31,074,450 185,979,794 836,013,777 1,153,068,021

Total undiscounted financia! assets

P44,977,524,244

$4,302,059,797

P3,671,745,771

P52,951,329,812

Other financial liabilities
Accounts and other payables (Note 1 5)

Trade P7,590,142,735 P- P-  P7,590,142,735
Telegraphic Transfers and drafts and
acceptance payable 5,819,661,101 - - 5,819,661,101
Accrued expenses 3,698,807,355 - - 3,698,807,355
Deferred output tax 2,454,049,984 - - 2,454,049,984
Retentions payable 500,417,643 - - 500,417,643
Accrued interest 389,752,174 - - 389,752,174
Accrued commission 367,772,684 - - 367,772,684
Insurance payable 296,242,243 - - 296,242,243
Others 1,046,599,001 - - 1,046,599,001
Loans payable (Note 17) 1,092,492,332  36,613,052,569 17,335,750,224  55,041,295,125
Bonds payable (Note 17) 489,175,200 1,956,700,800 11,268,212,840  13,714,088,840
Due to related parties (Note 27) 188,385,414 - - 188,385,414
Liabilities on purchased properties — 1,486,916,469 3,873,645,362 5,360,561,831
Totat undiscounted financial liabilities P23,933,497,866  P40,056,669,838 $32 477,608,426 P96,467.776,130

Liquidity Gap $21,044,026,378 (R35,754,610,041) (P28,805,862,655) (B43,516,446,318)
¥ Excludes cash on hand ameunting to R5.742.556
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December 31, 2012

<1lyear  >11o<35 years > 5 years Total
Financial assets
Cash and cash equivalents (Note 4) B11,561,739,415 P-- P R11,561,739,415
Receivables (Note 3)
Trade receivable 3,957,368.507 673,056,989 5,745,676 4.636,171,172
Installment contracts receivable 2,247,979,452 2,129,597,469 40,338,458 4417915379
Loans receivable 22,207,500 220,873,333 816,037,500 1,059,118,333
Accrued rent and commission income 148,603,645 - - 148,605,645
Others 140,815,196 - - 140,815,196
Due from related parties {Note 27} 489,042,589 - - 489,042,589
AFS investments (Note 10)
Quoted - - 1,050,165,533 1,050,165,533
Unquoted - 9,921,760 9,921,760

Total undiscounted financial assets R18,567,758,304 R3.023,527.791 R1,922,208927 $23,513,495,022

Other financial liabilities
Accounts and other payables (Note 15)

Trade £3,986,382,998 R7,500,000 P P3993,882,998
Deferred output tax 1,373,645,486 - - 1,373,645,486
Accrued expenses 1,203,694.170 - - 1,203,694,170
Accrued interest 346,055,359 - - 346,055,359
Retentions payable 294,632,748 - - 294,632,748
Accrued commission 42,917,890 — - 42,917,890
Others 119,030,223 2,859,970 - 121,890,193
Dividends payable 1,948,727,265 - - 1,948,727,265
Loans payable (Note 17) 18,668,326,386 32,742,778,554 19,349,562,698 70,760,667,638
Due to related parties {Note 27) 191,264,721 - - 191,264,721
Liabilities on purchased properties - 888,140,064 2,313,741,028 3,201,881,092
Total undiscounted financial liabilities 828,174,677,246  B33,641,278,588 $21,663,303,726 PR3,479,259,560
Liquidity Gap (R9,606,918,942) (R30,617,750,797) (P19,741,094,799) (859,965,764,538)

*Excludes cash on hand amounting (o R6,451,650

Foreign currency risk
Foreign currency risk is the risk that the value of financial instruments will fluctuate due to
changes in foreign exchange rate.

The Group’s foreign currency-denominated financial instruments are included in cash and cash
equivalents and short-term investments. Cash and cash equivalents denominated in foreign
currency amounted to US$8.55 million and JP¥3.24 million as of December 31, 2013 and
US$6.24 million and nil as of December 31, 2012. Short-term investments denominated in
foreign currency amounted to US$27.31 million and JP¥76.00 million as of December 31, 2013
and nil as of December 31, 2012.

In translating the foreign currency-denominated monetary assets and liabilities into peso amounts,
the exchange rates used were B44.40 to US$1.00 and P41.05 to US$1.00, the Philippine peso-U.S.
dollar exchange rates, and #0.42 to JP¥1.00 and nil, the Philippine peso-Japan Yen exchange rates
as at December 31, 2013 and 2012, respectively.
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The following table demonstrates the sensitivity to a reasonably possible change in the Philippine
peso-US dollar exchange rate, with all variables held constant, of the Group’s profit before tax
(due to changes in the fair value of monetary assets and liabilities) on December 31, 2013 and
2012. There is no other impact on the Group’s equity other than those already affecting the
statements of comprehensive income.

Increase (Decrease) in Income Before Tax

Reasonably Possible Change 2013 2012 2011

USs B1.00 (R2,510,102,063) B6,236,619 B7.207
(1.00) 2,510,102,063 (6,236,619) (7,207)

JPY 1.00 (1,853,268) - -
(L.o0) 1,853,268 - -

Interest rate risk

The Group’s interest rate exposure management policy centers on reducing the Group’s overall
interest expense and exposure to changes in interest rates. Changes in market interest rates relate
primarily to the Group’s interest-bearing debt obligations with floating interest rate as it can cause
a change in the amount of interest payments.

The Group manages its interest rate risk by leveraging on its premier credit rating and maintaining
a debt portfolio mix of both fixed and floating interest rates. The portfolio mix is a function of
historical, current trend and outlook of interest rates, volatility of short-term interest rates, the
steepness of the yield curve and degree of variability of cash flows.

The following table demonstrates the sensitivity to a reasonably possible change in interest rates,
with all variables held constant, of the Group’s income before tax (through the impact on floating

rate borrowings).

Increase (decrease) in income before tax

Reasonably Possible Changes in

Interest Rates 2013 2012 2011
100 basis points (bps) (P155,702,489) (R174,197,246) (P817,461,000)
100 bps 155,702,489 174,197,246 817,461,000

The Group follows a prudent policy in managing its assets and liabilities so as to ensure that
exposure to fluctuation in interest rates are kept within acceptable limits.

Equity price risk

Equity price risk is the risk that the fair values of investments in quoted equity securities could
decrease as a result of changes in the levels of equity indices and the value of individual stocks.
The Group is exposed to equity securities price risk because of AFS investments held by the
Group.

The table below shows the sensitivity to a reasonably possible change in the Philippine Stock
Exchange index (PSEi), with all other variables held constant, of the Group’s equity (through
other comprehensive income) due to changes in the carrying value of the Group’s AFS
investments. The analysis links PSEi changes, which proxies for general market movements, to
individual stock prices through their betas. Betas are coefficients depicting the sensitivity of
individual prices to market movements.
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The sensitivity range is based on the historical volatility of the PSEi for the past year. The
analysis is based on the assumption that last year’s PSEi volatility will be more or less the same in
the following year.

Increase {decrease) in
Percentage change in PSEi _total comprehensive income

2013 Increase by 23.31% B79,769,658
Decrease by 23.31% 79,769,658

2012 Increase by 14.01% 97,559,778
Decrease by 14.01% (97,559,778)

34. Basic/Diluted Earnings Per Share

The basic/diluted earnings per share amounts for the years ended December 31, 2013 and 2012
were computed as follows:

2012
{As restated -
2013 Note 2) 2011
Net income attributable to Parent
Company £8,640,180,114 P6,589,727,953 £3,324,399,379
Weighted average number of shares 173,853,425 148,081,967 125,000,000
£49.70 £44.50 £26.60

Basic and diluted earnings per share are the same due to the absence of dilutive potential common
shares.

35. Operating Segments

Segment Information
For management purposes, the Group is organized into business units based on their products and
activities and has four reportable segments as follows:

» Real estate is engaged in real estate and leasing, development and selling of properties of
every kind and description, as well as ancillary trading of goods such as petroleum, non-fuel
products on wholesale or retail basis, maintenance of a petroleum service station, engaging in
food and restaurant service and acting as a marketing agent for and in behalf of any real estate
development company or companies;

¢ Financial institutions are engaged in the banking and insurance industry;

¢ Power is engaged mainly in the generation and distribution of electricity; and

e Automotive operations is engaged in the assembly, manufacture, importation, sale and
distribution of all kinds of automobiles including automobile parts, accessories, and
instruments:

Others pertain to other corporate activities of the Group (i.e., capital raising activities, acquisitions
and investments).
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The chief operating decision maker (CODM) monitors the operating resuits of the Group for
making decisions about resource allocation and performance assessment. Segment performance is
evaluated based on revenue, earnings before interest, taxes and depreciation/amortization
(EBITDA) and pretax income which are measured similarly under PFRS, except for EBITDA.
EBITDA is computed by reconciling net interest income (expense) and provision for income taxes
to the net income and adding back depreciation and amortization expenses for the period.

Segment Assets
Segment assets are resources owned by each of the operating segments that are employed in its

operating activities.

Segment Liabilities
Segment liabilities are obligations incurred by each of the operating segments from its operating
activities.
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The following tables present the financial information of the operating segments of the Group (amounts in thousands) as of and for the years ended December 31,2013,

2012 and 201 1:
December 31, 2013
Financial Automotive
Real Estate Institution Operations Power* Others Total
Revenue P5,359,112 P504,585 P74,358,719 P16,944,069 - P97,166,485
Other income 1,042,486 43,263 109,054 100,182 2,069,099 3,364,084
Equity in net income of associates and joint ventures 410,249 3,058,216 119,345 - - 3,587,810
6,811,847 3,606,064 74,587,118 17,044,251 2,069,099 104,118,379
Cost of goods and services sold 619,600 — 44,849,860 - — 45,469,460
Cost of poods manufactured - - 19,986,100 — - 19,986,100
Cost of real estate sales 3,666,932 - - - - 3,666,932
Power plant operation and maintenance - - - 8,945,436 - 8,945,436
Net insurance benefits - 289,525 - — - 289,525
General and administrative expenses 1,732,919 235,939 4,282,206 2,842,079 300,568 9,393,711
6,019,451 525,464 69,118,166 11,787,515 300,568 87,751,164
Earnings before interest and taxes 792,396 3,080,600 5,468,952 5,256,736 1,768,531 16,367,215
Depreciation and amertization 164,248 5,785 190,432 2,492,320 4,489 2.857,274
EBITDA 956,644 3,086,385 5,659,384 7,749,056 1,773,020 19,224,489
Interest income 1,043,592 16,252 177,061 133,561 58,563 1,429,029
Interest expense (620,928) 420y (87,282) (2,153,906) (599,787 (3,462,323)
Depreciation and amortization {164,248) (5,785) (190,432) (2,492,320) (4,489) (2,857,274)
Pretax income 1,215,060 3,096,432 5,558,731 3,236,391 1,227,307 14,333,921
Provision for income tax 203,969 3,640 1,506,595 77,353 11,713 1,803,270
Net income £1,011,091 B3,092,792 24,052,136 £3,159,038 P1,215,594 P12,530,651
Segment assets £27310,535 8,239,989 £29,179,086 B50,586,094 P77,044,142 F192,359 846
Segment liabilities P24,655,375 P7,897,017 P17,957,456 P38,519,309 £10,766,934 £99,796,091

* Eneroy fees are presenied net of adiustments (e.g. discounts) amounting to R196.97 million
gy b /] g g
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December 31, 2012 (As restated - Noig 2)

Financial Auiomotive

Real Estate Institution Operations Power* Others Total

Revenue B2.861,738 P- P- B12.845110 P P15,706,848
Other income 2,058,724 - - 69,879 373,765 2,502,368
Equity in net income of associates and joint ventures 225651 3,045.293 631,152 — — 3,902.096
5,146,113 3,045,293 631,152 12,914,989 373,765 22,111,312

Cost of real estate sales 1,342,018 - - - - 1,342,018
Cost of goods and services sold 680,911 - — - - 680,911
Power plant operation and maintenance - - - 6,711,049 - 6,711,049
General and adminisirative expense 1,323,984 - - 1,958,632 276,406 3,559,022
1,346,913 — - 8,669,681 276,406 12,293,000

Earnings before interest and taxes 1,799,200 3,045,293 631,152 4,245308 97,359 9,818,312
Depreeiation and amortization 67,898 - — 1,559,179 2,039 1,629,116
EBITDA 1,867,098 3,045,293 631,152 3,804,487 99,398 11.447,428
Interest income 576,922 - - 212,631 76,878 866,431
[nieresi expense (326,942) - - {825,487 (597,352) (1,749,781)
Depreciation and amortization (67,898) — — (1,559,179) (2,039 (1,629,116)
Pretax income 2,049,180 3,045,293 631,152 3,632,452 {423,115 8,934,962
Provision for income tax 60,939 — - 211,337 15,375 287,651
Net income B1,988,241 £3,045,293 B631,152 B3 421,115 {P438,450) B8.647.311
Segment assets R19,817,046 B33,420,735 85901404 B53,513,011 B24,332,799 P136,985.055
Segment liabilities £11,805,462 B P— B34,982 606 P25,143,295 B71,931,363

* Energy fees are presented net of adjustments (e.g. discounts) amounting to 353 11 million
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December 31, 2011 (As restated - Note 2)

Financial Automotive

Real Estate Tnstitution Operations Power Others Total

Revenue B3,276,862 P P P P £3,276,862
Other income 15,955 - - - 506,563 522518
Equity in net income of associates and joint ventures 87,552 3.018484 461,837 - — 3.567873
3,380,369 3,018,484 461,837 — 506,563 7,367,253

Cost of real estale sales 1,553,768 - - - — 1,553,768
Cost of goods and services sold 709,727 — - - - 700,727
General and administrative expense 574,498 - - - 535,248 1,109,746
2,837,993 — — - 535,248 3,373,241

Earnings before interest and taxes 542,376 3,018,484 461,837 — (28,685) 3,994,012
Depreciation and amortization 29,346 - - - 42,006 71,352
EBITDA 571,722 308,484 461,837 - 13,321 4,065,364
Interest income 591,314 - - - 6,914 598,228
Interest expense (432,809) (556,941) (989,750)
Depreciation and amortization (29,346) — - — (42,006) (71,352)
Pretax income 700,881 3,018,484 461837 - (578.712) 3,602,490
Provision for income tax 138,339 - - — 10,440 148779
Net income B562,542 23,018,484 P461,837 P (B2589,512) P3,453,711
Segment asseis P28,953,681 £32,196,747 82,071,712 B3,397,121 £3110,222 £69,729,483

Segment liabilities £18,299,016 P— P P R14,944,612 P33,243,628

IO O
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Geographical Information
The following table shows the distribution of the Group’s consolidated revenues to external
customers by geographical market, regardiess of where the goods were produced:

2013
Domestic BO5.441,206,420
Foreign 10,106,201,620

P105,547,408,040

In 2012 and 2011, all of the Group’s consolidated revenues to external customers are derived from
the domestic market.

36,

Contingencies

In the ordinary course of the Group’s operations, certain entities within the Group have pending
tax assessments/claims which are in various stages of protest/appeal with the tax authorities, the
amounts of which cannot be reasonably estimated. Management believes that the bases of said
protest/appeal are legally valid such that the ultimate resolution of these assessments/claims would
not have material effects on the consolidated financial position and results of operations.

In order to partially guarantee the completion of Fed Land’s ongoing projects, the Parent
Company issued Letters of Guarantee (LG) in favor of the Housing and Land Use Regulatory
Board for a total guarantee amount of P901.82 million and #868.17 million as of December 31,
2013 and 2012, respectively.

37

Events after the Reporting Date

Equity call from GBPC

On January 7, 2014 and February 26, 2014, the Parent Company disbursed funds totaling
P681.67 million representing its pro rata share in response to capital calls from GBPC upon its
stockholders to support the Project Panay Energy Development Corporation Unit 3 Expansion
Project.

Acquisition of Charter Ping An shares from FMIC

On January 27, 2014, the Parent Company completed the acquisition of 100.00% ownership
interest in Charter Ping An. The Parent Company purchased an additional 1.7 million common
shares of Charter Ping An from FMIC for a total consideration of 712.00 million. The
acquisition represents the remaining 33.33% of the non-life insurance firm’s outstanding capital
stock.

Acquisition of TMBC shares from FMIC

On March 4, 2014 the Parent Company acquired 48.12 million common shares of TMBC owned
by FMIC for a total purchase price of £237.26 million. The acquisition represents 19.25% of the
TMBC’s outstanding capital stock and raised the Parent Company’s ownership interest in TMBC
to 60.00%.

IS O
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Declaration of Cash Dividends of the Parent Company

On March 11, 2014, the BOD of the Parent Company approved the declaration of cash dividends

of 3.00 per share to all stockholders of record as of April 8, 2014 which shall be payable on
May 2, 2014,

Appropriation of Retained Earnings of the Parent Company
On March 11, 2014, the BOD of the Parent Company approved the appropriation of retained
earnings amounting to B3.00 billion. The appropriation is earmarked for the following:

Project Name Timeline Amount
Equity call from GBPC for plant 2014 B2.00 billion
expansions
Acquisition of investments 2014-2015 1.00 billion

B3.00 billion

38,

Approval for the Release of the Financial Statements

The accompanying financial statements of the Company were approved and authorized for issue
by the Company’s BOD on March 11, 2014

39,

Notes to Cash Flows Statements

Below are the noncash operating, investing and financing transactions of the Company:

2013

2012 2011

Transfers from investment property to

inventories (Note 6)

Transfers from property and equipment

P1,765,346,107

B368,314,414 117,980,714

to inventories (Note 6) - 855,240 -
Borrowing cost capitalized to
inventories (Note 6) 299,265,598 332,926,798 141,978,879

Conversion of deposit for future stock

subscription (Note 8)

Indirect interest included in the
consideration for the business
combination:

Fair value of previously held
interest (Note 31)
Additional indirect interest

(Note 8)
Fair value of net assets acquired from

business combinations (Note 31}

8,168,271,296

3,397,120,759 -

690,643,951 -

1,375,910,045 -

Assets
Receivables 4,000,790,312 3,635,964,042 -
Inventories 5,256,937,104 895,882,766 -
Reinsurance assets 3,701,512,371 - -
Prepayments and other
current assets 903,919,323 1,212,354,008 -

(Forward)
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2013

2012

Due from related parties

Available-for-sale
investments

Investment properiies

Property, plant and equipment

Investments in associates and
joint ventures

Intangible assets

Deferred tax assets

Other non-current assets

Liabilities

Accounts payable and
accrued expenses

Other current liabilities

Long-term debt

Other noncurrent liabilities

Deferred tax liability - from
fair value change

P

2,643,193,467
2,251,349,832
3,364,099,310

10,034,348,535
421,764,219
356,077,960

11,865,580,908
207,969,569
229,481,790
(29,707,977)

2,270,619,482

P427,605,411
33,452.302,035

3,077,687,617
8,995,160,191

3,103,143,854

34,260,023,586
854,225,652

593,256,587

TR
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GT CAPITAL HOLDINGS, INC.

RECONCILIATION OF RETAINED EARNINGS AVAILABLE FOR

DIVIDEND DECLARATION
FOR THE YEAR ENDED DECEMBER 31, 2013

Unappropriated Retained Earnings, as adjusted to available for

dividend distribution, beginning B2,378,031,267
Add: Net income actually earned during the period
Net income during the period closed to Retained earnings B2 541,340,936

Less: Non-actual/unrealized income net of tax -

Add: Non actual losses - 2,541,340,936
Subtotal 4,919,372,203
Add (Less):

Dividend declaration during the period (522,900,000)

Effect of retrospective application of PAS 19 {492,832) (523,392,832)
Total Retained Earnings, end available for dividend declaration P4.395,979 371

Note: On March 11, 2014, the board of directors of the GT Capital Holdings, Inc. approved the
appropriation of retained earnings amounting to ®3.00 billion. The appropriation is earmarked for the
following:

Project Name Timeline Amount
Equity call from Global Business 2014 B2.00 billion
Power Corporation for plant
expansions
Acquisition of investments 2014-2015 1.00 billion

£3.00 billion

TR ERTH



GT CAPITAL HOLDINGS, INC. AND SUBSIDIARIES

LIST OF EFFECTIVE STANDARDS AND INTERPRETATIONS

UNDER THE PFRS
FOR THE YEAR ENDED DECEMBER 31, 2013

Framework for the Preparation and Presentation of Financial
Statements

Conceptual Framework Phase A: Objectives and qualitative
characteristics

PFRSs Practice Statement Management Commentary v

Philippine Financial Reporting Standards

PFRS 1 First-time Adoption of Philippine Financial Reporting
(Revised) |Standards

Amendments to PERS 1 and PAS 27: Cost of an v
Investment in a Subsidiary, Jointly Controlled Entity or
Associate

Amendments to PFRS 1: Additional Exemptions for v
First-time Adopters

Amendment to PFRS 1. Limited Exemption from
Comparative PFRS 7 Disclosures for First-time
Adopters

Amendments to PFRS 1: Severe Hyperinflation and v
Removal of Fixed Date for First-time Adopters

Amendments to PFRS 1: Government Loans

PFRS 2 Share-based Payment

Amendments to PFRS 2: Vesting Conditions and
Cancellations

Amendments to PFRS 2: Group Cash-settled Share- v
based Payment Transactions

PFRS 3 Business Combinations v
(Revised)

PFRS 4 Insurance Contracts

Amendments to PAS 39 and PFRS 4; Financial
Guarantee Contracts

PFRS 5 Non-current Assets Held for Sale and Discontinued v
Operations

PFRS 6 Exploration for and Evaluation of Minerat Resources v

PFRS 7 Financial Instruments: Disclosures

Amendments to PAS 39 and PFRS 7: Reclassification of
Financial Assets

Amendments to PAS 39 and PFRS 7: Reclassification of v
Financial Assets - Effective Date and Transition

Amendments to PFRS 7: Improving Disclosures about v
Financial [nstruments

Amendments to PFRS 7: Disclosures - Transfers of v
Financial Assets

Amendments to PFRS 7: Disclosures — Offsetting v

RTRTANREELANTE



Financial Assets and Financial Liabilities

Amendments to PFRS 7: Mandatory Effective Date of v
PFRS 9 and Transition Disclosures
Amendments to PFRS 7: Additional Hedge Accounting v
Disclosures (and consequential amendments) Resulting
From the Introduction. of the Hedge Accounting Chapter
in PFRS 9
PFRS 8 QOperating Segments v
PFRS 9 Financial Instruments
Amendments to PFRS 9: Mandatory Effective Date of v
PFRS ¢ and Transition Disclosures
Reissue to Incorporate 2 Hedge Accounting Chapter and v
Permit Early Application of the Reguirements for
Presenting in Other Comprehensive Income the “Own
Credit” Gains or Losses on Financial Liabilities
Designated under the Fair Value Option without Early
Applying the Other Requirements of PFRS 9
PFRS 10 | Consolidated Financial Staternents v
Amendments to PFRS 10: Investment Entities v
PFRS 11 jloint Arrangements v
PFRS 12 | Disclosure of Interests in Other Entities v
Amendments to PFRS 12: Investment Entities v
PFRS 13 | Fair Value Measurement v
Philippine Accounting Standards v
PAS 1 Presentation of Financial Statements v
Revi
(Revised) Amendment to PAS T: Capital Disclosures v
Amendments to PAS 32 and PAS 1: Puttable Financial v
Instruments and Obligations Arising on Liquidation
Amendments to PAS 1: Presentation of Items of Other v
Comprehensive Income
Amendment te PAS 1; Comparative [nformation v
PAS 2 Inventories
PAS 7 Statement of Cash Flows
PAS 8 Accounting Policies, Changes in Accounting Estimates
and Errors
PAS 10 Events after the Balance Sheet Date v
PAS 11 Construction Contracts
PAS 12 [ncome Taxes
v

Amendment to PAS 12 - Deferred Tax: Recovery of
Underlying Assets

AN




PAS 16 ment

v
PAS 17 Leases v
PAS 18 Revenue v
PAS 19 Employee Benefits v
Amendments to PAS 19: Employec Benefits v
PAS 19 Employee Benefits v
{Amended
)
PAS 20 Accounting for Government Grants and Disclosure of v
Government Assistance
PAS 21 The Effects of Changes in Foreign Exchange Rates v
Amendment: Net Investment in a Foreign Operation v
PAS 23 Borrowing Costs v
(Revised)
PAS 24 Related Party Disclosures v
(Revised)
PAS 26 Accounting and Reporting by Retirement Bencfit Plans v
PAS 27 Separate Financial Statements v
(Amended
)
PAS 18 Investments in Associates
A d
g mended Investments in Associates and Joint Yentures
PAS 29 Financial Reporting in Hyperinflationary Economies v
PAS 31 Interests in Joint Ventures (Replaced by PFRS 11)
PAS 32 Financial Instruments: Disclosure and Presentation
Amendments to PAS 32 and PAS 1: Putiable Financial v

Instruments and Obligations Arising on Liquidation

Amendment 10 PAS 32 Classification of Righis Issues

Amendments 1o PAS 32: Offsetting Financia! Asseis and
Financial Liabilities

PAS 33 Earnings per Share v

PAS 34 Interim Financial Reporting v

PAS 36 Impairment of Assets 4
Amendments to PAS 36: Recoverable Amount v
Disclosures for Non-Financial Assets

PAS )7 Provisions, Contingent Liabilities and Contingent Asscts v

PAS 2§ intangible Assets 4

PAS 39 Financial Instruments: Recognition and Measurement v
Amendments to PAS 39: Transition and Initial v
Recognition of Financial Assets and Financial Liabilities

TREEVAAEARH R
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Amendments to PAS 39: Cash Flow Hedge Accounting v
of Forecast Intragroup Transactions

(Amendments to PAS 39: The Fair Value Option
\T\mcndmcnts to PAS 39 and PFRS 4: Financial v

Guarantee Contracts

Amendments to PAS 39 and PFRS 7. Reclassification of v
Financial Assets

Amendments to PAS 39 and PFRS 7: Reclassification of v
Financial Assets — Effective Date and Transition

Amendments to Philippine Interpretation IFRIC-9 and v
PAS 39: Embedded Derivatives

Amendment to PAS 39: Eligibie Hedged ltems

Amendment to PAS 39; Novation of Derivatives and
Continuation of Hedge Accounting

PAS 40 Investment Property 4

PAS 41 Agriculture v

Philippine {nterpretations

IFRIC 1 Changes in Existing Decommissioning, Restoration and
Similar Liabilities

IFRIC2 |Members' Share in Co-operative Entities and Similar v
Instruments

[FRIC 4 ' Determining Whether an Arrangement Contains a Lease

IFRICS Rights to Interests arising from Decommissioning,
Restoration and Environmental Rehabilitation Funds

IFRIC 6 Liabilities arising from Participating in a Specific e
Market - Waste Electrical and Electronic Equipment

1IFRIC 7 Applying the Restatement Approach under PAS 29 v
Financial Reporting in Hyperinflationary Economies

IFRIC 8 |Scope of PFRS 2 v

IFRIC9  |Reassessment of Embedded Derivatives v
Amendments to Philippine Interpretation 1FRIC-9 and
PAS 39: Embedded Derivatives

IFRIC 10 | Interim Financial Reporting and Impairment v

IFRIC 11 | PFRS 2- Group and Treasury Share Transactions

IFRIC 12 | Service Concession Arrangements

IFRIC 13 | Customer Loyalty Programmes v

[FRIC 14 |The Limit on a Defined Benefit Asset, Minimum v
Funding Requirements and their Interaction
Amendments to Philippine Interpretations 1FRIC- 14, e j
Prepayments of a Minimum Funding Requirement

IFRIC 16 |Hedges of a Net Investment in & Foreign Operation v

AL




IFRIC 17 |Distributions of Non-cash Assets to Owners

IFRIC 18 |Transfers of Assets from Customers

IFRIC 19 | Extinguishing Financial Liabilities with Equity
Instruments

IFRIC 20 | Stripping Costs in the Production Phase of a Surface v
Mine

IFRIC 21 |Levies

SI1C-7 Introduction of the Eurc
SI1C-10 Government Assistance - No Specific Relation to
Operating Activities
SIC-12 Consolidation - Special Purpose Entities v

Amendment to SIC - 12: Scope of SIC 12

SI1C-13 Jointly Controlled Entities - Non-Menetary
Contributions by Venturcrs

SIC-15 Qperating fLeases - Incentives

S1C-21 Inceme Taxes - Recovery of Revalued Non- Depreciable
Assets

S1C-25 Income Taxes - Changes in the Tax Status of an Entity or v
its Shareholders

S1C-27 Evaluating the Substance of Transactions Involving the \
Legal Form of a Lease

SIC-29 Service Concession Arrangements: Disclosures.

SIC-31 Revenue - Barter Transaclions Involving Advertising
Services

S1C-32 Intangible Assets - Web Site Costs v

AU




GT CAPITAL HOLDINGS, INC. AND SUBSIDIARIES

SUPPLEMENTARY SCHEDULES REQUIRED BY ANNEX 68-E
FOR THE YEAR ENDED DECEMBER 31,2013

Schedule A. Financial Assets

Number of shares

Valued based on

or market quotation
principal amount Amaount shown at Income
Name of issuing entity and of inthe balance end of reporting received and
association of each issue (1) bonds and notes sheet (i) period (iii) accrued
Equity securities
Quoted Various B|,497,970,179 £1,497,970,179 B
Ungquoted Various 480,269,424 480,269,424 -
Quoted debt securities Various 1,132,556,640 1,132,556,640

Schedule B. Amounts Receivable from Directors,
Stockholders (Other than Related parties)

Officers, Employees, Related Parties and Principal

Ralance of
beginning of Amounts Amounts Balance at
Loan Type period Additions  collected (i) _written off (iii) Current Not Current  end of period
Employee loan B3,113,969 B3.916,563 Bs5,865,113 B— B3975434 B107,987 B3 365419
Car plan 11,906,915 2,444,619 1,918,151 - 2,114,457 3,561,193 12,433 383
Financial assistance 103,182 - - - - - 103,182
Housing loan 10,164,936 - - - - - 10,164,936
B25,489,002 £8,361,182 £7,783,264 B P6,089,891 B1669,180 B 26,066920

Schedule C. Amounts Receivable from Related Parties which are Eliminated During the C

Financial Statements:

onsolidation of

Namg and Balance at
Designation beginning of Balance at GT Capital
of debtor period _ Net Transaction Current Not Current end of period Eliminations Balance
Federal Land,
Inc. - B103,400 P103,400 - 103,400 (R103,400) B
GBPC - 1,017,800,000 1,017,800,000 - 1,017,800,000 (1,017,800,000) -
Baywatch
Project
Management
Corp. 15,208,738 7,427,343 12,781,394 - 12,781,394 (12,781,394)
Harbour Land 1,933,173,142 - 1,633,173,142 - 1,933,173,142 (1,933,173,142)
Top Leader
Mgt. Corp 2,660,000 - 2,000,000 - 2,000,000 (2,000,000} -
Central Reaity
& Dev' Corp. 482 500,000 35,000,000 447,500,000 - 447,500,000 (447,500,000) -
Fedsales
Marketing, Inc. 19,116,139 (182,963) 19,299,101 - 19,299,101 (19,299,101) -
OMNI Orient
Marketing, Inc. 25,974, 802 15,000 25,959,802 - 25,959,802 (25,959,802) -
Horizon Land
Property
Development
Corp. — (1,665,000000)  1,665,000,000 —1,665,000,000 (1,665,000,000) -
FLI
Management
Consultancy
Inc. 9,779,679 1,309,000 8,470,679 - 8,470,679 (8,470,679) -
Toyota Makati 427,344,571 - 477,344,571 - 427,344,571 {427,344,571) -
Toyota San
Fernando 260,008,395 - 260,008,395 - 260,008,395 (260,008,395) -
Lexus Manita,
Ine. 21,339,857 - 21,339,857 - 21,339,857 (21,339.857) -
Horizon Land -
Property
Development
Comp. - - 3,978 - 3578 (3,978)
(Forward)
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Name and Balance at
Designation beginning of Balance at GT Capital
of debtor period _ Net Transaction Current Not Current end of peried Eliminations Balance
THC B|64 786,842 B12,350,038 P20,160,000 P156,976,879 R177,136,879 (P177,136,879) B—
CEDC 485,837,631 1,035,465.237 1,521,691,377 - 1,521,691,377 {1,521,691,377) -
GESC - 118,599,889 118,599,889 - 118,599,889 (118,599,889} -
PEDC 134,972,933 1,115,755,791 1,250,728,723 - 1,250,728,723 (1,250,728,723) -
PPHC - 1,026,950,000 1,026,950,000 - 1,026,950,000 (1,026,950,000) -
GFPHI - 939,456,000 939,456,000 - 939,456,000 (939.456,000) -
TCITRC 33,500,000 42,467,720 74,967,720 - 74,967,720 (74,967,720} -
PPC 18,791,357 57,947,129 76,738,485 - 76,738,485 {76,738,483) -
GBH - 917,868 917,868 - 917 R68 (317,868) -
P4.033334,087 B31741,381,452 PR10,870,994,382 P156,976,880 B11,027,971,262 (B 1,027,971,262) B—

Schedule D. Intangible Assets - Other Assets

Descriplion (i)

Beginning
halance

Other changes

Additions
at cost

Charged to cost
and expenses

Charged 10
other accounts

additions
{deductions) Ending balange

Power purchase agreements

P8.676,723,532 P-  (P477,634,989) i P—  PB,199,068,543
Goodwill 24201,028  6,151,110,174 - - - 6,175,311,202
Customer Relationship 3.883.238.361 - - - 3,883,238,361
Software cost and license 12,286,161 7.643.629 (7.605,854) - 1,494,679 15814615
88715,210,721 Bi0,04],952.164 {(P485,264,843) P- P1 494,675 B18273.432,721
Franchise P- £1,700,000 (P116,667) P- P- P1,583,333

Schdedule E. Long Term Debt

Title of issue and type of obligaiton

Amount authorized
by indenture

Amount shown
under caption
"Current portion of
long-term debt” in
related balance sheet

Amount shown

under caption
"Long-Term Debt"

in related balance sheet

Bonds payable 210,000,000,000 P- P9.583,088,308
Note Facility Agreement £6,600,000,000 B B6,600,000,000
Note Facility Agreement 5,000,000,000 - 5,000,000,000
Loans payable 2.000,000,000 - 2,000,000,000

CEDC Omnibus Loan Agreement 16,000,000,000 1,296,045,835 11,277,313,214
PEDC Omnibus Loan Agreement 14,000,000,000 1,052,074,172 10,518,754,108
PPC Loan Agreement (for Panay) 1,269,271,600 153,851,103 269,239,430
PPC Loan Agreement (for Panay) 300,000,000 42,857,143 85,714,286
PPC Loan Agreement {for Avon) 515,000,000 200,849,980 -
TPC Loan Agreement 2,350,000,000 - 2.311,410,324
Toyota Autoparts Philippines, Inc 78,626,700 78,626,700 78,626,700
TREP, Inc. 91,000,000 91,000,000 91,000,000
Philippine HKR, Inc. 76,200,000 76,200,000 76,200,000

P58,280,098,300 £2,991,504,933 £38,308,258.,062

Schedule F. Indebtedness to Related Parties (Long-Term Loans from Related Companies)

Balance at Balance at end
Name of related party beginning of period of period
Metrapolitan Bank & Trust Co. B2,000,000,000 B2 000,000,000

Metropolitan Bank & Trust Co.
First Metro Investment Corperation

10,056,548,551
1,691,072,542

7,993,073,727
1,037,320,579
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Schedule G. Guarantees of Securities of Other Issuers

Name of issuing entity of  Title of issue of

securities guaranteed by the  each class of Total amount Amount owned by
company for which this securities guarantced and  person for which Nature of
statement is filed guaranteed outstanding  statement is filed guarantee
None

Schedule H. Capital Stock

Number of
Shares issued Number of
and outstanding shares reserved

and shown for options,
Number of under related warrants, Number of Direclors,
Shares balance sheet conversion and shares held by officers and
Title of issue authorized caption otherrights _related parties _employees Others
Common 500,000,000 174,300,000 - 10,000 590,400
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GT CAPITAL HOLDINGS, INC. AND SUBSIDIARIES
MAP OF RELATIONSHIP BETWEEN AND AMONG THE PARENT
COMPANY AND ITS ULTIMATE PARENT, SUBSIDIARIES AND

ASSOCIATES
FOR THE YEAR ENDED DECEMBER 31, 2013

( GRAND TITAN CAPITAL HOLDINGS, INC. J

52.3% l

, ,

25.1%J 100% \ 51.0% 40.7%4 36.0% Lrsj__m(, 25.3% 66.7%
i SN § -Jr "

. T 7
|
|

£ (AL MISINFSS POMIFR el ey

9.2%}

See Orgizatona’
strocture of Feder
Land {separ ate sheet)

9’9.2%]
\"‘
L4

9 FIRST METRO
% INVESTMENT CORPORATHON
Matrobank Growp

! Originally 49%, 20% sold to Crix in June 2013;
20% sold to Meralco PowerGen in October 2013

2 Acquired 66.7% in October 2013

3 Acquired 40.7% in December 2013

See Orgamiationai
structur e of etrobenk
{separate sheet)
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FEDERAL LAND, INC.
SUBSIDIARIES, JOINT VENTURES AND ASSOCIATES
AS OF DECEMBER 31,2013
*
FEDERALLAND, INC.
S| 100% S| 100% 100% S G0l1.66% S| 100% S | 75.80% W[ 60% M70% Al A8%
FU - Baywatch Horizon Land Contral Bonifacio o
Management Praject Property and Feders| Top teadar Realty und Federal Land Landmark c arem
and Management Development Brent Property o Orix Realty & entrd-l
Consultancy Corporation - Retail, Inc Management Dever Corporation Development Properties
Corporation s Corp. Corp. Inc.
Corp.
1. EGEND:
Subsidiary (S)

Associate (4)
Joint Venture (JV)

NOTES:

*(On February 18, 2013, the board of directors (ROD) of Fed land approved the merger of Fed Land and its fwo subsidiaries namely Fedsales Marketing, Inc.(FMI) and Omni-Orient Marketing Nerwork, Inc.
(QOMNI), where Fed Land will be the surviving entily and the two subsidiaries will be the absorbed entities. The merger was approved by the Philippine Securities FExchange Commission (SEC} on

November 29, 2013.

** On May 8, 2013, the BOD of Horizon Land Property and Development Corporation (HLPDC), Harbour Land Realty and Development Corporation (HLRDC) and Southern Horizon Development Corporation
(SHDC) approved the merger of the three entities where HLPDC will be the surviving entity and HLRDC and SIIDC will be the absorbed entities. The merger was approved by the SEC on Cctober 21, 2013

a,




GLOBAL BUSINESS POWER CORPORATION

SUBSIDIARIES AND ASSOCIATE
AS OF DECEMBER 31, 2013

——W[ GLOBAL BUSINESS POWER CORPORATION (GBPC) ]

l 100% \L 100% jf 100% J/ 100% Ls:ms J/ 108% J/sa% l 2%
Global Energy || GBH Ceb‘u Ltd. ARE Power Mindanao Power | | GBH Power IGlubui Formosa Glabad Liron
T | el | Ry L e Eo | e | W

.
fSESCY {6CIDC) tnc. (APVE} pigysmony Il ol 1] | e feBi) Corp {GLEDC)
K7.5% lSZ.S%
0% | ’ we% |, J, 106% 56%
Teledo Holdings Panay Eaergy Cebu Energy

6% Carporation Toledo Power Panay : ' Developmeant Development

% ITHC) Company {TPC) Corperation (PPC)  Corporation {PEDCH Corporation [CEDC)

1ﬂﬁ%j’

Toledo Cebu international)
Trading Resources, Corp.
{TCITRC)




TOYOTA MOTOR PHILIPPINES CORPORATION

SUBSIDIARIES

AS OF DECEMBER 31, 2013

[TOYOTA MOTOR PHILIPPINES CORPORATION (TMP)J

DIARIES

SUBS!
100% 55% 75% l
TOYOTA MAKATI, INC. TOYOTASAN FERNANDO LEXUS MANILA, INC.

PAMPANGA, INC.
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METROPOLITAN AND BANK TRUST COMPANY
SUBSIDIARIES
AS OF DECEMBER 31,2013

M teopokian Bank amd
Trust Cormgamy

!

i - Avioc usters
L T RS SR :
memﬁmm i R ' v " S"‘ac:““‘“ et Mexthpww Lnd. Inc
o Subaiares, asanoiees s o Licrmad
Nt ey [ :
Towola £ narcsl Servom Twad Land, inc.
Prodigpirs Savings Bank, Philppines. Camparason
{PSBank)] et e S
and ® pir verne Mgt s Py Llul !
[ e ]
hbatrobaik Cand Corporation Mo Rerrettance [USAY, Inc
1A Fedrn Coeroary)
HORIX, hbarrn L sarsirng i Firece " C "t
COr o aton e Baaieren
ORI METRO)
el padpatei it
Matropottun Bark (Chira) £od "‘““‘“'“"‘M“MJ
B Rersnance Cermar
Matropoless: Bard {Bahamas} {Hawnb). Lt
Lamikad
Nelotro Foprwtiarce (LI Lammed
Fars, Mwires iondul el
Irvwilrenl Compaery
Liviiad, arct & sabxiactary W
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Metro Rericance (Rafm) S p A

-

TS T T T

"{ Corca 2000 Hivmeg, bne. *

METC Techrodogy e

* in the process of dissolution

** Liquidated in July 2013
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GT CAPITAL HOLDINGS, INC. AND SUBSIDIARIES

SCHEDULE OF FINANCIAL SOUNDNESS INDICATORS

FOR THE YEAR ENDED DECEMBER 31, 2013

( Amounts in millions except %)

2012
2013 (As restated)

Liquidity Ratio
Current ratio
Current assets
Current liabilities

Solvency Ratio
Total liabilities to total equity ratio
Total liabilities
Total equity

Debit to equity ratio
Total debt
Total equity

Asset to Equity Ratio
Asset equity ratio
Total assets
Equity attributable to Parent Company

Interest Rate Coverage Ratio*
Interest rate coverage ratio
Earnings before interest and taxes (EBIT)
Interest expense

Profitability Ratio
Return on average assets
Net income attributable to Parent Company
Average assets

Return on Average Equity
Net income attributable to Parent Company
Average equity attributable to Parent Company

Income before income tax
Interest expense
ERIT

*computed as EBIT/Interest Expense

1.88 1.29
P73,671 P36,822
39,193 28,452
1.08 111
99,796 71,931
92,564 65,054
0.54 0.90
50,013 58,334
92,564 65,054
2.73 255
192,360 136,985
70,525 53,760
5.14 6.11
17,797 10,685
3,462 1,750
5.25% 6.38%
8,640 6,590
164,672 103,357
13.90% 14.97%
8,640 6,590
62,142 44,020
14,334 8,935
3,463 1,750
17,796 10,685
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SyCip Gorres Velayc & Co.  Tel: (632} 891 0307 BCA/PRC Reg. No. 0001,
SGV 6760 Ayala Avenue Fax: (632) 819 0872 December 28, 2012, valid until December 31, 2015
1226 Makati City ey.com/ph SEC Accreditation No. 0012-FR-3 (Group A),
Building a better Philippines November 15, 2012, valid until Novemnber 16, 2015
working worid

INDEPENDENT AUDITORS’ REPORT

The Stockholders and the Board of Directors
Metropolitan Bank & Trust Company
Metrobank Plaza, Sen. Gil J. Puyat Avenue
Makati City

Report on the Financial Statements

We have audited the accompanying financial statements of Metropolitan Bank & Trust Company and
Subsidiaries (the Group) and of Metropolitan Bank & Trust Company (the Parent Company}, which
comprise the statements of financial position as at December 31, 2013 and 2012 and the statements of
income, 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, 2013, and a summary of significant
accounting policies and other explanatory information.

Management’s Responsibility for the Financial Statements

The Group’s managemert is responsible for the preparation and fair presentation of the financial
statements in accordance with accounting principles generally accepted in the Philippines for banks for
the Group and Philippine Financial Reporting Standards for the Parent Company as described in

Note 2 to the financial statements, and for such internal control as the Group’s management
determines is necessary to enable the preparation of financial statements that are free from material
misstatement, whether due to fraud or error.

Auditors’ 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 about 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 Group’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 Group’s internal control. An audit also includes evaluating the appropriateness of the
accounting policies used and the reasonableness of accounting cstimates made by management, as
well as evaluating the overall presentation of the financial statements.

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

our audit opinion.

A member firm of Ernst & Young Global Limited
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Opinion

In our opinion, the financial statements present fairly, in all material respects, the financial position of
the Group as at December 31, 2013 and 2012 and its financial performance and its cash flows for each
of the three years in the period ended December 31, 2013 in accordance with the accounting principles
generally accepted in the Philippines for banks as described in Note 2 to the financial statements.

In our opinion, the financial statements present fairly, in all material respects, the financial position of
the Parent Company as at December 31, 2013 and 2012 and its financial performance and its cash
flows for cach of the three years in the period ended December 31, 2013 in accordance with Philippine
Financial Reporting Standards.

Report on the Supplementary Information Required Under Revenue Regulations 19-2011
and 15-2010

Our audits were conducted for the purpose of forming an opinion on the basic financial statements
taken as a whole. The supplementary information required under Revenue Regulations 19-2011 and
15-2010 in Note 38 to the financial statements is presented for purposes of filing with the Bureau of
Internal Revenue and is not a required part of the basic financial statements. Such information is the
responsibility of the management of the Parent Company. The information has been subjected to the
auditing procedures applied in our audit of the basic financial statements. In our opinion, the
information is fairly stated, in all material respects, in relation to the basic financial statements taken
as whole.

SYCIP GORRES VELAYO & CO.

Ml Madobis

Aris C. Malantic

Partner

CPA Certificate No. 90190

SEC Accreditation No. 0326-AR-2 (Group A),
March 15, 2012, valid until March 14, 2015

Tax Identification No. 152-884-691

BIR Accreditation No. 08-001998-54-2012,
April 11, 2012, valid until April 10, 2015

PTR No. 4225187, January 2, 2014, Makati City

February 18, 2014

AU AR

A member firm of Ernst & Young Glebal Limited



METROPOLITAN BANK & TRUST COMPANY AND SUBSIDIARIES

STATEMENTS OF FINANCIAL POSITION

{In Millions)

Consolidated Parent Company
December 31 January 1, December 31 January 1,
2012 2012 2012 2012
(As Restated - (As Restated - (As Restated - (As Restated -
2013 Note 2) Note 2) 2013 Note 2) Note¢ 2)
ASSETS
Cash and Other Cash Items £29,742 £24,382 P20,954 826,532 221,540 RI6.985
Due from Bangko Sentral ng Pilipinas
(Note 16) 166,774 131,278 156,537 143,724 111,515 146,636
Due from Other Banks 26,275 22,996 32,761 8,947 7,873 13,310
Interbank Loans Receivable and Securities
Purchased Under Resale Agreements
(Notes 7 and 33) 122,011 23,392 24,367 96,872 13,046 3,222
Financial Assets at Fair Value Through
Profit or Loss (Notcs 8, 17 and 29) 55,441 72,920 8,008 36,140 57,635 4,597
Available-for-Sale Investments
(Note &) 273,429 123,041 143,223 226,943 102,574 115,976
Held-to-M aturity Investments
(Note 8) 38,425 51,451 47,457 38,358 21,451 17,464
Loans and Receivables (Notc 9) 611,064 525,895 457,556 456,895 398,563 352,042
Investments in Subsidiaries (Note 11) - - - 24,882 24,922 25,359
Investments in Associates and a
Joint Venture (Note 11] 6,274 14,868 16,660 578 578 1,263
Property and Equipment (Note 1() 15,756 15,345 13,937 10,296 10,321 9,408
Investment Properties (Note 12) 13,125 15422 15,471 9,504 11,898 11,044
Non-Current Asset Held For Sale (Note 13) - 1,102 - - 136 -
Deferred Tax Assets (Note 28) 7,190 8,871 8,577 6,333 7,276 7,008
Goodwill (Note 11) 5,206 6,409 6,413 - 1,203 1,203
Other Assets (Note 14) 7.857 9,271 9,255 4,696 6,285 7,198
£1,378,569  P1,046,643 P962,076  £1,090,700 P799,056 R732.755
L1ABILITIES AND EQUITY
L1ABILITIES
Deposit Liabilities (Notes 16 and 31)
De¢mand £150,094 R106,229 P77,589 £134,788 B94.516 R71,667
Savings 362,915 305,034 283,011 348,244 293,934 272,331
Time 502,659 327,431 320,393 407,722 245,969 237638
1,016,268 738,694 680,993 890,754 634,419 581,636
Bills Payable and Securities Sold Under
Repurchase Agreements (Notes 17
and31) 127,204 97.108 99,657 45,993 16,223 13,600
Derivative Liabilities (Notcs 8 and 31) 4,452 6,692 2,826 4,452 6,425 2,689
Manager’s Checks and Demand Drafis
Outstanding 3,927 3,489 2610 2,816 2,732 1,955
Income Taxes Payable 676 1,326 597 267 912 322
Acerued Interest and Other Expenses
(Note 18) 8,507 8,341 7,199 6,002 5,907 4,547
Bonds Payable (Note 19} 11,643 11,556 4,678 - - -
Subordinated Debt (Note 20) 8,628 14,243 19,735 4,497 9977 18,442
Deferred Tax Liabilities (Note 28) 479 244 157 - -
Other Liabilities (Note 21) 54,080 40,241 28,876 28,860 25,450 19,491
1,235,864 921,934 847,328 983,641 702,045 642,682

(Forward)
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-2 -
Consolidated Parent Company
December 31 January 1, December 31 January 1,
2012 2012 2012 2012
(As Restated - (As Restated - (As Restated - (As Restated -
2013 Notc 2) Note 2} 2013 Note 2) Notc 2)
EQUITY
Eguity Aftributabie to Eguity Holders of the
Porent Company
Commeon stock (Note 23) P54,896 B42,228 P42,228 £54,8%6 £42,228 B42,228
Hybrid capital securities {Note 23) 6,351 6,351 6,351 6,351 6,351 6,351
Capital paid in excess of par value 19,312 19,312 19,312 19,312 19,312 19,312
Surplus reserves {Note 24) 1,235 1,108 1,002 1,235 1,108 1,002
Surplus (Notes 23 and 24) 55,525 48,418 35,712 30,903 29,570 21,115
Remeasurement losses on retirement plan
(Note 26) (2,870) (2,011) (1,460) (2,617) (1,871 (1,358)
et unrealized gain (loss) on available-for-sale
investments (Note 8) (481) 2,439 4,460 (2,133 1,613 2,377
Equity in net unrealized gain on available-for-sale
investments of associates (Note 11) 272 757 433 - - -
Translation adjustment and others 647 {869) 26 (B38) (1,294) (954)
134,887 117,733 108,064 107,059 97,011 90,073
Non-controlling lnterest 7,818 6,970 6,684 - — -
142,705 124,709 114,748 107,059 97.011 90,073
B1,378,569 B1,046,643 R962676  R1,090,700 B799.056 R732,755

See accompanying Notes to Financial Statements.
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METROPOLITAN BANK & TRUST COMPANY AND SUBSIDIARIES

STATEMENTS OF INCOME
(In Millions, Except Earnings Per Share)

Consolidated Parent Company
Years Ended December 31
2012 2011 2012 2011
2013 {As Restated - Note 2) 2013 {As Restated - Note 2)
INTEREST INCOME ON

Loans and reecivables (Notes 9 and 31} B35,537 P32 728 B29.035 £18.156 B17,652 215,656
Trading and investment securities (Note 8) 11,415 10.463 9,893 9.106 7,118 5,146

Interbank loans receivable and securities
purchased under resale sgreements (Note 31) 2,417 551 458 1,705 269 311
Deposits with banks and others (Note 16) 523 1,274 5,682 282 499 4,498
49,892 45,016 45,068 19,249 25,538 25611

INTEREST AND FINANCE CHARGES
Deposit liabilities (Notes 16 and 31) 7,536 8,756 10,234 4,975 5,679 7,010
Bills payable and seeurities sold under repurchase

agreements, bonds payable, subordinated debt

and others (Notes 17, 19, 20 and 31) 4,067 5,406 5,397 873 1,389 1,460
11,623 14,162 15,631 5,848 7,068 8,470

NET INTEREST INCOME 38,269 30,854 29,437 23,401 18,470 17,141
Trading and securities gain - net (Notes 8 and 31) 17,182 6,680 6,240 8,586 1,706 3,710
Service charges, fees and commissions (Note 31) 8,640 8,123 7,666 3,558 3,527 3,558
Gain on sale of investment in an associate

(Note 11} 7,388 - 370 - -
Gain on sale of non-current asset held for sale

{Notes 13 and 31) 3,440 3,403 - 4,201 4,164 -
Leasing (Notes 12, 27 and 31) 1,638 1,380 1,017 243 207 196
Income from trust operations {Notes 24 and 29) 1,071 853 095 1,057 841 687
Profit from assets sold (Notc 12) 894 1,119 BRE 643 1,118 R26
Dividends (Note 11) 435 156 136 10,006 1,773 2,777
Foreign exchange gain (loss) - net (Note 31} (2,266) 3,636 1,623 2,575) 3,380 1,539
Miscellaneous (Note 25) 2,233 874 1,057 421 373 420
TOTAL OPERATING INCOME 78,924 57,078 49,133 49,538 35,559 30.854
Compensation and fringe benefits

(Notes 26 and 31) 15,634 14,400 13,310 11,018 10,385 9,308
Provision for credit and impairment Josses

(Note 15) 10,722 4,478 3,823 5,294 777 1,186
Taxes and licenses 8,131 5,268 4,606 4,167 3,162 2,609
Depreciation and amortization

(Notes 10, 12 and 14) 2,400 2,188 2,104 1,112 1,028 1,080
Occupancy and equipment-related cost (Note 27} 2,225 2,107 1,959 1,286 1,215 1,139
Amortization of software costs (Note 14) 184 230 230 139 120 120
Misceilaneous (Note 25) 10,101 9,170 8,491 6,162 5,964 5,382
TOTAL OPERATING EXPENSES 49,497 37.853 34,523 29,178 22,651 20,824

INCOME BEFORE SHARE IN NET
INCOME OF ASSQOCIATES AND A

JOINT VENTURE 19,427 19,225 14,610 10,360 12,908 10,030
SHARE IN NET INCOME OF ASSOCIATES

AND A JOINT VENTURE (Note 11) 1,477 2,548 1,423 - - -
INCOME BEFORE INCOME TAX 30,904 21,713 16,033 20,360 12,908 10,030
PROVISION FOR INCOME TAX (Note 28) 6,748 3.856 3,542 3,646 1,760 2,119
NET INCOME P24,156 Rp17.917 R12,49] R16,714 B11,148 27911

Attributable to:
Equity holders of the Parent Company

{Naote 32) $22,488 P15,399 P11,033
Non-controlling Interest 1,668 2,518 1,460
B24,156 P17.917 £12,491

Basic/Diluted Earnings Per Share Attributable
to Equity Holders of the Parent Company
(Note 32} P8.02 P5.44* B3.86*

*Restated to include the effect of stock dividend issued in 2013 (Note 23).

See accompanying Notes to Financial Statements.
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METROPOLITAN BANK & TRUST COMPANY AND SUBSIDIARIES

STATEMENTS OF COMPREHENSIVE INCOME

{In Millions)

Consolidated Parent Company
Years Ended December 31
2012 2011 2012 2011
2013 {As Restated - Note 2) 2013 {As Restated - Note 2)
Net Income B24,156 R17,917 212,491 #16,714 Pl1,148 £7.911
Other Comprehensive Income for the Year,
Net of Tax
ltems that may not be reclassified to profit or loss:
Change in remcasurement loss of
retirernent liability (897) (556) — (740) (519) —
Tiems that may be reclassified to profit or loss:
Change in net unrealized gain on available-
for-sale investments {Note 8) 2,917) (2,517 3,732 3,746) (764) 1,555
Change in equity in net unrealized gain on
available-for-sale investments of
associates (Note 11) (498) 330 152 - - -
Translation adjustment and others
(Notes B and 11) 1,746 (2,099) 362 406 {340) (10)
1,669) (4,286) 4,246 (3,340 (1,104 1,545
Total Comprehensive Income for the Year #21,590 £13.075 P16.737 P12,634 P9,525 P9.456
Attributable to:
Equity holders of the Parent Company £19,740 PR12,256 R14.931 £12,634 P9,525 9456
Non-controlling Interest 1,850 519 1,806 = =
B21,590 213,075 216,737 £12,634 P9,525 £9,456

See accompanying Notes to Financial Statements.
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METROPOLITAN BANK & TRUST COMPANY AND SUBSIDIARIES

STATEMENTS OF CHANGES IN EQUITY

{In Millions)

Consatidated

Equity Attributable ro Equity Haiders af the Parcnt Company

Net Lnreafized
CGain/(Loss) on
bl

Equwiry in Net
Unrealized
Guln on
Avaitabic-
for-Sule

Remicasyrement

Commen Capitaf Paid Surprus Surphus o Investments F.okses an Transtatiun
Stock Sacuriites tn Egeess Reserves (Notes 23 of & aat R Adj Noa-controfling Tuial
(Mo 233 (Noww 23} of Par Vatue (Mote 1) and 24) (Noic 8) (Naie 1] Plan (Note 36) and Others Total Lnterese Equity
Balanee at January 1, 2813, as previously
reported P42,228 P63 P19,312 #1188 48,092 Pl438 #7158 L (P869) PLI33IE #7,002 #i27,020
E.ffect of change m aceountng fie
(Note 2):
Retiremcnt benofits [P AYS 19) - - - - 274) - - (2,01§) - (2,265) (26) (23113
Consnlidated financial statements
(PFRS 10) - - — - — | 1) - - - ~ -
Balance as at Japwary 1, 2813, as restated 42228 6,351 19312 1,188 45418 2,439 87 (2.811) (§69) 117,733 5,976 114,769
Tolal vomprebensive income for the year - - - - 22,488 (2,920) (485) 859) 1516 19,740 L¥58 11.5%
Transfcr to surplus reserves - - - 127 (117 - - - - - - -
Cash dividends - - - - (L) - - - - [eREL) (1,098) [ENTLY
Caupen payment nf hybrid capital secunaies
e 32} - - - - (475) - - - - (475) - (475)
Siock dividends 12,668 - - - (12,668) - - - - - - -
Bafanee at December 31, 283 Pstﬁﬂ% Rb.356 #9312 £1.135 FSS,_’)_If R481) #1272 (F2.870) Po4T #134 887 H142, 785
Balance at January 1. 2th 2, as previously
reprined $42,228 #6,35] PI5.312 PLgO? PI5,986 #4458 P43 B P26 B109.798 #116,504
Efkc of change in accounting for
Note 2):
Retirenient benetis (FAS 19) - - - - (274) - - (1463 - (E774) 2 (1,756)
Consolidated financial statcinents
(PERS 0) — - - - = 2 (2) - — - - -
Halance as at January L. 2002, as restated 42.228 6,351 19312 10z 35,712 4,46 433 (17,4600 26 f0B.064 6,684 114,748
Tetal encaprehensive incame for the year - - - - 15,399 (2,02%) 324 (5503 (89%) 12,256 ®19 13,075
Transfer o0 surplus rescrves - - - 106 (106) - - - - - - -
Cash dividends - - - [ER1EN] - - = - (2111} (527 {2,638)
Coupin payment of hybrid capital securitivs
(Nee 31 - - - - (476) - - - - (476 - (476}
Balance at Deocmber 31, 2812 P42,218 F6.15] #9312 Bl.108 P42.418 P243% PT57 (#2011 {PHEY) $117,733 B6.976 P124,704
——r

(Forward)
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Comsalidated

Eguity Attnbutable to F.quity Holders ol the Parenie Company

Equity in N
Net Lnrealized Gain on
G on Available-
Hyhnd Avalable- for-Salke  Remeasurement
Cootaton Capital Capita] Paid Sutpius Surplus for-Sale Investments Losses oh Translation
Stock Secytitics In Excess Reserves {Notes 23 [nvestnents of Assoelalcs Retirement Adjustment Non-controlling Fawa
{Note 23) {Note 331 of Par Value {Note 24} a0d 24) {Nrite K} (Notc 11} Plan{Nme 26} and Othen “Total Interest Equity
Bulance ar January 1, 2 1. as previously
reported Pix.223 £6.35] P13,454 B912 P27,640 £1.238 H2Rd f (PS03} PE%.634 P3,343 3017
Fffoet of change 1n sceounting for
rotirement bene fits {PAS 1) (Note 2) - - 274 - - €1, 4003 - (1.734) (22 (1736
Balancc as at January 1, 2061, as restated 38228 6,351 13.484 ETH 27.366 1,238 284 (1,460% (500 85,900 5,361 51,261
Total comprehensive incoate for the year - - - - L3l 3127 149 - 529 14,531 1 866 16,737
Transfer tn surplus tescrves - - %0 ) - - - - - - -
Tssuunce of shares of stock ALY - 5824 - - - - - - 9828 - 9828
Cusb dividends - - - [RRIRH - - - - (21113 443y (2,594)
Criupon payment of hybrid capital securitics
(Note 323 - - - (484) - - - — (454 - (4843
Batence ar Decembier 31, 281 1 #43108 P5151 P19.312 PLEGL P35, 712 84460 ¥a33 (RL460) 3 PLOE,064 #hbrk BlL4.748




Rarent Company

Net Unzealized
Gain (Loss) Do
Hybrid Available- Remeasurement
Common Capital Capital #aid Surpius Surpius for-Sak Losses on Tragsintian
Stock Securitiey [n Excess Reverves (Notes 23 lovestme ats Retirement Adjustmeat Total
(Mo 23) (Notc 23)  of Par Yaive (Notc 24) and 24} Note 8)  Plaa (Nete 26, and QOtbery Equity
Balance at January §, 2013, as previously repotied Pa42,228 £6,351 1902 #1508 #29.882 L6013 L (RL294) #99,200
Efficet of change in accounting for retirement benefits (PAS 19) (Nete 2 - = - - (352 = 1,877 - (2,189
Balance a4 January 1, 2013, s restated 42,228 6,351 9,312 1,508 29,578 1,613 (LAT7) {1,294) 57,811
Total comprehensive income for the year - - - - 16,714 (3.746) (744) 486 12,634
Transfer to surplus reserves - - - 127 az7 - - - -
Cash dividends - - - - (2,k11) - - - (nn
Stock dividends 12,664 - - - (12,668) - - - -
Coupon payment of hybrid capital securitics (Note 32) — - — - 475) - - - 475)
Balance at December 31, 2813 P54,896 #6,351 Bi9,312 1,235 $30.903 (#2,133) (P2,617) (FH_SS) #107,059
Balance at Janyary 1, 2012, as previeusly roported P42.228 6,351 B19312 1,002 P21.427 P2377 P- (F954) P91743
Lifect of change in accounting for retirement bizncfits (PAS 19} (Note 2} - - = - (312) - (1,358) - (1,670)
Balancc at January 1, 2012, as restated 42,228 6.351 19.312 1,002 21115 2,377 (1.358) (454) 90,073
Totul vomprehensive incomc for the year - - - - 11,148 (T64) 1519) (340) 9,525
Transfcr o surplus reserves - - L& (106} - -
Cash dividends - - - (2.111) - - - 211
Coupon payment of hybnd capital securitics (Note 12} = - - - (4763 = - (476)
Balancc at Dueernber 31, 2012 £42.228 6,351 £19,312 Pl,L0R £29.570 #1613 (#1,877) (P1.294) F37,011
Bulumut ot January 1, 201 5. as previously reported 38,228 P35 213,484 Y12 216,201 p322 - (#944) P75,054
Effcet of change in aceounting for retirement benefits (PAS 19) (Note 2) - - - - (312 - (1.358) - 1,670
Balance at January 1, 201 |, as restated 38228 6.351 13,484 912 13,889 822 (§,358) (944) 73,384
Total comprehensive income for the year - - - 7911 1.555 - (i) 9,456
issuance of shares of stock 4,000 - 5 K2R - - - - - 928
Transfer tw surpius reserves - - - 90 90) - - -
Cash dividends. - - (Z,111) - - @10n
Loupon payment of hybrid capial scunitics (Note 32) - - - - (484) - - - (484)
Balance at December 31, 2011 P42.228 R6,351 219312 £1,002 P2l,LIS #2,377 (P1,358) (B954) RY0LD73

See aceompanving Notes o Financial Statements




METROPOLITAN BANK & TRUST COMPANY AND SUBSIDIARIES

STATEMENTS OF CASH FLOWS

(In Millions)
Cansalidated Parent Company
Years Ended December 31
2012 201t 2012 2011
2013 {As Restaied - Notc 2) 2013 {As Restated - Notc 2)
CASH FLOWS FROM OPERATING
ACTIVITIES
income before income tax £30,904 B21,773 Pi6,033 #£20,360 R12,908 £10,030
Adjustments for:
Provision for eredit and impairment losses
(Note 15) 19,722 4478 3,823 5,204 777 1,186
Trading and sceurities gain on
available-for-sale investments (Note 8) (12,833 (7.096) (5,831) @.816) (4,004) (3,671)
Depreciation and amortization (Notes 10, 11,
12 and 14) 2,400 2,188 2,104 1,112 1,028 1,080
Share in net ineome of associates and a
Joint venture (Notel 13 1470 (2,548) (1,423) - - -
Profit from asscts sold (Notes 10 and 12) (894) (1,119 (886) (643) (1,118) (826)
Gain on initial recognition of investment
propertics and chattel properties
acquired in foreclosure (Note 25) (641 (139) (238) (61) (122) (135)
Amortization of software costs {Note 14} 284 236 230 139 120 120
Amortization of diseount on subordinated
debt and bonds payable 29 42 62 20 35 36
Unrealized market valuanion loss (gain) on
financial asscts and lrabilities at
FVPL (4,624) 3,747 944 (3.691) 3,721 968
Dividends (Nowx 11} (435) (156) (136) (10,606) {1,773 2,771
Gain ¢n sale of non-current assct held for
sale (Notes 13 and 31) (34400 (3.403) - (4,201) 4,164) -
Net ioss on sale/dissolution of investment in
subsidiancs {Notc 11) - - 1 14 -
Gain on sale of investment in an assoctate
(Note 11) (7,388) - (370) - -
Changes in operating asscts and liabilitics:
Dcereasc (increase) in:
Financial asscts at fair value
through profit or loss 19,958 (63,989} 4200 23,201 (53,016) 3518
Loans and rceeivables (95,04 1) (73,989} {68,937 {61,553) (48,037) (60,620)
Other assets 245 (2,217 (1,293) 1,191 (1,257) {1,160)
Increase (decrease) n:
Deposit liabilities 277.574 537,701 29,731 256,335 52,783 17,828
Manager's cheeks and demand
drafts outstanding 438 879 567 84 m 561
Accrued interest and other
expenses 166 1,142 2,003 95 1,360 1,775
Other liabilitics 12,920 11,191 3,587 2,366 3,612 {1.278)
Net cash generated from (used in) operations 228,859 (51,279) {15,830 225,227 {34,356) (33.365)
Dividends received 716 2,981 1,454 10,006 1.773 2,741
Tneome taxes paid (5,482) (3,706) (3,397) (3,347 (1437 £1.569)
Net cash provided by (used in) operating
activitics 224,093 (52,004) {17.773) 231,886 {34.020) (32,193)
CASH FLOWS FROM INVESTING
ACTIVITIES
Acquisittons of:
Available-for-salc investments (982,284) (481,008) (483 6873 (882,101) (408.,144) (360,008)
Held-to-maturity investments (23,798) (21,577) (30,8113 (23,798) {19,303) (18,953)
Property and equipment (Note 10) (3.295) (3.841) (2.783) (1,560) (2,208) (1.228)
Investments in subsidiarics, associates
and a joint venture (Note 11) (959) {644} (1,278) {41) (41) -
Proceeds from sale of:
Available-for-sale investments 877,988 503,669 477,238 759,206 424,436 345,574
Property and equipment L3N 385 313 954 430 206
(Forward)
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Consolidated Parent Company
Years Ended December 31
2012 2011 2012 2011
2013 (As Restated - Note 2) 2013 (As Restated - Note 2)
Investrments in subsidiaries and
associates (Note 11) £14,308 B34 BI75 - 871 P
Investment properties (Note 12) 3,059 4,080 4,424 2,402 3,287 4,084
Non-current asset held for sale
(Notes 13 and 31) 4,537 4,500 - 4,537 4,500 -
Decrease (inerease) in interbank loans receivable and
securitics purchased under resale agreements
{Note 33) (492) 13,3809 1,768 492) (3,380) 1,768
Procecds from maturnty of held-to-maturity
investments 6,932 17,583 16,017 6,932 15,277 15,434
Net eash provided by (used in} investing
act;vities (102,703} 20,291 (18.624) {133.961) 14,925 (13,123)
CASH FLOWS FROM FINANCING
ACTIVITIES
Settlements of bills payable (1,767,989 (983,041) (1,601,374) (1,271,929) (467,160) (249,712)
Availments of bilis payable and securnties
s0ld under repurchase agreement 1,798,085 980,401 1,015,718 1,301,699 469,783 252,907
Proceeds from issuance of shares of stoek
(Note 23) - - 9,878 - - 9328
Repayments of subordinated debt (Nate 20) (6,800) (8.500) (2,000) (5,500) (8,500) ~
Procecds from issuance of:
Bonds payable (Note 19) - 6,938 - - - -
Subordinated debt (Note 20) 1,176 2,968 - - - -
Cash dividends paid (Note 23) 3,119 {2,638) (2,594) (2,111) (2,111 (2,111
Coupon payment of hybnd capital
sceurities (Note 23) (475) (476) (484) {475) (476) (484)
Net cash provided by {used in) financing
activities 20,872 {4,238) 18,894 21,684 (8,464) 10,428
NET INCREASE (DECREASE)
IN CASH AND CASH
EQUIVALENTS 142,262 (35.951) (17.3503) 119,609 (27,559) (34,888)
CASH AND CASH EQUIVALENTS
AT BEGINNING OF YEAR
Cash and other cash items 24,382 20,954 20,201 21,540 16,985 16,996
Due from Bangko Sentral ng Pilipinas 131,278 156,537 168,402 111,515 146,636 162,391
Duc from other banks 22,996 32,761 38,780 7,873 13,310 14,416
Interbank loans reccivable and sccunties
purchased under resale agreements (Note 33) 19,048 23,403 23,778 10,702 2,258 15,274
197,704 233,655 251,158 151,630 179.189 214,077
CASH AND CASH EQUIVALENTS
AT END OF YEAR
Cash and other cash items 29742 24382 20,954 26,532 21,540 16,985
Due from Bangko Sentral ng Pilipinas 166,774 131,278 156,537 143,724 111,515 146,636
Due from other banks 26,275 22,996 32,761 8,947 7.873 13,310
interbank loans rcecivable and sceuritics
purchased under resals agreements (Note 333 117,175 19,048 23,403 92,036 10,702 2,258
#339,966 P197,704 £233,655 £271,239 P151,630 #8179,189
OPERATIONAL. CASH FLOWS FROM INTEREST
Consolidated Parent Company
Years Ended December 31
2012 2011 2012 2611
13 { As Restated - Note 2) 2013 (As Restated - Note 2)
Interest paid P11,663 £14,371 B15.,432 5,904 P7.316 8,253
Interest reccived 4§,§36 44,714 44,193 27,985 25,133 25,059

See accompanying Notes to Financial Statements.
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METROPOLITAN BANK & TRUST COMPANY AND SUBSIDIARIES
NOTES TO FINANCIAL STATEMENTS

1. Corporate Information

Metropolitan Bank & Trust Company (the Parent Company) is a universal bank incorporated in
the Philippines on April 6, 1962. The Securities and Exchange Commission (SEC) approved the
renewal of its Certification of Incorporation until April 6, 2057 on November 19, 2007.

In November 1980, the SEC approved and certified the listing of its shares and on

February 26, 1981, the listing and trading took effect in Makati Stock Exchange, Inc. and Manila
Stock Exchange which unified and now, The Philippine Stock Exchange, Inc. (PSE). The
universal banking license was granted by the Philippine Central Bank, now Bangko Sentral ng
Pilipinas (BSP) on August 21, 1981.

The Parent Company and its subsidiaries (the Group) are engaged in all aspects of banking,
financing, leasing, real estate and stock brokering through a network of over 1,000 local and
international branches, subsidiaries, representative offices, remittance correspondents and
agencies. As a bank, the Parent Company provides services such as deposit products, loans and
trade finance, domestic and forcign fund transfers, trcasury, foreign exchange, trading and
remittances, and trust services. Its principal place of business is at Metrobank Plaza, Sen. Gil J.
Puyat Avenue, Makati City.

2. Summary of Significant Aecounting Policies

Basis of Preparation

The accompanying financial statements have been prepared on a historical cost basis except for
finaneial assets and financial liabilities at fair value through profit or loss (FVPL) and available-
for-sale (AFS) investments that have been measured at fair value.

The financial statements of the Parent Company and Philippine Savings Bank (PSBank) include
the accounts maintained in the Regular Banking Unit (RBU) and Foreign Currency Deposit Unit
(FCDU). The functional currency of RBU and FCDU is Philippine peso and United States Dollar
(USD), respectively. For financial reporting purposes, FCDU accounts and foreign currency-
denominated accounts in the RBU are translated into their equivalents in Philippine peso (see
accounting policy on Foreign Currency Translation). The financial statements of these units are
combined after eliminating inter-unit accounts.

The aecompanying financial statements provide comparative information in respect of the
previous years. An additional statement of financial position at the beginning of the earliest year
presented is included when there is a retrospective application of an accounting policy, a
retrospective restatement, or a reclassification of items in financial statements. A statement of
financial position as at January 1, 2012 is presented in the 2013 financial statements due to the
retrospective application of certain accounting policies as discussed in this Note.

Each entity in the Group determines its own funetional currency and items included in the

financial statements of each entity are measured using that functional currency. The respective
functional currencies of the subsidiaries are presented under Basis of Consolidation.

A
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The application of PFRS 10 affected the accounting for the Group’s interest in First Metro Save
and Learn Balance Fund, Inc. (FMSALBF) and First Metro Save and Learn Equity Fund, Inc.
(FMSALEF), subsidiaries of FMIC, collectively referred to as the Funds. FMIC holds 17.97%
and 22.58% equity interests, respectively, and for all financial years up to December 31, 2012, the
Funds were considered to be associates under the previously existing PAS 28, Invesiments in
Associates, and were accounted for using the equity method. At the date of initial application of
PFRS 10, the Group assessed that it controls the Funds based on the factors explained in Note 3,
Judgments and Estimates.

As a result of the adoption of PFRS 10, the Group retrospectively consolidated the accounts of
FMSALBF and FMSALEF. Non-controlling interests have been recognized at the proportionate
share of the net assets of the subsidiaries. The opening balances at January 1, 2012 and
comparative information for the year ended December 31, 2012 have been restated accordingly.

The following tables show the significant increase (dccrease) in the following accounts in the
consolidated statements of comprehensive income, net equity, and statements of cash flows asa
result of the adoption of PFRS 10:

Statements of comprehensive income

Years Ended December 31

2012 2011
Other income £1.161 £123
Operating expenses 25 20
Share in net income of associates and a joint vcnture (285) (14)
Net income 370 101
Total comprehensive income 870 101
Attributable to non-controlling interest 870 101

Statements of financial position

December 31

2012 2011
Financial assets at FVPL £6,199 £2,720
Total assets 5,076 2,721
Other liabilities 5,355 2,913
Total liabilitics 5.076 2,721

Net impact on cquity ~ -

Statements of cash flows

Years Ended December 31

2012 2011
Net cash provided by (used in) operating activitics (P40) (B13%)
Net cash provided by (used in) investing activitics (187) 332
Net cash provided by (used in) financing activitics — -
Net increase (decrease) in cash and cash equivalents (#227) B19%4

PFRS 11, Joint Arrangements

PFRS 11 replaces PAS 31, Interests in Joint Ventures, and SIC-13, Jointly-controlled Entities -
Non-monetary Contributions by Venturers. PFRS 11 removes the option to account for jointly
controlled entities (JCEs) using proportionate consolidation. Instead, JCEs that meet the
definition of a joint venture must be accounted for using the equity method.

0
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PFRS 12, Disclosure of Interests in Other Entities

PFRS 12 sets out the requirements for disclosures relating to an entity’s interests in subsidiaries,
joint arrangements, associates and structured entitics. The requirements in PFRS 12 are more
comprehensive than the previously existing disclosure requirements for subsidiaries (for example,
where a subsidiary is controlled with less than a majority of voting rights). While the Group has
subsidiaries with material non-controlling interests, there are no unconsolidated structured entities.
PFRS 12 disclosures are provided in Note 11.

PERS 13, Fair Value Measurement

PFRS 13 cstablishes a single source of guidance under PFRSs for all fair value measurements.
PFRS 13 does not change when an entity is required to use fair value, but rather provides guidance
on how to measure fair value under PFRS. PFRS 13 defines fair value as an exit price. PFRS 13
also requires additional disclosures.

As a result of the guidance in PFRS 13, the Group re-assessed its policies for measuring fair
values, in particular, its valuation inputs such as non-performance risk for fair value measurement
of liabilities. The Group has assessed that the application of PFRS 13 has not materially impacted
the fair value measurements of the Group. Additional disclosures, where required, arc provided in
the individual notes relating to the assets and liabilitics whose fair values were determined. Fair
value hierarchy is provided in Note 5.

PAS 1, Presentation of Financial Statements - Presentation of Items of Other Comprehensive
Income (OCI) (Amendments)

The amendments to PAS 1 change the grouping of items presented in OC1L. Items that could be
reclassified (or “recycled™) to profit or loss at a future point in time (for example, upon
derecognition or settlement) would be presented separately from items that will never be
reclassified.

PAS 19, Emplovee Benefits (Amendment) (PAS 19R)

PAS 19R includes a number of amendments to the accounting for defined benefit plans, including
actuarial gains and losses that are now recognized in OCI and permanently excluded from profit
and loss; expected returns on plan assets that are no longer recognized in profit or loss, instead,
there is a requirement to recognize interest on the net defined benefit liability (asset) in profit or
loss, caleulated using the discount rate used to measure the defined benefit obligation, and;
unvested past service costs are now recognized in profit or loss at the earlier of when the
amendment occurs or when the related restructuring or termination costs are recognized. Other
amendments include new disclosures, such as, quantitative sensitivity disclosures. Further, the
transition to PAS 19R had an impact on the net defined benefit plan obligations due to the
difference in accounting for interest on plan assets and unvested past service costs. The effect of
the adoption of PAS 19R is explained below.

The Group operates a defined benefit pension plan, which requires contributions to be made to a
separately administered fund. PAS 19R has been applied retrospectively from January 1, 2011.
As a result, expected returns on plan assets of defined benefit plans are not recognized in profit or
loss. Instead, interest on net defined benefit obligation (net of the plan assets) is recognized in
profit or loss, calculated using the discount rate used to measure the net pension obligation or
asset. Also, unvested past service costs can no longer be deferred and recognized over the future
vesting period. Instead, all past service costs are recognized at the earlier of when amendment
occurs and when the Group recognizes related restructuring or termination costs. Until 2011, the
Group’s unvested service costs were recognized as an expense on a straight-line basis over the
average period until the benefits become vested. Upon transition to PAS 19R, past service costs
are recognized immediately if the benefits have vested immediately following the introduction of,

or changes to, a pension plan.
I T
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The impact of PAS 19R on the statements of financial position of the Group and the Parent
Company follows:

Consolidated Parcnt Company
As
As previously As previously

restated reported Change As restarcd reported Change
Asat December 31, 2012
Retirement liability 24278 P72 B3,306 F3.891 B758 B3,133
Deferred tax assct 1.287 292 995 1,171 227 944
Equity (2.991) {680) 2311 (2.720) (531) (2,189)
Asat January 1,2012
Retirement liability (assct) B2,581 P68 B2.513 P2,290 (B101) P23G1
Deferred tax assct (liability) 78 21 757 691 {30) 721
Equity (1.803) 4N (1,756) (L.59%) 71 (1,670)

PAS 27, Separate Financial Statements (as revised in 2011)

As a consequence of the new PFRS 10, Consolidated Financial Statements, and PFRS 12,
Disclosure of Interests in Other Entities, what remains of PAS 27 is limited to accounting for
subsidiaries, jointly controlled entities, and associates in separate financial statements,

PAS 28, Investments in Associates and Joint Ventures (as revised in 2011)

As a consequence of the new PFRS 11, Joint Arrangements and PERS 12, Disclosure of Interests
in Other Entities, PAS 28 has been renamed PAS 28, Investments in Associates and Joint
Ventures, and describes the application of the equity method to investments in joint ventures in
addition to associates,

Amendments to PFRS 1 covering first time adoption of PFRS on government loans and Philippine
Interpretation IFRIC 20, Stripping Costs in the Production Phase of a Surface Mine are not
applicable to the Group.

Significant Accounting Policies

Foreien Currency Translation

Transactions and balances

For financial reporting purposes, the foreign currency-denominated monetary assets and liabilities
in the RBU are translated in Philippine peso based on the Philippine Dealing System (PDS)
closing rate prevailing at the statement of financial position date and foreign cutrency-
denominated income and expenses, at the prevailing cxchange rates as at the date of transaction.
Foreign exchange differences arising from revatuation and translation of foreign-currency
denominated asscts and liabilities are credited to or charged against operations in the ycar in which
the rates change.

Non-monetary items that are measured in terms of historical cost in a foreign currency are
translated using the exchange rates as at the dates of the nitial transactions. Non-monetary items
measured at fair value in a foreign currency are translated using the exchange rates at the date
when the fair value was determined,

FCDU, foreign branches and subsidiaries

As at the reporting date, the assets and liabilities of foreign branches and subsidiaries and FCDU
of the Parent Company and PSBank are translated into the Parent Company’s presentation
currency (the Philippine peso) at PDS closing rate prevailing at the statement of financial position
date, and their income and expenses are translated at PDS weighted average rate (PDSWAR) for
the year. Exchange differences arising on translation are taken to statement of comprehensive
income. Upon disposal of a foreign entity or when the Parent Company ceases to have control

AR O
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over the subsidiaries or upon actual remittance of FCDU profits to RBU, the deferred cumulative
amount recognized in the statement of comprehensive income is recognized in the statement of
income.

Fair Value Measurement

The Group measures financial instruments, such as, derivatives, and non-financial assets such as
investment properties, at fair value at each balance sheet date. Also, fair values of financial
instruments measured at amortized cost are disclosed in Note 5,

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

» In the principal market for the asset or liability, or

e Inthe absence of a principal market, in the most advantageous market for the asset or liability

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

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

A fair value measurement of a non-financial asset takes into account a market participant's ability
to generatc cconomic benefits by using the asset in its highest and best use or by selling it to
another market participant that would use the asset in its highest and best use.

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

All assets and liabilities for which fair value is measured or disclosed in the financial statements

are categorized within the fair value hierarchy, described as follows, based on the lowest level

input that is significant to the fair value measurement as a whole:

¢ Level 1 - Quoted (unadjusted) market prices in active markets for identical assets or liabilities

o Levcl 2 - Valuation techniques for which the lowest level input that is significant to the fair
value measurement is directly or indirectly observable

e Level 3 - Valuation technigues for which the lowest level input that is significant to the fair
value measurement is unobservable

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

The Group determines the policies and procedures for both recurring fair value measurement, such
as financial assets at FVPL, and for non-recurring measurement, such as investment properties.

External valuers are involved for valuation of significant assets, such as investment propertics.

Selection criteria include market knowledge, reputation, independence and whether professional
standards are maintained.
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For the purpose of fair valuc disclosures, the Group has determined classes of assets and liabilitics
on the basis of the nature, charactcristics and risks of the asset or liability and the level of the fair
value hierarchy as cxplained above.

Financial Instruments - Initial Recognition and Subsequent Mcasurement

Date of recognition

Purchascs or sales of financial assets that require dclivery of assets within the time frame
established by regulation or convention in the marketplace are recognized on the settlement date.
Derivatives are recognized on trade date basis. Deposits, amounts due to banks and customers and
loans are rccognized when cash is received by the Group or advanced to the borrowers.

Initial recagnition of financial instruments

All financial instruments are initially measured at fair valuc. Except for financial asscts and
financial liabilities valued at FVPL, the initial measurcment of financial instruments includes
transaction costs. The Group classifics its financial assets in the following catcgories: financial
assets at FVPL, HTM investments, AFS investments, and loans and receivables while financial
liabilities are classified as financial liabilities at FVPL and financial liabilities carried at amortized
cost. The classification depends on the purpose for which the investments were acquired and
whether they are quoted in an active market. Management determines the classification of its
investments at initial recognition and, where allowed and appropriate, re-evaluates such
designation at every reporting date.

Determination of fair value

The fair value for financial instruments traded in active markets at the statement of financial
position date is based on their quoted market price or dealer price quotations (bid price for long
positions and ask price for short positions), without any deduction for transaction costs. When
current bid and ask prices are not available, the price of the most recent transaction is used since it
provides evidence of the current fair value as long as there has not been a significant change in
economic circumstances since the time of the transaction.

For all other financial instruments not listed in an active market, the fair value is determined by
using appropriate valuation techniques. Valuation techniques include net present value
techniques, comparison to similar instruments for which market observable prices exist, options
pricing models, and other relevant valuation modcls.

‘Day 1’ difference

Where the transaction price in a non-active market is different with the fair value from other
observable current market transactions in the same instrument or based on a valuation technique
whose variables include only data from observable market, the Group recognizcs the difference
between the transaction price and fair value (a ‘Day 1’ difference) in the statement of income. In
cases where the transaction price used is made of data which is not observable, the difference
between the transaction price and model value is only recognized in the statement of income when
the inputs become observable or when the instrument is derecognized. For each transaction, the
Group determines the appropriate method of recognizing the ‘Day 17 difference amount.

Derivatives recorded at FVPL

The Parent Company and some of its subsidiaries arc counterparties to derivative contracts, such
as currency forwards, currency swaps, interest rate swaps, call options, non-deliverable forwards
and other interest rate derivatives. These derivatives are entered into as a service to customers and
as a means of reducing or managing their respective foreign exchange and interest rate exposures,
as well as for trading purposes. Such derivative financial instruments arc initially recorded at fair
value on the date at which the derivative contract is cntered into and are subsequently remeasured
at fair value. Any gains or losscs arising from changes in fair values of derivatives (except those
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accounted for as accounting hedges) are taken directly to the statement of income and are included
in “Trading and securities gain - net’. Derivatives arc carried as assets when the fair valuc is
positive and as liabilities when the fair value is negative.

Hedge accounting

For the purpose of hedge accounting, hedges are classified primarily as either: (a) a hedge of the
fair value of an asset, liability or a firm commitment (fair value hedge); or (b) a hedge of the
exposure to variability in cash flows attributable to an asset or liability or a forecasted transaction
(cash flow hedge); or (¢) a hedge of a net investment in a foreign operation (net investment
hedge). Hedge accounting is applied to derivatives designated as hedging instruments in a fair
value, cash flow, or net investment hedge provided certain criteria are met,

At the inception of a hedge relationship, the Group formally designates and documents the hedge
relationship to which the Group wishes to apply hedge accounting and the risk management
objective and strategy for undertaking the hedge. The documentation includes identification of the
hedging instrument, the hedged item or transaction, the nature of the risk being hedged and how
the Group will assess the effectiveness of changes in the hedging instrument’s fair value in
offsetting the exposure to changes in the hedged item’s fair value or cash flows attributable to the
hedged risk. Such hedges are expected to be highly effective in achieving offsetting changes in
fair value or cash flows and are assessed on an ongoing basis to determine that they actually have
been highly effective throughout the financial reporting periods for which they were designated.

Cash flow hedge

The cffective portion of the gain or loss on the hedging instrument is recognized dircctly as
“Translation adjustment and others’ in the statement of comprehensive income. Any gain or loss
in fair value relating to an ineffective portion is recognized immediately in the statement of
income.

Amounts recognized as other comprehensive income are transferred to the statement of income
when the hedged transaction affects profit or loss, such as when the hedged financial income or
financial expense is recognized or when a forecast sale occurs. Where the hedged item is the cost
of a nonfinancial asset or liability, the amounts taken to other comprchensive income are
transferred to the initial carrying amount of the nonfinancial asset or liability.

If the forecast transaction or firm commitment is no longer expected to occur, the cumulative gain
or loss previously recognized in the statement of comprehensive income are transferred to the
statement of income. If the hedging instrument cxpires or is sold, terminated or exercised without
replacement or rollover, or if its designation as a hedge is revoked, any cumulative gain or loss
previously recognized in other comprehensive income remains in other comprehensive income
until the forecast transaction or firm commitment affects profit or loss. If the related transaction is
no longer expected to occur, the amount is recognized in the statement of income.

Hedge effectiveness testing

To qualify for hedge accounting, the Group requires that at the inception of the hedge and
throughout its life, each hedge must be expected to be highly eftective (prospective effectiveness),
and demonstrate actual effectiveness (retrospective effectiveness} on an ongoing basis. The
documentation of each hedging relationship sets out how the effectiveness of the hedge is
assessed. The method that the Group adopts for assessing hedge effectiveness will depend on its
risk management strategy.
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For prospcctive effectiveness, the hedging instrument must be cxpected to be highly effective in
offsetting changes in fair value or cash flows attributable to the hedged risk during the period for
which the hedge is designated. The Group applies the dollar-offset method using hypothctical
derivatives in performing hedge effectiveness testing. For actual effectiveness to be achicved, the
changes in fair value or cash flows must offset each other in the range of 80.0% to 125.0%. Any
hedge ineffectiveness is recognized in the statement of income.

Embedded derivatives

The Group has certain derivatives that are embedded in host financial (such as structured notes

and debt instruments) and nonfinancial (such as lease and servicc agreements} contracts. These
embedded derivatives include interest rate derivatives in debt instruments which include structured
notes and foreign currency derivatives in debt instruments and lease agreements.

Embedded derivatives are bifurcated from their host contracts and carried at fair value with fair
value changes being reported through profit or loss, when the entire hybrid contracts (composed of
both the host contract and the embedded derivative) are not accounted for as financial assets or
liabilities at FVPL, when their cconomic risks and characteristics are not clearly and closely
related to those of their respective host contracts, and when a separate instrument with the same
terms as the embedded derivatives would meet the definition of a derivative. The Group assesses
whether embedded derivatives are required to be separated from the host contracts when the
Group first becomes a party to the contract. Reasscssment of embedded derivatives is only done
when there are changes in the contract that significantly modifies the contractual cash flows.

Financial assets or financial liabilities held for trading

Financial assets or financial liabilities held for trading are recorded in the statement of financial
position at fair value. Changes in fair value relating to the held for trading positions are
recognized in “Trading and sccurities gain - net’. Interest earned or incurred is recorded in
‘Interest income’ or ‘Interest cxpense’ respectively, while dividend income is recorded in
‘Dividends” when the right to receive payment has been established. Included in this classification
are debt and equity securities which have been acquired principally for the purpose of sclling or
repurchasing in the near term.

AFS investments

AFS investments include debt and equity instruments. Equity investments classified under AFS
investments are those which are neither classified as held-for-trading (HFT) nor designated at
FVPL. Debt securities are those that do not qualify to be classified as HTM investments or loans
and receivables, are purchascd and held indefinitely, and may be sold in response to liquidity
requirements or changes in market conditions.

After initial measurement, AFS investments are subsequently measured at fair value. The
effective yield component of AFS debt securities, as well as the impact of restatement on foreign
currency-denominated AFS debt securities, is reported in the statement of income. The unrealized
gains and losscs arising from the fair valuation of AFS investments are excluded, net of tax, from
reported earnings and are included in the statement of comprchensive income as ‘Net unrealized
gain on AFS investments’.

When the security is disposcd of, the cumulative gain or loss previously recognized in the

statement of comprehcnsive income is recognized as ‘Trading and securities gain - net’ in the
statement of income. Gains and losscs on disposal are determined using the average cost method.
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Interest earncd on holding AFS investments are reported as “Interest income’ using the cffective
interest rate (EIR) method. Dividends earned on holding AFS investments are recognized in the
statement of income as ‘Dividends’ when the right of the payment has been established. The
losses arising from impairment of such investments are recognized as ‘Provision for credit and
impairment losses’ in the statement of income.

HTM investments

HTM investments are quoted non-derivative financial assets with fixed or determinable payments
and fixed maturities for which the Group’s management has the positive intention and ability to
hold to maturity. Where the Group sells other than an insignificant amount of HTM investments,
the entire category would be tainted and reclassified as AFS investments unless for sales or
reclassifications that:

e areso close to maturity or the financial asset’s call date (for example, less than three months
before maturity) that changes in the market rate of interest would not have a significant effect
on the financial asset’s fair value;

¢ occur after the entity has collected substantially all of the financial asset’s original principal
through scheduled payments or prepayments; or

e are attributable to an isolated event that is beyond the entity’s control, is non-recurring and
could not have been reasenably anticipated by the entity.

After initial measurement, these investments are subsequently measured at amortized cost using
the EIR method, less impairment in value. Amortized cost is calculated by taking into account
any discount or premium on acquisition and fees that are an integral part of the EIR. The
amortization is included in ‘Interest income’ in the statement of income. Gains and losses are
recognized in statement of income when the HTM investments are derecognized or impaired, as
well as through the amortization process. The losses arising from impairment of such investments
are recognized in the statement of income under ‘Provision for credit and impairment losses’. The
effects of revaluation on foreign currency-denominated HTM investments are recognized in the
statement of income.

The Group follows Philippine GAAP for banks in accounting for its HTM investments in the
consolidatcd financial statements. Under Philippine GAAP for banks, the gain on exchangc on
FMIC’s participation in the domestic bond exchange was deferred and amortized over the term of
new bonds (see Statement of Compliance discussion).

Loans and receivables

This accounting policy relates to the statement of financial position captions ‘Due from BSP’,
‘Due from other banks’, ‘Interbank loans receivable and securities purchased under resale
agrecments (SPURA)’ and ‘Loans and receivables’. These are financial assets with fixed or
determinable payments and fixed maturities that are not quoted in an active market. They are not
entered into with the intention of immediate or short-term resale and are not classified as ‘other
financial assets held for trading’, designated as AFS investments or ‘financial assets designated at
FVPL’.

Loans and receivables include purchases made by MCC’s cardholders which are collected on
installments and are recorded at the cost of the items purchased plus interest covering the
installment period which is initially credited to uncarned discount, shown as a deduction from
‘Loans and receivables’.

Loans and receivables also include ORIX Metro’s lease contracts receivable and notes receivable
financed which are stated at the outstanding balance, reduced by unearned lease income and

unearned finance income, respectively.
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After initial measurement, ‘Due from BSP’, ‘Due from other banks’, ‘Interbank loans receivable
and SPURA’ and ‘Loans and receivables’, are subsequently measured at amortized cost using the
EIR method, less allowance for credit losses. Amortized cost is calculated by taking into account
any discount or premium on acquisition and fees and costs that are an integral part of the EIR.

The amortization is included in ‘Interest income’ in the statement of income. The losses arising
from impairment are recognized in ‘Provision for credit and impairment losses’ in the statement of
income.

Other financial liabilities

Issued financial instruments or their components, which are not designated at FVPL, are classified
as liabilities under ‘Deposit liabilities’, ‘Bills payable’ or other appropriate financial liability
accounts, where the substance of the contractual arrangement results in the Group having an
obligation either to deliver cash or another financial asset to the holder, or to satisty the obligation
other than by the exchange of a fixed amount of cash or another financial asset for a fixed number
of own equity shares. The components of issued financial instruments that contain both Lability
and equity elements arc accounted for separately, with the equity component being assigned the
residual amount after deducting from the instrument as a whole the amount separately determined
as the fair value of the liability component on the date of issue.

After initial measurement, bills payable and similar financial liabilities not qualified as and not
designated at FVPL, are subsequently measured at amortized cost using the EIR method.
Amortized cost is calculated by taking into account any discount or premium on the issue and fees
that are an integral part of the EIR.

Derecognition of Financial Assets and Liabilities

Financial assets

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

e the rights to receive cash flows from the asset have expired; or

s the Group retains the right to receive cash flows from the asset, but has assumed an obligation
to pay them in full without material delay to a third party under a “pass-through” arrangement;
or

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

Where the Group has transferred its rights to receive cash flows from an asset or has entered into a
pass-through arrangement, and has neither transferred nor rctained substantially all the risks and
rewards of the asset nor transferred control of the asset, the asset is recognized to the extent of the
Group’s continuing involvement in the asset. The extent of the Group’s continuing involvement
in the transferred asset is the extent to which it is exposed to changes in the value of the
transferred asset. When the Group’s continuing involvement takes the form of guaranteeing the
transferred asset, the extent of the Group’s continuing involvement is the lower of (i) the amount
of the asset and (ii) the maximum amount of the consideration received that the Group could be
required to repay (‘the guarantee amount’). When the Group’s continuing involvement takes the
form of a written or purchased option (or both) on the transferred asset the extent of the Group’s
continuing involvement is the amount of the transferred asset that the Group may repurchase.
However, in case of a written put option to an asset that is measured at fair value, the extent of the
Group’s continuing involvement is limited to the lower of the fair value of the transferred asset
and the option exercise price. When the Group’s continuing involvement takes the form of a cash-
settled option or similar provision on the transferred asset, the extent of the Group’s continuing
involvement is measured in the same way as that which results from non-cash settled options.
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Financial liabilities

A financial liability is derecognized when the obligation under the liability is discharged,
cancelled or has expired. Where an cxisting financial liability is replaced by another from the
same lender on substantially different terms, or the terms of an existing lability are substantially
modificd, such an exchange or modification is treated as a derecognition of the original liabikity
and the recognition of a new liability, and the difference in the respective carrying amounts is
recognized in the statement of income.

Repurchase and reverse repurchase agreements

Securities sold under agreements to repurchase at a specified futurc date (‘repos’) are not
derecognized from the statement of financial position. The corresponding cash received, including
accrued interest, is recognized in the statement of financial position as securities sold under
repurchase agreements (SSURA) included in ‘Bills Payable and SSURA’ and is considered as a
loan to the Group, reflecting the economic substance of such transaction.

Conversely, securities purchased under agreements to resell at a specified future date (‘reverse
repos’) are not recognized in the statcment of financial position. The corresponding cash paid
including accrued interest, is recognized in the statement of financial position as SPURA, and is
considered a loan to the counterparty. The difference between the purchase price and resale price
is treated as interest income and is accrued over the life of the agreement using the EIR method.

Impairment of Financial Assets

The Group assesses at each statement of financial position date whether there is objective evidence
that a financial asset or group of financial assets is impaired. A financial asset or a group of
financial assets is deemed to be impaired if, and only if, there is objective evidence of impairment
as a result of one or more events that has occurred after the initial recognition of the asset (an
incurred ‘loss event’) and that loss cvent (or events) has an impact on the estimated future cash
flows of the financial asset or the group of financial assets that can be reliably estimated.
Evidence of impairment may include indications that the borrower or a group of borrowers is
experiencing significant financial difficulty, default or delinquency in interest or principal
payments, the probability that they will enter bankruptcy or other financial reorganization and
where observable data indicate that there is measurable decrease in the estimated future cash
flows, such as changes in arrears or economic conditions that correlate with defaults.

Financial assets carried at amortized cost

For financia! assets carried at amortized cost such as loans and receivables, due from other banks,
and HTM investments, the Group first assesses whether objective evidence of impairment exists
individually for financial assets that are individually significant, or collectively for financial assets
that are not individually significant. For individually assessed financial assets, the amount of the
loss is measured as the difference between the asset’s carrying amount and the present value of the
cstimated future cash flows (excluding future credit losses that have not been incurred). The
present value of the estimatcd future cash flows is discounted at the financial asset’s original EIR.
If a loan has a variable interest rate, the discount rate for measuring any impairment loss is the
current EIR, adjusted for the original credit risk premium. The calculation of the present value of
the estimated future cash flows of a collateralized financial asset reflects the cash flows that may
result from foreclosure less costs for obtaining and selling the collateral.

Financial assets that are individually assessed for impairment and for which an impairment loss is,
or continues to be, recognized are not included in a collective assessment for impairment. The
carrying amount of the asset is reduced through use of an allowance account and the amount of
loss is charged to the statement of income. Intercst income continues to be recognized based on
the original EIR of the asset. Financial assets, together with the associated allowance accounts,
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are written off when there is no realistic prospect of future recovery and all collateral has been
realized. If, in 2 subsequent period, the amount of the estimated impairment loss decreases
because of an event occurring after the impairment was recognized, the previously recognized
impairment loss is reduced by adjusting the allowance account. 1If a future write-off is later
recovered, any amounts formerly charged are credited to the ‘Provision for credit and impairment
losses’ in the statement of income.

If the Group determines that no objective evidence of impairment exists for individually assessed
financial asset, whether significant or not, it includes the asset in a group of financial assets with
similar eredit risk characteristics and eollectively assesses for impairment. Those characteristics
are relevant to the estimation of future cash flows for groups of such assets by being indicative of
the debtors’ ability to pay all amounts due according to the contractual terms of the assets being
evaluated.

For the purpose of a collective evaluation of impairment, financial asscts are grouped on the basis
of credit risk characteristics such as industry, collateral type, past-due status and term. Future cash
flows in a group of financial assets that are collectively evaluated for impairment are estimated on
the basis of historical loss experience for assets with credit risk characteristics similar to those in
the Group. Historical loss experience is adjusted on the basis of current observable data to reflect
the effects of current conditions that did not affect the pertod on which the historical loss
experience is based and to remove the effects of conditions in the historical period that do not exist
currently. Estimates of changes in future cash flows reflect, and are directionally consistent with
changes in related observable data from period to period (such as changes in property prices,
payment status, or other factors that are indicative of incurred losses in the Group and their
magnitude). The methodology and assumptions used for estimating future cash flows arc
reviewed regularly by the Group to reducc any diftferences between loss estimates and actual loss
experience.

The Group also uses the Net Flow Rate method to determinc the credit loss rate of a particular
delinquency age bucket based on historical data of flow-through and flow-back of loans across
specific delinquency age buckets. The allowance for credit losses is determined based on the
results of the net flow to write-off methodology. Net flow tables are derived from monitoring of
monthly peso movements between different stage buckets, from 1-day past due to 180-day past
due. The net flow to write-off methodology relies on the last 12 months of net flow tables to
establish a percentage (‘net flow rate’} of accounts receivable that are current or in any state of
delinquency (i.e., 30, 60, 90, 120, 150 and 180 day past duc) as of reporting date that will
eventually result in write-off. The gross provision is then computed based on the outstanding
balances of the receivables as of statement of financial position date and the net flow rates
determined for the current and each delinquency bucket. This gross provision is reduced by the
estimated recoveries, which are also based on historical data, to arrive at the required allowance
for credit losses.

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, the previously
recognized impairment loss is reversed. Any subsequent reversal of an impairment loss is
recognized in the statement of income, to the extent that the carrying value of the asset does not
exceed its amortized cost at the reversal date.

AFS investments

In case of quoted equity investments classified as “AFS investments’, this would include a
significant or prolonged decline in the fair value of the investments below its cost. Where there is
evidence of impairment, the cumulative loss - measured as the difference between the acquisition
cost and the current fair value, less any impairment loss on that financtal asset previously
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recognized in the staternent of income - is removed from the statement of comprehensive income
and recognized in the statement of income. Impairment losses on equity investments are not
reversed through the statement of income. Increases in fair value after impairment are recognized
directly in the statement of comprehensive income.

In case of unquoted equity investments classified as ‘AFS investments’, the amount of the
impairment is measured as the difference between the carrying amount of the financial asset and
the present value of estimated future cash flows discounted at the current market rate of return for
a similar financial asset. Such impairment losses shall not be reversed.

In casc of debt instruments classified as ‘AFS investments’, impairment is assessed based on the
same criteria as financial assets carried at amortized cost. Future interest income is based on the
reduced carrying amount and is accrued based on the rate of interest used to discount future cash
flows for the purpose of measuring impairment loss. Such accrual is recorded as part of ‘Interest
income’ in the statement of income. 1f subsequently, the fair value of a debt instrument increased
and the increase can be objectively related to an event occurring after the impairment loss was
recognized in the staternent of income, the impairment loss is reversed through the statement of
income.

Restructured loans

Where possible, the Group seeks to restructure loans rather than to take possession of collateral.
This may involve extending the payment arrangements and the agreement of new loan conditions.
Once the terms have been renegotiated, the loan is no longer considered past due. Manapement
continuously reviews restructured loans to cnsure that all criteria are met and that future payments
are likely to cccur. The loans continue to be subject to an individual or collective impairment
assessment, calculated using the loan’s original EIR. The difference between the recorded value
of the original loan and the present valuc of the restructured cash flows, discounted at the original
EIR, is recognized in ‘Provision for credit and impairment losses’ in the statement of income.

Offsetting Financial Instruments

Financial assets and financial liabilities are offset and the net amount is reported in the statement
of financial position if, and only if, there is a currently enforceable legal right to offset the
recognized amounts and there is an intention to settle on a net basis, or to realize the assct and
settle the liability simultancously. This is not generally the case with mastcr netting agreements,
and the related assets and liabilities are presented gross in the statement of financial position.

Terminal Value of L.eased Assets and Deposits on Finance [ eases

The terminal value of leased assets, which approximates the amount of guaranty deposit paid by
the lessee at the inception of the lease, is the cstimated proceeds from the sale of the leased asset at
the end of the lease term. At the end of the lease term, the terminal value of the lcased asset is
generally applied against the guaranty deposit of the lessec when the lessee decides to buy the
leased asset.

Revenue Recognition

Revenue is recognized to the extent that it is probable that economic benefits will flow to the
Group and the revenue can be reliably measured. The following specific recognition criteria must
also be met before revenue is recognized:

Interest income

For all financial instruments measured at amortized cost and interest-bearing financial instruments
classified as AFS investments, interest income is recorded at the EIR, which is the rate that exactly
discounts estimated future cash receipts through the expected life of the financial instrument or a
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shorter period, where appropriatc, to the net carrying amount of the financial asset. The
calculation takes into account all contractual terms of the financial instrument (for example,
prepayment options), including any fees or incremental costs that arc dircetly attributable to the
instrument and are an integral part of the EIR, but not future credit losses. The adjusted carrying
amount is caleulated based on the original EIR. The change in carrying amount is recorded as
‘Interest income’.

Once the recorded value of a financial assct or group of similar financial assets carried at
amortized cost has been reduced duc to an impairment loss, interest income continues to be
recognized using the original EIR applied to the new carrying amount.

Purchases by credit cardholders, collectible on an installment basis, arc recorded at the cost of the
items purchased plus a certain percentage of cost. The excess over cost is credited to *Unearned
discount” and is shown as a deduction from ‘Loans and receivables’ in the consolidated statement
of financial position. The unearned discount is taken up to interest income over the installment
terms and is computed using the EIR method.

Fee and commission income
The Group earns fee and commission income from a diverse range of services it provides to its
customers. Fee income can be divided into the following two catcgories:

a. Fee income earned from services that are provided over a certain period of time
Fces carned for the provision of services over a period of time are accrued over that period.
These fees include investment fund fecs, custodian fees, fiduciary fees, commission income,
credit related fees, asset management fees, portfolio and other management fees, and advisory
fees. Loan commitment fees for loans that are likely to be drawn down are deferred (together
with any incremental costs} and recognized as an adjustment to the EIR on the loan.

b.  Fee income from providing transaction services
Fees arising from negotiating or participating in the negotiation of a transaction for a third
party - such as underwriting fees, corporate finance fees and brokerage fees for the
arrangement of the acquisition of shares or other securities or the purchase or sale of
businesses - are recognized on completion of the underlying transaction. Fees or components
of fees that are linked to a certain performance are recognized after fulfilling the
corresponding criteria. Loan syndication fees are recognized in the statement of income when
the syndication has been completed and the Group rctains no part of the loans for itself or
retains part at the same EIR as for the other participants.

Leasing income - Finance lease

The excess of aggregate lease rentals plus the cstimated residual value over the cost of the leased
equipment constitutes the uneamed lease income. Residual values represent estimated proceeds
from the disposal of equipment at the time leasc is estimated. The unearned lease income is
amortized over the term of the lease, commencing on the month the lease is executed using the
EIR method.

Dividend income
Dividend income is recognized when the Group’s right to receive payment is established.

Trading and securities gain - net

Resuits arising from trading activities include all gains and losses from changes in fair value for
financial asscts and financial liabilitics at FVPL and gains and losses from disposal of finaneial
assets held for trading, AFS and HTM investments.
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Rental income
Rental income arising on leased properties is accounted for on a straight-line basis over the lease
terms on ongoing lcases and is recorded in the statement of income under ‘Leasing’.

Discounts earned and awards revenue on credit cards

Discounts are taken up as income upon receipt from member establishments of charges arising
from credit availments by the Group’s cardholders and other credit companies’ cardholders when
Group is acting as an acquirer. These discounts are computed based on certain agreed rates and
arc deducted from amounts remitted to the member establishments. This account also includes
interchange income from transactions processed by other acquirers through VISA Ine. (Visa) and
MasterCard Incorporated (MasterCard) and service fee from cash advance transactions of
cardholders.

MCC operates a loyalty points program which allows customers to accumulate points when they
purchase from member establishments using the issued card of MCC. The points can then be
redeemed for free products subject to a minimum number of points being obtained. Consideration
received is allocated between the discounts earned, interchange fee and the points carned, with the
consideration allocated to the points equal to its fair value. The fair value is determined by
applying statistical analysis. The fair value of the points issued is deferred and recognized as
revenue when the points are redeemed.

Income on direct financing leases and receivables financed

Income on loans and receivables tinanced with short-term maturities is recognized using the EIR
method. Interest and finance fees on finance leases and loans and reccivables financed with long-
term maturities and the excess of the aggregate lease rentals plus the estimated terminal value of
the leased equipment over its cost are credited to uneamed discount and amortized over the term
of the note or lease using the EIR method.

Underwriting fees, commissions, and sale of shares of stock
Underwriting fees and commissions are acerued when earned, Income derived from sales of
shares of stock 1s recognized upon sale.

Gain on sale of investment in an associate

Upon loss of significant influence over an associate, the Group measures and recognizes any
retained investment at its fair value. Any difference between the carrying amount of the associate
upon loss of significant influence and the fair value of the retained investment and proceeds from
disposal is recognized in profit or loss.

Gain on sale of non-current asset held for sale

The gain or loss arising from the sale of non-current asset held for sale is included in profit or loss
when the item is derecognized. The gain or loss arising from the derecognition of non-current
asset held for sale is determined as the difference between the net disposal proceeds and its
carrying amount on the date of the transaction.

Other income

Income from sale of services is recognized upon rendition of the service. Ilncome from sale of
properties is recognized upon completion of the earning process and the collectibility of the sales
price is reasonably assured. Revenue on sale of residential and commercial units is recognized
only upon completion of the project. Payments received before completions are included under

‘Miscellaneous liabilities’.
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Cash and Cash Equivalents

For purposes of reporting cash flows, cash and cash equivalents include cash and other cash items,
amounts due from BSP and other banks, and interbank loans receivable and SPURA with original
maturities of three months or less from dates of placements and that are subject to insignificant
risk of changes in value.

Property and Equipment

Land is stated at cost less any impairment in value and depreciable propertics including buildings,
furniture, fixtures and equipment and leasehold improvements are stated at cost less accumulated
depreciation and amortization, and any impairment in value. Such cost includes the cost of
replacing part of the property and equipment when that cost is incurred, if the recognition criteria
are met but excludes repairs and maintenance costs.

Building under construction (BUC) is stated at cost and includes cost of construction and other
direct costs. BUC is not depreciated until such time that the relevant asset is completed and put
Into operational use.

Depreciation is calculated on the straight-line method over the estimated useful life of the
depreciable assets. Leasehold improvements are amortized over the shorter of the terms of the

covering leases and the estimated useful lives of the improvements,

The range of cstimated useful lives of property and equipment follows:

Buildings 25 to 50 years
Furniture, fixtures and equipment 2 to 5 years
Leasehold improvements 5 to 20 years

The depreciation and amortization method and useful life are reviewed periodically to ensure that
the method and period of depreciation and amortization are consistent with the expected pattern of
econcmic benefits from items of property and equipment.

An item of property and equipment is derecognized upon disposal or when no future economic
benefits are expected from its use or disposal. 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 asset) is included in the statement of income in the year the asset is derecognized.

Investments in Subsidiaries, Associates and a Joint Venture (JV)

Investment in subsidiaries

Subsidiaries pertain to all entities over which the Group has control. Control is achieved when the
Group is exposcd, or has rights, to variable returns from its involvement with the investee and has
the ability to affect those returns through its power over the investee. When the Group has less
than a majority of the voting or similar rights of an investee, the Group considers all rclevant facts
and circumstances in assessing whether it has power over an investee, including:

s the contractual arrangement with the other vote holders of the investee;

» rights arising from other contractual arrangements; and

¢ the Group’s voting rights and potential voting rights.

Investment in associates

Associates pertain to all entities over which the Group has significant influence. Significant
influence is the power to participate in the financial and operating policy decisions of the investee,
but is not control or joint control over those policies. In the consolidated financial statements,
investment in associates is accounted for under the equity method of accounting.
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Investment in a JV

A JV is a type of joint arrangement whereby the parties that have joint control of the arrangement
have rights to the net assets of the joint venture. Joint control is the contractually agreed sharing
of control of an arrangement, which exists only when decistons about the relevant activities
require unanimous consent of the parties sharing control. Investment ina JV is accounted for
under the equity method of accounting, The Group’s investment in a JV represents the 40.00%
intercst of PSBank in Sumisho Motor Finance Corporation (SMFC).

Under the cquity method, an investment in an associate or a JV is carried in the statement of
financial position at cost plus post-acquisition changes in the Group’s share of the net assets of the
associate or JV. Goodwill relating to an associate and a JV is included in the carrying value of the
investment and is not amortized. When the Group increases its ownership interest in an associate
or a JV that continues to be accounted for under the equity method, the cost for the additional
interest is added to the existing carrying amount of the associate or JV and the existing interest in
the associate or JV is not remeasured. The Group’s share in an associate or a JV’s post-
acquisition profits or losses is recognized in the statement of income while its share of post-
acquisition movements in the associate or JV's cquity rescrves is recognized dircetly in the
statement of comprehensive income. When the Group’s share of losses in an associate or a JV
equals or exceeds its interest in the associate or JV, including any other unsecured receivables, the
Group does not recognize further losses, unless it has incurred obligations or made payments on
behalf of the associate or JV. Profits and losses resulting from transactions between the Group
and an associatc or JV are eliminated to the extent of the Group’s intcrest in the associate or JV.

In the Parent Company financial statements, investments in subsidiaries, associates and a JV are
carried at cost less allowance for impairment losses.

Investment Properties

Investment properties are measured initially at cost, including transaction costs. An investment
property acquired through an exchange transaction is measured at fair value of the asset acquired
unless the fair value of such an asset cannot be measured in which case the investment property
acquired is measured at the carrying atnount of asset given up. Foreclosed properties are classified
under ‘Investment properties’ upon: a.) entry of judgment in case of judicial foreclosure;

b.) execution of the Shenff’s Certificate of Sale in case of extra-judicial foreclosure; or

c.) notarization of the Deed of Dacion in case of dation in payment (dacion en pago). Subsequent
to Initial recognition, investment properties are carried at cost less accumulated depreciation (for
depreciable investment properties) and impairment in value.

Investment properties are derecognized when they have either been disposed of or when the
investment property is permanently withdrawn from use and no future benefit is expected from its
disposal. Any gains or losses on the retirement or disposal of an investment property are
recognized in the statement of income in ‘Profit from assets sold” in the year of retirement or
disposal.

Expenditures incurred after the investment properties have been put into operations, such as
repairs and maintenance costs, are normally charged to operations in the year in which the costs
are incurred. Depreciation is calculated on a straight-line basis using the remaining useful lives
from the time of acquisition of the investment properties based on appraisal reports but not to
exceed 50 years for buildings and condominium units.

Transfers are made to investment properties when, and only when, there is a change in use

evidenced by ending of owner occupation, commencement of an operating lease to another party
or ending of construction or development. Transfers are made from investment properties when,
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and only when, there is a change in usc cvidenced by commencement of owner occupation or
commencement of development with a view to sale.

Non-Current Assets Held for Sale

Non-current assets held for sale are measured at the lower of their carrying amount and fair value
less costs to sell. Non-current assets are classified as held for sale if their carrying amounts will be
recovered principally through a sale transaction rather than through continuing usc. This condition
is regarded as met only when the sale is highly probable and the asset is available for immediate
sale in its present condition, management has committed to the sale, and the sale is expected to
have been completed within one year from the date of classification (Note 13).

Interest in Joint Operations

The Group is a party to joint operations whereby it contributed parcels of land for development
into residential and commercial units. In respect of the Group’s interest in the joint operations, the
Group recognizes the following: (a) the assets that it controls and the liabilities that it incurs; and
{(b) the expenses that it incurs and its share of the income that it earns from the sale of units by the
joint operations. The assets contributed to the joint operations are measured at the lower of cost or
net realizable value. Net realizable value is the estimated selling price in the ordinary course of
business less estimated costs nccessary to make the sale (Note 14).

Chattel Mortgage Propertics

Chattel mortgage properties comprise of repossessed vehicles. Chattel mortgage properties are
stated at cost less accumulated depreciation and impairment in value. Depreciation is calculated
on a straight-line basis using the remaining useful lives from the time of acquisition of the
vehicles. The useful lives of chattel mortgage properties are estimated to be 5 years.

Subordinated Notes

Subordinated notes issued by SPVs (presented as ‘Investments in SPVs’ under ‘Other assets” in
the Parent Company financial statements) are stated at amortized cost reduced by an allowance for
credit losses. The allowance for credit losses is determined based on the difference between the
outstanding principal amount and the recoverable amount which is the present value of the future
cash flow expected to be received as payment for the subordinated notes.

Intangible assets
Intangible assets include software costs and exchange trading right (included under

‘Miscellaneous assets”) presented under ‘Other assets’.

Software costs

Software costs are capitalized on the basis of the cost incurred to acquire and bring to use the
specific software. These costs are amortized over three to five years on a straight-line basis.
Costs associated with maintaining the computer software programs are recognized as expense
when incurred. Software costs are carried at cost less accumulated amortization.

Exchange trading right

Exchange trading right is a result of the PSE conversion plan to preserve access of FMIC’s
subsidiary to the trading facilities and continue transacting business in the PSE. The exchange
trading right has an indefinite useful life as there is no foreseeable limit to the period over which
this asset is expected to generate net cash inflows. It is carried at the amount allocated from the
original cost to the exchange membership seat (after a corresponding allocation was made to the
value of the PSE shares) less any allowance for impairment losses. FMIC’s subsidiary does not

intend to sell the exchange trading right in the near future,
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Goodwill

Goodwill acquired in a business combination is initially measured at cost being the excess of the
gost of the business combination over the Group's interest in the net fair value of the acquiree’s
identifiable assets, liabilities and eontingent liabilities. With respeet to investments in associates
and a IV, goodwill is included in the carrying amounts of the investments. Following initial
recognition, goodwill is measured at cost net of impairment losses (see accounting policy on
[mpairment of Nonfinancial Assets).

Impairment of Nonfinancial Assets

Property and equipment, investments in subsidiaries, associates and a JV, investment properties,
and chattel mortgage properties

At each statement of financial position date, the Group assesses whether there is any indication
that its nonfinancial assets may be impaired. When an indicator of impairment exists or when an
annual impairment testing for an asset is required, the Group makes a formal estimate of
recoverable amount. Recoverable amount is the higher of an asset’s fair value less costs to sell
and its value in use (VIU) and is determined for an individual asset, unless the asset does not
generate cash inflows that are largely independent of those from other assets or groups of assets, in
which case the recoverable amount is assessed as part of the cash gencrating unit to which it
belongs. Where the carrying amount of an asset exceeds its recoverable amount, the asset is
considered impaired and is written down to its recoverable amount. In assessing VIU, the
estimated future cash flows are discounted to their present value using a pre-tax discount rate that
reflects current market assessments of the time value of money and the risks specific to the asset.
An impairment loss is charged to operations in the year in which it arises.

An assessment is made at each statement of financial position date as to whether there is any
indication that previously recognized impairment losses may no longer exist or may have
decreased. If such indication exists, the recoverable amount is estimated. A previously
recognized impairment loss is reversed only if there has been a change in the estimates used to
determine the asset’s recoverable amount since the last impairment loss was recognized. If that is
the case, the carrying amount of the asset is increased to its recoverable amount. That increased
amount cannot exceed the carrying amount that would have been determined, net of depreciation,
had no impairment loss been recognized for the asset in prior years. Such reversal is recognized in
the statement of income. After such a reversal, the depreciation expense is adjusted in future years
to allocate the asset’s revised carrying amount, Jess any residual value, on a systematic basis over
its remaining life,

Intangible assets

Intangible assets with indefinite useful lives are tested for impairment annually at statement of
financial position date either individually or at the cash generating unit lcvel, as appropriate.
Intangible assets with finite lives are assessed for impairment whenever there is an indication that
the intangible asset may be impaired.

Goodwill

Goodwill is reviewed for impairment, annually or more frequently if events or changes in
circumstances indicate that the carrying value may be impaired. Impairment is determined for
goodwill by assessing the recoverable amount of the cash generating unit (CGU) (or group of
CGUs) to which the goodwill relates. Where the recoverable amount of the CGU (or group of
CGUs) is less than the carrying amount of the CGU (or group of CGUs) to which goodwill has
been allocated, an impairment loss is recognized immediately in the statement of income.
Impairment losses relating to goodwill cannot be reversed for subsequent increases in its
recoverable amount in future periods. The Group performs its impairment test of goodwill
annually.
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Leases

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

the arrangement and requires 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

assel. A reassessment is made after inception of the lease only if one of the following applies:

(a) there is a change in contractual terms, other than a renewal or extension of the arrangement;

(b) arenewal option is exercised or extension granted, unless that term of the renewal or
extension was initially included in the lease term;

(¢) there is a change in the determination of whether fulfillment is dependent on a speeified asset;
or

(d) there is a substantial change to the asset.

Where a reassessment is made, lease accounting shall commence or cease from the date when the
change in circumstances gives rise to the reassessment for scenarios (a), (c) or (d) above, and at
the date of renewal or extension period for scenario (b).

Residual Value of Leased Assets and Deposits on Lease Contracts

The residual value of leased assets, which approximates the amount of guaranty deposit paid by
the lessee at the inception of the lease, is the estimated proceeds from the sale of the leased asset at
the end of the lease term. At the end of the leasc term, the residual value of the leased asset is
generally applied against the guaranty deposit of the lessee when the lessee decides to buy the
leased asset.

Group as lessee

Finance leases, which transfer to the Group substantially all the risks and benefits incidental to the
ownership of the leased item, are capitalized at the inception of the lease at the fair value of the
leased property or, if lower, at the present value of the minimum lease payments and included in
‘Property and equipment’ with the corresponding liability to the lessor included in ‘Other
liabilities’. Lease payments are apportioned between the finance charges and reduetion of the
lease liability so as to achieve a constant rate of interest on the remaining balance of the liability.
Finance charges are recorded directly to ‘Interest expense’.

Capitalized leased assets are depreciated over the shorter of the estimated useful lives of the assets
or the respective lease terms, if there is no reasonable certainty that the Group will obtain
ownership by the end of the lease term.

Leases where the lessor retains substantially all the risk and benefits of ownership of the assets are
classified as operating leases. Operating lease payments are recognized as an expense in the
statement of income on a straight-line basis over the lease term. Contingent rental payable are
recognized as expense in the year in which they are incurred.

Group as lessor

Finance leases, where the Group transfers substantially all the risks and benefits incidental to the
ownership of the leased item to the lessee, are included in the statement of financial position under
‘Loans and receivables’. A lease receivable is recognized at an amount equivalent to the net
investment (asset cost) in the lease. All income resulting from the receivable is included in
‘Interest income” in the statement of income.

Leases where the Group does not transfer substantially all the risks and benefits of ownership of
the assets are classified as operating leases. Initial direct costs incurred in negotiating operating

leases are added to the carrying amount of the leased asset and recognized over the lease term on
the same basis as the rental income. Contingent rents are recognized as revenue in the year in

which they are earned.
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Retirement Cost

The Group has a noncontributory defined benefit retirement plan except for FMIIC and its
subsidiary which follow the defined contribution retirement benefit plan and the Mandatory
Provident Fund Scheme (MPFS). The retirement cost of the Parent Company and most of its
subsidiaries is determined using the projected unit credit method. Under this method, the current
service cost is the present value of retirement benefits payable in the future with respect to services
rendered in the current year.

The net defined benefit liability or asset is the aggregate of the present value of the defined benefit
obligation at the end of the reporting period reduced by the fair value of plan assets (if any),
adjusted for any effect of limiting a net defined benefit asset to the asset ceiling. The asset ceiling
is the present value of any economic benefits available in the form of refunds from the plan or
reductions in future contributions to the plan.

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

Defined benefit costs comprise the following;

* Service cost

* Net interest on the net defined benefit liability or assct
e Remeasurements of net defined benefit liability or asset

Service costs which include current service costs, past service costs and gains or losses on non-
routine settlements are recognized as expense in profit or loss. Past service costs are recognized
when plan amendment or curtailment occurs. These amounts are calculated periodically by
independent qualified actuaries.

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

Retirement expense is presented under ‘Compensation and fringe benefits’ in the statement of
income.

Remeasurements comprising actuarial gains and losses, return on plan assets and any change in
the effect of the asset ceiling (cxcluding net interest on defined benefit liability) are recognized
immediately in other comprehensive income in the period in which they arisc. Remeasurements
are not reclassified to profit or loss in subsequent periods.

Plan assets are assets that are held by a long-term employee benefit fund or qualifying insurance
policies. Plan assets are not available to the creditors of the Group, nor can they be paid directly to
the Group. Fair value of plan assets is based on market price information. When no market price
is available, the fair value of plan assets is estimated by discounting expected future cash flows
using a discount rate that reflects both the risk associated with the plan assets and the maturity or
expected disposal date of those assets (or, if they have no maturity, the expected period until the
settlement of the related obligations). If the fair value of the plan assets is higher than the present
value of the defined benefit obligation, the measurement of the resulting defined benefit asset is
limited to the present value of economic benefits available in the form of refunds from the plan or
reductions in future contributions to the plan.

The Group’s right to be reimbursed of some or all of the expenditure required to settle a defined
benefit obligation is recognized as a separate asset at fair value when and only when

reimbursement is virtually certain.
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Payments to thc dcfined contribution retirement benefit plans and the MPFS are recognized as
cxpenses when employees have rendered service entitling them to the contributions.

Equity

When the shares are sold at a premium, the diffcrence between the proceeds and par value is
credited to “Capital paid in excess of par value’, net of direct costs incurred related to the equity
issuance, If ‘Capital paid in excess of par valuc’ is not sufficient, the excess is charged against
surplus. When the Group issues more than one class of stock, a separate account is maintained for
cach class of stock and the number of stocks issued.

Subscriptions receivable pertains to the uncollected portion of the subscribed stocks.
Surplus represents accumulated earnings of the Group less dividends declared.

Own equity instruments which are reacquired {(treasury stocks) are recognized at cost and
deducted from equity. No gain or loss is recognized in the profit or loss on the purchase, sale,
issuc or cancellation of the Group’s own equity instruments. Any difference between the carrying
amount and the consideration, if reissued, is recognized in ‘Capital paid in excess of par value’.
Voting rights related to treasury stocks are nullificd for the Group and no dividends are allocated
to them respectively. When the stocks are retired, the Common stock account is reduced by its par
value and the excess of cost over par value upon retirement is debited to capital paid in excess of
par value at the time the stocks were issued and to surplus for the remaining balance.

Provisions

Provisions are recognized when the Group has a present obligation (legal or constructive) as a
result of a past event and it is probable that an outflow of resources embodying economic benefits
will be required to settle the obligation and a reliable estimate can be made of the amount of the
obligation. Where the Group expects some or all of a provision to be reimbursed, for cxample,
under an insurance contract, the reimbursement is recognized as a separate asset but only when the
reimbursement is virtually certain. The expense relating to any provision is presented in the
statement of income, net of any reimbursement. If the effect of the time valuc of money is
material, provisions are determined by discounting the expected future cash flows at a pre-tax rate
that reflects current market assessments of the time value of money and, where appropriate, the
risks specific to the liability. Where discounting is used, the increase in the provision due to the
passage of time is recognized as ‘Interest expense’.

Contingent Liabilities and Contingent Assets

Contingent liabilities are not recognized in the financial statements but are disclosed unless the
possibility of an outflow of resources embodying economic benefits is remote. Contingent assets
are not recognized but are disclosed in the financial statements when an inflow of economic
benefits 15 probable.

Income Taxes

Current taxes

Current tax assets and liabilities for the current and prior periods are measured at the amount
expected to be recovered from or paid to the taxing authorities. The tax rates and tax laws used to
compute the amount are those that are enacted or substantively enacted at the statement of
financial position date.

Deferred taxes

Deferred tax is provided on temporary differences at the statement of financial position date
between the tax bases of assets and liabilities and their carrying amounts for financial reporting

| Ay



-26 -

Deferred tax liabilities are recognized for all taxable temporary differences, except:

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

b. Inrespect of taxable temporary differences associated with investments in subsidiaries, where
the timing of the reversal of the temporary differences can be controlled and it is probable that
the temporary differences will not reverse in the foresceable future.

Deferred tax assets are recognized for all deductible temporary differences, carryforward of

unused tax eredits from the excess of minimum corporate income tax (MCIT) over the regular

income tax, and unused net operating loss carryover (NOLCO), to the extent that it is probable
that taxable income will be available against which the deductible temporary differences and
carryforward of unused tax eredits from MCIT and unused NOLCO can be utilized except:

a. Where the deferred tax asset relating to the deduetible temporary difference arises from the
initial recognition of an asset or liability in a transaction that is not a business combination
and, at the time of the transaction, affects neither the accounting profit nor taxable profit or
loss.

b. In respect of deductible temporary differences associated with investments in subsidiaries,
deferred tax assets are recognized only to the extent that it is probable that the temporary
differences will reverse in the foresceable future and taxable profit will be available against
which the temporary differences can be utilized.

The carrying amount of deferred tax asscts is reviewed at each statement of financial position date
and reduced to the extent that it is no longer probable that sufficient future taxable profit will be
available to allow all or part of the deferred income tax assct to be utilized. Unrecognized
deferred tax asscts are reassessed at each statement of financial position date and are recognized to
the extent that it has become probable that future taxable income will allow the deferred tax asset
to be recovered.

Deferred tax asscts and liabilities are measured at the tax rates that are expected to apply in the
year when the asset is realized or the liability is settled, based on tax rates (and tax laws) that have
been enacted or substantively enacted at the statement of financial position date.

Current tax and deferred tax relating to items recognized directly in equity are recognized in other
comprehensive income and not in the statement of income.

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

Earnings Per Share

Basic earnings per share (EPS) is computed by dividing net income for the year attributable to
equity holders of the Parent Company by the weighted average number of common shares
outstanding during the year after giving retroactive effect to stock dividends deelared and stock
rights exercised during the year. The Group does not have dilutive potential common shares.

Dividends on Common Shares

Cash dividends on common shares are recognized as a liability and deducted from the equity when
approved by the Board of Directors (BOD) of the Parent Company and the BSP while stock
dividends are deducted from equity when approved by BOD, shareholders of the Parent Company
and the BSP. Dividends declared during the year but are approved by the BSP after the statcment
of financial position date are dealt with as a subsequent event.
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Coupon Payment on Hybrid Capital Securities

Coupon payment on hybrid capital securities (HT1 Capital) is treated as dividend for financial
reporting purposes, rather than interest expense and deducted from cquity when due, after the
approval by the BOD of the Parent Company and the BSP.

Debt Issue Costs

Issuance, underwriting and other related costs incurred in connection with the issuance of debt
instruments are deferred and amortized over the terms of the instruments using the EIR method.
Unamortized debt issuance costs are included in the related carrying amount of the debt instrument
in the statement of financial position.

Capital Securitics Issuance Costs
Issuance, underwriting and other related costs incurred in connection with the issuance of the
capital securities are treated as a reduction of equity.

Events after the Statement of Financial Position Date

Post year-end events that provide additional information about the Group’s position at the
statement of financial position date (adjusting event) are reflected in the financial statements. Post
year-end events that are not adjusting events, if any, are disclosed when material to the financial
statements.

Seoment Reporting

The Group’s operating businesses are organized and managed separatcly according to the nature
of the products and services provided, with each segment representing a strategic business unit
that offers different products and serves different markets. Financial information on business
segmicnts is presented in Note 6.

Fiduciary Activitics

Assets and income arising from fiduciary activities together with related undertakings to return
such assets to customers are excluded from the financial statements where the Parent Company,
PSBank and FMIC act in a fiduciary capacity such as nominee, trustee or agent.

Standards Issued but not yet Effective

PAS 36, Impairment of Assets - Recoverable Amount Disclosures for Non-Financial Assets

{ Amendments)

These amendments remove the unintended consequences of PFRS 13 on the disclosures required
under PAS 36. In addition, these amendments require disclosure of the recoverable amounts for
the assets or cash-generating units (CGUs) for which impairment loss has been recognized or
reversed during the period. These amendments are effective retrospectively for annual periods
beginning on or after January 1, 2014 with earlier application permitted, provided PFRS 13 is also
applied. The amendments affect disclosures only and have no impact on the Group’s financial
position or performance.

Investment Entities { Amendments to PFRS 10, PFRS 12 and PAS 27)

These amendments are effective for annual periods beginning on or after January 1, 2014. They
provide an exception to the consolidation requirement for entities that meet the definition of an
investment entity under PFRS 10. The exception to consolidation requires investment entities to
account for subsidiaries at fair value through profit or loss. 1t is not expected that this amendment
would be relevant to the Group since none of the entities in the Group would qualify to be an

investment entity under PFRS 10.
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Philipping Interpretation [FRIC 21, Levies (IFRIC 21)

IFRIC 21 clarifics that an entity recognizes a liability for a levy when the activity that triggers
payment, as identified by the relevant legislation, oceurs. For a levy that is triggered upon reaching
a minimum threshokd, the interpretation clarifies that no liability should be anticipated before the
specified minimum threshold is reached. IFRIC 21 is effective for annual periods beginning on or
after January 1, 2014. The Group does not expect that IFRIC 21 will have material financial
impact in future financial statements

PAS 39, Financial Instruments: Recognition and Measurement - Novation of Derivatives and
Continuation of Hedge Accounting (Amendments)

These amendments provide relief from discontinuing hedge accounting when novation of a
derivative designated as a hedging instrument meets certain criteria. These amendments are
effective for annual periods beginning on or after January 1, 2014, The Group has not novated its
derivatives during the current period. However, these amendments would be considered for future
novations.

PAS 32, Financial instruments: Presentation - Offsetting Financial Assets and Financial
Liabilities (Amendments)

The amendments clarity the meaning of “currently has a legally enforceable right to set-off” and
also clarify the application of the PAS 32 offsetting criteria to settlement systems (such as central
clearing house systems) which apply gross settlement mechanisms that are not simultaneous. The
amendments affect presentation only and have no impact on the Group’s financial position or
performance. The amendments to PAS 32 are to be retrospectively applied for annual periods
beginning on or after January 1, 2014.

PAS 19, Employee Benefits — Defined Benefir Plans: Employee Contributions (Amendments)

The amendments apply to contributions from employces or third parties to defined benefit plans.
Contributions that are set out in the formal terms of the plan shall be accounted for as reductions
to current service costs if they are linked to service or as part of the remeasurements of the net
defined benefit asset or liability if they are not linked to service. Contributions that are
discretionary shall be accounted for as reductions of current service cost upon payment of these
contributions to the plans. The amendments to PAS 19 are to be retrospectively applied for annual
periods beginning on or after July 1, 2014,

The Group will assess the impact of these amendments on its financial position or performance
when they become effective.

Annual Improvements to PFRSs (2010-20] 2 cycle)
The Annual Improvements to PFRSs (2010-2012 cycle) contain non-urgent but necessary
amendments to the following standards:

PERS 2, Share-based Payment — Definition of Vesting Condition

The amendment revised the definitions of vesting condition and market condition and added the
definitions of performance condition and service condition to clarify various issues. This
amendment shall be prospectively applied to share-based payment transactions for which the grant
date is on or after July 1, 2014. This amendment does not apply to the Group as it has no share-
based payments .

PFRS 3, Business Combinations — Accounting for Contingent Consideration in a Business
Combination

The amendment clarifies that a contingent consideration that meets the definition of a financial
instrument should be classified as a financial liability or as equity in accordance with PAS 32,
Contingent consideration that is not classified as equity is subsequentty measured at fair value
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through profit or loss whether or not 1t falls within the scope of PFRS 9 (or PAS 39, if PFRS 9 is
not yet adopted) The amendment shall be prospectively applied to business combinations for
which the acquisition date is on or after July I, 2014. The Group shall consider this amendment
for future business combinations.

PFRS 8, Operating Segments — Aggregation of Operating Segments and Reconciliation of the
Total of the Reportable Segments’ Assets to the Entity’s Assets

The amendments require entities to disclose the judgment made by management 1n aggregating
two or more operating segments. This disclosure should include a brief description of the
operating segments that have been aggregated in this way and the economic indicators that have
been assessed in determining that the aggrepated operating segments share similar economic
characteristics. The amendments also clarify that an entity shall provide reconciliations of the total
of the reportable segments” assets to the entity’s assets if such amounts are regularly provided to
the chief operating decision maker. These amendments are eftfective for annual periods beginning
on or after July 1, 2014 and are applied retrospectively. The amendments affect disclosures only
and have no impact on the Group’s financial position or performance.

PFRS 13, Fair Value Measurement — Short-term Receivables and Payables

The amendment clarifies that short-term receivables and payables with no stated interest rates can
be held at invoice amounts when the effect of discounting is immaterial. This amendment has no
impact on the Group’s financial position or performance.

PAS 16, Property, Plant and Equipment — Revaluation Method — Proportionate Restatement of

Accumulated Depreciation

The amendment clarifies that, upon revaluation of an item of property, plant and equipment, the

carrying amount of the asset shall be adjusted to the revalued amount, and the asset shall be treated

in one of the following ways:

a. The gross carrying amount is adjusted 1n a manner that is consistent with the revaluation of the
carrying amount of the asset. The accumulated depreciation at the date of revaluation is
adjusted to equal the difference between the gross carrying amount and the carrying amount of
the asset after taking into account any accumulated impairment losses.

b. The accumulated depreciation is eliminated against the gross carrying amount of the asset.

The amendment is effective for annual periods beginning on or after July 1, 2014. The amendment
shall apply to all revaluations recognized in annual pericds beginning on or after the datc of initial
application of this amendment and in the immediately preceding annual period. The amendment
has no impact on the Group’s financial position or performance.

PAS 24, Related Party Disclosures — Key Management Personnel

The amendments clarify that an entity is a related party of the reporting entity if the said entity, or
any member of a group for which it is a part of, provides key management personnel services to
the reporting entity or to the parent company of the reporting entity. The amendments also clarify
that a reporting entity that obtains management personnel services from another entity (also
referred to as management entity) 1s not required to disclose the compensation paid or payable by
the management entity to its employees or directors. The reporting entity is required to disclose
the amounts incurred for the key management personnel services provided by a separate
management entity, The amendments are effective for annual periods beginning on or after

July 1, 2014 and are applied retrospectively, The amendments affect disclosures only and have no
impact on the Group’s financial position or performance.
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PAS 38, Intangible Assets — Revaluation Method — Proportionate Restatement of Accumulated

Amortization

The amendments clarify that, upon revaluation of an intangible asset, the carrying amount of the

asset shall be adjusted to the revalued amount, and the asset shall be treated in one of the

following ways:

a. The gross carrying amount is adjusted in a manner that is consistent with the revaluation of the
carrying amount of the asset. The accumulated amortization at the date of revaluation is
adjusted to equal the differcnce between the gross carrying amount and the carrying amount of
the assct after taking into account any aceumulated impairment losses.

b. The accumulated amortization is eliminated against the gross carrying amount of the asset.

The amendments also clarify that the amount of the adjustment of the accumulated amortization
should form part of the increase or decrease in the carrying amount accounted for in accordance
with the standard.

The amendments are effective for annual periods beginning on or after July 1, 2014. The
amendments shall apply to all revaluations recognized in annual periods beginning on or after the
date of initial application of this amendment and in the immediately preceding annual period. The
amendments have no impact on the Group’s financial position or performance.

Annual Improvements to PFRSs (2011-2013 cycle)
The Annual Improvements to PFRSs (2011-2013 ¢ycle) contain non-urgent but necessary
amendments to the following standards;

PERS 1, First-time Adoption of Philippine Financial Reporting Standards — Meaning of 'Effective
PFRSs’

The amendment clarifies that an entity may choose to apply either a current standard or a new
standard that is not yet mandatory, but that permits early application, provided either standard is
applied consistently throughout the periods presented in the entity’s first PERS financial
statements. This amendment is not applicable to the Group as it is not a first-time adopter of
PFRS.

PFRS 3, Business Combinations — Scope Exceptions for Joint Arrangements

The amendment clarifies that PFRS 3 does not apply to the accounting for the formation of a joint
arrangement in the financial statements of the joint arrangement itself. The amendment is effective
for annual periods beginning on or after July 1 2014 and is applied prospectively.

PERS 13, Fuir Value Measurement — Portfolio Exception

The amendment clarifies that the portfolio exception in PFRS 13 can be applied to financial assets,
financial liabilities and other contracts. The amendment is effective for annual periods beginning
on or after July 1 2014 and is applied prospectively.

PAS 40, Investment Property

The amendment clarifies the interrelationship between PFRS 3 and PAS 40 when classifying
property as investment property or owner-occupied property. The amendment stated that judgment
is needed when determining whether the acquisition of investment property is the acquisition of an
asset or a group of asscts or a business combination within the scope of PFRS 3. This judgment is
based on the guidance of PFRS 3. This amendment is effective for annual periods beginning on or
after July 1, 2014 and is applied prospectively. The amendment has no significant impact on the

Group’s financial position or performance.
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Mandatory Date Yet to Be Determined

Philippine Interpretation IFRIC 15, Agreements for the Construction of Real Estate

This interpretation covers accounting for revenue and associated expenses by entities that
undertake the construction of real estate directly or through subcontractors. The interpretation
requires that revenue on construction of real estate be recognized only upon completion, except
when such contract qualifies as construction contract to be accounted for under PAS 11 or
involves rendering of services in which case revenue is recognized based on stage of completion.
Contracts involving provision of services with the construction materials and where the risks and
reward of ownership are transferred to the buyer on a continuous basis will also be accounted for
based on stage of completion. The SEC and the Financial Reporting Standards Council (FRSC)
have deferred the effectivity of this interpretation until the final Revenue standard is issued by the
International Accounting Standards Board (IASB) and an cvaluation of the requirements of the
final Revenue standard against the practices of the Philippine real estate industry is completed.

PFRS 9, Financial Instruments

PFRS 9, as issued, reflects the first and third phases of the project to replace PAS 39 and applies to
the classification and measurement of financial assets and liabilities and hedge accounting,
respectively. Waork on the second phase, which relate to impairment of finaneial instruments, and
the limited amendments to the classification and measurement model is still ongoing, with a view
to replace PAS 39 in its entirety. PFRS 9 requires all financial assets to be measured at fair value
at Initial recognition. A debt financial asset may, if the fair value option (FVO} is not invoked, be
subsequently measured at amortized cost if it is held within a business model that has the objective
to hold the assets to collect the contractual cash flows and its contractual terms give rise, on
specified datcs, to cash flows that are solely payments of principal and interest on the principal
outstanding. All other debt instruments are subsequently measured at fair value through profit or
loss. All equity financial assets are measured at fair value either through other comprehensive
income (OCI) or profit or loss. Equity financial asscts held for trading must be measured at fair
value through profit or loss. For liabilities designated as at FVPL using the fair value option, the
amount of change in the fair value of a liability that is attributable to changes in credit risk must be
presented in OCIL. The remainder of the change in fair value is presented in profit or loss, unless
presentation of the fair value change relating to the entity’s own credit risk in OCI would create or
enlarge an accounting mismatch in profit or loss. All other PAS 39 classification and measurement
requirements for financial liabilities have been carried forward to PFRS 9, including the embedded
derivative bifurcation rules and the criteria for using the FVO. The adoption of the first phase of
PFRS 9 will have an effect on the classification and measurement of the Group’s financial assets,
but will potentially have no impact on the classification and measurement of financial liabilities.

On hedge accounting, PFRS 9 replaces the rules-based hedge accounting model of PAS 39 with a
more principles-based approach. Changes include replacing the rules-based hedge effectiveness
test with an objectives-based test that focuses on the economic relationship between the hedged
item and the hedging instrument, and the effect of credit risk on that economic relationship;
allowing risk components to be designated as the hedged item, not only for financial items, but
also for non-financial items, provided that the risk component is separately identifiable and
reliably measurable; and allowing the time value of an option, the forward clement of a forward
contract and any foreign currency basis spread to be excluded from the designation of a financial
instrument as the hedging instrument and accounted for as costs of hedging. PFRS 9 also requires
more extensive disclosures for hedge accounting.

PFRS 9 currently has no mandatory effective date. PFRS 9 may be applied before the completion
of the limited amendments to the classification and measurement model and impairment
methodology. The Group conducted an evaluation of the financial impact of the adoption of
PFRS 9 based on the audited financial statements as of December 31, 2012 and decided not to

carly adopt PFRS 9 in its 2013 financial reporting.
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Significant Accounting Judgments and Estimates

The preparation of the financial statements in compliance with PFRS requires the Group to make
estimates and assumptions that affect the reported amounts of assets, liabilities, income and
expenses and the disclosures of contingent assets and contingent liabilitics. Future events may
occur which can cause the assumptions used in arriving at the estimates o change. The effects of
any change in estimates are reflected in the financial statements as they become reasonably
determinable. Judgments and cstimates are continually evaluated and are bascd on historical
experience and other factors, including expectations of future events that are believed to be
reasonable under the circumstances. The following are the eritical judgments and key assumptions
that have a significant risk of material adjustment to the carrying amounts of asscts and liabilities
within the next financial year:

Judgments

.

Consolidation of subsidiaries

The determination whether the Group has control over an investee company requires
significant judgment. The Group considers that the following criteria are all met, including:
fa) an investor has the power over an investee; (b) the investor has exposure, or rights, to
variable returns from its involvement with the investee; and (c¢) the investor has the ability to
use its power over the investee to affect the amount of the investor’s return.

As discussed in Note 2, in accordance with PFRS 10, the Group included the aceounts of
FMSALBF and FMSALEF in its consolidated financial statements. The Group re-assessed
the control conclusion for these Funds. Although the ownership is less than half of the voting
power of these investees, the Group has control due to its power to direct the relevant
activities of the Funds through First Metro Asset Management Inc. (FAMI), a subsidiary of
FMIC, which acts as the fund manager of the Funds. Further, the Group has the exposure to
variable returns from its investments and its ability to use its power over the Funds to affect
their returns.

Existence of significant influence over an associate with less than 20.0% ownership

As discussed in Note 11, there are instanees that an investor exercises significant influence
even if its ownership is less than 20.0%. The Group applics significant judgment in assessing
whether it holds significant influence over an investee and considers the following:

(a) representation in the board of directors or equivalent governing body of the investee;

(b) participation in policy-making processes, including participation in decisions about
dividends or other distributions; (¢) material transactions between the investor and the
investee; (d) interchange of managerial personnel; or (e} provision of essential technical
information.

HTM investments

The classification under HTM investments requires significant judgment. In making this
judgment, the Group evaluates its intention and ability to hold such investments to maturity.
If the Group fails to keep these investments to maturity other than in certain specific
circumstances - for example, selling an insignificant amount close to maturity - it will be
required to reclassify the entire portfolio as AFS investments. The investments would
therefore be measured at fair value and not at amortized cost. In 2013 and 2012, the Group
follows Philippine GAAP for banks in aceounting for HTM investments in the consolidated
financial statements (Notes 2 and 8).

In addition, as discussed in Note 8, the Group’s management has determined that the change
in intention on certain HTM investments of PSBank and FMIC in response to the significant
increase in the regulatory capital requirements of the BSP is an isolated event that is beyond
the Group’s control and is non-recurring and could not have been reasonably anticipated.
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Fair value of financial instruments

Where the fair values of financial assets and financial liabilities recorded in the statement of
financial position cannot be derived from active markets, these are determined using internal
valuation techniques using generally accepted market valuation models. The inputs to these
models are taken from observable markets where possible, but where this is not feasible, a
degree of judgment is required in establishing fair values. These judgments may include
considerations of liquidity and model inputs such as correlation and volatility for longer dated
derivatives (Note 3).

Financial assets not quoted in an active market

The Group classifies financial assets by evaluating, among others, whether the asset is quoted
or not in an active market. Included in the cvaluation on whether a financial asset is quoted in
an active market is the determination on whcther quoted prices are readily and regularly
available, and whether those prices represent actual and regularly oceurring market
transactions on an arm’s lcngth basis.

Embedded derivatives

Where a hybrid instrument is not classified as financial assets or liabilities at FVPL, the Group
cvaluates whether the embedded derivative should be bifurcated and accounted for separately.
This includes assessing whether the embedded derivative has a close economic relationship to
the host contract.

Leases

Operating lease

Group as lessor

The Group has entered into commercial property leases on its investment properties portfolio
and over various items of furniture, fixtures and equipment. The Group has determined based
on an evaluation of the terms and conditions of the arrangements (i.e., the lease does not
transfer ownership of the assct to the lessee by the end of the lease term, the lessee has no
option to purchase the assct at a price that is expected to be sufficiently lower than the fair
value at the date the option is exercisable and the lcase term is not for the major part of the
asset’s economic life), that it retains all the significant risks and rewards of ownership of these
properties which are leased out on operating leases.

Group as lessee

The Group has entered into lease on premiscs it uses for its operations, The Group has
determined, based on the evaluation of the terms and conditions of the lease agreement
(i.e., the leasc does not transfer ownership of the asset to the lessee by the end of the lease
term and lease term is not for the major part of the asset’s economic life), that the lessor
retains all the significant risks and rewards of ownership of these properties.

Finance lease

The Group has determined based on an evaluation of terms and conditions of the lease
arrangements (i.e., present value of minimum lease payments amounts to at least substantially
all of the fair value of leased asset, lease term is for the major part of the economic uscful life
of the asset, and lessor’s losses associated with the cancellation are borne by the lessee) that it
has transferred all significant risks and rewards of ownership of the properties it leases out on

finance leases.
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Functional currency

PAS 21, The Effecis of Changes in Foreign Exchange Rates, requires management to use its
judgment to determine the entity’s functional currency such that it most faithfully represents
the economic effects of the underlying transactions, events and conditions that are relevant to
the entity. In making this judgment, the Group considers the following: (a) the currency that
mainly influences sales prices for financial instruments and services (this will often be the
currency in which sales prices for its financial instruments and services are denominated and
settled); (b) the currency in which funds from financing activities are generated; and (c) the
currcney in which receipts from operating activities are usuaily retained.

Contingencies

The Group is currently involved in legal proceedings. The estimate of the probable cost for
the resolution of claims has been developed in consultation with the aid of the outside legal
counsel handling the Group’s defense in this matter and is based upon an analysis of potential
results. 1t is probable, however, that future results of operations could be materiaily affected
by changes in the estimates or in the effectiveness of the strategies relating to this proceeding
{Note 30).

Estimates

da.

Credit losses of loans and receivables

The Group reviews its loan portfolios and receivables to assess impairment on a semi-annual
basis with updating provisions made during the intervals as necessary based on the continuing
analysis and monitoring of individual accounts by credit officers. In determining whether
credit losses should be recorded in the statement of income, the Group makes judgments as to
whether there is any observable data indicating that there is a measurable decrease in the
estimated future cash flows from a portfolio of loans before the decrease can be identified with
an individual loan in that portfolio. This evidence may include observable data indieating that
there has been an adverse change in the payment status of borrowers in a group, or national or
local economic conditions that correlate with defaults on assets in the group. Management
uses estimates in the amount and tirmng of future cash flows when determiming the level of
allowance required. Such estimates are based on assumptions about a number of factors and
actual results may differ, resulting in future changes in the allowance.

In addition to specific allowance against individually significant loans and receivables, the
Group also makes a collective impairment allowance against exposures which, although not
specifically identified as requiring a speeific allowance, have a greater nsk of default than
when originally granted. This collective allowance is based on any deterioration in the
internal rating of the loan or investment since it was granted or acquired. These internal
ratings take into consideration factors such as any deterioration in country risk, industry, and
technological obsolescence, as well as identified structural weaknesses or deterioration in cash
flows.

The carrying values of loans and receivables and the related allowance for credit losses of the
Group and the Parent Company are disclosed in Note 9. In 2013 , 2012 and 2011, provision
for credit losses on loans and receivables amounted to R8.69 billion, £4.31 billion and

P3.38 billion, respectively, for the Group and £3.26 billion, £0.72 billion and £0.46 billion,
respectively, for the Parent Company.
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b.  Fair values of structured debt instruments and derivatives

The fair values of structured debt Instruments and derivatives that are not quoted in active
markets are determined using valyation techniques such as discounted cash flow analysis and
standard option pricing models. The models incorporate various inputs including the credit
quality of counterparties. Where valuation techniques are used to determine fair values, they
are reviewed by qualified personnel independent of the area that created them. All models are
reviewed before they are used and to the extent practicable, models use only observable data.
Changes in assumptions about these factors could affect reported fair value of financial
Instruments. As of December 31, 2013, credit valuation adjustments (CVA) are applied to
over-the-counter derivative instruments where the theoretical base spread is discounted using
the relevant yield curve as discount rate. The effect of such CVA on the marked-to-market
value of derivatives is not material. Refer to Note 5 for the information on the fair values of
these investments and Note 8 for information on the carrying values of these instruments.

Valuation of unquoted egquity securities

The Group’s investments in equity securities that do not have quoted market price in an active
market and whose fair value cannot be refiably measured are carried at cost less impairment
losses.

As of December 31, 2013 and 2012, the carrying value of unquoted AFS equity securities
amounted to B3.5 billion and R0.3 billion, respectively, for the Group and R0.1 billion for both
years for the Parent Company (Note 8).

Impairment of AFS eguity securities

The Group determines that AFS equity securities are impaired when there has been a
significant or prolonged decline in the fair value below its cost. This determination of what is
significant or prolonged requires judgment. The Group treats ‘significant’ generally as
20.00% or more of the original cost of investment, and ‘prolonged’, greater than 12 menths.
In making this judgment, the Group evaluates among other factors, the normal volatility in
share price. Inaddition, impairment may be appropriate when there is evidence of
deterioration in the financial health of the investee, industry and sector performance, changes
in technology, and operational and financing cash flows.

As of December 31, 2013 and 2012, allowance for impairment losses on AFS equity
securities amounted to £568.3 million and P572.8 million, respectively, for the Group and
£178.0 million and £176.2 million, respectively, for the Parent Company. As of

December 31, 2013 and 2012, the carrying value of AFS equity securitics (included under
AFS investments) amounted to 6.4 billion and £2.6 billion, respectively, for the Group and
P325.1 million and P455.8 million, respectively, for the Parent Company (Notes 8 and 15).

Recognition of deferred income taxes

Deferred tax assets arc recognized for all unused tax losses to the extent that it is probable that
taxable profit will be available against which the losses can be utilized. Significant
management judgment is required to determine the amount of deferred tax assets that can be
recognized, based upon the likely timing and level of future taxable profits together with
future tax planning strategies. The estimates of future taxable income indicatc that certain
temporary differcnces will be realized in the future. The recognized net deferred tax assets
and unrecognized deferred tax assets for the Group and the Parent Company are disclosed in
Note 28,

N



~36-

1 Present value of retirement liability

The eost of defined retirement pension plan and other post employment benefits is determined
using actuarial valuations. The actuarial valuation involves making assumptions about
discount ratcs, future salary incrcases, mortality rates and future pension increases. Due to the
complexitics involved in the valuation and the long-term nature of these plans, such estimatcs
are subject to significant uncertainty. The assumed discount rates were determined using the
market yields on Philippine government bonds with terms consistent with the expected
employee benefit payout as of the statement of financial position date. The present values of
the retirement liability of the Group and the Parent Company are disclosed in Note 26.

g Impairment of nonfinancial assets
Property and equipment, invesiments in subsidiaries, associates and a JV, investment
properties, software costs and chattel mortgage properties
The Group assesses impairment on asscts whenever events or changes in circumstances
indicate that the carrying amount of an asset may not be recoverable. The factors that the
Group considers important which could trigger an impairment review include the following:
a) significant underperformance relative to expected historical or projected future operating
results; b) significant changes in the manner of use of the acquired assets or the strategy for
overall business; and ¢) significant ncgative industry or economic trends. The Group uses fair
value less costs to sell in determining recoverable amount. The carrying values of the
property and equipment, investments in subsidiaries and associates and a JV, investment
properties, softwarc costs and chattcl mortgage properties of the Group and the
Parent Company are disclosed in Notes 10, 11, 12 and 14, respectivcly.

Goodwill

Goodwill is reviewed for impairment, annually or more frequently if events or changes in
circumstances indicate that the carrying value may be impaired. lmpairment is determincd for
goodwill by assessing the recoverable amount of the CGU (or group of CGUs) to which the
goodwill relates. Where the recoverable amount of the CGU (or group of CGUs) is less than
the carrying amount of the CGU (or group of C(GUs) to which goodwill has been allocated, an
impairment loss is recognizcd immediately in the statement of income. The Group estimated
the discount rate used for the computation of the net present value by reference to industry
cost of capital. Future cash flows from the business arc estimated based on the theoretical
annial income of the CGU. Average growth rate was derived from the average increase in
annual income during the last 3 years. The recoverable amount of the CGU has been
determined based on a VIU calculation using cash flow projections from financial budgets
approved by scnior management covering a five-year period. In 2013 and 2012, the
applicable pre-tax discount rate applied to cash flow projections is 16.78% and 14.92%,
respectively. Key assumptions in VIU calculation of CGUs are most scnsitive to discount
rates and growth ratcs used to project cash flows.

The Parent Company has undergone reorganizations of various units and has changed its
business plans which affected the recoverable amount of the CGUs to which the goodwill
relates. As of December 31, 2013, the Parent Company has fully impaired its goodwill
amounting to £1.2 billion.

As of December 31, 2013 and 2012, goodwill amounted to 5.2 billion and £6.4 billion
respectively, for the Group. As of December 31, 2012, P1.2 billion pertained to the Parent
Company (Note 11).
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4. Financial Risk and Capitai Management

Introduction
The Group has exposure to the following risks from its use of financial instruments: (a) credit;
(b) liquidity; and (c) market risks.

Risk management framework

The BOD has overall responsibility for the oversight of the Parent Company’s risk management
process. On the other hand, the risk management processes of the subsidiaries arc the separate
responsibilities of their respective BOD. Supporting the BOD in this function are certain Board-
level committees such as Risk Oversight Committee (ROC), Audit Committee (AC) and senior
management committecs through the Executive Committee, Asset and Liability Committee
(ALCQ) and Policy Committee.

The AC is responsible for monitoring compliance with the Parent Company’s risk management
policics and procedurcs, and for reviewing the adequacy of risk management practices in relation
to the risks faced by the Parent Company. The AC is assisted in these functions by the Intcrnal
Audit Group (IAG). 1AG undertakes both regular and ad-hoc reviews of risk management
controls and procedures, the results of which are reported to the AC.

The Parent Company and its subsidiaries manage their respective financial risks separatcly. The
subsidiaries have their own risk management processes but are structured similar to that of the
Parent Company. To a certain extent, the respective risk management programs and objectives are
the same across the Group. Risk management policics adopted by the subsidiaries and affiliates
are aligned with the Parent Company’s risk policies. To further promote compliance with PFRS
and Basel IT and to prepare for Basel 111, the Parent Company created a Risk Management
Coordinating Council (RMCC) ecomposed of the risk officers of the Parent Company and its
financial institution subsidiaries.

Credit Risk

Credit risk is the risk of financial loss to the Group if a counterparty to a financial instrument fails
to meet its contractual obligations. The Group manages and controls credit risk by setting limits
on the amount of risk it is willing to accept for individual counterparties, related groups of
borrowers, for market segmentation, and industry concentrations, and by monitoring exposures in
relation to such limits. The same is true for treasury-related activities. Each business unit is
responsible for the quality of its eredit portfolio and for menitoring and controlling all credit risks
in its portfolio. Regular reviews and audits of business units and credit processes are undertaken
by IAG and Risk Management Group (RSK).

Management of credit risk

The Parent Company faces potential credit risks every time it extends funds to borrowers, commits

funds to counterpartics, guarantees the paying performance of its clients, invests funds to issuers

(¢.g., investment sccurities issued by either sovereign or corporate entities) or enter into either

market-traded or over-the-counter derivatives, either through implied or actual contractual

agreements (i.c., on- or off-balance sheet exposures). The Parent Company manages its eredit risk
at various levels (i.e., strategic level, portfolio level down to individual obligor or transaction) by
adopting a ercdit risk management environment that has the following components:

e Formulating credit policies in consultation with business units, covering collateral
requirements, credit/financial assessment, risk grading and reporting and compliance with
regulatory requirements;

e Establishment of authorization limits for the approval and rencwal of credit facilities;
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e Limiting concentrations of exposure to counterparties and industries (for loans), and by issuer
(for investment securities);

e  Utilizing the Internal Credit Risk Rating System (ICRRS) in ordcr to categorize cxposures
according to the risk profile. The risk grading system is uscd for determining impairment
provisions against specific credit exposures. The current risk grading framework consists of
ten grades reflecting varying degrees of risk of default and the availability of collateral or
other credit risk mitigation; and

e Monitoring compliance with approved exposure limits.

The ICRRS contains the following:

a. Borrower Risk Rating (BRR) - an assessment of the credit worthincss of the borrower (or
guarantor) without considering the type or amount of the facility and security arrangements. It
is an indicator of the probability that a borrower cannot mect its credit obligations when it falls
due. The assessment is described below:

Credit Factor
Component Description Weight
Financial Condition Refers to the financial condition of the borrower based 40.00%
on audited financial statements as indicated by certain
financial ratios. The Financial Factor Evaluation is
conducted manually.

Industry Analysis Refers to the prospects of the industry as well as the 30.00%
company’s performance and position in the indusiry.
Management Quality Refers to the management’s ability to run the 30.00%

company successfully.

b. Facility Risk Factor (FRF) - determined for each individual facility considering the term of the
facility, security arrangement and quality of documentation. This factor can downgrade or
upgrade the BRR based on the elements rclating to cover (collateral including pledged cash
deposits and guarantee), quality of documentation and structure of transactions.

c. Adjusted Borrower Risk Rating (ABRR) - combination of BRR and FRF.

Maximum exposure to credit risk after collateral held or other credit enhancements
An analysis of the maximum credit risk exposure relating to on balance sheet assets is shown
below:

Consolidated

2013 2012 {As Restated - Note 2)
Financial Financial
Effect of Effeet of
Collateral Maximum Collatcral Maximum
Carrying Fair Value or Credit  Exposure to Carrying Fair Value or Credit Exposure to
Amount of Collateral Enhancement  Credit Risk Amount  of Collateral  Fnhancement Credit Risk

interbank loans reecivable
and SPURA $94,548 95,623 #£94,476 $72 #4993 £4.989 P4.989 B4

Loans and reecivables - net
Receivables from

customens
Commercial loans 139,551 254 828 125,884 13,667 116,322 278,710 71.842 44 480
Residential maortgage
loans 62,369 135,727 62,232 137 31,972 117,116 51.858 114
Auto loans 3,933 91,979 53,532 401 45,684 80,165 45.327 362
Trade 219678 - - 29678 21.476 - 21.476
Onhers 1,336 78 49 1,287 3,769 7,555 3.589 180
286,867 482,612 241,697 45,170 239,228 483,546 172,616 66,612
Accounts receivable 1 1 - 1 - -
Acerued 1nterest reeeivable 1,986 1,042 1,440 546 1,289 647 647 642
Sales contract reccivable 408 882 368 41 579 1.276 527 52
289,262 485,537 243,505 45,757 241,006 485,468 173,790 67,306

Total R3I838140 B581,160 £337.981 #45,829 B246.089 BI9G,458 #178.779 867,310
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Parent Company
2013 2012 {As Restated - Note 2)
Financial Financial
Effect of Effcet of
Collateral Maximum Collateral Maximum
Carrying Fair Value er Credit  Exposure to Carrying Fair Value orCredit Exposure to
Amount of Collateral Enhancement Credit Risk Amount  of Collateral Enhancement Credit Risk
Interbank loans receivable
and SPURA B79.872 £70,938 #79,800 #72 26,182 27770 26,182 B
Loans and reecivables - net
Receivables fmn
customers
Commercial louns 116,239 224,374 103,622 12,617 100,016 257.266 57,488 42,328
Residential mortgage
loans 34,355 81,393 34,218 137 29,588 67.159 29.473 115
Auto toans 15,970 36,338 15,579 39 14.557 33,145 14,254 363
Trade 29678 - - 295678 21476 - - 21476
Others 1,287 - - 1,287 120 - - 120
197,529 342,105 153,419 44,11¢ 165,757 357,570 101,215 64,542
Accrued interest receivable 1,354 809 809 545 627 450 450 177
Sales contract receivable 136 319 Lol 35 213 436 160 47
199,019 343,233 154,329 44,690 166,397 358.456 101,831 64,766
fotal #278.891 $£423.171 B234,129 44,762 BIT2770 P366.226 R108,013 P64, 760

The following tables show the effect of rights of set-off associated with the recognized financial

assets and financial liabilities.

Gross Amounts

Effect of Remaining Rights
of Set-Off (including rights to

Offset in Net Amount set-off financial collateral)
Gross Carrying  Accordance Presented in affsetting criteria
Amounts with the  Statement of Fair Valuc of
(before Offsetting Financial Financial Financial
Financial assets recognized by type offsetting) Criteria Position [astruments Collateral _ Net Exposure
Consolidated
2013
Derivative assets £114,506 B110,734 23,772 21,298 - 82,474
SPURA 94,548 - 94,548 — 94,476 72
#209,054 #110,734 #98,320 £1,298 #94,476 #1.546
2012
Dernivative assets #102,287 B100,246 B2.041 BE92 P R1,149
SPURA 4.993 = 4,993 - 4989 4
P107,280 2100.246 R7.034 B§92 £4.989 R1,153
Parent Company
2013
Derivative Asscls 112,264 £108,506 £3,758 £1,298 B 22 460
SPURA 79,324 - 79,324 — 79,25 72
P191,588 R108.506 £33,082 £1,298 £79,252 #1532
2012
Derivative Asscts #102,287 100,246 P2,041 B5O2 P P1.149
P102.287 £100,246 R2,041 BHGY P £1,14%
Effect af Remaining Rights
Gross Amounts of Set-Off (including rights to
Offsecin Net Amount set-off financial collateral)
Gross Carrying Accordance Presented in offsetting criteria
Amounts with the Statement of Fair Value of
(before Offsetting Financial Financiul Financial
Financial liabilities recognized by type offsetting) Criteria Position [nstruments Collateral _ Net Exposure
Consolidated
2013
Derivative liabilitics £115,897 R111,466 #4.431 £1.,298 B- £3,133
SSURA 25,117 - 25,117 - 25,098 19
#141,014 £111,466 #29.548 #1,298 $25,098 23,152
2012
Derivative fabilities 127,580 120,903 BG6HTT P8I2 B RS.7RS
SSURA 9,267 — 9.267 - 9,267
P136.847 2120.903 £15.044 PRO2 £9.267 R3.785
Parent Company
213
Derivative labilitics #115,897 P111,466 £4,431 #1,298 2 #3,133
SS5URA 22,180 - 22,180 — 22,180 -
?138,077 B111.466 #26,611 £1,298 222,180 #3,133
2012
Derivative liabilities P124,589 RI1B.180 R6,409 PBEY2 P- R3517
SSURA 5.066 — 3,060 5,006 —
£129,655 B8 180 Pil.475 892 B35, 66 P3517
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Excessive risk concentration

Credit risk concentrations can arise whenever a significant number of borrowers have similar
characteristics and are affectced similarly by changes in cconomic or other conditions. The Parent
Company analyzes the eredit risk concentration to an individual borrower, related group of
accounts, industry, internal rating buckets, and sccurity. For risk concentration monitoring
purposes, the financial assets are broadly categorized into (1) loans and receivables and (2) trading
and financial investment securitics. To mitigate risk concentration, the Parent Company
constantly checks for breachces in regulatory and internal limits.

Concentration of risks of financial assets with credit risk exposure
An analysis of concentrations of credit risk at the reporting date based on carrying amount is
shown below:

Consolidated
l.oans and
Loans and Advances to Investment
Receivables Banks* Sccurities** Qthers*** Total
2013
Concentration by Industry
Financial intermediarics £38,353 £315,002 16,614 #10,764 PIR0,793
Manu facturing (varicus industrics) 124,090 - 1,891 D652 135,633
Wholesale and retail trade 96,062 - 99 9,402 105,563
Real estate, renting und business activitics 102,998 - 3,124 563 136,685
Private houscholds 130305 - 868 69,611 200,784
Transportation, storage and communication 36.505 - 3,197 4,936 44,638
Elcctricity, gas and water 42,953 - 7.830 408 51,191
Other community, social and personal
activitics 3,066 - 58 34 3,158
Construction 16,462 - 524 6,160 23,146
Ilotel and restaurants 12,764 - - 82 12,846
Agricultural, hunting and forestry 6,258 - - 47 6,305
Public adminisiration and defensc,
compulsory social secusity 1,912 - - - 1,912
Mining and quarrying 1,049 _ 202 234 1,485
Others*™*** 12,861 — 333,456 1,908 348,225
625,638 315,062 367,863 113,801 1,422.364
Less allowance for eredit losses 16,626 2 568 9,956 27,152
£609,012 B315.060 367,295 103,845 £1,395,212
Concentration by [.ocation
Philippines £603,058 270,127 328,670 P111,403 1,313,258
Asia 224075 34,245 15,445 2,047 73.812
USA 328 4,281 15,973 351 20,933
Europe 102 4,258 4,038 - 8,398
Others 75 2,151 3.737 — 5.963
625,638 315,062 367,863 113,801 1,422,364
Less allowance for eredit Josses 16,626 2 568 9,956 27,152
£609,012 £315,060 $3167,205 £103,845 £1,395,212
2012 (As Restated - Note 2)
Concentration by Industry
Finaneial intermediaries P47,5065 B177.668 P36,231 P10.516 2271920
Manufacturing (varous industries) 99,704 - 659 8779 109,142
Wholesale and retail trade 93.057 - 210 8812 102,079
Real cstate, renting and business activitics £7.974 - 1,397 2,557 91,928
Private houscholds 69276 - - 40 69,316
Transportation, storage and communication 39,683 - 2.648 4.307 46,638
Electricity, gas and water 40,697 - 2475 533 43,705
Other community, social and personal
activitics 18,183 - 1 39 18,223
Construction 9,772 — — 5,804 15,576
Hotel and restaurants 11,454 - - 2 11.456
Agricultural, hunting and forestry 5,636 - - 13 5,649
Public administration and defense,
campulsery social security 2930 - - - 2.930
(Forward)
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Consolidated
Loans and
Loans and Advances to Investment
Reccivabies Banks* Securitics** Others*** Total
Mining and quarrying 2824 - B41i P237 B1 472
Others**** 13,204 — 203953 57.429 274586
539,899 177,668 247,085 99,068 1.064.,620
Less allowance for eredit losses 15,726 2 573 0.583 25,884
B524,173 B177,606 P247.412 REY 485 £1.038,736
Congentration by Location
Philippines £529.711 P1458i109 B217.419 B96, 541 PORL, 790
Asia 5,300 25,794 17.459 1,697 54,250
USA 644 4,649 4,519 530 10,342
Europe 229 1,294 4,148 - 5.671
Others 15 112 4,440 - 4.567
539,899 177,668 247 985 90,065 1,064,620
Less allowance for credit losscs 15,726 2 573 9,583 25,884
B524.173 B177.666 247412 BRY.485 RL.0O3R.736
Parent Company
Loans and
Loans and Advances to Investment
Receivables Banks* Securities* * Others*** Total
2013
Concentration by Industry
Financial intermediaries £32,007 £249,543 BI10,384 P10,354 £302,288
Manufacturing (varicus industrics) 114,839 - 166 9,651 124,656
Wholesale and retail rade 88,753 - 22 9,402 98,177
Real cstate, renting and business activitics 70,242 - 4 557 70,503
Private houscholds 50,273 - 868 16 51,157
Electricity, gas and water 40,872 - 3,532 408 44,812
Transporiation, storage and communication 28,577 - 2,121 4,936 35,634
Construction 12,174 - - 6,106 18,280
Hotel and restaurants 12,120 - - 82 12,202
Agrieultural, hunting and forestry 4,125 - - 47 4,172
Mining and quarrying 829 - 45 234 1,108
Other community, social and personal
activitics 512 - 48 15 575
Public administration and defense,
compulsory social sceurity 121 - - - 121
Others**** 9,049 — 284,429 1,194 294,672
464,493 249,543 301,619 43,002 1,058,657
Less allowancce for credit losses 9,650 - 178 9,956 19,784
P454,843 £249,543 #3101,441 £33,046 1,038,873
Concentration by Location
Philippincs $460,238 #224.,024 £265,173 £40,842 8990,277
Asia 3,615 15,051 12,876 1,811 33,353
USA 421 4,118 15,795 349 20,683
Eutope 144 4,199 4,038 - 8,381
Others 75 2,151 3,737 — 5,963
464,493 249,543 301,619 43,002 1,058,637
Less allowance for eredit losses 9,650 - 178 9,956 19,784
B454,843 £249,543 $301,441 £33.046 #1,038,873
2012 (As Restated - Note 2)
Concentration by Industry
Finangial imermediaries R34,170 2134434 B27 683 BO974 R206.270
Manu facturing ( various industrics) 095,433 - 494 8,780 104,707
Wholcsale and retail trade 71.517 - 91 8810 50,418
Real cstate, renting and business activities 61,500 - 3 947 62,459
Privatc houscholds 43,335 - - 40 45,375
Elcctricity, gas and water 35,228 - 2,073 531 37,832
Transportation, storage and communication 30,815 - 2,404 4306 37,525
Construction 6.386 - - 5,749 12,135
Hotel and restaurants 10,358 - - 3 10,361
Agricultural, hunting and forestry 4324 - - 13 4,337
Mining and quarrying 517 - 33 237 807
(Forward)
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Parent Company

Loans and
Loans and Advances to Investment
Reecivables Banks* Securities** Others*** Total
Other community, social and personal
activities P770 B- P— B »770
Public administration and defense,
compulsory social security 142 - - 142
Otherg**** 8,561 — 149,075 1.272 158,908
405,074 134,434 181,876 40,662 762,046
Less allowance for credit losses 8,233 176 9,583 17,992
B3196,841 Ri14.434 BI81,700 B31.079 P744.054
Concentration by Location
Philippines P402.313 B119,731 B152,268 B38.486 B712,798
Asia 1,694 B.958 16,749 1,646 29,047
USA 788 4,442 4,273 530 19,033
Europe 265 1,192 4,147 - 5,604
Others 14 111 4,439 — 4,564
405,074 134.434 i81.876 40,662 762,046
Less allowance for credit losses 8,233 - 176 9583 17,992
R396,841 £134,434 R181,700 P31.079 P744,054

* Comprised ¢f Due from BSP. Duc from other banks and Interbank loans receivable and SPURA.

**  Comprised of Financial assets at FVPL, AFS investments and HTM investinents.

*%*  Comprised of applicable accounts under Other assets, financial guarantees and loan commitments and other
credit r¢lated liabilities.

#**% Includcs government-issucd debt securities.

Credit quality per class of financial assets
The credit quality of financial asscts is assessed and managed using external and internal ratings.

Loans and receivables

The credit quality is generally monitored using the 10-grade ICRR system which is integrated in
the credit process particularly in provision for credit losscs. Probability of default (PD) models
are used in parallel to the ICRRS. The models arc assessed and recalibrated as needed. Validation
of the individual borrower’s risk rating is performed by the Credit Group to maintain accurate and
consistent risk ratings across the credit portfolio. The credit quality with the corresponding
ICRRS Grade and description of commercial loans follows:

High Grade
1 - Excellent

An excellent rating is given to a borrower with a very low probability of going into default and
with high degree of stability, substance and diversity. Botrower has access to raise substantial
amounts of funds through public markct at any time; very strong debt service capacity and has
conservative balance sheet ratios. Track record in profit terms is very good. Borrower exhibits
highest quality under virtually all economic conditions.

2 - Strong

This rating is given to borrowers with low probability of going into default in the coming year.
Normally has a comfortablc degree of stability, substance and diversity. Under normal market
conditions, borrower has good access to public markets to raise funds. Have a strong market and
financial position with a history of successful performance. Overall debt service capacity is
deemed very strong; critical balance sheet ratios are conservative. Concerned multinationals or

local corporations arc well capitalized.
AR
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Standard Grade

3 - Good

This rating is given to smaller corporations with limited access to public capital markets or to
alternative financial markets. Access is however limited to favorable economic and/or market
conditions. While probability of default is quite low, it bears characteristics of some degree of
stability and substance. However, susceptibility to cyclical changes and more concentration of
business risk, by product or market, may be present. Typical is the combination of comfortable
asset protection and an acceptable balance sheet structure. Debt scrvice capacity is strong.

4 - Satisfactory

A ‘satisfactory’ rating is given to a borrower wherc clear risk elements exist and probability of
default is somewhat greater. Volatility of earnings and overall performance: normally has limited
access to public markets. Borrower should be able to withstand normal business cycles, but any
prolonged unfavorable cconomic period would create deterioration beyond acceptable levels.
Combination of reasonablc sound asset and cash flow protection: debt service capacity is
adequatc. Reported profits in the past year and is expected to report a profit in the current year.

5 - Acceptable

An ‘acceptable’ rating is given to a borrower whosc risk elements are sufficiently pronounced
although borrower should still be able to withstand normal business cycles. Any prolonged
unfavorable economic and/or market period would create an immediate deterioration beyond
acceptable levels. Risk is still acceptable as there is sufficient cash flow either historically or
expected for the futurc; new business or projected finance transaction; an existing borrower where
the nature of the exposure represcnts a higher risk because of cxtraordinary developments but for
which a decreasing risk within an acceptable period can be expected.

Substandard Grade

6 - Watchlist

This rating is given to a borrower that belongs to an unfavorable industry or has company-specific
risk factors which represent a concern. Operating performance and financial strength may be
marginal and it is uncertain if borrower can attract alternative course of finance. Borrower finds it
hard to cope with any significant economic downturn and a default in such a casc is more than a
possibility. Borrower which incurs net losses and has salient financial weaknesses, reflected on
statements specifically in profitability. Credit exposurc is not at risk of loss at the moment but
performance of the borrower has weakened and unless present trends are reversed, could lead to
losses.

7 - Especially Mentioned

This rating is given to a borrower that exhibits potential weaknesses that deserve management’s
close attention. These potential weaknesses, if left uncorrected, may atfect the repayment of the
loan and thus, increase credit risk to the Bank.

Impaired

& - Substandard

These are loans or portions, thereof which appear to involve a substantial and unrcasonable degrec
of risk to the Bank becausc of unfavorable record or unsatisfactory characteristics. There exists
the possibility of future losscs to the Bank unless given closer supervision. Borrower has well-
defined weaknesses or weaknesses that jeopardize loan liquidation. Such well-defined weaknesses
may include adverse trends or development of financial, managerial, economic or political nature,

or a significant weakncss in collateral.
0
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9 - Doubtful

This rating is given to a nonperforming borrower whose loans or portions thereof have the
weakncsses inherent in those classified as Substandard, with the added charactenstics that existing
facts, conditions, and values make collection or liquidation in full highly improbable and in which
substantial loss is probable.

10 - Loss

This rating is given to a borrower whose loans or portions thereof are considered uncollectible or
worthicss and of such little valuc that their continuance as bankable assets is not warranted
although the loans may have some recovery or salvage value. The amount of loss is difficult to
measure and it is not practical or desirable to defer writing off these basically worthless asscts
even though partial recovery may be obtained in the future.

The credit quality of consumer loan applicants are currently evaluated using PD models.

For booked consumer loans, the description of credit quality is as follows:

High Grade
Good credit rating
This rating is given to a good repeat client with very satisfactory track record of its loan repayment

(paid at least 50.00%) and whose account did not turn past due during the entire term of the loan.

Standard Grade
Good
A good rating is given to accounts which did not turn past due for 90 days and over.

Limited
This rating is given to borrowers who have average track record on loan repayment (paid less than
50.00%) and whose account did not turn past due for 90 days and over.

Substandard Grade

Poor

A poor rating is given to accounts who reached 90 days past due regardless of thc number of times
and the number of months past due.

Poor litigation
This rating is given to accounts that were past duc for 180 days and over and arc currently being
handled by lawyers.

Impaired
Poor repossessed

This rating is given to accounts whose collaterals were repossessed.

Poor written-off
This rating is given to accounts that were recommended for write-off.

T
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Trading and investmcent securities

In cnsuring quality investment portfolio, the Parent Company uses the credit risk rating from the
published data providers like Moody’s, Standard & Poor’s (S&P) or other reputable rating
agencies. Presented here is Moody’s rating - equivalent S&P rating and other rating agencies
applies:

Credit Quality External Rating
High grade Aaa Aal Aa2 Al A2 A3 Baal Baa2 Baa3
Standard grade Bal BaZ Bal B1 B2
Substandard grade B3 Caal Caal Caal Ca C
Impaired D

The following tabic shows the credit quality of financial assets:

Consolidated
Loans and
Loans and Advances to Investment

Receivables Banks* Securities** QOthers*** Total
2013
Neither past due nor impaired R598,241 #315,062 #366,000 £103,845 £1,383,148
Past due but not impaired 13,164 - - - 13,164
Impaired 14,233 — 1,863 9,956 26,052
Gross 625,638 315,062 367,863 113,801 1,422,364
Less allowance for eredit losses 16,626 2 568 9,956 27,152
Net £609,012 R3115,060 B367,295 P103,845 #1,395,212
2012 (As Restated - Note 2)
Neither past due nor impaired B513,058 B177.668 P246,316 B89, 132 B1.026,174
Past due but nor impaired 11,965 - - - 11,965
Impaired 14,876 - 1.669 9.936 26,481
Gross 539,899 177,668 247 985 99,008 1,064,620
Less allowanee for eredit losses 15,726 2 573 9.583 25,884
Net P524,173 B177,666 P247412 BRY.485 £1,038,736

Parent Company
Loans and
Loans and Advances to Investment
Receivabies Banks* Securities** Others*** Total

2013
Neither past duc nor impaired R154,309 149,543 301,366 33,046 £1,038,264
Past duc but not impaired 623 - - - 623
Impaired 9,561 — 2153 9,956 19,770
Gross 464,493 249,543 301,619 43,002 1,058,657
Less allowance for credit losses 9,650 - 178 9,956 19,784
Net 454,843 F249,543 301,441 £33,046 P1,038,873
2012 {As Restated - Nete 2)
Neither past due nor impaired R393.358 B134,434 RI181,530 P30.726 £740,048
Past due but not impaired 285 - - - 289
Impaired 11,427 - 346 9.936 21,709
Gross 405,074 134,434 181,876 40,662 762.046
Less allowance for credit losses 8.233 176 9.583 17,992
Net B396.841 R134,434 RI81,700 231,079 B 744,054

*  Compriscd of Duc from BSP. Dug from other banks and Interbank loans reccivable and SPURA.
**+  Compriscd of Financial assets at FVPL, AFS investments and HTM investments.
+++  Comprised of applicable accounts under Other assets, financial guarantces and loan commitments and other credit related
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The table below shows the credit quality per class of financial assets that arc neither past duc nor
individually impaired (gross of allowance for credit losses}):

Consolidated
Standard Substandard
High Grade Grade Grade Unrated Total
2013
Loans and advances to banks
Due from BSP £148,132 P18,642 B P- P166,774
Due from other banks 19.279 6,734 - 262 26,275
Interbank loans reecivable and SPURA 105,332 12,647 - 4,034 122,013
272,743 38,023 - 4,296 315,062
Financial assers al FVPL
HFT investnents
Debt sceuritics
Government 30,494 8873 - - 39,367
Privatc 1,177 684 - 471 2332
BsP 19 - - - 19
Equity sccuritics - quoted 4,610 4,938 89 - 9,637
Derivafive asscts 1,547 211 - 2,328 4,086
37,847 14,706 89 2,799 55,441
AFS investments
Drebt sceuritics
Government 202,368 37,027 31 6,094 245,520
Private 8,976 4,319 — 8,236 21,531
Subtotal 211,344 41,346 3 14,330 267,051
Equity securitics
Quoted 453 889 - 247 1,589
Unquoted - 3,277 148 69 3,494
Subtotal 453 4,166 148 316 5,083
211,797 45,512 179 14,646 272,134
HTM investments
Government honds 37,437 22 - 921 38,380
Private bonds - - - - -
Treasury notcs 45 - - - 45
37,482 22 — 921 38,425
Loans and receivables
Reccivables from customers
Commercial loans 120,700 231,249 35,302 - 387,251
Residential mortgage loans 19,458 38,694 1,811 - 59,963
Auto loans 28,541 19,755 120 - 48,416
Trade 6,630 21,632 1,490 - 29,772
Qthers 51,895 6,714 208 98 58,915
227,244 318,044 38,931 98 584317
Unguoted decbt sceurities 1,620 2,342 - 133 4,095
Accrued interest receivable 4,731 964 755 246 6,696
Accounts reccivable 872 17 12 1,510 2411
Sales contract receivable 231 - 18 161 410
Other receivables - 183 - 129 312
234,698 321,550 39,716 2277 598,241
Others 70,091 3 - 33,748 103,845
P864,658 £419,819 £39,984 P58.687 P1,383,148
2012 (As Restated - Note 2)
TLoans and advances to banks
Due from BSP P P131.278 B P P131,278
Due from other banks 11,164 11,312 400 120 22,996
Interbank loans receivable and SPURA 8,462 7.369 -- 7.563 23.394
19.626 149,959 400 7.683 177,668
Financial asscts at FVPL
HFT investments
Debt securitics
Government 1,037 60,611 - - 61,648
Private 368 111 - 322 501
Equity sccuritics - quoted 508 7.334 290 - 8,132
Derivative assets 1.404 730) - 205 2,339
3317 658,786 290 527 72,920

(Forward)
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Consolidated
Standard Substandard
High Grade Grade Grade Unrated Total
AFS investments
Dbt sceurities
Goevernment B7,222 P86.288 P27 £10,299 P103,836
Private 15.557 — - 1,055 16,612
Subtotal 22,779 86,288 27 11,354 120,448
Equity scouritics
Quoted 297 623 - 299 1,219
Unquoted 17 - 51 210 278
Subtotal 314 623 51 509 1,497
23,093 86,911 78 11,863 121,945
HTM investments
Government bonds 4,200 29,795 - 3,486 37,481
Privatc bonds 4,335 - - - 4,335
Treasury notes 42 9593 - - 5.635
8,577 39,388 = 3486 51.451
Loans and reccivables
Reecivables from customers
Commereial loans 100,887 178,643 49.896 - 329,426
Residential mertgage loans 18,843 30,389 428 - 49,660
Auto loans 28,626 13,304 19 - 41,949
Trade 3,228 14,416 3.893 - 21,537
Others 20,612 7,188 150 26,593 54,543
172,196 243,940 54,386 26,593 497,115
Unquoted debt sceurities 4.806 1.562 - - 6,368
Accrued interest reccivable 1,362 3,343 2i8 167 5,120
Accounts reccivable 105 55 - 2,263 2423
Sales contract reccivable 301 - - 240 541
Other reecivables 9 1,279 - 203 1,491
178.809 250,179 54,604 29,466 513,058
Others - 2,010 15 87,107 89,132
P233.422 597,233 P55,387 P140,132 R1,026,174
Parent Company
Standard Substandard
High Grade Grade Grade Unrated Total
2013
Loans and advances to banks
Due from BSP $143,724 - - P £143,724
Duce from other banks 8,785 57 - 105 8.947
Interbank loans reccivable and SPURA 92,838 — — 4,034 96,872
245,347 57 - 4,139 249,543
Financial asscts at FVPL
HFT debt sceuritics
Government 30,421 - - - 30,421
Privatc 781 464 - 472 1,717
BSP 19 - - - 19
Derivative asscs 1.547 107 ~ 2319 3,983
32,768 571 - 2,801 36,140
AFS investments
Debt sceuritics
Government 199,959 - 31 6,093 206,083
Privatwe 8,062 4,237 — 8,236 20,535
Subtotal 208,021 4,237 31 14,329 226,618
Equity sccuritics
Quoted - 7 - 182 189
Unguotad - - - 3] 61
Subtotal - 7 - 243 250
208,021 4,244 31 14,572 226,868

HTM investments
Government bonds 37437 - - 921 38,358
Private bonds - - - -
37,437 - - 921 38,358

(Forward)
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Parent Company
Standard Substandard
High Grade Grade Grade Unrated Total
Loans and reecivablcs
Receivables from customers
Commercial loans PU2.510 #220,978 £34.536 - £348.024
Residential mortgage loans 801 34,802 641 - 36,244
Auto leans 1,348 14,700 21 - 16,069
Trade 6,420 21,632 1,490 - 29,542
QOthers 16,623 429 - = 17,052
117,702 292,541 36,688 - 446,931
Unquoted debt sceuritics - - - 133 133
Accrued interest reccivable 4,248 376 741 246 5,611
Accounts reccivable - - - 1,461 1,461
Salcs contract receivable - - - 145 145
Other receivables — — - 28 28
121,950 292,917 37,429 2013 454,309
Others 166 — - 32,780 33,046
$645,789 ¥297,789 £17.460 £57,226 #1.038,264
2012 (As Restated - Note 2)
Loans and advances to banks
Duc from BSP P BI11,515 P P- PLI1515
Duc from other banks 7,668 102 103 7.873
Interbank loans reccivabic and SPURA 6,458 1,026 7,562 15,046
14,126 112,643 - 7.065 134.434
Financial asscts at FVPL
HFT dcbt secuntics
Government 970 53,615 - 54,385
Private 368 Il — i 801
Derivative assets }.404 640 — 205 2,249
2,742 54,366 527 57,635
AFS investments
Debt securitics
Government 6,777 69,073 27 10,299 86,176
Private 14,887 — 1.055 15.942
Subtoial 21,664 69,073 27 11,354 102,118
Equity sceuritics
Quoted 12 - — 213 223
Unquoted — - 61 61
Subtotal 12 - - 274 286
21,676 69.073 27 11,628 102,404
HTM investments
Gavernment bonds 4,200 9471 3486 17.157
Privatc bonds 4,334 — - 4,334
8.534 9,471 - 3486 21,491
Loans and rcceivables
Reecivables from customers
Commercial loans 86,766 168,215 49,711 - 304,692
Residential mortgage loans 803 29,322 400 - 30525
Auto loans 1,405 13,252 I8 14,675
Trade 3,165 f4416 3,893 - 21.474
Othcrs 15,174 3194 19 — 15,607
107,313 225,599 34,061 - 386973
Unguotcd debt sceuritics 123 - - 123
Accrued interest reccivable 537 2,954 217 166 3874
Accounts reecivable - - - 1.994 1,994
Sales contract reccivable - - - 227 227
Other receivables - — 167 167
107,973 228,553 54.278 2554 393,358
Others — - 30,726 30,726
B155.051] $474,106 B34.305 P36,586 B740,048

Noftes:
1. Accounts are presented gross of aliowance for credit losses hut net of unearned interest and discount,
2. Forclassification by grade, refer to Risk Rating Table for Investments (based on Moody’s Rating Scale) as guide.
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Breakdown of restructured receivables from customers by class are shown below:

Consolidated Parent Company
2012 2012
(As Restated - (As Restated -
2013 Note 2) 2013 Notc 2)
Commereial loans £3326 P5982 B2.830 B5. 282
Residential mortgage loans 605 174 525 71
Auto loans 1 1 - -
Others 69 16 — 4
£4,001 P6,173 #1355 B5.357
Aging analysis of past due but not impaired loans and receivables is shown below:
Consolidated
Within Over
30 days  31-60 days 61-90 days  91-180 days 180 days Total
2013
Receivables from customers
Commercial loans £173 P137 P68 B47 P132 P6S57
Residential mortgage loans 2,191 664 224 135 1,018 4,232
Auto loans 3,261 1,193 472 373 988 6,287
Trade - - - 1 - 1
Cthers 589 420 28 86 442 1,565
Reecivables from customers - net of
uncarncd discounts and capitalized
interest 6,214 2414 792 642 2,680 12,742
Accrued interest receivable 40 20 11 12 35 118
Accounts recervable 3 4 1 3 274 285
Sales contraet reecivable - - - 6 13 19
6,257 £2.438 £804 P663 B3.002 £13,164
2012 (As Restated - Note 2)
Reeeivables from customers
Commergial loans P69 B54 P30 P24 P98 BE75
Residential mortgage loans 2,140 652 1949 37 143 IAT7
Auto loans 2479 955 389 29% 019 4,740
Trade - - - 1 11 12
Others 239 515 390 92 1,465 2,701
Reeeivables from customers - net of
uncarned discounts and capitalized
interest 5,527 2176 1,008 452 2.336 11,499
Acerued intercst receivable 39 15 8 6 38 106
Accounts receivable 17 2 1 2 278 300
Sales contract receivable 30 10 5 4 11 60
B5.613 B2.203 B1,022 Pd64 P2.663 R11.965
Par¢nt Company
Within Over
30 days 31-60 days G1-90 days  91-180 days 180 days Total
2013
Reccivables from customers
Comimercial loans P51 BE7 BG5S P42 B95 £340
Residential mortgage loans 6 - - - 197 203
Auto loans - - 70 70
Tradc : - 1 1
Others - - - — 5 5
Reecivables from customers - net of
unearned discounts and capitahzed
interest 57 87 65 43 367 619
Accrucd interest receivable - - 1 — 3 4
P57 P37 P66 R43 £370 P62}

(Forward)
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Parent Company

Within Over
30 days 31-60 days 61-90 days  91-180 days 180 days Total
2012 (As Restated - Note 2)
Reccivables from customers
Commuereial loans B3 BI2 P25 P12 Pod RILE
Residential nortgage loans 6 - - 114 120
Auto loans - - - 46 46
Trade - - 2 - 2
Others - - — - -
Receivables from customers - net of
uncarned discounts and capitalized
interest 1 12 25 14 224 286
Acerucd interest receivable - - - 3 3
Bl RI12 PB25 P14 p227 P2¥9

The Group holds collateral against loans and receivables in the form of real estate and chatcl
mortgages, guarantees, and other registered securitics over assets. Estimates of fair value are
based on the value of collateral assessed at the time of borrowing and are regularly updated
according to internal lending policies and regulatory guidelines. Generally, collateral is not held
over loans and advances to banks except for reverse repurchase agreements. Collateral usually is
not held against investment sccurities, and no such collateral was held as of December 31, 2013
and 2012.

Liquidity Risk
Liquidity risk is defined as the current and prospective risk to earnings or capital arising from the
Group’s inability to meet its obligations when they become due.

The Group manages its liquidity risk through analyzing net funding requirements under alternative
scenarios, diversification of funding sources and contingency planning,

Specifically for the Parent Company, it utilizes a diverse range of sources of funds, although short-
term deposits made with its network of domestic branches comprise the majority of such funding.
To ensure that funding requirements are met, the Parent Company manages its liquidity risk by
holding sufficient liquid assets of appropriate quality. It also maintains a balanced loan portfolio
that is repriced on a regular basis. Deposits with banks are made on a short-term basis.

In the Parent Company, the Treasury Group uses liquidity forecast models to estimate its cash
flow needs based on its actual contractual obligations under normal and extraordinary
circumstances. RSK generates Maximum Cumulative OQutflow (MCO) reports on a monthly basis
to estimatc short- and long-term net cash flows of the bank under business-as-usual and stress
parameters. The Group’s financial institution subsidiaries (excluding insurance companies)
prepare their respective MCO reports. These are reported to the Parent Company’s ALCO and
ROC on a monthly basis.

The table below summarizes the maturity profile of financial instruments and gross-settied
derivatives based on contractual undiscounted cash flows.

Financial assets

Analysis of equity securities at FVPL into maturity groupings is based on the expected date on
which these assets will be realized. For other financial assets, the analysis into maturity grouping
is based on the remaining period from the end of the reporting period to the contractual maturity

date or if earlier the expected date the asscts will be realized.
AROEA RSO



_5] -

Financial liabilities

The maturity grouping is based on the remaining period from the end of the reporting period to the
contractual maturity date. When counterparty has a choice of when the amount is paid, the
liability is allocated to the earliest period in which the Group can be required to pay.

Consolidated
Up 1o 1to R 6to Beyond
On demand 1 month 3 Months 6 months 12 months 1 Year Total
2613
Financial Assets
Cash and other cash {tems $#29,742 - £ B £29,742
Due from BSP 166,474 300 - - - - 166,774
Due {rom other hanks 17,836 914 150 233 53 7,097 26,283
Interbank loans receivable
and SPURA - 111,517 0,258 1,937 2,495 - 122,207
Finaneial asscis at FVPL
HFT investments [85 18,914 30,032 - 26 — 49,157
Derivative assets®
Trading:
Receive - 19,372 17.062 6,085 7.497 2,539 52,555
Pay - (18,985) (16,866) (5.671) (7,200) (2.022) (50,744)
- 387 196 414 297 517 1.811
AFS investments - 542 437 1,306 3,769 333181 339,235
HTM investments - 220 - - 990 62,746 63,956
Loans and reeeivables:
Receivables from customers 23,585 90,017 75,012 50,796 54,884 387,833 682,127
Unquoted debt sccurities - 5 22 405 1,452 4,340 6,224
Accounts receivable 2,889 133 8 5 338 448 3.821
Accrued interest receivahle 7,235 1 6 1 480 091 8,414
Sales contract receivable 42 9 kil 22 48 323 474
Other receivables 12 112 - - 190 - 314
Other assets
Returned ¢hecks and other
cash iems 4 - 54 - - - 68
Residual value of leased assets 6 4 36 ki 98 529 712
Pledged certificate of time
deposit - - - - 266 266
Miscellaneous 1 5 4 8 18 63 99
£248,021 B223,080 £112,245 B55,166 R65,138 £798,034 P1,501.684
Financial Liabilities
Non-derivative liabilities
Deposit lizbilities
Demand 150,694 o P £ B P P150,694
Savings 362,915 - - - - - 362,215
Time - 304.575 129,551 21,459 21,077 32,039 508,701
513,609 304,575 129,551 21,459 21,077 32,039 1,022,310
Bills payable and SSURA - 69,120 30,295 9,176 5,612 13.906 128,109
Manager's checks and demand
drafts outstanding 3,927 - - - - - 3,927
Acerued interest payable 246 499 301 50 182 KM 1,769
Accrued other expenses 5,304 97 3 - 153 — 4,557
Bonds payable - - 87 169 338 25,953 26,547
Subordinated debt - - 127 4,628 86 8.579 13,420
Other liabilities
Bills purchased - contra 16,637 - - - - - 16,637
Accounts payahle 1,382 5,002 - 1,067 886 - 8,337
Outstanding acceptances - 365 551 59 26 - 1,001
Marginal deposits - - 324 6,495 - - 6,819
Deposits on lease contracts - 8 55 52 197 679 991
Dividends payahle - 3 - - 26 - 29
Notes payable - - - - - 517 517
Miseellaneous 3 — — — 48 — 51
541,108 379,669 161,294 43,155 28,731 82,064 1,236,021
Derivative liabilities*
Trading:
Pay - 42,859 11,022 22,358 3,138 2,099 81,476
Receive _ (40.270) (9.877) (21,596) 1ATD) {1,684) (74,897)
— 2,589 1,145 762 1,668 415 6,579
Loan commitments and finaneial
guarantees 2,114 2,133 9,508 7.258 7,370 73,653 102,236
543,222 £384,391 £171.947 Bs51,175 £37,969 $#156,132 P1,344,836

(Forward)
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Consolidated

Upto 110 3to 6to Beyond
On demand 1 month 3 Months 6 months 12 months 1 Year Total
2012 (As Restated - Note 2}
Financial Assets
Cash and other cash items B24,382 - P P- B B £24,382
Duc from BSP 115278 16,003 - - - - 131,283
Due from other banks 20,762 1,876 281 68 0 - 22,997
Interbank loans receivabic
and SPURA 2,548 12,943 3,905 3,436 616 - 23,448
Financial assets at FVPL
HFT investments 57 15,070 56,364 67 = 71,558
Derivative assets*
Trading:
Reccive - 45,525 27,930 4,817 2,627 1,447 82,346
Pay - (45,052) (27.271) {4,537 i2.421) {1,125) (80.408)
- 473 659 280 206 322 1,940
AFS investments - 3115 2,203 5,155 14,511 131,301 156,285
HTM investincnts - 840 1,434 3,103 5,182 87,278 97,837
[.oans and receivabics:
Receivables trom customers 4,863 113,106 67,941 34,819 35,435 331,557 587.721
Unquoted debt securities - 16 42 101 1,472 £,383 16,014
Accounts receivable 3,708 76 9 1 [§] 262 4,060
Accrued interest receivable 6,442 331 28R 45 135 118 7,359
Salcs contract receivable 37 7 53 26 33 804 980
Other receivables 40 395 1,058 - - 1,493
Onher assets
Retumed checks and other cash
items 18 - 62 - - B0
Residual value of leased assets 6 27 21 32 83 440 609
Pledged certificate of time
deposit - - - - - 452 452
Miscellaneous 7 4 S 14 492 522
B178,139 2164287 B134324 P47.138 B57,723 B361409 £1,143,020
Financial Liabilities
Non-derivative liabilities
Deposit liabilities
Demand B106,229 £-- B B 2. B 2106229
Savings 305,034 - - - - 305,034
Time 228.853 56,046 12,872 17,4194 17,734 332,599
411,263 228,853 56,046 12,872 17,094 17,734 743,862
Bills payable and SSURA - 51,223 22,326 5,284 3,846 15,023 97,702
Manager's checks and demand
drafts outstanding 3,489 - - - . - 3,48
Accrued interest payable - 879 249 232 87 363 1,810
Accrued other expenses 4,100 117 - 505 2 17 4,831
Bonds payable - - 602 14,590 15,192
Subordinated debt - 106 156 263 6,027 10,450 17,002
Other liabilities
Bills purchased - conira 15,217 - - - - 15,217
Accounts payable 23 3,99 - 1,569 608 - 6,194
Outstanding acceptances - 305 346 111 107 9 968
Marginal deposiis - 152 - - 1,694 1,846
Deposits on lease comracts - 8 27 42 167 588 832
Dividends payable 26 40 - - 66
Notes payable - - - 517 517
Deposits for keys 1 - - - - 1
Miscellancous 2 53 - - - — 35
434,121 285,670 79.302 20,968 28,538 60,985 909,584
Derivative liabilitics*
Trading:
Pay 24,933 13,554 3,115 6,384 3,237 53,423
Receive (24,239 (13,081} (2.809} (5,933) (3.932) (49,994)
594 473 306 651 1,303 3,429
Loan commitments and
financial guarantees 56,930 4,589 8,277 5,579 6,278 5,301 86,954
P491,051 #300,953 P88,052 B26,853 B35,467 B67,591] #OG9.967

AN AR



-53-
Parent Company
Up to 1to 3to 6 to Beyond
On demand 1 month 3 months & months 12 months 1 Year Total
2013
Financial Assets
Cash and other cash 1tems #26,532 B = - 14 [ P26,532
Due from BSP 143,424 300 - - - 143,724
Due from other banks 6,440 2,075 190 198 49 2 8,954
Interbank loans receivable and
SPURA - 85,128 4,051 1,937 2,943 - 97,059
Financial assets at FVPL
HET investments - - 29,958 - - 29,958
Derivative assets*
Trading:
Receive 21,142 17,068 6,097 7.938 2,539 54,784
Pay — {20,763) (16,869) (5,678) {7,654) (2,022) (52,986)
379 199 419 284 517 1,798
AFS investments - 411 191 522 1,636 283,074 186,834
HTM investmenis 220 - - 990 62,674 63,884
Loans and receivables
Receivables from customers 2,365 88,182 71,137 43,377 34,131 280,968 521,160
Unquoted debt secunties - - - 133 - 1,113 1,246
Accounts receivable 2,360 - - - - 2,360
Accrued interest receivable 6,910 - - - - 6,910
Sales contract receivable 22 8 30 21 40 49 170
Other receivables 12 18 - - - 30
Other assets
Returned checks and other cash
items - - S4 - - - 54
Pledge certificate of time
deposit - - - - 166 266
Miscellaneous - - - - - -
£188,065 B179,721 £106,810 £46.607 #41,073 P628,663  £1,190,939
Financial Liabilities
Non-derivative liabilities
Deposit liabilities
Demund £134,788 e o B- £ - #134,788
Savings 348,244 . - - - 348,244
Time - 250,440 121,833 19,886 6,805 9,780 408,744
483,032 250,440 121,833 19,886 6.805 9,780 891,776
Bills payable and SSURA - 43,996 - - - 45,996
Manager's checks and demand
drafts cutstanding 2,816 - - - - 2,816
Accrued interest payable - 469 185 28 9 212 903
Accrued other expenses 4,031 - - - - - 4,031
Subordinated debt - 84 4,584 - - 4,668
Other liabilities
Bills purchased - contra 16,587 - - - 16,587
Accounts payable - 4,674 - - : - 4,674
Outstanding acceptances - 365 551 59 26 - 1,00
Marginal deposits - — 324 - — - 324
506,466 301,944 122977 24,557 6,840 9,992 972,776
Derivative liabilities*
Trading:
Pay - 42,859 11,022 22,358 3,138 2,099 81,476
Receive (40,270) (9.877) (21,595} {1,470) (1,684) (74,896)
2,589 1,145 763 1,668 415 6,580
Loan commitments and financial
guarantees 2,114 2,079 9.506 7,011 7,569 4,058 31,337
B508,580 #306,612 P133,628 £32,331 #16,077 P14.465  B1,011,693
2012 (As Restated - Note 2)
Financial Assets
Cash and nther cash iteins £21.,540 P B P - P B21,540
Due from BSP 96.014 15,504 - - - 111,318
Due from other banks 7.873 - - - - 7.873
Interbank foans receivable and
SPURA - 9,887 821 2,728 1,661 - 15,097
Fmancial assets at FVPL
HFT invesiments — 56,364 — — 56,364
Derivative assets*
Trading:
Receive 43,5323 27,930 4,817 2,627 1,447 82,346
Pay (45,052) (27,271 4,537) (2,421) {1,125} {80.406)
473 659 280 206 322 1,940
(Forward)
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Parent Company

Up to 110 3t 6to Beyond
On demand 1 month 3 months 6 months 12 months 1 Year Total
AFS investments - £2.718 B2,036 B4.544 £13,864 PY7,165 R120,327
HTM investments 822 1,371 2,298 4,111 24890 33,492
Loans and receivables
Receivables from customers 2,643 93,291 65,137 28,940 26,569 236,595 453,175
Unquoted debt securities - - 137 1.173 1,530
Accounts receivable 3,070 - - - - 3,070
Accrued interest reccivable 5,646 — - - - 5,646
Sales contract receivable 34 7 18 24 50 141 274
Other receivables 168 - - - - 168
Other assets
Retumed checks and other cash
items - 63 - - - 63
Pledge certificate of time
deposit - - - - 452 452
Miscellancous — - - — 426 426
R136,988 £122,702 P126.469 P18.814 46,818 P361,164 PR3955
Financial Liabilities
Non-derivative liabilities
Deposit liabilities
Demand £94 516 P P P £- [ £94 516
Savings 293,934 - - - - 293,934
Time — 177,043 50.727 11,443 6,374 897 246 484
188,450 177,043 50,727 11,443 6,374 397 634,934
Bills payable and SSURA - 16,228 - - - 16,228
Managet's checks and demand
drafts outstanding 2,732 - - - - 2,732
Accrued interest payable - 597 112 23 13 214 959
Accrued other expenses 3,338 - - - - 3,338
Subordinated debt - 107 %4 191 5,882 4,669 10,933
Other liabilitics
Bills purchased -- contra 15,156 - - - - - 15,156
Accounts payable - 3,690 - - - - 3,690
Quistanding acceptances - 395 346 111 167 9 968
Marginal deposits - - 152 - 152
4(9.676 198,060 51,421 11,768 12,376 5,780 680,090
Derivative liabilities*
Trading:
Pay - 24,933 13,524 2,648 6,523 2,805 50,433
Receive - (24.239) (13,678 {2,388) {5,908) (1,664) (47.273)
- 694 451 260 615 1,141 3,161
Loan commitments and financial
guarantees 1.682 3,373 8.269 5,564 5,788 4,860 29,536
P411,358 R2(2,127 B60, 141 R17,592 P18, 779 11,790 R721.787

*Doces not include derivatives cmbedded in financial and nonfinancial contracts.

Market Risk

Market risk is the possibility of loss to future earnings, fair values or future cash flows that may
result from changes in the price of a financial instrument. The value of a financial instrument may
change as a result of changes in interest rates, foreign currency exchange rates, cquity prices and
other market factors. The Parent Company’s market risk originates from its holdings in foreign
currencies, debt securities and derivatives transactions. The Parent Company manages market risk
by segregating its balance sheet into a trading book and a banking book. ALCO, chaired by the
Parent Company’s Chairman is the senior review and decision-making body for thc management
of all related market risks. The Parent Company enforces a set of risk limits to properly monitor
and manage the market risks. The risk limits are approved by the BOD. The RSK serves under
the ROC and performs daily market risk analyses to ensurc compliance with the Parent
Company’s policies. The Treasury Group manages asset/liability risks arising from both banking
book and trading operations in financial markets.
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Market risk - trading book

In measuring the potential loss in its trading portfolio, the Parent Company uscs Value-at-Risk
(VaR) as a primary tool. The VaR method is a procedure for estimating portfolio losses exceeding
some specified proportion based on a statistical analysis of historical market price trends,
correlations and volatilities. VaR estimates the potential decline in the value of a portfolio, under
normal market conditions, for a given “confidence level™ over a specified holding period.

VaR methodology assumptions and parameters

The Parent Company is using 260-day Historical Simulation Method to compute the VaR. This
method assumes that market rates volatility in the future will follow the same movement that
occurred within the specified historical period. In calculating VaR, the Parent Company uses a
99.00% confidence level and a one-day holding period. This means that, statistically, within a
one-day horizon, the trading losses will exceed VaR in 1 out of 100 trading days. Like any other
model, the Historical Simulation Method has its own limitations. To wit, it cannot predict
volatility levels which did not happen in the specified historical period. The validity of the VaR
model is verified through a daily backtesting analysis, which examines how frequently both actual
and hypothetical daily losses exceed VaR. The result of the daily backtesting analysis is reported
to the ALCO and ROC monthly. The Parent Company measures and monitors the VaR daily and
this value is compared against the set VaR limit.

A summary of the VaR levels of the trading portfolio of the Parcnt Company appears below:

Parent Company
Rates and FX  Fixed Income FX Options

As of December 31, 2013
December 27 P296.42 £212.60 P18.70
Average 283.79 203.47 13.23
Highest 448.91 373.87 35.45
Lowest 123.81 37.81 3.49
Parent Company
Jan - May 22; May 23 - December 313
Rates Fixed FXx Ratcs Fixcd FX
and FX Income Options and FX Income Options
As of December 31, 2012
December 28 £189.12 P260.93 B7.71
Average BL176.59 Bl161.33 R1.63 191.81 149.81 3.94
Highest 234,62 292.02 6.15 273.07 384.04 14.42
Lowcst 143.40 32.67 0.00 135.79 64.79 0.02

{/Correlated Rates and FX VaR and FX Options VaR: Uncorrelated Fixed Income VaR
2/Fully correlated VaR across alf trading products

Rates and Foreign Exchange (FX) VaR is the correlated VaR of the following products: FX Spot,
Outright Forward, NDF, FX Swaps, IRS and CCS. The Fixed Income VaR is the correlated VaR
of these products: peso and foreign currency bonds, bond forwards and credit default swaps. A
corrclated VaR can give a better measure of the probable portfolio losses as it takes into account
the natural hedging existing within the portfolio.

The financial institution subsidiaries with trading portfolios adopted the Parent Company
methodology in 2011. Below is the summary of the VaR levels of FMIC and PSBank.

FMIC PSBank
Bonds Bonds

EQUITIES PHP USD PHP LSD FX

As of December 31, 2013
December 27 P#31.83 R115.40 UsD- P52 LSD- USD- USD- #0.43
Average 45.63 6586 0.14 217 - 41.17 - 0.84
tlighest 121.24 182.04 107 10.06* T.64%* L.15* 0.00%* 1.96
Lowest 27.62 2.60 - 1.79* 1.21%* 0.51% 0.00 0.01

* January | to May 31
** June 1 to Deeember 31
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FMIC PSBank
Bonds Bonds

EQUITIES PHP usn PHP usp FX

As of December 31, 2012
December 28 P37.40 B23.34 usD 1.17 B B- 103
Average 36.31 3455 023 363 151 1.04
Highest 49.50 216.58 121 1314 10.39 1.95
Lowest 18.40 1.62 0.00 0.01 022 0.02

The limitations of the VaR methodology arc recognized by supplementing VaR limits with other
position and sensitivity limit structures and by doing stress testing analysis. These processes
address potential product concentration risks, monitor portfolio vulnerability and give the
management an early advice if an actual loss goes beyond what is deemed to be tolerable to the
bank, even before the VaR limit is hit,

The Parent Company and PSBank perform stress testing on a quarterly basis while FMIC
performs stress testing on a daily basis to complement the VaR methodology. The stress testing
results of the Parent Company are reported to the ALCO and subsequently to the ROC and the
BOD.

Market risk - banking book

The Group uses Earnings-at-Risk Methodology to measure the potential effect of interest rate
movements to net interest earnings. The measurement and monitoring of exposures are done on a
monthly basis.

EAR is derived by multiplying the repricing gap by the change in intercst rate and the time over
which the repricing gap is in effect. The repricing/maturity gap is a method that distributes rate-
sensitive assets, liabilities, and off-balance sheet positions into time bands. Floating rate positions
are distributed based on the time remaining to next repricing dates. On the other hand, fixcd rate
items are distributed basced on the time remaining to respective maturities. There are certain
balance sheet items that may require set-up of assumptions as to their distribution to time bands.
For the Parent Company, rate-sensitive positions that lack definitive repricing dates or maturity
dates (e.g. demand and savings deposit accounts) are assigned to repricing time bands based on
frequency or pattern of interest rate change. Dynamic assumptions, which considers potential
amount of loan pre-payments and time deposit pre-terminations, are based on analysis of historical
cash flow levels.

The table below shows the earnings-at-risk profile of the Parent Company and certain subsidiaries
as of December 31, 2013 and 2012:

Parent
Company FMIC PSBank MCC  ORIX Meiro Total
2013 #®1,656.51) (P268.10) (B54.13) P45.42 (#®0.47) (#1,933.79)
2012 (B1,106.96) (P169.02) (P82.05) (R27.86) (R0.17) (R1,386.06)

Foreign currency risk

Foreign exchange risk is the probability of loss to carnings or capital arising from changes in
foreign exchange rates. The Group takes on exposure to effects of fluctuations in the current
forcign currency exchange rates on its financial performance and cash flows. Foreign currency
liabilities generally consist of foreign currency deposits in the Group’s FCDU account. Foreign
currency deposits are generally used to fund the Group’s foreign currency-denominated loan and
investment portfolio in the FCDU. Banks are required by the BSP to match the foreign currency
liabilities with the foreign currency assets held in FCDUs. In addition, the BSP requires a 30.00%
liquidity reserve on all foreign currency liabilities held in the FCDU. Outside the FCDU, the
Group has additional forcign currency assets and liabilities in its foreign branch network. The
Group’s policy is to maintain foreign currency exposure within acceptable limits and within

existing regulatory guidelings.
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The following table sets forth, for the year indicated, the impact of reasonably possible changes in
the USD exchange rate and other currencies per Philippine peso on pre-tax income and equity:

Consolidated Parent Company
2013 2012 2013 2012
Effect on Effect on Effect on Effect on
Change in profit Change in profit Change in profit Effect Changein profit
currency before Effecton  currency before  Effecton  currency before on  currency before  Effecton
Currency ratein % tax equity  raicin % 1ax cquity  ratein % tax equity  rate in% tax cquity
USD +1.00% (B23.24) (P359.67) SO0 (B76.13) 21.01 +1.00% (P25.35) (RO.B7) <100 (R78.14) B 94
EUR +1.00% 15.00 - ~1.00% 18.02 - +1.00% 18.87 - -1.00% 18.02 -
Y +1.00% (6.21) - =1.00% 12.87 - +1.00% (6.21) - ~1.00% 12.87 -
Gne +1.00% 0.78 - +1.00% 2.02 - +1.00% .78 - - 1.00% 202
Others +1.00% 9.09 - +1.00% £9.06 +1.00% 9.09 - - 1.00% #9.00
usn -1.00% 23.24 359,67 -1.00% 76.13 (Lo -1.00% 2335 0.87 -1.00% 78.14 (0.94)
EUR -1.00% 19.00 - -1.00% {18.02) - -1.00% (1887) - -1.00% (18.02) -
IPY -1.00% 6.21 - -1.00% {12.87) - -1.00% 621 - -1.00% (12.87) -
{GBP -1.00% {0.78) - -1.00% (2.02) - -1.00% (0.78) - -1.00% (2.02)
Others -1.00% (9.09) - -i.00% (89.06) - -1.00% (9.0%) - -1.00% (89.06)

Information relating to Parent Company’s currency derivatives is included in Note 8. As of
December 31, 2013 and 2012, the Parent Company has outstanding foreign currency spot
transactions (in equivalent peso amounts) of £8.4 billion and £9.2 billion, respectivcly (sold), and
P9.6 billion and £8.6 billion, respectively (bought).

The impact on thc Parent Company’s equity already excludes the impact on transactions affecting
the profit and loss.

Capital Management

The primary objectives of the Group’s capita] management are to ensure that it complies with
externally imposed capital requirements and maintains strong credit ratings and healthy capital
ratios in order to support its business and to maximize shareholders’ value,

The Group manages its capital structure and makes adjustments to it in the light of changes in
economic conditions and the risk characteristics of its activities. In order to maintain or adjust the
capital structure, the Group may adjust the amount of dividend payment to shareholders, retum
capital structure, or issue capital securities. No changes werc made in the objcctives, policies and
processes from the previous year.

Regulatory Qualifying Capital

Under existing BSP regulations, the determination of the compliance with regulatory requirements
and ratios is based on the amount of the “unimpaired capital” (regulatory net worth} as reported to
the BSP, which is determined on the basis of regulatory accounting policies that differ from PFRS
in some respects.

The risk-based capital ratio of a bank, expressed as a percentage of qualifying capital to risk-
weighted assets, should not be less than 10.00% for both stand-alonc basis (head officc and
branches) and consolidated basis (the Parent Company and subsidiaries engaged in financial allied
undertakings but excluding insurance companies). Qualifying capital and risk-weighted asscts
(RWA) are computed based on BSP regulations. RWA consist of total assets less cash on hand,
due from BSP, loans covered by hold-out on or assignment of deposits, loans or acceptances under
letters of credit to the extent covered by margin deposits and other non-risk items determined by

the Menetary Board (MB) of the BSP.
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The details of CAR as of December 31, as reported to the BSP, based on BSP Circular 538 or
Basel 11 follow:

LConsolidated Parent Company

2013 2012 2013 2012
Tier 1 capital P123,895 £100,056 P11{8,183 RGH,180
Less: Required deductions 1,380 1,187 24,721 20,725
Sub-total 122,515 98,869 93,462 75,435
Excess from Tier 2 deducted to Tier 1 Capital* - - (15,868) (7,061)
Net Tier 1 Capital 122,515 98,860 77,594 68,394
Tier 2 capiial 15,021 19,588 8,853 13,664
Less: Required deductions 1,380 1,187 24,721 20,725
Sub-total 13,641 18,401 (15.868) (7.061)
Excess of Tier 2 deducted to Tier | Capital* - - 15,868 7,061
Net Tier 2 Capital 13,641 18,401 - -
Towal Qualifying Capital #136,156 B117,270 #77,594 268,394
*Deductions ta Tier 2 Capiial ave capped ar s 1oial gross amouni and any excess shall be deducted from Tier | Capital.
Credit RWA $665,376 £571,063 P483.969 424,347
Market RWA 58,196 62,586 52,222 48,903
Operational RWA 94,240 86,227 55,791 33,184
Total RWA 817,812 719,876 391,981 526,434
Tier | capital ratio 14,98% 13.73% 13.11% 12.99%
Total capital ratio 16.65% 16.29% 13.11*% 12.99%,

The regulatory qualifying capital of the Parent Company consists of Tier 1 (core) capital, which
comprises paid-up common stock, HT1 Capital, surplus including current year profit, surplus
reserves and non-controlling interest less required deductions such as unsecured credit
accommodations to DOSRI, deferred income tax, and goodwill. Certain adjustments are made to
PFRS-based results and reserves, as prescribed by the BSP. The other component of regulatory
capital is Tier 2 (supplementary) capital, which includes unsecured subordinated debt, general loan
loss provision, and net unrealized gains on AFS equity securities,

Standardized credit risk weights were used in the credit assessment of asset exposures. Third
party credit assessments were based on the ratings by Standard & Poor's, Moody's, Fitch and
PhilRatings on exposures to Sovereigns, MDBs, Banks, LGUs, Government Corporations,
Corporates.

The Group and its individually regulated operations have complied with all externally imposed
capital requirements throughout the year.

The issuance of BSP Circular No. 639 covering the Internal Capital Adequacy Assessment
Process (ICAAP) in 2009 supplements the BSP’s risk-based capital adequacy framework under
Circular No. 538. In compliance with this new circular, the Group has adopted and developed its
ICAAP framework to ensure that appropriate level and quality of capital arc maintained by the
Group. Under this framework, the asscssment of risks extends beyond the Pillar 1 set of credit,
market and operational risks and onto other risks deemed material by the Group. The level and
structure of capital arc assessed and determined in light of the Group’s business environment,
plans, performance, risks and budget; as well as regulatory cdicts. BSP requires submission of an
ICAAP document every January 31. The Group has complied with this requirement.

In December 2010, the Basel Committee for Banking Supervision published the Basel 111
framework (revised in June 2011) to strengthen global capital standards, with the aim of
promoting a more resilient banking sector. On January 15, 2013, the BSP issued Circular No. 781,
Basel IIl Implementing Guidelines on Minimum Capital Requirements, which provides the
implementing guidelines on the reviscd risk-based capital adequacy framework particularly on the
minimum capital and disclosure requirements for universal banks and commercial banks, as well
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as their subsidiary banks and quasi-banks, in accordance with the Basel 111 standards. The Group
is required to comply with this circular effective on January 1, 2014,

The Circular sets out a minimum Common Equity Ticr 1 (CET1) ratio of 6.0% and Tier 1 capital

ratios of 7.5% with effect from January 1, 2014. It also introduces a capital conservation buffer of
2.5% comprised of CET1 capital. BSP existing requircment for Total CAR remains unchanged at
10% and these ratios shall be maintained at all times.

Further, existing capital instruments as of December 31, 2010 which do not meet the eligibitity
criteria for capital instruments under the revised capital framework shall no longer be recognized
as capital upon the effectivity of Basel IIl. Capital instruments issued under BSP Circular
Nos.709 and 716 (the circulars amending the definition of qualifying capital particularly on
Hybrid Tier 1 and Lower Tier 2 capitals), and before the effectivity of BSP Circular No. 781 shall
be recognized as qualifying capital until December 31, 2015. In addition to changes in minimum
capital requirements, this Circular also requires various regulatory adjustments in the calculation
of qualifying capital.

The Group has taken into consideration the impact of the foregoing requirements to ensure that the
appropriate level and quality of capital are maintained on an ongoing basis.

Fair Value Measurement

The methods and assumptions used by the Group in estimating the fair value of financial
instruments are:

Cash and other cash items, due from BSP and other banks and interbank loans receivable and
SPURA - Carrying amounts approximate fair values in view of the relatively short-term maturities
of these instruments,

Trading and investment securities - Fair values of debt securities (financial assets at FVPL, AFS
and HTM investments) and equity investments are gencrally based on quoted market prices.
Where the debt sceurities are not quoted or the market prices are not readily available, the Group
obtained valuations from independent parties offering pricing services, used adjusted quoted
market prices of comparable investments, or applied discounted cash flow mcthodologies. For
equity investrments that are not quoted, the investments are carried at cost less allowance for
impairment losses due to the unpredictable naturc of future cash flows and the lack of suitable
metheds of arriving at a rehiable fair value.

Derivative instruments - Fair values are estimated based on quoted market prices, prices provided
by independent parties, or prices derived using acceptable valuation models. The models utilize
published underliying rates (e.g interest rates, Foreign Exchange (FX) rates, Credit Default Swap
(CDS) rates, FX volatilities and spot and forward FX rates) and are implementcd through
validated calculation engines.

L.oans and reccivables - Fair values of the Group’s loans and receivables are cstimated using the
discounted cash flow methodology, using current incremental lending rates for similar types of
loans. Where the instrument reprices on a quarterly basis or has arclatively short maturity, the
carrying amounts approximate fair values.

Liabilities - Fair values are estimated using the discounted cash flow methodology using the
Group’s current incremental borrowing rates for similar borrowings with maturities consistent
with those remaining for the liability being valued, if any. The carrying amount of demand and
savings deposit liabilities approximates fair value considering that these are duc and demandable.
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The following tables summarize the carrying amounts and fair values of the financial assets and
liabilities, analyzed among those whose fair value is based on:

Quoted market prices in active markets for identical assets or liabilitics (Level 1);

Those involving inputs other than quoted prices included in Level 1 that are observable for the
asset or liability, either directly (as prices) or indirectly (derived from prices) (Level 2); and
Those with inputs for the asset or liability that are not based on observable market data
(unobservable inputs) {Level 3).

2013
Consolidated
Carrying Total Fair
Value Level 1 Level 2 Level 3 Value
Assets Measured at Fair Value
Financial Assets
Financial assets at FVPL
HFT investments
Debt securities
Government £39,367 £39,294 £#73 P £39,367
Private 2,332 2,306 20 - 2,332
BSP 19 19 — — 19
41,718 41,619 99 - 41,718
Equity securities
Cuoted 9,637 9.637 - - 9,637
Derivative assets
Currency forwards 1.059 - 1,059 - 1,059
Interest rate swaps 1,061 - 1,061 - 1,061
Cross currency swaps 1,652 - 1,652 - 1.652
Put option 215 - 215 - 1S
Call option 93 - o3 - 93
Embedded derivatives in
non-financial contract [J - [ - [
Derivative assets 4.086 — 4,086 - 4,086
55,441 51,256 4,185 - 55,441
AFS investments
Debt securities
Government 245,520 241,566 3,954 - 245,520
Private 21,531 21,012 519 - 21,531
267,051 262,578 4,473 267051
Equity Securities
Quoted 1,882 2,882 - - 21,882
269,933 265,460 4,473 - 269,933
£325,374 #316,716 #8.658 P- B3125374
Asscts for which Fzair ¥alues are Disclosed
Financial Assets
HTM investments
Government P38.380 £41,176 #15 - £41,201
Treasury notes 45 46 - — 46
318,425 41,222 25 — 41,247
Loans and receivables-net
Receivables from customers
Commercial loans 385.251 - 383,705 - 383,705
Residential mortgage loans 64,496 - 64,782 - 64,782
Auto loans 54,101 - 58,082 - 58,082
Trade 29,847 - 29,854 - 29.854
Others 60,767 ~ 60,922 - 60,922
504,462 - 597345 - 507,345
Unquoted debt securities 4,639 - 5,067 - 5,067
Sales contract receivable 421 - 442 - 442
599522 - 602,854 - 602,854

{Forward)
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2013
Consolidated
Carrying Total Fair
Value Level 1 Level 2 Level 3 Value
Other assets
Residual value of leased assets £712 B P680 ) Bos0
Miscellaneous 97 — 104 — 104
809 — 784 — 784
638,756 41,222 603,603 — 644,885
Non-financial assels
[nvestment properties 13,125 — 22,941 - 22,941
$651,881 $41,222 $626,604 P $667,826
Liabilities Measured at Fair Value
Financial Liabilities
Financial liabilities at FVPL
Derivative liabilities
Curmrency forwards 1,365 B 1,365 B £1,365
nterest rate swaps 1,447 - 1,407 - 1,407
Cross currency swaps 1,641 - 1,641 - 1,641
Call option (FX option) 11 - 11 - 11
Credit default swaps 10 - 10 - 10
Embedded derivalives in non-financial
contact i8 — 18 - 18
4,452 — 4,452 - 4,452
Liabilities for which Fair Values are Disclosed
Financial Liabilities
Deposit Liabilities
Time #502,659 £- £509,097 f B509,007
Bills payable and SSURA 127,204 - 127,768 - 127,768
Bonds payable 11,643 12,820 - 12,820
Subordinated debt 8,628 4,56] 4,832 - 5,393
Other liabilities
Deposits on lease contracts 951 - 951 - 951
P651,125 P4.561 P655.468 P £6060,029
2013
Parcnt Company
Carrying Total Fair
Value Level 1 Level 2 Level 3 Value
Assets Measured at Fair Value
Financial Assets
Financial assets at FYPL
HFT investments
Debt securitics
Government 230,421 B30 421 P P £30,421
Private 1,717 1,717 - - 1,717
BSP 19 19 — — 19
32,157 32,157 — - 32,157
Derivative assets
Currency forwards 1,059 - 1,059 - 1,059
Interest rate swaps 1,061 - 1,061 - 1,061
Cross currency swaps 1,639 - 1,639 - 1,639
Put option purchased - warrants 215 - 215 - 215
Call optien 3 - 3 - 3
Embedded derivatives in non- financial
eontract 6 — 6 — ]
3,983 - 3,983 — 3,983
36,140 32,157 3,983 - 36,140

{Forward)
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2013
Parent Company
Carrying Total Fair
Value Level 1 Level 2 Level 3 Value
AFS investments
Debt Securities
Government #206,083 R205,895 P188 B £206,083
Private 20,335 20,311 224 — 20,535
226,618 226,206 412 - 226,618
Equity Securities
Quoted 164 264 - — 264
226.882 226,470 412 — 26,882
£263,022 #258,627 £4,395 [ $263.022
Assets for which Fair Values are Disclosed
Financial Assets
HTM investments - Government P38,358 841,176 B #- 841,176
Loans and recetvables-net
Receivabies from customers
Commercial loans 347,808 - 344,300 - 344,300
Residential mortgage loans 36,482 - 36,709 - 36,709
Auto loans 16,120 - 16,208 - 16,208
Trade 29,617 - 29,625 — 29,625
Others 17,056 — 17,056 - 17,056
447,083 - 443,898 - 443,898
Unquoted debt securities 534 - 534 - 534
Sales contract receivable 148 — 148 - 148
447,765 - 444,580 — 444,580
486,123 41,176 444,580 - 485,756
Non-Financial Assets
Investment properties 9,504 — 18,264 - 18,264
P495.627 #41,176 #462.844 B £504.020
Liabilities Measured at Fair Value
Financial Liabilities
Financial liabilities at FVPL
Derivative liabilitics
Currency forwards #1,365 - £1.365 P £1,365
Interest rate swaps 1,407 - 1,407 - 1.407
Cross currency swaps 1,641 - 1,641 - 1,641
Call option 11 - 11 - 1
Credit defanlt swaps 10 - 10 - 10
Embedded derivatives 1n non-Miancial
contract 18 — 18 - 18
$4,452 P P4,452 £- £4.452
Liabilities for which Fair Values are Disclosed
Financial Liabilities
Time deposits £407,722 P £407.722 P £407,722
Bills payable and SSURA 45,993 - 45,993 - 45,993
Subordinated debt 4,497 4,561 - - 4,561
Total financial Liabilities P458,212 4,561 453,715 P 458,276

2012 (As Restated - Note 2)

Consolidated

Parcnt Company

Carrying Value Fair Value Camying Value Fair Value
Financial Assets
Financial assets at FVPL (Notc 8)
HFT investments
Debt securities
(iovernment PO1.648 Bol,648 £34,585 B34, 585
Privatc 801 801 841 801
Equity securities - quoted 8,132 8,132 - -
Derivative assets 2,339 2,339 2,249 2,249
72,920 72,920 57,635 57,635
AFS investments (Note 8)
Debt securities
Governinent 103.836 103,836 86,176 86,176
Private 16,612 16,612 15,942 15,942
Equity securities
Quoted 2,314 2,314 395 395
Unguoted 279 279 6l 61
123.041 123,041 102,574 102,374

(Forward)
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2012 (As Restated - Note 2)
Consolidated Parent Company
Carrying Value Fair Value Carrying Value Fair Value
HTM investments {Note 8)
CGovernment P37,481 B45 705 £17,157 £21,498
Treasury notes 9,635 12,162 -
Private 4,333 4,333 4.334 4,333
51,451 62,290 21.491 25,831
Loans and receivables
Cash and other cash items 24382 24,382 21,540 21,540
Due from BSP 131,278 131,278 111515 111,515
Due from other banks 22,996 22,996 7,873 7,873
Interbank loans receivable and
SPLRA (Note 7)
Interbank loans receivable 18,399 18,399 15,046 15,046
SPURA 4.993 4,993 E
23,392 23.392 15.046 15,046
Loans and receivables - net (Note 9)
Reccivables from customers
Commercial Inans 331,937 335,687 307,057 309,454
Residential mortgage loans 53,137 53,423 30,753 31,030
Auto loans 45,837 46,849 14,705 14,705
Trade 21,377 21,377 21,346 21,346
Others 54,871 56,435 15,615 15,615
507,159 513,771 389,476 392,150
Unquoted debt securities 6,992 8,107 B31 831
Accounts receivable 2.605 2,605 2,169 2,169
Accrued interest receivable 5,324 5,324 3,963 3,963
Sales contract receivable 602 598 236 236
Other receivables 1,491 1,491 166 166
524,173 531,896 396,841 399,515
QOther assets (Note 14)
Interoffice float items 928 928 665 665
Residual value of leased assets 609 559 - -
Retumed checks and other cash items 80 80 63 63
Other investments I3 13 10 10
Pledged certificate of time deposit 452 452 452 452
Miscellaneous 449 424 353 353
Total financial assets PO76,164 2094651 £736,058 2743072
Financial Liabilitics
Financial liabilities at FVPL
Derivative liabilities P6,692 RAHGY2 P6,425 26,425
Financial liabilities at umortized cost
Deposit labilitics
Demand 106,229 106,229 94,516 94,516
Savings 305,034 305,034 293,934 293,934
Time 327,431 330,682 243,969 245.969
738,694 741945 634,419 634,419
Bills payable and SSURA 97,108 97,213 16,223 16,223
Managers checks and demand drafts
outstanding 3.489 3,489 2,732 2,732
Accrued interest and other expenses
(Note |8} 6,642 6,642 4,297 4,297
Bonds payable (Note 19) 11,556 12,224 - -
Subordinated debt {Note 20) 14,243 14.686 9.977 9,860
Other lizbiiitics {Note 21)
Bilfs purchased - contra 15,217 15,217 15,156 15,156
Accounts payable 6,195 6,195 3.691 3,691
Marginal deposits 1,846 1,846 152 152
Qutstanding acceptances 968 968 968 968
Deposits on lease contracts 832 769 - -
Dividends payable 66 66 -
Miscelluneous 543 543 - -
23,667 25,604 19,957 19,967
Total financial liabilities 904,091 P90%,495 £694,040 £693,929
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Consolidated

Level | Level 2 Level 3 Total
2012 ( As Restated - Note 2)
Financial Assets
Financial assets at FVPL
HFT investments
Debt sccurities
Government B61,581 P67 P P61,648
Private 801 - - 301
Equity securities 8,132 - - 8,132
Derivative assets — 2,339 - 2,339
Total financial assets at FVPL R70,514 B2 406 B £72,920
AFS investments
Debt securities
Government B102,240 B1,596 B R103.836
Private 15,449 1,163 - 16,612
Equity securities - quoted 2,314 - — 2,314
Total AFS investments £120,003 P2,759 P B122.762
Financial Liabilities
Financial labilities at FVPL
Derivative liabilities P £6,692 P P6,692

Parent Company

Level | Level 2 Level 3 Total
2012 (As Restated - Note 2)
Financial Assets
Financial assets at FVPL
HFT investments
Debt securities
Govemment B54,585 B P B54,585
Private 801 - - 801
Derivative assets — 2,249 - 2,249
Total financial assets at FVPL P55.386 2,249 P B37,635
AFS investments
Dcbt securities
Government P86,062 Pl l4 P P86,176
Private 15,110 832 — 15,942
Equity securities - quoted 395 - — 395
Total AFS investments R101,567 946 P R102.513
Financial Liabilities
Financial liabilities at FVPL
Derivative liabilities P £6.425 P 26,425

When fair values of listed equity and dcbt securities, as well as publicly traded derivatives at the
reporting datc are based on quoted market prices or binding dealer price quotations, without any
deduction for transaction costs, the instruments are included within Level 1 of the hicrarchy.

For all other financial instruments, fair value is determined using valuation techniques. Valuation
techniques include net present value techniques, comparison to similar instruments for which

market observable prices cxist and other revaluation models.

Instruments included in Level 3 include those for which there is currently no active market.
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Segment Information

The Group’s operating businesses arc recognized and managed scparately according to the nature
of scrvices provided and the different markets served with scgment representing a strategic
business unit. The Group’s business segments follow:

o Consumer Banking - principally providing consumer type loans and support for effective
sourcing and gencration of consumer business;

s Corporate Banking - principally handling loans and other credit facilities and deposit and
current accounts for corporate and institutional customers;

e Investment Banking - principally arranging structured financing, and providing services
relating to privatizations, initial public offerings, mergers and acquisitions;

» Treasury - principally providing money market, trading and treasury services, as well as the
management of the Group’s funding operations by use of treasury bills, government securities
and placements and acceptances with other banks, through treasury and corporate banking;

e Branch Banking - principally handling branch deposits and providing loans and other loan
related businesses for domestic middle market clients; and

o Others - principally handling other services including but not limited to remittances, leasing,
account financing, and other support services. Other operations of the Group comprise the
operations and financial control groups.

Segment assets arc those operating assets that are employed by a segment in its operating activities
and that cither are directly attributable to the segment or can be allocated to the segment ona
reasonable basis. Segment liabilities are those operating liabilities that result from the operating
activities of a segment and that either arc directly attributable to the scgment or can be allocated to
the segment on a reasonable basis. Interest income is reported net, as management primarily relies
on the net interest income as performance measure, not the gross income and expense. The Group
has no significant customers which contributes 10.00% or more of the consolidated revenue net of
interest expense. Transactions between segments are conducted at estimated market rates on an
arm’s length basis. Interest is charged/credited to business scgments based on a pool rate which
approximates the cost of funds. The following table presents revenue and income information of
operating segments presented in accordance with PFRS and segment assets and liabilities:

Consumer Corporate  [nvestment Branch
Banking Banking Banking Treasury Banking QOthers Total

2013
Results of Operations
Net interest income (expense)
Third party £7,851 F7,999 (B44) £11,148 #9994 £1,321 £38,269
Intersegment (280) (4,014} - (5,995) 12,443 (2.154) -
Net interest ingpme (expensc) after

intersegment transactions 7,571 3,985 {44) 5,153 22,437 {833) 38,269
Non-interest income 4,068 382 731 13,426 3,646 18,402 40,655
Revenue - net of interest expense 11,639 4,367 687 18,579 26,083 17,569 78,924
Non-interest expense 8,307 1,573 149 2,547 17,123 19,798 49,497
Income (loss) before share in net income

of associates and a JV 3,332 2,794 538 16,032 8,960 (2,229) 20427
Share in net income of associates and a JV - 110 - - - 1,367 1,477
Pravision for income tax {862) 370 {52) {3,242) 64 (2,286) (6,748)
Non-controlling interest in net income of

consolidated subsidiarics - - - - - (1,668) (1,668)
Net income (loss) _F2.470 $2,534 2486 212,79 £9.024 (F4.816) P$22.488
Statement of Financial Position
Total assets $£97,439 F202,740 2861 $503,490 #321,033 £253,006 B1,378,569
Total liabilitics R41,792 ?2197,033 6 R481.636 P377.,608 P137,789 ¥1,235864
Other Segment Information
Capital cxpenditures #409 #0212 o 105 #3288 $2.599 #3653
Depreciation and amertization $293 £103 - #7 £949 #1,332 $2,684

Provision for credit and impairment losscy #3,605 (R157) [ 426 #1,886 24,502 $£10,722
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Consumer Corporate Investment Branch
Banking Banking Banking Treasury Banking C(hhers Total

12 (As restated - Note 2)
Results of Operations
Net inlerest incomc (ecxpense)
Third party B6,785 PR.E60 (B60) £6,730 R7,392 B1153 R30,854
Interscgment (217) {5.672) {3,837) 10,979 (1,253) -
Net interest income {cxpensc) after

intersegment transactions 6,368 3,188 (66} 2,893 18,371 {100 30,854
Non-interest income 3433 234 739 8,193 3,106 10,517 26,224
Revenuc - net of interest expense 14,003 3422 673 11,086 21,477 10417 57,078
Non-interest cxpense 7,007 1,342 106 1,220 13,918 14,260 37,853
Inceme {loss) before share in net income

of associates and 2 JV 2.996 2,080 567 9,866 7,559 (3.843) 19,225
Share in net income of assoctates and a JV 1 - - 2,547 2,548
Provision for income tax (796) {155) (29) (1,844) (232) (800) (3.856)
Non-controlling interest in net income of

consolidated subsidiarics - — — — (2518) (2,518}
Net income (loss) £2,200 Ri926 B518 BR 022 £7327 (R4.614) 215,359
Statement of Financial Position
Total assels B64.184 P2OR1LS 22,210 P306.726 £264.946 B200,462 P1.046,643
Total liabilitics £33.952 £205, 180 #2302 #278,774 P295.235 P106,491 BO21,934
Other Segment Information
Capital expenditurcs B0 P81 P £75 P29 #3472 £4,503
D¢preciation and amontization B BRI £- Pl1s R874 £1,138 R2424
Provision for credit and impairment losscs 3,051 #53 P P 372 £772 R4478
2017 (As restated - Note 2)
Results of Operations
Net interest income {cxpense)
Third party 5,809 BB.643 (P39) PE973 £3.943 £2,128 P29.437
Intersegment {76) (2,327 — (2.722% 5,697 (572) -
Net intcrest income {expensc) aftcr

interscgment transactions 5,733 6,316 (59 6,251 9,640 1,556 29,437
Nen-interest income 2919 214 460 6,696 3,138 6,269 19.696
Revenue - net of interest expense B.652 6,530 401 12,947 12,778 7,825 49,133
Non-interest cxpense 5.946 1,447 113 1932 13,105 11,980 34,523
Incomg (ioss) before share in net income

of associates and a JV 2,706 5,083 288 71,015 (320 (4,155) 14,610
Sharc in net inconk of assoclates and a JV B & - - 1,415 1423
Provision for income tax (750} (154) (k13! {1.490) (113) (1,004} (3.542)
Non-controlling interest in net income of

consolidated subsidiarics - — — - (1.460) (1.460)
Netincome (loss) £1,956 B4.937 R257 P9.525 (844 {R5.204) £11,031
Statement of Financial Position
Taotal assets B55.060 £197.713 £1,134 #344.522 P228.735 #134915 B962,076
Total liabilities B47,350 RIRK.735 BI1.125 £333.810 P230,033 P46.275 PR47.328
Other Segment Information
Capital cxpenditures £504 PLOR R R139 B10O0 £2,148 B2,99%
Depreciation and arortization F25] 67 B R199 R654 £1,163 P2.334
Pravision for credit and impaitment losses £1.979 P272 P #7 2430 R1.135 R3.823

Non-interest income consists of service charges, fees and commissions, profit from assets sold,
trading and securities gain - net, foreign exchange gain - net, incomc from trust operations,
lcasing, dividends and miscellaneous income. Noninterest cxpense consists of compensation and
fringe benefits, taxcs and licenses, provision for credit and impairment losses, depreciation and
amortization, occupancy and equipment-related cost, amortization of software costs and
miscellaneous cxpense.
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Geographical Information

The Group operates in four geographic markets: Philippines, Asia other than Philippines, USA and
Europe (Note 2). The following tables show the distribution of Group’s external net operating
income and non-current assets allocated based on the location of the customers and assets,
respectively, for the years ended December 31:

Asia
(Other than

Philippines Philippines) USA Eurape Total
2013
Interest income P48.614 £1,243 B35 B £49.892
Interest expense 11,155 462 [] - 11,623
Net intergst income 37,459 781 29 - 38,169
Non-interest income 39.13¢ 1,000 411 114 40,655
Provision for credit and impairment losses 10,630 92 - - 14,722
Tatal external net operating income 865,959 £1,689 £440 £114 £68,202
Noan-current asscty £30,985 Bo67 B25 £13 £311.690
2012 (As Restated - Note 2)
Interest income R44.264 R708 P44 B B45.016
Interest expense 13,940 215 7 - 14,162
Net interest income 30,324 493 37 - 30,854
Non-interest ingome 24,637 1,118 329 140 26,224
Provision for credit and impairment losses 4,444 34 - - 4.478
Total cxternal net operating income B50.517 1,577 £366 P140 52,600
Non-¢urrent assets £33,775 PS50 B31 P13 34,369
201 F (As Restated - Note 2)
Interest income 44285 p729 BS54 F P45,068
Interest cxpense 15,479 146 6 - 15,631
Net interest income 28,800 583 18 - 29437
Non-interest income 17,948 1.198 352 198 19,696
Provision for credit and impairment losscs 31822 | — — 3,823
Total external net operating income B42932 L7800 2400 P198 P45.310
Non-current assets £32970 2391 R1I0 P19 £33,490

Non-current assets consist of property and equipment, investment properties, chattel properties
acquired in foreclosure, software costs, assets held under joint operations and non-current asset
held for sale.

Interbank Loans Receivable and Securities Purchased Under Resale Agreements

This account consists oft

Consolidated Parent Company
2013 2012 2013 2012
Interbank loans receivable (Note 31) B27,465 £18,40] B17,548 £15,046
SPURA 94,548 4,993 79,324 -
122,013 23,394 96,872 15,046

Less allowanee for impairment losses

(Note 15) 2 2 - -
£122,011 P23,392 £96,872 215,046

The outstanding balance of SPURA represents overnight placements with the BSP where the
underlying securities cannot be sold or repledged to parties other than BSP.

0O
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Trading and Investment Securities

This account consists of:

Consolidated Parent Company
2012
(As Restated -
2013 Note 2) 2013 2012
Financial assets at FVPL (Note 29) B35,441 £72.920 $36,140 P57,635
AFS investments (Notes 11, 2% and 31) 273,429 123,041 226,943 102,574
HTM investments (Note 31} 38,425 51,451 38,358 21491
£367,295 B247412 £301,441 B181,700
Financial assets at FVPL consist of the following:
Consolidated Parent Company
2012
(As Restated -
2013 Note 2) 2013 2012
HFT investments (Note 31)
Debt securities
Government (Note 17) 239 367 P41,648 P30,421 B54.585
Private 2,332 801 1,717 801
BSP 19 - 19 -
41,718 62,449 32,157 55,386
Equity securities - quoted 9,637 8,132 — -
51,355 70,581 32,157 55,386
Derivative assets (Note 31) 4,086 2,339 3,983 2,249
£55,441 272,920 £36,140 B57,635

Derivative Financial Instruments

The following are fair values of derivative financial instruments of the Parent Company recorded
as derivative assets/liabilities, together with the notional amounts. The notional amount is the
amount of a derivative’s underlying asset, reference rate or index and is the basis upon which
changes in the value are measured. The notional amounts indicate the volume of transactions
outstanding as of December 31, 2013 and 2012 and are not indicative of either market risk or

credit risk.

Average
Notional Forward Rate

Assets Liabilitics Amount _ (in every USD 1)
December 31, 2013
Freestanding derivatives:
Currency forwards
BOUGHT:
UsD P769 £181 USD 754 £43.6032
CNY 182 2 CNY 1,664 CNY 0.1612
TWD 17 - TWD 933 TWD 0.0338
EUR 7 - EUR 14 EUR 1.3687
IPY - 2 JPY 1,141 JPY 0.0096
CHF 1 - CHF 3 CHF 1.1160
THB - 1 THB 10 THB 0.0312
AUD - - AUD 3 AUD 0.8888
SOLD:
UsSD §7 1,078 UsD 1,723 P43.7730
CNY 15 94 CNY 2,922 CNY 0.1632

{Forward)
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Average
Notional Forward Rate
Assets Liabilities Amount  (in every USD 1)
IPY Pl1 B3 JPY 2,827 JPY (0097
EUR - 1 EUR1 EUR1.3699
THB - - THB 29 THB 0.0304
SGD - - SGD 11 SGD 0.7900
AUD - 3 AUD S AUD 0.8925
Put option purchased-
warrants 218 - USD 645
Interest rate swaps - PHP 892 857 B55,694
Interest rate swaps - FX 169 550 USD 1,270
Cross currency swaps 1,639 234 USD 1,154
Cross currency swaps - PHP - 1,407 P£13,632
Credit default swaps - 1¢ USD 35
Over-the-counter FX Option 3 11 USD 89
Embedded derivatives in:
Financial contract* - 18 UsSD 1
Nonfinancial contract** 6 - USD 0
P3,983 P4,452
December 31, 2012
(As Restated - Note 2)
Freestanding derivatives:
Currency forwards
BOUGHT:
USD B39 P1,280 UsD 1,324 P41.9696
CNY 47 3 CNY 2,283 CNY 0.1577
EUR 25 1 EUR 31 EUR 1.3223
JPY - 1 JPY 16 JPY 0.0125
TWD - - TWD 116 TWD 0.0344
SOLD:
UsD 1,008 28 USD 2,101 B41.5060
CNY 5 109 CNY 2,138 CNY 0.1572
IPY ! - JPY 191 JPY 0.0117
EUR - 30 EUR 13 EUR 1.2278
AUD - 50 AUD 80 AUD 1.0010
NZD - - NZD | NZD 0.8328
SGD - - - SGD 0.8166
THB - - THB 12 THB 6.0326
Put option purchased-
warrants 196 - USD 645
Interest rate swaps - PHP 791 1,050 R38,972
Interest rate swaps - FX 21 654 USD 710
Cross currency swaps g 3,163 USD 961
Cross currency swaps - PHP 3 - B500
Credit default swaps - 1 UsD 10
Over-the-counter FX Option 3 15 USD 48
Embedded derivatives in:
Financial contract* - 20 usp 2
Nonfinancial contract™* 7 - UsD o
£2,249 P6,425

*

As of December 31, 2013 and 2012, derivative liabilities pertain to interest rate derivatives embedded in structured debt instrument
with outstanding netional amount of USD [.1 million and USD 1.7 million, respectively.

** Nonfinancial host contracts inelude foreign curreney derivatives with average notional amounts of USD 1,440 and

USD 1,415 permonth as of December 31, 2013 and 2012, respectively {

with maturitics unti
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As of December 31, 2013 and 2012, the Group’s derivative asscts include embedded call option in
a financial contract amounting to £90.4 million and £27.4 million, respectively; currency forwards
and derivative assets from Put Option Purchased Warrants of £1.4 million and £63.4 million,
respectively, as of December 31, 2012; and interest rate swaps of £13.3 million as of

December 31, 2013.

Derivatives designated as accounting hedges

MCC has two cross-currency swap agreements with a certain bank to hedge the foreign exchange
and interest rate risks arising from its dollar-denominated loan with the same bank. Under the
agreements, MCC, on a quarterly basis, pays fixed annual interest rates ranging from 4.1% to
5.5% in 2013 and 2012, respectively, on the peso principals and receives floating interest at 3
months LIBOR on the USD principals. As of December 31, 2013 and 2012, the swaps which are
designated as hedging instruments under cash flow hedges have an aggregate positive and
negative fair value of £13.3 million and £267.3 million, respectively. Cash outflows relating to the
hedged item amounting to #2.2 billion and £2.9 billion are expected to be settled within one year
and beyond one year, respectively. MCC assessed the hedge relationship of the swaps and the
hedged loans as highly effective. The effective fair value changes on the swaps that were deferred
in equity under ‘Translation adjustment and others’ as of December 31, 2013 and 2012 amounted
to 17.7 million and £81.9 million, respectively. This is to recognize the offsetting effect of the
change in fair value of the swaps and that of the hedged loans in the statement of income due to
movements in the foreign exchange rates. No ineffectiveness was recognized in 2013 and 2012.

AFS investments consist of the following:

Consolidated Parent Company
2013 2012 2013 2012
Debt securities:
Government (Note 17) 145,520 P103.836 106,083 B86,176
Private (Note 14) 21,531 16,612 20,535 15,942
267,051 120,448 226,618 102,118
Equity securitics:
Quoted 3,182 2,619 356 485
Unquoted 3,764 347 147 147
6,946 3.166 503 632
273,997 i23,614 227121 102,750
Less allowance for impairment losses
(Note 15) 568 573 178 176
$273,429 P123,041 $226,943 £102,574

AFS investments include net unrealized gains (losses) as follows:

Consolidated Parent Company
2012
(As Restated -
2013 Note 2) 2013 2012
Balance at the beginning of ycar £2,546 P5,003 $1,613 P2,377
Unrealized gains recognized in other
comprehensive income 9,910 4.684 1,163 3,269
Amounts realized in profit or loss (12,833) (7,.096) (4,816) {4.004)
(377) 2,651 (2,040) 1,642
Tax (Note 28) 6 (105) 93) (29)

Balance at end of year (#371) P2,546 (R2,133) P1,613

A
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HTM investments consist of the following:

Consolidated Parent Company
2012
{As Restated -
2013 Nate 2) 2013 2012
Government bonds {Note 17} 238,380 2317481 P38,358 £17,157
Treasury notes 45 9,635 -
Private bonds - 4,335 - 4,334
$38,425 851,451 P38,358 #21,491

HTM investments include US government securities with carrying value of USD 1.0 million (with
peso equivalent of £45.1 million and £41.6 million as of December 31, 2013 and 2012,
respectively) which are pledged by MR USA to the State Treasury Office pursuant to the
California Financial Code and in accordance with the requirements of the California Department
of Financial Institutions relative to its licensc as a transmitter of money.

Bond Exchange Transaction

In July 2011, the Republic of the Philippines (ROP} through the Department of Finance and the
Bureau of Treasury embarked on the 6th phase of its Domestic Debt Consolidation via a Liability
Management exercisc cxecuted through the Exchange Offer, Subscription Offer and Tender
Offer - i.e., exchange of eligible fixed income government bonds for a new 10-year bonds (due
2022) or 20-year bonds (due 2031) wherein thc proceeds of a simultaneous issuance of additional
new 20-year bonds were used to buy back Eligible Bonds via Tender Offer.

To cncourage existing bondholders to participate given the existing tainting rule on HTM

investment under PAS 39, on June 28, 2011, the SEC granted all holders of eligible bonds

currently classificd as HTM that will exchange more than insignificant amount of such bonds

under this program, an exemptive relief from the tainting rulc subject to the following conditions:

o disclosure to SEC of the (i} the date of the exchange, (ii) amount of cligible bonds exchanged,
(iii) amount of total HTM portfolio before and after the exchange;

o Day | profit or loss shall not be recognized and any unrealized gains or losses shall be
amortized over the term of the new benchmark bonds;

e exemption shall not extend to Eligible Bonds that will be bought back by the ROP and shall
not likewisc apply if transaction would be a combination of tender offer for cash and exchange
for new bonds;

e basis of preparation of the financial statements shall not be PFRS but should be the prescribed
financial reporting framework for entities which are given relict from certain requirements of
the PFRS. This basis of financial reporting shall be adopted by the availing entity until such
time that the ground for its coverage under the tainting rule of PAS 39 is no longer present;
and

e appropriate clearance shall be obtained from the BSP and Insurance Commission, as the
primary regulators of banks and insurance companies, respectively.

On October 11, 2011, the BSP through Circular 738 issued exemption from tainting provision for
prudential reporting on certain securities booked under HTM category which are coverced by an
offer and accepted tender offer pursuant to liability management transactions of the ROP, among
others.

In July 2011, given its nature of business, FMIC participated in the domestic bond exchange

covering its 3.0 billion eligible government bonds classified as HTM investments to extend the
bond holdings (from maturity date of December 16, 2020 to July 19, 2031) and benefit from the
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higher yields (from 5.875% to 8.00%). FMIC has complied with the disclosure and other

requirements of the SEC as follows:

a. total HTM Investments portfolio of FMIC before and after the exchange remain the same
while the gain on exchange of R14.5 million is deferred and amortized over the term of the
new bonds; and

b. as disclosed in Note 2, the related financial statements of the Group have been prepared in
accordance with Philippine GAAP for banks.

Reporting under PFRS

As of December 31, 2013 and 2012, had the Group accounted for the transaction under PFRS, the
unamortized balance of the deferred gain on exchange of £0.2 million and £13.4 million,
respectively, would have been credited to the Group’s 2011 net income and the entire HTM
investments portfolio of the Group with amortized cost of 38.4 billion and £51.5 billion,
respectively, would have been reclassified to AFS investments and carried at fair value with net
unrealized gain of 2.8 billion and B10.8 billion, respectively, being recognized in other
comprehensive income.

Reclassification of HTM Portfolio in 2013

In 2013, PSBank and FMIC reclassified its HTM investments totaling to £13.3 billion (consisting
of dollar denominated bonds amounting to US$73.5 million and peso denominated bonds of
£10.3 billion) and 216.3 billion, respectively, to AFS investments as they no longer intend to hold
them up to maturity but rather stands ready to sell such investments. The change in intention was
primarily driven by the need to increase capital position in view of the following directions set
forth in BSP Circular No. 781:

¢ Significant increase in the industry’s regulatory capital requirements in view of the carly
implementation of Base] [1] effective 2014;

» Inclusion of “loss absorbency” feature in the issuance of additional Tier 2 capital; and

» For PSBank, disqualification of its 3.0 billion subordinated debt as Tier 2 Capital under
Basel III.

The change in intention and eventual disposal of the said HTM investment portfolio in response to
the significant increase in regulatory capital requircments is one of the conditions permitted under
PAS 39 thus, not covered by the tainting rule.

As of December 31, 2013, out of the reclassified sccurities of PSBank, bonds originally costing
£12.6 billion (dollar denominated bonds of US$73.5 million and peso denominated bonds of
£9.6 billion) have been sold with total trading gain of 24.0 billion. For FMIC, bonds totaling
P11.3 billion have been sold with total trading gain of £3.8 billion.

Interest income on trading and investment securities consists of:

Consolidated Parent Company
2012 2011
2013 {As Restated - Note 2) 2013 2012 2011
Financial assets at FVPL £1,775 P1,326 P476 £1,495 B1,190 R3R2
AFS investments 8,119 5,743 6,270 6,469 4,840 3,683
HTM invesiments 1,521 3.394 3,147 1,142 1,088 1,081

P11,415 P10.463 P9,893 £9,106 27,118 P5,146

0
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In 2013, 2012 and 2011, forcign currency-denominated trading and investment securities bear
nominal annual interest rates ranging from 0.54% to 10.63%, 0.88% to 11.63% and 0.80% to
10.63%, respectively, for the Group and from 0.63% to 10.63%, (.88% t0 11.63% and 0.80% to
9.88%, respectively, for the Parent Company while peso-denominated trading and investment
securitics bear nominal annual interest rates ranging from 1.70% to 14.60%, 3.30% to 18.25% and
3.70% to 18.25%, respectively, for the Group and from 1.70% to 14.60%, 3.30% to 11.50% and
3.70% to 14.00%, respcectively, for the Parent Company.

Trading and securities gain - net consists of:

Consolidated Parent Company
2012 2011
2013 (As Restated - Note 2) 2013 2012 2011
HFT investments $£992 £3.699 £1,338 £409 B1.761 $1.007
AFS investments 12,833 7.090 5,831 4,816 4,004 3,671
Derivative asset/liabilitics - nct 3,357 (4.115) (923) 3,361 (4.089) {968)
17,182 F6.680 26,246 P3.586 81,706 B30
Trading gains on AFS investments include realized gains/losses previously reported in other
comprehensive income.
Loans and Receivables
This account consists of:
Cansolidated Parent Company
2012
(As Restated -
2013 Note 2) 2013 2012
Reecivables from customers (Noic 31):
Commetrcial loans R393,676 £318,830 B354,064 R311,618
Residential mortgage loans 65,686 53,838 36,910 31,184
Auto loans 57,734 52,109 16,568 15,852
Trade loans 30,186 21,715 29,956 21,684
Others 63,937 50,052 17,099 15,671
611,219 525544 454,597 396,009
Less unearned discounts and capitalized
nierest 3.942 7180 580 1.376
607,277 518,364 454,017 394,633
Unqueted debt securitics (Note 17):
Government 1,609 1,910 191 494
Private 3,745 6,076 829 Rig
5,354 7.986 1,020 1.313
Accounts reccivable (Note 31) 5,873 5,782 4,412 4,792
Accrucd interest receivabie (Note 31) 8,414 7359 6,910 5,646
Sales contract reccivable 458 637 156 244
Qther reccivables (Note 31) 314 1493 30 168
627,690 541,621 466,545 406,796
Less allowanec for credit Jossces (Note 15) 16,626 15,726 9,650 8,233
#611,064 £525 895 456,895 P198.563
Reccivables from customers consist of:
Consolidated Parent Company
2013 2042 2013 2012
Loans and discounts 564,374 P48 645 407,870 P358,992
Lcss uncamed discounts and
capitalized interest 3,942 7,180 580 1,376
560,432 481,465 407,290 357,616
Customers’ labilitics under letters of
credit (LC)/trust reecipts 30,186 21,715 29,956 21,684
Bills purchased (Notc 21) 16,659 15,184 16,771 15,333
607,277 P518,364 $454,017 P394,633
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Receivables from customers-others of the Group include credit card receivables, notes
receivables financed and leasc contract receivables amounting to £32.6 billion, £4.7 billion and
£4.0 billion, respectively, as of December 31, 2013 and P27.8 billion, £4.6 billion and

P3.8 billion, respectively, as of December 31, 2012.

As of December 31, 2013 and 2012, other receivables include dividends receivable of

B206.9 million and R1.4 billion, respectively, for the Group, and 218.0 million and

£158.5 million, respectively, for the Parent Company. Dividends receivable of FMIC from its
investee companies amounted to £188.9 million and 21.4 billion as of December 31, 2013 and
2012, respectively.

Interest income on loans and receivables consists of:

Consolidated Parent Company
2012 2011
2013 (As Restated - Note 2) 2013 2012 2011
Receivables from customers $25.853 23,548 P21.097 R16,953 P16,293 214,323
Reccivables from cardholders 6,500 5,810 4,803 - -
Lease contract receivables 1,372 1156 1.495 - -
Custoruer liabilitics under LC/trust reecipts 713 848 697 713 808 697
Restructured loans 268 413 427 207 335 340
Unquoted debt seeurities and others 331 953 516 283 216 296

$35,537 £32,728 £29.035 £18,156 17,652 P15.,656

Interest income on unquoted debt securities and others include interest accreted on impaired
receivables in accordance with PAS 39 and interest income on sales contract receivable.

BSP Reporting
As of December 31, 2013 and 2012, 76.81% and 79.81% of the total receivables from customers

of the Group, respectively, are subject to periodic interest repricing. 1n 2013 and 2012, the
remaining peso receivables from customers earn annual fixed interest rates ranging from 3.00% to
42.00% while foreign currency-dcnominated receivables from customers carn annual fixed interest
rates ranging from 1.25% to 36.00% and from 1.37% to 36.00%, respectively.

The following table shows information relating to receivables from customers by collateral, gross
of uncarned discounts and capitalized interest:

Cansolidated Parent Campany
2013 2012 2013 2012

Amount o Amount Y Amount Y Amount %

Secured hy:
Real estate B103,936 17.00 PE7,756 16.70 R57,835 12712 261407 15.51
Chattel 69,775 1142 62,820 11.95 17,539 3.86 17,594 4.44
Equity securitics 13674 .24 10,785 205 11,421 2.51 8,510 2,15
Deposit hold-out 11,530 1.88 7,788 1.48 10,798 237 6,932 1.75
Other sceuritics 98,491 16.11 F3200 1393 98.491 2167 73.200 18 48
Others 6,999 .15 6,485 1.24 3,624 0.80 2,255 0.57
304,405 49.80 248,834 47.35 199,708 4393 169,898 4290
Unsecured 306,814 50.20 276,710 52.65 254,880 56.07 226,111 57.10
B611,219 100.00 P525,544 100.00 R454,597 100.00 £396,009 100.00

Information on the concentration of credit as to industry of receivables from customers, gross of
unearned discount and capitalized interest, follows:

Cansolidated Parent Campany
2013 2 2013 2012
Amaunt %a Amount "o Amount Yo Amount %

Manufactunng (various

industrics) 2122,513 20,04 £59.022 18.84 #£113,451 1496 RO5,036 24.00
Real estate, renting and business

aglivities 100,861 16.50 85,548 16.28 69,937 1539 61,232 1546
Wholesale and retail trade 98,897 16.18 $6,322 18.33 88,618 19.49 71,374 18.02
Privatc houschelds 82,578 135t 73,655 1402 49.886 10.97 45,675 11.53
Other community, social and

personal aativitics 52,385 857 19,733 an 512 Q.11 772 019
Elcctricity, gas and waler 41443 6.78 3175 7.07 40,104 $.82 34,941 %.82
{Forward)

AR
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Consolidated Parent Company
2013 2012 2013 2012
Amount % Amount o Amount Yo Amount Yo
Financial inl¢rmediaries #14,743 5.68 P17.866 T7.21 Rr29.710 6.54 Ri1.216 T.88
Transpartation, storage and
communicalion 33,793 553 37,760 T.18 28224 6.21 30,192 7.02
Construction 16,615 2.72 9.882 1.88 12,156 2.67 6,379 1.61
{iotel and restaurants 12,738 2,08 11,512 2.19 12,111 2.66 10,359 262
Agricultural, huniing and
forestry 6,401 1.05 5,756 1.10 4,120 0.91 4,321 109
Public administration and
defense, compulsory social
sceurity 1,872 0.31 3.972 0.76 12t 0.03 141 0.04
Mining and quarrying 1.073 0.18 261 0.16 829 0.18 519 0.13
Gthers 5,307 0.87 6,480 1.23 4,818 1.06 3.852 (.99
P611.219 100.00 $525.544 100.00 R454,597 100.00 £396,005 100.00

The BSP considers that concentration of credit exists when total loan exposure to a particular
industry or cconomic sector cxceeds 30.00% of total loan portfolio except for thrift banks.
Current banking regulations allow banks with no unbooked valuation reserves and capital
adjustments to exclude from nonperforming classification those receivables from customers
classified as ‘Loss’ in the latest examination of the BSP which are fully covered by allowance for
credit losscs, provided that interest on said rcceivables shall not be accrued.

Non-performing loans (NPLs) not fully covered by allowance for credit losses follow:

Consolidated Parent Company
2013 2012 2013 2012
Total NPLs £7,808 9,59 £3,125 £4.193
Less NPLs fully covered by
allowance for credit losses 2,506 4,992 1,389 2,496
B5,302 4,604 £1,736 PR1,697

Under banking regulations, NPLs shall, as a general rule, refer to loan accounts whose principal
and/or intcrest is unpaid for thirty (30} days or more after due date or after they have become past
duc in accordance with existing rules and regulations. This shall apply to loans payable in lump
sum and loans payable in quarterly, semi-annual, or annual installments, in which case, the total
outstanding balancc thereof shall be considered non-performing.

In the casc of receivables that are payable in monthly installments, the total outstanding balance
thereof shall be considered non-performing when three (3) or morc installments arc in arrears. In
the case of reccivables that are payable in daily, weekly, or semi-monthly installments, the total
outstanding balance thereof shall be considered non-performing at the same time that they become
past due in accordance with existing BSP regulations, i.c., the entire outstanding balance of the
receivable shall be considered as past due when the total amount of arrearages reaches 10.00% of
the total receivable balance. Restructurcd receivables which do not meet the requirements to be
treated as performing receivables shall also be considered as NPLs.

10.

Property and Equipment

The composition of and movements in this account follow:

Consolidated
Furniture, Building
Fixtures and Leasehold Under
Land Buildings Equipment Improv Construction Total
2013
Cost
Balance at beginning of year £5,103 £7,740 #15,198 £2,406 Ro01 £31,048
Additions 11 119 2,695 134 334 3,293
Disposals (52) (334) (1,244) - - {1,630)
Reclassification/others 796 200 24 142 (89%5) 167
Balance at end of vear 5,858 7,725 16,673 2,682 40 31978
(Forwaurd)

A



-76 -
Consolidated
Furniture, Building
Fixtures and Leasehold Under
Land Buildings Equipment Improvements Construction Total
Accumulated depreciation and
amortization
Balance at beginning of year P #3.406 #10,787 P1,508 B- £15,701
Depreeiation and amortization - 316 1,537 228 - 2,081
Disposals - (233) (490) - - (723)
Reclassification/others - 140 30 (59) — 161
Balance at end of year - 3,629 11,914 1,677 - 17,220
Allowance for impairment losses (Note 15) - - 2 - - 2
Net book value at end of year P5.858 #4056 £4.757 £1,005 R40 P15,756
2012
Cost
Balance at beginning of year £4.998 B7,530 P13,847 £2.195 P288 P28 858
Additions 124 94 2,837 224 562 3,841
Disposals 43) {74 (1,390) - - {1,509)
Reclassification/others 26 190 {96) {13) (249) (142}
Balance at end of year 5,103 7340 15,198 2406 anl 31,048
Accumulated depreciation and
amonrtization
Balanec at beginning of year - 3.136 10,421 1,352 - 14,909
Depreciation and amartization - 271 1,363 213 - 1,849
Disposals - 49 {939) - - {988)
Reelassification/others — 48 {60) (57 — (69)
Balancc at end of vear - 3,400 10,787 1.508 - 15,701
Allowance for impairment Losses {Noie 15)
Balancc at beginning of year - - 12 - - 12
Accounts charged oftfothers - - {10y - - (10}
Balance at end of vear — - 2 — — 2
Net book value at end of vear £5,103 B4.334 B4 409 BE9R Be0L 15,345
Parcnt Corpany
Furniture, Building
Fixtures and Leasehold Under
Land Buildings Equipment  Improvements  Construction Total
2013
Cost
Balance at beginning of year 4,508 #5008 9,996 £1,502 P60l $22,215
Additions - 26 1,174 6 334 1,560
Disposals (32) (50) {819) - - 92
Reclassification/others 86 690 [W))] 144 (895) 18
Balance at end of year 4,542 0,274 10344 1,672 40 22,872
Accumulated depreciation and
amortization
Balance at beginning of year - 2937 8.010 947 - 11,894
Depreciation and amortization - 258 592 109 - 959
Disposals - 30 (232) - - (262)
Reclassification/others - {D 49 (57) - (15)
Balanee at end of year - 3,158 8,419 999 — 12,576
Net book value at end of year #4,542 £3,116 21,925 #673 40 #10,296
2012
Cost
Balanee a1 beginning of year B4436 P5.458 B9.337 81,401 P28R £20,920
Additions 90 28 1,458 70 562 2,208
Disposals (43) (8) (784) - - {837)
Reclassification/others 27 130 (15) 31 (249) {76)
Balanee at end of year 4,508 5,608 9.996 1,502 601 22,215
Accumulated depreciation and
atnortization
Balance at beginning of year 2713 7,918 881 - 11,512
Depreciation and amortization - 225 534 186 - 865
Disposals - {6) (433) - - (439)
Reclassi fication/others - 5 [ (40) - {4
Balance at end of vear - 2,937 8010 947 - 11,894
Net book valug at end of year B4.508 22,671 BL986 B355 P61 210,321

Building under construction pertains to bank premises yet to be completed and used by the Parent
Company. The capital expenditures of the Parent Company related to the construction amounted
to 23335 million and 562.4 million in 2013 and 2012, respectively.

As of December 31, 2013 and 2012, the cost of fully depreciated property and equipment still in
use amounted to £1.8 billion and 1.1 billion, respectively, for the Group and £600.9 million and

£78.4 million, respectively, for the Parent Company.
P T
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11. Investments in Subsidiaries, Associates and a Joint Yenture

Investments in subsidiaries consists of:

2013 2012
Acquisition cost:
FMIC B11,751 PB11,751
MBCL 8.658 8,658
PSBank 3,626 3,626
Circa 837 837
ORIX Metro 265 265
MCC 214 214
MTI 200 200
MR USA 158 158
MRCI 131 131
MR Italia 66 66
MR Japan 41 -
MR UK 31 31
MRHL 26 26
MRSPL 17 17
FMIIC 12 12
Metrobank Bahamas 8 8
PVCC 5 5
MR Spain — 42
26,046 26,047
Allowance for impairment losses (Note 15)
Circa (733) (719}
MTI (185) (153)
MRCI {(127) (115}
MR USA (53) (53)
MR ltalia (66) (41)
MR UK - (3
MR Spain — (41)
(1,164) (1,125}
Carrying Value
FMIC 11,751 11,751
MBCL. 8.658 8,658
PSBank 3,626 3,626
Circa 104 118
ORIX Metro 265 265
MCC 214 214
MTIL 15 47
MR USA 105 105
MRCI 4 16
MR Italia 25
MR Japan 41 -
MR UK 31 28
MRHL 26 26
MRSPL 17 17
FMIIC 12 12
Metrobank Bahamas 8 8
PVCC 5 5
MR Spain 1

£24,882 $24,922

LT RS
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The following subsidiarics have material non-controlling interests as of December 31, 2013.

Effective

Percentage of

Ownership

Principal of Non-Controlling

Activities Interest

ORIX Metro Leasing, Finance 40,15%
MCC Credit Card Services 40.00%
PSBank Banking 24.02%

The following table presents finaneial information of subsidiaries with material non-controlling
interests as of December 31, 2013,

PSBank MCC ORIX Metro
Statement of Financial Position
Total assets B130,026 P39,468 B19,401
Total liabilities 113,763 33,352 16,239
Non-controlling interest 3,907 2,446 1,270
Statement of Income
Gross income 15,025 9,983 2972
Operating income 12,684 8,821 2,557
Net income 2,928 2,006 602
Net income attributable to NCI 704 802 242
Total comprehensive income 2,677 2,146 601
Statement of Cash Flows
Net cash used in operating activities (1,915) (3,478) (604)
Nelt cash provided by (used in) investing
activities 16,327 (178) (949)
Net cash provided by (used in) financing
activities (1,263) 4,240 1,939
Net increase in cash and cash equivalents 13,149 584 386
Cash and cash equivalents at beginning
of year 20,428 4,628 2,198
Cash and cash equivalents at ¢nd of year 33,577 5,212 2,584
Investment in associates and a JV consists of:
Consolidated Parent Company
2012 2012
(As Restated — (As Restated —
2013 Note 2) 2013 Notc 2)
Acquisition cost:
Lepanto Consolidated Miming Company
(LCMC) (16.80% owned in 2013;16.82%
owned in 2012) £2,397 B2,397 - P
SMFEC* (30.39% owned) 800 800 - -
Toyota Financial Services Philippines
Corporation {TFSPC) (34.00% owned) 420 420 150 150
Nerthpine Land. Inc. (NLI) (20.00% owncd) 232 232 232 232
SMBC Metro Investment Corporation (SMBC
Merro) (30.00% owned) 180 180 180 180
Taal Land Ine, (TLD (35.00% owned) 178 178 178 178
Cathay Intemational Resources Corporation
(CIRC) (34.73% owned in 2013; 34.72%
owned in 2012) 175 175 - -

{Forward}
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Consolidated Parent Company
012 2012
{As Restated - {As Restated —
2013 Note 2) 2013 Note 2)
Philippine AXA Lifc Insurance Corporation
(PALIC) (27.96% owned ) ®172 RI72 | B—
Charter Ping An Insurance Corporation (CPAIC)
(33.07% owned) 60 60 - -
Global Business Power Corporation (GBPC)
(48.72% owned in 2012) - 7,281 - -
Qthers 33 33 - -
4,647 11,928 740 740
Accumulated cquity in net income (loss):
Balance at beginning of ycar
LCMC (58) (33)
SMFC (135) (85)
TFSPC 487 407
NLI 96 55
SMBC Metro 69 71
TLI (84) (83)
CIRC 9 2
PALIC 573 545
CPAIC 263 196
TMPC - 1327
GBPC 1,062 1,735
Others Qn (22}
2,260 4,059
Share in net income (loss)
LCMC a9 25
SMFC - (50)
TFSPC 176 80
NLI 15 43
SMBC Mctro 22 20
TLI - 1
CIRC - 11
PALIC 349 252
CPAIC 68 67
GBPC 876 1.252
TMPC - 847
1,477 2,548
Dividends
NLI (12) (2)
SMBC Metro (18) (22)
PALIC (251) (224)
BPC - (1,925)
TMPC - {653)
(281) (2,326)
Divestments/reclassification
GBPC (1,938) -
MPC - (1521)
(1,938) (1,521
Balance at end of year
LCMC (87 (58)
SMFC (135) (135)
TFSPC 663 487
NLI " 96
SMBC Metro 73 69
TLI (84) (84)
CIRC 9 9
PALIC 671 573
CPAIC 331 263
GBPC - 1,062
Others (22) (22
1,518 2,260
Equity in net unrealized gain (loss) on AFS
investments
LCMC (59) (58)
TFSPC (0 -
SMBC Mctro 12 13
(Forward)

A EEN A



- 80 -
Consolidated Parent Company
2012 02
(As Restated — (As Restated —
2013 Note 2) 2013 Note 2)
TLI @3) (®3)
PALIC 3 356
CPAIC 23 41
GBPC — 417
273 766
Translation adjustment and others
LCMC - 3
SMFC ) -
TESPC - 16
CPAIC - 29
2) 76
Allowanee for impairment losses (Note 15)
NLI - (58) f (B58)
TLI {162) (104) (162 (104)
(162} (162) (162) (162)
Carrying Value
LCMC 2,251 2,312 —
SMFC 663 663 -
TESPC 1,082 923 150 150
NL1 kRX] | 270 232 174
SMBC Metro 265 262 180 180
TLI (7 (13) 16 74
CIRC 184 184 - —
PALIC 1,144 1,101 - -
CPAIC 414 393 - -
GBPC - B, 760 - -
Qthers 11 1 — —
B6,274 P14,.868 P578 B578

*Represents investment in a JV of the Group.

As of December 31, 2013 and 2012, carrying amount of goodwill amounted to £5.2 billion and
P6.4 billion, respectively, for the Group and nil and 21.2 billion, respectively, for the Parent
Company. The goodwill of the Parent Company amounting to £1.2 billion was fully impaired in
2013 (Note 3).

In 2012, the Parent Company invested an additional USD 1.0 million in MR USA which was
approved by the BSP on October 1, 2012,

Investment in FMIC

Relative to the amended rule on minimum public ownership, on October 12, 2012, the BOD of
FMIC in its special meeting approved the voluntary delisting of FMIC’s shares from the PSE and
the buy-back of all of its publicly-owned shares through a tender offcr. On October 15, 2012,
FMIC published its Notice to its Shareholders of the proposed voluntary delisting and the intent to
buy back the publicly-owned common shares through a tender offer at £89.00 per share. It filed
its initial tender offer report with the SEC and submitted the said report to the PSE on

QOctober 17, 2012. On December 12, 2012, the PSE’s BOD approved such request cffective on
December 21, 2012. As required, the FMIC’s shares were suspended for trading for 3 days before
the delisting date or on December 18, 2012. As a result of FMIC’s buyback of its own shares, the
Parent Company’s ownership in FMIC increased from 98.06% to 99.23% and 99.21% as of
December 31, 2013 and 2012, respectively.

Investment of FMIC in GBPC

Following the SEC approval on the increase in authorized capital stock of GBPC to £1.0 billion
and the reduction of the par value per share of stock from £100.00 to £1 a share, the deposit for
future stock subseription of FMIC amounting to 5.6 billion as of December 31, 2011 had been
used to subscribe additional 199,058,600 shares of GBPC in January 2012, This resulted in an
increase in percentage of direct ownership to 49.11% from 30.00%. Further, in July 2012, FMIC

ARV
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subscribed to 18,212,638 shares amounting to £639.8 million, representing deposit for future stock
subscription (included in its investment in GBPC as of December 31, 2012) in response to a
capital call made by GBPC. A total of additional equity infusion of #1.6 billion representing thc
proportionate share of FMIC on such capital call was approved by its BOD on June 29, 2012. The
remaining balance of the capital call was paid on February 15 and March 15, 2013 amounting to
P736.7 million and B222.7 million, respectively.

On June 27, 2013, FMIC sold 20.0% of its ownership in GBPC to ORIX Corporation of Tokyo,
Japan at a consideration of £7.2 billion which resulted in a gain of £3.1 billion. Further, on
October 22, 2013, FMIC sold another 20.0% to Meralco PowerGen Corporation, a wholly-owned
subsidiary of Manila Electric Company at a consideration of £7.2 billion which resulted in a gain
of B4.3 billion. As of December 31, 2013, FMIC owned 9.11% of GBPC which warranted the
reclassification of the investment to AFS investments. The sale of GBPC shares was in line with
the Group’s capital raising initiatives in preparation for the implementation of Basel 111 in the
Philippines on January 1, 2014.

Investment of FMIC in CIRC
As of December 31, 2011, FMIC’s investments include deposit for future stock subscription
amounting to B314.0 million which was returned in December 2012.

Investment of FMIC in LCMC

In May 2011, FMIC partially disposed its ownership in LCMC to a third party which resulted in a
gain of B370.0 million. FMIC holds less than 20.00% of the ownership interest and voting control
in LCMC but holds 2 out of 9 board seats (or 22.20%) and has the ability to exercise significant
influence through its nominated directors’ active participation in the board and management sub-
committee. As of December 31, 2013 and 2012, the fair value of the investment which is
equivalent to the bid price of the sharcs in the PSE amounted to 2.2 billion and £7.4 billion,
respectively.

The following tables present financial information of significant associates and a JV as of and for
the years endced:

Statement of Financial Position Statement of Income
Total Total Gross Operating Net Income
Assets Liabilities Income Income (Loss) (Loss)
December 31, 2013
PALIC $54,931 $50,863 210,617 £1,388 £1,192
TFSPC 29,576 26,850 1,931 611 437
LCMC 8,706 1,370 2,025 (250) (258)
CPAIC 9,134 7,776 1,653 228 193
CIRC 2,390 1,829 117 0 1
NLI 2,174 647 234 57 69
SMFC 1,739 77 347 3 6
SMBC Mctro 890 81 148 102 72
Til 47 - I 1 1
December 31, 2012
PALIC 844, 851 P40,891 B4,581 £1,048 B913
TFSPC 22,361 19,962 1,791 332 197
LCMC 15,096 6,558 2,282 378 251
CPAIC 6,343 5,122 1,632 288 214
CIRC 2580 2,020 2340 95 51
NLI 1,084 467 328 254 180
SMFC 1.729 73 326 (96) (103)
SMBC Metro 884 85 117 85 66

TLI 46 0
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Major assets of significant associates and a JV include the following:

2013 2012

PALIC

Cash and cash equivalents B3,158 B2,066

Loans and receivables - net 735 536

Financial assets at FVPL 994 1,286

AFS investments 6,305 6,653

Investment in unit-linked funds 43,323 33,758

Property and equipment 221 203
TFSPC

Cash and cash equivalents 4,138 3,548

Receivables - net 19,952 14,897
LCMC

Inventories 317 477

Investments and advances 813 812

Property, plant and equipment - net 6,741 6,748
CPAIC

Receivables - net 5,960 1,247

Investments 1,763 1,125
CIRC

Receivables - net - 355

Investment properties - net 439 207
NLI

Cash and cash equivalents 456 574

Real estate properties 1,074 962

Receivables - net 505 348
SMFC

Cash and cash equivalents 716 790

Receivables - net 845 750
SMBC Metro

Cash and cash equivalents 230 234

Due from other banks - 150

AFS investments 194 70

Receivables - net 462 424
TLI

Investments 46 46
GBPC

Cash and cash equivalents 10,588

Receivables - net 5,150

Property, plant and equipment - net 35,946

Prepaid expenses 2,385

The following tables summarize dividends declared by investee companies of the Parent

Company:
Date of BSP

Subsidiary/Associate Date of Declaration Per Share Total Amount Approval Record Date Payment Date

2013

Subsidiaties

Cash Dividend
FMIC August 23, 2013 BR.O6 P3003 October §, 2013 September 30, 2013 October 10, 2013
FMIC November 5, 2013 13.42 5001 Decernber 12,2013 December 20, 2013 Decemnber 26, 2013
MCC Fcbruary 28, 2013 1.50 1.500 Apni 11, 2013 April 12,2013 April 24,2013
PSBank Qetober 22, 2013 300 21 November 12,2013 November 29, 2013 December 16, 2013
PSBank October 22, 2013 0.75 180 November 12, 2013 November 29, 2013 December 16, 2013
I'SBank July 18,2013 075 180 August 8, 2013 September 4, 2013 September 19, 2013
PSBank April 19, 2013 0.75 180 May 28, 2013 June 18, 2013 July 3, 2013
PSBank January 22, 2013 075 180 February 8, 2013 March 5, 2013 March 24, 2013
MRSPL July 3, 2013 SGD2.00 34 Not required July 5, 2013 July 23, 2013

A
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Date of BSP
Subsidiary/Associate Date of Declaration Per Share Total Amount Approval Record Date Payment Dute
Associates
NLI December 10, 2012 R4.8G 260 Not required Mareh 22, 2013 April 2, 2013
SMBC December 9, 2013 10.00 60 Not required Decermnber 9, 2013 January 8, 2013
Subsidiary
Stoek Dividend
ORIX Metro October 23, 2013 100.00 253 Note 36b Qctober 23, 2013
Datc of BSP
Subsidiary/Associate Datg of Declaration Per Share Total Amount Approval Reeord Date Payment Date
2012
Subsidiancs
Cash Dividend
MCC Mareh 22,2012 RO.RY it August 1, 2012 August 7, 2012 Aygust 8, 2012
PSBank October 23, 2012 0.75 180 November 21, 201i2 December 27,2012 January 14, 2013
PSBank July 23,2012 0.75 180 August 13, 2012 September 11, 2612 September 26, 2012
PSBank April 27, 2012 0.75 180 May 15, 2012 June 7,2012 June 25, 2012
PSBank January 24, 2012 0.15 36 February 9, 2012 March 8, 2012 March 23, 2012
Mctrobank
Bahamas April 12, 2012 UsD 0.18 39 Not required Apnl 27,2012 April 27,2012
MRSPL May 3,2012 SGD 2.00 34 Not required May 3, 2012 May 3, 2012
MRHK May 2, 2012 HKD 0,39 17 Not required May 2, 2012 May 24, 2012
Associates
T™PC May 10, 2012 RI40.58 2,178 Not requircd December 31,2011 May 11, 201
Junc 21, 2012
NLI March 1, 2012 0.82 10 Not required March 1, 2012 March 21, 2012
SMBC Deeember 13, 2012 12.00 72 Not required December 13,2012 January 8, 2013
Subsidiary
Stock Dividend
ORIX Mctro November 29, 2012 20.00 253 November 29,2012 February 4, 2013

Dividends declared by significant investee companies of FMIC follow:

Subsidiary/ Date of BSP
Associate Date of Declaration Per Share Total Amount Approval Record Date Payment Date
2013
Subsidiary
Cash Dividend
FAMI July 12,2013 RE5.00 B20 Not requircd July 12, 2013 Qetober 22, 2013
Associate
Cash Dividend
PALIC Ccetober 16, 2013 89,10 891 Not required Qcteber 16, 2013 November 13, 2013
Stock Dividend
PALIC April 16, 2013 100.00 341 Nt required April 16,2013 May 38, 2013
ORIX Metro Qctober 23, 2013 100.00 253 Note 36b GCetober 23, 2043
2012
Subsidiary
Stack Dividend
FMSBC* December 28, 2012 100.00 39 Not required December 28, 2012 January 25, 2813
Associales
Cash Dividend
GBPC December 17, 2012 516 2870 Not requited December 3, 2012 March 31,2013
GRPC August 11, 2012 1.89 1050 Not required July 31, 2012 August 30, 2012
PALIC Getober 24, 2012 120.57 795 Not required Qctober 24, 2012 November 9, 2012

* First Metro Securines Brokerage Corporation

12.

Investment Properties

This account consists of foreclosed real estate properties and investments in rcal cstate:

Consolidated

2013 2012
Buildings and Buildings and

Land Lmprovements ‘Total Land  Timprovements Total
Cost
Balance at beginning of year £14,603 £5,495 R20,058 P14.929 £5.236 B20,165
Additions 436 652 1,088 622 1,064 1,686
Disposals 2,471) (872) (3,343 (2,873} (843) (3.716)
Reclagsification/others (252) (192} (444) 1,925 38 1.963
Balance at end of vear 12.3t16 5,083 17,399 14,603 5,495 20,008

(Forward)
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Consolidated
2013 2012
Buildings and Buildings and
Land Improvements Total Land  Improvements Total

Accumulated depreciatinn and

amortization
Balance at beginning of year - £2,036 £2,036 P- P2,168 82,168
Depreciation and amortization - 207 207 - 226 226
Disposals - (312) (322) (362) {362}
Reciassification/others - (137 (137) - 4 4
Balance at end of year - 1,784 1,784 2,036 2,036
Allowance for impairment losses

(Note 15}
Balance at beginning of year 2,487 153 2,640 2.452 74 2,526
Provision for impairment loss 312 88 400 246 94 340
Disposals “on (13 (414) (373 {5} (388)
Reclassification/others (111) (25) (136) 162 - 162
Balance at end of year 2,287 203 2,490 2,487 153 2,640
Net book value at end of year £10,029 £3,096 P13,125 P12,116 23,306 815422

Parent Company
20t3 2012
Buildings and Buildings and
Land Improveme nts Total Land  Tmprovements Toral

Cost
Balance at beginning of year 12,019 £3.456 15,475 211,442 P3,378 £14,820
Additions 165 170 335 395 595 990
Disposals (2,124} (567) 2,691} (2,395) (554) (2,949)
Reclassification/others (252) 2 {250} 2,577 37 2,614
Balance atend of year 9,808 3,061 11.869 12,019 3,456 15,475
Accumulzted depreciation and

amortization
Balance at beginming of year - 1,575 1,575 - 1,732 1,732
Depreciation and amortization - 143 143 - 157 157
Disposals - (276) (276} - (318) (318)
Reclassification/others - 7 7 - 4 4
Balance at end of year - 1.449 1,449 - 1,575 1,575
Allowance for impairment losses

{Note 15)
Balance at beginning of year 1,937 65 2,002 1,998 46 2,044
Provision for impairment loss 290 36 26 26 31 57
Disposals (400} (5) (405) (275) (1) (287)
Reclassification/others 20 27 )] 188 - 188
Balance at end of year 1,847 69 1,916 1,937 65 2,002
Net book value at end of vear £7.961 £1,543 £9.504 B10,082 Bl.El6 £11,898

As of December 31, 2013 and 2012, foreclosed investment properties still subject to redemption
period by the borrower amounted to £1.0 billion and £719.1 million, respectively, for the Group
and £271,1 million and P227.7 million, respectively, for the Parent Company.

As of December 31, 2013 and 2012, aggregate market value of investment propertics amounted to
£22 9 billion and £24.7 billion, respectively, for the Group and P18.3 billion and £20.1 billion,
respectively, for the Parent Company, of which the aggregatc market value of investment
propertics determined by indcpendent external appraisers amounted to £20.0 billion and

P21.9 billion, respectively, for the Group and £18.1 billion and £20.1 billion, respectively, for the
Parent Company. Fair value has been determined based on valuations made by independent
and/or in-house appraisers. Valuations werc derived on the basis of recent sales of similar
properties in the same area as the investment properties and taking into account the economic
conditions prevailing at the time the valuations were made.

Rental income on investment properties (included in ‘Leasing income” in the statement of income)
in 2013, 2012 and 2011 amounted to P&3.1 million, £96.1 million and £222.1 million,
respectively, for the Group and £37.0 million, £30.4 million and 2144.0 million, respectively, for
the Parcnt Company.
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Direct operating expenses on investment properties that generated rental income (included under
‘Litigation expenses’) in 2013, 2012 and 2011 amounted to £5.4 million, B28.5 million and
£18.0 million, respectively, for the Group and B5.2 million, P27.2 million and P17.9 million,
respectively, for the Parent Company.

Direct operating expenses on investment properties that did not generate rental income (included
under ‘Litigation expenses’} in 2013, 2012 and 201 | amounted to £281.6 million, #288.1 million
and £333.2 million, respectively, for the Group and £226.3 million, £227.7 million and

P296.9 million, respectively, for the Parent Company (Note 25).

Net gains from sale of investment properties (included in Profit from assets sold’ in the statement
of income) in 2013, 2012 and 201 amounted to B451.7 million, £1.0 billion and £807.2 million,
respectively, for the Group and B393.4 million, 1.0 billion and £800.4 million, respectively, for
the Parent Company (Note 31).

. Non-Current Asset Held For Sale

On October 22, 2012, the respective BOD of the Parent Company and GT Capital on scparate
meetings, upon the endorsement of their respective Related Party Transaction Committees, have
approved in principle the sale of the former’s 30% ownership in TMPC to GT Capital at a
consideration of 9.0 billion. This amount was arrived at after an independent valuation exercise
and subjected to third party fairness opinions. The divestment of TMPC shares was undertaken by
the Parent Company to enhance its regulatory capital position in preparation for the
implementation of Basel 111. Accordingly, in December 2012, the Parent Company sold its 15%
ownership in TMPC and recognized a gain on sale of £3.4 billion and £4.2 billion for the Group
and the Parent Company, respeetively (Note 31). The remaining 15.0% ownership of the Parent
Company in TMPC was sold in January 2013 wherein the Group and the Parent Company
recognized gain on sale of B3.4 billion and £4.2 billion, respeetively (Note 31).

14.

Other Assets

This account consists of:

Consolidated Parent Company

2012 2012

(As Restated - {As Restated -
2013 Note 2) 2013 Note 2)

Creditable withholding tax £1,428 P1,749 21,028 £1,331
Assets held under joint operations 1,361 1,189 1,361 1,189
Interoffice float items 1127 1,550 1,061 1,288
Software costs —net 896 832 431 514
Residual value of leased assets 712 609 - -
Chattel properties acquired in foreelosure — net 552 479 28 19
Prepaid expenses 365 385 47 79
Documentary and postage stamps on hand 166 132 139 110
Returned checks and other cash items 68 80 54 63
Other investments 3 13 - 10
Retirement asset* (Note 26) 28 — 2 -
Investments in SPVs — net - - — -
Miscellaneous 3,062 3,114 2,420 2,496
9,768 10,132 6,571 7,099

Less allowance for impairment losses (Note 15) 1,911 861 1,875 814
P7.857 P9.271 B4,696 B6,285

* Includes retirement assct of a foreign branch in 2013.
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Assets held under joint operations are parcels of land and former branch sites of the Parent
Company with net realizable value of 1.4 billion and 1.2 billion as of December 31, 2013 and
2012, respectively, which were contributed to separate joint operations with Federal Land, Inc.
and Federal Land Orix Corporation (Note 31).

Movements in software costs account follow:

Consolidated Parent Company

2013 2012 2013 2012
Cost
Balance at beginning of year 1,793 P1,445 P1,097 P68S
Additions 360 6062 61 476
Disgposals/others (12) (314) (5) (67)
Balance at end of year 2,141 1,793 1,153 1,097
Accumulated amortization
Balance at beginning of year 961 1,003 583 501
Amortization 284 236 139 120
Disposals/athers — (278) — (38)
Balance at end of year 1,245 061 722 583
Net book value at end of year P896 B832 P431 P54

Movements in chattel properties acquired in foreclosure follow:

Consolidated Parent Company

2013 2012 2013 2012
Cost
Balance at beginning of year B587 B566 28 £73
Additions 1,112 904 34 22
Disposals/others (1,023) (883) [t)) (67)
Balance at end of year 676 587 45 28
Accumulated depreciation and amortization
Balance at beginning of year 95 127 6 53
Depreciation and amortization 112 113 10 6
Disposals/others {95) (145) 4 (53)
Balance at end of vear 112 95 12 6
Allowance for impairment Josses (Note 15)
Balanee at beginning of year 13 9 3 3
Provision for impairment loss 4 4 3 -
Disposals (5) - (1 —
Balance at end of year 12 13 5 3
Net book value at end of year B552 B479 R28 R19

Investments in SPVs represent subordinated notes issued by Cameron Granville 3 Asset
Management, Inc. and LNC 3 Asset Management, Ine. with face amount of 9.4 billion and

B2.6 billion, respectively. These notes are non-interest bearing and payable over five (5) years
starting April 1, 2006, with rollover of two (2) years at the option of the note issuers. Thesc were
received by the Parent Company on April 1, 2006 in exchange for the subordinated note issued by
Asia Recovery Corporation (ARC) in 2003 with face amount of 11.9 billion. The subordinated
pote issued by ARC represents payment on the nonperforming assets (NPAs) sold by the

Parent Company to ARC in 2003. The related deed of absolute sale was formalized on
September 17, 2003 and approved by the BSP on November 28, 2003, having qualified as a truc
sale. As of December 31, 2013 and 2012, the estimated fair value of the subordinated notes,
which is the present value of the estimated cash flows from such notes (derived from the sale of
the underlying collaterals of the NPAs, net of the payment to senior notes by the SPV) amounted
to nil, after deducting allowance for impairment losses of 8.8 billion.
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Miscellaneous account includes certificates of deposits totaling USD 6 million and

USD 11 million as of December 31, 2013 and 2012, respectively (with peso cquivalent of
P266.4 million and 451.6 million as of December 31, 2013 and 2012, respectively) that are
pledged by the Parent Company’s New York Branch in compliance with the regulatory
requirements of the Federal Deposit Insurance Corporation and the Office of the Controller of the
Currency in New York. Of the USD 11 million pledged certificate of deposits as of

December 31, 2012, USD 5 million matured in August 2013 and were invested in Floating Rate
notes booked under AFS investments as part of the pledged securitics (Note §).

Further, miscellaneous account includes downpayment to a real estate company, a related party,
amounting to 1.1 billion relative to the purchase of commercial and office spaces located at
Bonifacio Global City, Taguig City (Note 31) and a receivable from a third party of

R425.7 million pertaining to the final tax withheld on PEACe bonds which matured on

October 18, 2011 (Note 30).

15.

Allowance for Credit and Impairment Losses

Changes in the allowance for credit and impairment losses follow:

Consolidated Parent Company

December 31

2013 2012 2013 2012

Balance at beginning of year:
Interbank loans and receivable {Note 7) P2 [ - B
AFS investments (Note 8}
Equity securities

Quoted 305 337 2% 90
Unquoted 268 224 86 86
Loans and receivables (Note 9} 15,726 14,884 8,233 8,666
Investments in subsidiaries (Note 11) - - 1,125 754
[nvestments in associates (Note 11) 162 150 162 150
Property and equipment (Note 10) 2 12 - -
Investment properties (Note 12) 2.640 2,526 2,002 2,044
Other assets™ (Note 14) 9,731 9,850 9,675 9,601
28.836 27,983 21,373 21,391
Provisions for credit and impairment losses** 9,519 4,478 4,091 777
Reversal of allowance on assets sold/settled (2,761) (376) (1,725) (275)
Accounts written offfothers {4,964) (3,249) 68 (520)
Balance at end of year:
Interbank loans and receivable (Note 7) 2 2 - -

AFS investments (Note 8)
Equity securities

Quoted 300 305 92 90
Unquoted 268 268 86 86

Loans and receivables (Note 9) 16,626 15,726 9,650 8,233
Investments in subsidiaries (Note 11) - - 1,164 1,125
Investments in associates (Note 11} 162 162 162 162
Property and equipment (Note 10} 2 2 - -
investment propertics (Note 12) 2,490 2,640 1,916 2,002
Other assets* (Note 14) 10,780 9,731 10,737 9,675
230,630 B28,836 £23,807 B21,373

*  Allowance for credit and impairment losses of other assets include allowance on investments in SPVs, chattel
mortgage propetties and miscellancous assets.
**  The amount presented excludes impairment loss on goodwill.

AU
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Below is the breakdown of provision for credit and impairment losses:

Consolidated Parent Company
December 31
2013 2012 2011 2013 2012 2011
Interbank loans and receivabie
(Notes 7 and 33) B B2 P P P P ‘
AFS investments 2 {32) 17 2 - - 1
[Loans and receivables 8,689 4,311 3,378 3,255 720 460
Investments in subsidiaries - - 36 79 - 403
Investments in associates - - (203) - - -
Property and equipment (Notc 10) - - 10 - - -
Investment properties (Note 12) 400 340 341 326 57 291
Chattel properties acquired in
foreclosure (Note 14) 4 4 - 3 - -
Goodwill 1,203 - - 1,203 - -
Other assets 424 (147) 244 426 — 32
£10,722 P4,478 B3 823 £5,294 B777 21,186

With the foregoing level of allowance for credit and impairment losses, management believes that
the Group has sufficient allowance to take care of any losses that the Group may incur from the
noncollection or nonrealization of its receivables and other risk assets.

A reconciliation of the allowance for credit losses by class of loans and receivables is as follows:

Conselidated
Residential
Commercial  Mortgage Other
Loans Loans _ Auto Loans Trade Others Subtotal Receivables* Total
Balance at January 1, 2013 £6,169 2700 #7136 #3138 3,262 F11.,265 P4,521 P15,726
Provisions during the year 3,410 493 1,364 - 3,144 8411 278 8,689
Accounts written off (42) 3) (621) 3) {3,889) (4.558) 3N (4,595)
Reclassificationsireversals!
others {1,894) — (261) 4 (92) (2,243) (951} (3,194)
Balance at December 31, 2013 P7,643 #1,190 £1,218 2339 2,425 #12,815 #3,811 £16,626
Individual impairmeni £2,919 P1,075 Poig ¥279 #168 #5,059 #2,363 #7422
Colleetive impairment 4,724 115 600 o0 2,257 7,756 1,448 9204
87,643 B1,190 F1,218 P339 #2425 #12,815 #3,811 P16,626
Gross amount of loans
individually determined
10 be impaired 6,502 #1491 619 P413 #1,193 ¥10,218 4,015 $14.233
Balance at January 1, 2012 P5,508 BO2R 251 B389 B3,009 B10.045 £4.839 214,884
Provisions during the year 887 92 173 27 2838 4.037 274 4311
Accounts written off (131 - - (78) (2,591) (2,79%) {160) (2,958
Reclassifications/reversals!
others 93) (20 52 (2) (14) {79) (432) (511
Balance at December 31, 2012 B6,169 B700 B736 R£338 PB3,262 R11,205 £4,521 215,726
Individual impairment Ra.644 B399 B2 RI06 2754 R6,205 P2,856 89,061
Collective impairment 1,525 101 734 132 2508 5,000 1,665 6,665
26,169 £700 RP736 P33R 23,262 R11,205 P4521 B15,726
Gross amount of loans
individually determined
to be impaired R7,578 £).006 [ P208 P953 £9,750 P5,126 14,876
Parent Company
Residential
Commercial Mortgage Other
Loans Loans _Auto Loans Trade Others Subtotal Receivables* Total
Balance at January 1, 2013 £4.313 $432 £20 £338 854 25,157 #3.076 #8,233
Provisions during the year 3,218 - 2 - - 3,220 35 3,255
Accounts written off {42) 3 3 3) {12) ©3) 36) (&3]
Reclassi ficationsireversals/
others {1,384) - — 4 - (1,380) (359) (1,739)
Balance at Dccember 31, 2013 £6,105 £429 P19 #3139 £42 #6934 #2716 #9,650
Individual impairment £2.362 8367 B 79 4 #3,042 #1,772 #4,814
Collective impairment 3,743 62 19 60 8 3,892 944 4,836
P6,105 £429 #19 #3390 P42 £6,934 £2,716 #9,650

Gross amount of loans
individually determined to
be impaired 5,550 P462 P #413 #42 P6,467 £3,094 £9,561

G M
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Pargnt Company
Residential
Commercial Mortgage (Other
Loans Loans  Auto Loans Trade Others Subtotal Receivables* Total
Balance at January 1, 2012 B4l16 P446 P21 B389 B38 B5010 83,056 B8.666
Provisions during the year 614 1 - 27 18 660 60 720
Accounts written off (115) - {76) {1 (192) {100} (292)
Reclassifications/reversals/
athers {302) (135 (1) (2) ) (321) (540) 361
Balance at December 31, 2012 P4313 2432 220 P338 B54 P5,157 83,076 P3,233
Individual impairment P3,833 R38R Bl B206 P54 P4.482 P2,175 P6,657
Collective impairment 480 44 19 132 - 675 901 1,576
P4.313 B432 P20 2318 P54 B3,157 B3,076 P§,233
Gross amount of loans
individually determined to
be impaired P6,561 B539 P3 P208 £62 B7373 4,054 Pl1i,427

* Allowance for credit losses on other receivables include allowance on unguoted debt sccurities, accounts receivables, acerued
interest receivable, sales contract receivable and deficiency judgment receivable.

Movements in the allowance for credit and impairment losses on AFS investments and other
assets follow:

Consolidated Parent Company
AFS AFS
Investments - Investments -
Equity Equity
Securities Other Assets* Total Securitics _Other Assets* Total
Balance at January 1, 2013 B573 #9,731 F10.304 P76 P9.675 £9.851
Provisions for credit and impainnent losscs 2 428 430 2 429 431
Disposals - - - (4] - (1)
Reclassifications/reversals/others (N 621 614 1 633 634
Balance at December 31, 2013 #5368 F10,780 F11.348 P178 P10,737 #10,015
Balance at January 1, 2012 B361 P9,350 RIO4TL B176 PF9.601 B9,777
Draovisions for credit and impairment losses (32) (143) (175) - -
Accounts written-off (56) (56) -
Disposals - [ 6 - - -
Reclassifications/reversals/others 44 74 118 — 74 74
Balangg at Decernber 31, 2012 B571 BO.731 BID,304 2176 B9,675 B9,851

*  Allowance for credit and impairment losses of other assets include allowance on investments in SPVs, chattel mortgage propertics and muscellaneous assels.

16.

Deposit Liabilities

Of the total interest-bearing deposit labilitics of the Group as of December 31, 2013 and 2012,
47.40% and 43.20%, respectively, are subject to periodic interest repricing. In 2013, 2012 and
2011, remaining peso deposit liabilities earn annual fixed interest rates ranging from 0.00% to
6.59%, while foreign currency-denominated deposit liabilities carn annual fixed interest rates
ranging from 0,00% to 3.50%.

Interest expense on deposit liabilities consists of:

Consolidated Parent Company
2013 2012 2011 2013 2012 2011
Demand P340 P293 P276 P208 217 B196
Savings 799 1,045 1,159 734 988 1,109
Time 6,417 7,418 8,799 4,033 4,474 5,705
#7,556 PRB,756 £10,234 £4,975 B5,679 £7,010

Composition of Reserves

On March 29, 2012, the BSP issued Circular No, 753 mandating the unification of the
statutory/legal and liquidity reserves requirement on deposit liabilities and deposit substitutes. As
such, effective the reserve week starting April 6, 2012, non-FCDU deposit liabilities of the Parent
Company and deposit substitutes of FMIC, ORIX Metro and MCC are subject to required reserves
equivalent to 18.0%. On the other hand, non-FCDU deposit liabilities of PSBank are subject to
required reserves equivalent to 6.0%. In compliance with this Circular, government securities
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which are used as compliance with the regular and/or liquidity reserve requirements shall continue
to be eligible until they mature and cash in vault shall no longer be included as reserve. The
required reserves shall be kept in the form of deposits maintained in the Demand Deposit
Accounts (DDAs) with the BSP. Further, deposits maintained with the BSP in compliance with

the reserve requirement no longer bear interest.

The Parent Company, PSBank, FMIC, MCC and ORIX Metro were in compliance with such

regulations as of December 31, 2013 and 2012.

The total liquidity and statutory reserve, as reported to the BSP, are as follows:

Due from BSP

2013 2012

Parent Company £143,492 B96,014
PSBank 7,133 5,135
FMIC 6,401 8,000
MCC 4,408 3,832
Orix Metro 2,239 1,917
£163,673 B114,898

17.

Bills Payable and Securities Soid Under Repurchase Agreements

This account consists of borrowings from:

Consolidated

Parent Company

2013 2012 2013 2012

Deposit substitutes P59.,536 B59.607 B B
Local banks 21,767 15,358 5,327 1,437
Foreign banks 20,784 12,876 18,486 9,720
SSURA 25,117 9,267 22,180 5,066
P127,204 P97,108 P£45,993 P16,223

Interbank borrowings with foreign and local banks are mainly short-term borrowings. The
Group’s peso borrowings are subject to annual fixed interest rates ranging from 1.00% to 8.54%,
from 1.00% to 8.12% and from 1.00% to 8.54% in 2013, 2012 and 2011, respectively, while the
Group’s forcign currency-denominated borrowings are subject to annual fixed interest rates
ranging from 0.16% to 2.63%, from 0.15% to 1.95% and from 0.10% to 2.90% in 2013, 2012 and

2011, respectively.

Deposit substitutes pertain to borrowings from the public of FMIC, ORIX Metro and MCC.

The following are the carrying values of the investment securities pledged and transferred under
SSURA transactions of the Group and the Parent Company:

Consolidated
2013 2012
Transferred Transferred
Securities SSURA Securities SSURA
Government debt securities {Note 8)

HFT investments B3,314 £2.974 P o
AFS investmenls 17,916 14,303 5,215 4,284
HTM investments 6,712 7,270 3,371 2,851
27,942 24,547 8,586 7,135

(Forward)
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Consolidated
2013 2012
Transferred Transferred
Securities SSURA Securities SSURA
Ungquoted debt securities (Note 9)
Government B570 570 £1,320 B1,320
Private - - 812 812
570 570 2,132 2,132
$28,512 #25,117 B10,718 29,267
Parent Company
2013 2012
Transferred Transferred
Securities SSURA Securities SSURA
Government debt securities (Note 8)

HFT investments #3314 B2,974 P E ot
AFS investments 12,574 11,936 5,215 4,284

HTM investments 6,712 7,270 733 782
$22,600 $22,180 R5,948 P35,060

|

Intcrest expense on bills payable (included in the ‘Interest expense on bills payable and SSURA,
subordinated debt and others’ in the statement of income) in 2013, 2012 and 201 1 amounted to
£2.3 billion, £3.3 billion and 3.7 billion, respectively, for the Group and B109.6 million,

B51.0 million and £57.2 million, respectively, for the Parent Company.

18.

Accrued Interest and Other Expenses

This account consists of:

Consolidated Parent Company
2013 2012 2013 2012
Accrued interest (Note 31) BL,770 P1.810 £903 P959
Accrued other expenses (Note 31) 6,737 6,531 5,099 4,948
P8,507 £8.341 £6,002 PB5,907

Accrued other expenses include accruals for salaries and wages, fringe benefits, rentals,
percentage and other taxes, professional fecs, advertisements and information technology
expenses.

19.

Bonds Payable

This account represents scripless fixed rate corporation bonds issued by FMIC as follows:

Redemption Carrying value
Issuc Date Maturity Date Interest Rate Period  Facc Value 2013 2012
November 25, 2011 February 25, 2017 5675% after 4™ year B5.000 £4,823 B4.793
August 10, 2012 November 20, 2017 550% after4™ year 4,000 3,858 3,790
August 10,2012 August 10,2019 5.75% after 5™ vear 3,000 2,962 2.973
P12.000 11,643 R11.556

These bonds are issued in principal amounts of £50,000 and in multiples of £5,000 in excess of
B50,000 with an option to redeem in whole, but not in part, on any quarterly interest payment after
the fourth or fifth anniversary of the issue date at 102.00% of its face value plus acerucd interest.
These are exempt securities pursuant to certain provisions of the Securities Regulation Code and

LR BT D
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are covered by deed of assignments on government securities held in trust by a collateral agent
which shall have aggregate market value of 100.00% of the issued amount, otherwisc, additional
government securitics shall be offered to increasc and maintain the cover at 100.00%.

As of December 31, 2013 and 2012, the carrying amount of the government securities assigned
as collateral classified under AFS investments amounted to £11.5 billion, with market value of
P12.7 billion as of December 31, 2013 and under HTM investments amounted to £10.0 billion,
with market value of £12.5 billion in 2012. As of December 31, 2013 and 2012, FMIC has
complied with the terms of the issuance.

Interest expense on bonds payable (included in ‘Interest expense on bills payable and SSURA,
subordinated debt and others’) in 2013, 2012 and 2011 amounted to £665.9 million,
£422.7 million and P26.6 million, respectively.

. Subordinated Debt

This account consists of the following Peso Notes:

Carrving Value Market Value

Maturity Date Face Value 2013 2012 2013 2012

Parent Company
2018 October 3, 2018 B5,500 o £5,490 o B5.451
2019 May 6, 2019 4,500 4,497 4,487 4,561 4,415
10,000 4,497 9,977 4,561 9,860
MCC - 2019 Junc 30, 2019 1,300 - 1,296 - 1,423
MCC - 2023 December 20, 2023 1,170 1,159 - 1,328 -
PSBank — 2022 Fcbruary 20, 2022 3,000 2,972 2,970 3,504 3,397
P15,470 P8.628 B14,243 £9.393 P14.,686

Peso Notes issued by the Parent Company are unsecured and subordinated obligations and will
rank pari passu and without any preference among themselves and at least equally with all other
present and future unsecured and subordinated obligations of the Parent Company. These Peso
Notes have a term of 10 years and arc redeemable at the option of the Parent Company (but not the
holders) after the fifth year in whole but not in part at redemption price equal to 100.00% of the
principal amount together with accrued and unpaid interest on the date of redemption, subject to
the prior consent of the BSP. Further, at any time within the first 5 years from respective issue
dates of these Notes, upon (a) a change in tax status due to changes in laws and/or regulations or
(b) the non-qualification as Lower Tier 2 capital as determined by BSP of these Notes, the Parent
Company may, upon prior approval of BSP and at least 30-day prior writtcn notice to the
Notcholders on record, redeem all and not less than all of the outstanding Peso Notes prior to
stated maturity by paying the face value plus accrued interest at the interest rate. Also, the
following shall be prohibited from purchasing and/or holding these Peso Notes: (1) subsidiaries
and affiliates, including the subsidiarics and affiliates of the Parent Company’s subsidiaries and
affiliates; (2) unit investment trust funds managed by the Trust Department of the Parent
Company, its subsidiarics and affiliates or other related entitics; and (3) other funds being
managed by the Trust Department of the Parent Company, its subsidiaries and affiliates or other
related entities where (a) the fund owners have not given prior authority or instruction to the Trust
Department to purchase or invest in the Peso Notes or (b) the authority or instruction of the fund
owner and his understanding of the risk involved in purchasing or investing in the Peso Notes are

not fully documented.
RO
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Each Noteholder may not exercise or claim any right of set-off in respect of any amount owed to it
by the Parent Company arising under or in connection with the Peso Notes and to the fullest extent
permitted by applicable law, waive and be deemed to have waived all such rights of set-off. These
Notes are not deposits and are not insured by the Philippine Deposit Insurance Corporation
(PDIC).

On September 17, 2008, the BOD of the Parent Company approved the listing of the 2018 Peso
Notes and the 2017 Peso Notes with the Philippine Dealing & Exchange Corporation (PDEX).

Specific terms of these Notes follow:

2018 Peso Notes — issued on October 3, 2008, at 100.00% of the principal amount of 5.5 biilion

s Bear interest at 7.75% per annum from and including October 3, 2008 to but excluding
October 3, 2013. Interest will be payable quarterly in arrears on January 3, April 3, July 3 and
October 3 of each year, commencing January 3, 2009 up to and including October 3, 2013.
Unless these are previously redeemed, the interest rate from and including October 3, 2013 to
but excluding October 3, 2018 will be reset at the equivalent of the five-year PDST-F as of the
Reset date multiplied by 80.00% plus a spread of 2.71% per annum. Interest will be payable
quarterly in arrears on January 3, April 3, July 3 and October 3 of cach year, commencing
January 3, 2014 up to and including October 3, 2018.

On October 4, 2013, the Parent Company excrcised the call option on its £3.5 billion 7.75%
Lower Tier 2 Notes, ahead of its original maturity on October 3, 2018. The redemption was
approved by the BOD of the Parent Company and by the BSP on July 16, 2013 and

August 15, 2013, respectively.

2019 Peso Notes ~ issued on May 6, 2009, at 100.00% of the principal amount of £4.5 billion

»  Bear interest at 7.50% per annum from and including May 6, 2009 to but excluding
May 6, 2014. Interest will be payable quarterly in arrears on August 6, November 6,
February 6, and May 6, commencing August 6, 2009 up to and including May 6, 2014.
Unless these are previously redeemed, the interest rate from and including May 6, 2014 to but
excluding May 6, 2019 will be reset at the equivalent of the five-year PDST-F as of the Reset
date multiplied by 80.00% plus a spread of 3.53% per annum. Interest will be payable
quarterly in arrears on August 6, November 6, February 6 and May 6 of each year,
commencing August 6, 2014 up to and including May 6, 2019,

On April 15, 2013, the BOD approved the issuance of Basel I11-compliant Tier 2 capital notes up
to USD500 million in one or more tranches, issued as part of the Parent Company’s regulatory
capital comphiance in accordance with Basel 111 capital guidelines of the BSP and to proactively
manage its capital base for growth and refinancing of maturing capital securities.

MCC

2019 Peso Notes - issued on June 30, 2009 at 100.00% of the principal amount of £1.3 billion

o Bear interest at 8.40% per annum from and including June 30, 2009 but excluding
June 30, 2014 which is payable quarterly in arrears every 30" of September, December, March
and June of each year, commencing on September 30, 2009.

» Constitute direct, unconditional, and unsecured obligations of MCC and claim in respect of
the 2019 Notes shall be at all times pari passu and without any preference among themselves.

s Subject to the written approval of the BSP, MCC may redeem all and not less than the entire
outstanding 2019 Notes, at a redemption price equal to the face value together with accrued

and unpaid interest based on the interest rate.
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On September 30, 2014 (the Reset date), the Step-up Interest Rate will be based on a 5-year
PDST-F FXTN as of the Reset date multiplied by 80.00%, plus the Step-up Credit Spread on the
twenty-first interest period up to the last interest period in the event that the issuer does not
exercise the Call Option. The Step-up Credit Spread is equivalent to 4.92%.

MCC exercised the call option on its 2019 Peso Notes amounting to £1.3 billion on July 31, 2013,
as approved by the BSP on June 6, 2013. The redemption fell under the call provisions which had
an original maturity of ten years or until 2019.

2023 Peso Notes — issued on December 20, 2013 at 100.00% of the principal amount of

£1.17 billion.

» Bear interest at 6.21% per annum payable quarterly in arrears every 20" of March, June,
September and December each year, commencing on March 20, 2014,

e Basel I1I - Compliant unsecured subordinated notes qualified as Tier 2 capital as approved by
the BSP on February 17, 2013.

s In case of insolvency or liquidation of MCC, the notes will be subordinated in the right of
payment of principal and interest to all depositors and other creditors of MCC, except those
creditors expressed to rank equally with, or behind holders of the notes.

e Il a non-viability trigger event occurs, MCC shall immediately write down some or all of the
notes in accordance with the BSP’s determination.

s Subject to the written approval of the BSP, MCC may redeem all and not less than the entire
outstanding 2019 Notes, at a redemption price cqual to the face value together with the
accrued and unpaid interest based on the intercst rate.

PSBank

2022 Peso Notes — issued on February 20, 2012 at 100.00% of the principal amount of £3.0 billion

e Bear interest at 5.75% per annum from and including February 20, 2012 but excluding
February 20, 2017 which is payable quarterly in arrears every May 20, August 20,
November 20 and February 20, commencing on February 20, 2012.

o Constitute direct, unconditional, and unsecured obligations of PSBank and claim in respect of
the 2022 Notes shall be at all times pari passu and without any preference among themselves.

o Subject to satisfaction of certain regulatory approval requirements, PSBank may redeem all
and not less than the entire outstanding 2022 Notes, at a redemption price equal to the face
value together with accrued and unpaid interest bascd on the interest rate.

As of December 31, 2013 and 2012, the Parent Company, PSBank and MCC are in compliance
with the terms and conditions upon which these subordinated notes have been issued.

In 2013, 2012 and 2011, interest expense on subordinated debt included in ‘Interest expense on
bills payable and SSURA, subordinated debt and others’ amounted to £0.9 billion, £1.5 billion
and 1.5 billion (including amortization of £24.3 million, £40.0 million and £62.3 mullion),
respectively, for the Group, and £0.7 billion, £1.3 billion and 1.4 billion (including amortization
of 19.7 million, £35.2 million and £36.7 million}, respectively, for the Parent Company.

ARV
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21. Other Liabilities

This account consists of:

Consolidated Parent Company

2012 2012
{As restated — (As restated —
2013 Note 2) 2013 Note 2)
Bills purchased — contra (Note 9) £16,637 R15217 P16,587 R15,156
Non-equity non-controlling interests 10,369 6,807 - -
Accounts payable (Note 31) 8,337 6,194 4,674 3,690
Marginal deposits 6,819 1,846 324 152
Retirement liability* (Note 26) 4,830 4,312 4,162 3,894
Qutstanding acceptances 1,001 968 1,001 968
Deposits on lease contracts 991 832 - -
Deferred revenues 936 708 98 78
Other credits 680 496 a2 341
Withholding taxes payable 412 519 270 342
Miscellaneous 3,068 2,342 1,362 829
P54,080 240,241 £28,860 225,450

* Includes retirement liability of a foreign subsidiary and a foreign branch in 2012,

Deferred revenues include deferral and release of MCC’s loyalty points program transactions and

membership fees and dues.

Non-¢quity non-controlling interests arise when mutual funds are consolidated and where the
Group holds less than 100% of the investment in these funds. When this occurs, the Group
acquires a liability in respect of non-controlling interests in the funds of which the Group has
control. Such non-controlling interests are distinguished from equity non-controlling interests in
that the Group does not hold an equity stake in such funds.

As of December 31, 2013 and 2012, miscellancous liabilities of the Group include dividends
payable amounting to 28.6 million and P66.3 million, respectively, and notes payable amounting

to P488.1 million.

22.

Maturity Profile of Assets and Liabilities

The following tables present the assets and liabilitics by contractual maturity and scttlement dates:

Consolidaled
2013 2012 (As restated - Note 2)
Due Within Due Beyond Due Within Due Beyond
One Year One Year Total Onc Ycar One Year Total

Financial Assets - at gross
Cash and other cash items #29,742 - #29.742 B24,382 B »24.382
Du¢ from BSP 166,774 - 166,774 131,278 - 131,278
Due from other banks 26275 - 26275 22,996 - 22,996
Interbank loans receivable and SPURA

(Note 7) 122,013 - 122,013 23,394 - 23,3%4
Financial assets at FVPL (Note 8) 55,441 - 55,441 72,920 - 72,920
AFS investments (Note 8} 7,363 266,634 273.997 25,663 97,951 123,614
HTM investments (Note 8) 1,143 37,284 38425 8851 42,600 51,451
Loans and Receivables (Note 9

Receivables from customers 308,961 302,258 611,219 273.890 231,654 525,544

Unquoted debt securitics 2,11t 3,243 5354 1644 6,342 7986

Accrued interest receivable 8,414 - 8.414 7,359 - 73539

Acconnts reecivable 3,821 - 3821 4060 - 4,060

Sales contract receivahle 109 349 458 133 504 637

Other receivables 314 - 314 1.493 - 1,493

{Forward)
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Consolidated

2013 2012 {As restated — Notc 2)
Due Within Due Beyond Due Within Due Beyond
One Year Onc Year Total One Ycar One Year Tatal
COther assets (Note 14)
Interoffice float items £1,127 8- £1,127 RL350 - £1,550
Retumed cheeks and other cash iems 68 -~ 68 80 - 80
Rasidual value of leased asset - TI2 712 383 226 £09
Other investments - 3 3 - 13 13
Investments in SPVs 8.857 - 8,857 8,857 - 8837
Pledged cenificate of time deposit 266 - 266 432 - 452
Miscellaneous assets - 426 426 - 457 457
742,797 610,909 1,353,706 609,385 399,747 1,009,132
Non-financial Assets — at gross
Propenty and equipment (Note 10) - 32,978 32978 - 31,048 31,048
Investments in associates (Note 11) - 6,436 6,436 - 15,030 15,03
investment properties (Note 12) - 17,399 17,399 - 20,008 20,098
Non-current asset held for sale (Notc 13) - - - 1,102 - 1,102
Deferred tax assets (Note 28) - 7,190 7,190 - 8,871 8871
Goodwill (Note 1) - 5,206 5,206 - 6,409 6,409
Retiremnent asset (Note 26) - 28 28 - - -
Asscts held under joint operations (Note 14) -~ 1361 1,361 - i,189 1189
Accounts receivable (Note 9) - 2,052 2,052 - 1,722 1,722
Other assets (Note i4) 1,960 5.186 7.146 2,266 4,585 6,851
1,960 77,836 79,796 3,368 88,952 92,320
#744,757 P688.745 1,433,502 B612,753 PARR.699 P1,101,452
Less:
Uncamed discounts and capitalized interest
(Note 9) 3,942 7,180
Accumulated depreciation and
amortization (Notes 10, 12 and 14) 20,361 18,793
Allowance for credit and impairment losses
(Note 15) 30,630 28.836
#1,378,569 £1,046,643
Financial Liabilities
Deposit liabilities
Demand £150,694 [ = 2150,694 P106,229 B R106,229
Savings 362,915 - 362,915 305,034 - 305,034
Timne 475,521 27,138 502,659 309,651 17,781 327,431
989,130 27,138 1,016,268 720,914 17.780 738.694
Bills payable and SSURA (Note 17) 114,199 13,005 127,204 83,094 14,014 97,108
Derivative liabilities 4,452 - 4,452 6,692 - 6,692
Manager’s checks and demand drafts
outstanding 3,927 - 3,927 3,489 - 3,489
Accrued interest and other expenses 7326 - 7326 6,64 - 6,641
Bonds payable (Notc 19) - 11,643 11,643 - 11,536 11,556
Subordinatcd debt (Note 20) 4,497 4,131 8,628 4266 9577 14,243
Orher liabidities (Nowe 21)
Bills purchased  contra 16,637 - 16,637 15,217 - 15,217
Accounts payabic 8337 - 8,337 6,194 - 6,194
Non-cquity non-controlling interest 10,369 - 10,369 6,807 - 6,807
Marginal deposits 6,319 - 6,819 1.846 ' R46
Outstanding acceptances 1,001 - 1,001 968 - 968
Deposits on lease contracts - 991 991 243 389 832
Dividends payable 29 - 29 66 B 66
Miscellaneous - 488 488 — 482 482
1,166,723 57,396 1,224,119 856,437 34,398 910,835
Nonfinancial Liabilities
Retirement liability (Note 26) - 4,830 4,830 - 4312 4312
Ingome taxes payable 676 - 676 1326 - 1,326
Accrued interest and other cxpenscs 1,181 - 1,181 1,708 1,700
Withholding taxes payable (Note 21} 412 - 412 519 519
Defirred tax and other liabilities
(Notes 21 and 28) 3473 1.173 4,646 2,496 746 3,242
5,742 6,003 11,745 6,041 5,038 11,099
£1,172,465 £63,399 £1,235.864 BR62,478 P39, 456 £921.934
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Parent Company
2013 2012
Due Within Due Beyond Due Within Duc Beyond
One Year One Year Tatal One Ycar One Year Tatal
Financial Assets — at grass
Cash and other cash items £26,532 - P26,532 B21,540 P F21,540
Due from BSP 143,724 - 143,724 PL515 - 111,515
Duc from other banks 8,947 - 8,947 7,873 - 7873
Intcrbank loans receivable and SPURA
(Nowe 7) 96,872 - 9,872 15,046 - 15,046
Financial asscts at FVPL (Note 8) 36,140 - 36,140 57,635 - 57,635
AFS Investments (Note 8) 4,249 222,872 227,121 23,694 79,056 102,75¢
HTM investments (Note 8) 1,141 37,217 38358 8,574 12,917 21,491
Loans and Receivables {Note 9)
Receivables from customers 241,374 213,223 454,597 219,247 176,762 396,009
Unquoted debt securities 558 462 1,020 765 348 1313
Accrued interest receivable 6910 - 6,910 5,646 - 5,646
Accounts reeeivable 2360 - 2,360 3,070 - 3070
Sales contract receivable 80 76 156 1 133 244
Other reccivables 30 - 30 168 168
Other assets (Nowe 14)
Intcroffice float items 1,061 - 1,061 1,288 - 1,288
Returned checks and other cash items 54 - 54 63 - 63
Other investments - - - - 10 0
Investments in SPVs 8,857 - 8.857 8,857 - 8,857
Pledged certificate of time deposit 266 - 266 452 452
Miscell aneous asscts - 426 426 — 457 457
579,155 474,276 1053431 485,344 269,883 755,427
Nanfinancial Assets — at gross
Property and equipment {(Note 10} - 22,872 22,872 - 22215 22215
Investment in subsidiarics (Nete 11) - 26,046 26,046 - 26,047 26,047
Investments in associates (Note 11) - 740 740 - 740 740
Investment propertics (Note 12) - 12,869 12,869 - 15,475 15,475
Non-current asset heid for sale {Note 13) - - - 336 336
Deferred tax assets {Note 28) - 6,333 6,333 7276 7276
Goodwill {Note 11) - - - - 1,203 1,203
Retirement asset {Note 26) - 2 b4 - - -
Assets held under joint operations (Note 14) - 1,361 1361 - 1,189 1,189
Accounts receivable (Notc 93 - 2,052 2,052 - 1,722 1,722
Other asscts (Note 14) 1,214 2,926 4,140 1,320 2,713 4233
1,214 75,201 76,415 1,856 78.580 £0.436
P580.369 $549,477 1,129,846 487,400 £148 463 835,863
Less:
Unearned discounts and capitalized intcrest
(Note 9 580 1,376
Accumnulated depreciation and amortization
(Notes 10, 12 and 14) 14,759 14,058
Allowance for credit and impairment losses
(Note 15) 23,807 21,373
£1,090,700 £799,056
Financial Liabilities
Deposit liabilities
Demand £134,788 [ 134,788 P94.516 B BY4.516
Savings 348,244 - 348,244 293,934 - 293,934
Time 398,497 9,225 407,722 245,135 534 245,969
881,529 9,225 890,754 633,585 834 634,419
Riils payable and SSURA {Note L7) 45,993 - 45,993 16,223 - 16,223
Denvative liabilities 4452 - 4,452 6425 - 6,425
Manager's checks and demand drafts
outstanding 23816 - 2816 2732 — 2,732
Accrued interest and other expenscs 4,934 - 4,934 4,297 — 4,297
Subordinated debt (Note 20} 4,497 - 4,497 - 9.977 9,977
Other Tiabilities (Note 21)
Bills purchascd - contra 16,587 - 16,587 15,156 - 15,156
Accounts payable 4,674 - 4,674 3,650 - 3,690
Marginal deposits 324 - 324 152 - 152
Quistanding aceeptances 1,001 = 1,001 963 — 968
966,807 9,225 976,032 683,228 10,811 694,039
Nonfinancial Liabilities
Retirement liability (Note 26) - 4,162 4,162 - 3,894 3,894
Income taxges payable 267 - 267 912 - 912
Accrued interest and other expenses 1,068 - 1,068 1,610 - 1,610
Withholding taxcs payable {Note 21) 270 - 270 342 - 342
Other liabilities {Note 21) 1444 398 1,842 907 341 1,248
3,049 4,560 7,609 3771 4,235 8,006
£969,856 £13,785 £983,641 P686,999 £13,046 B702,0435
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23. Capital Stock

This account consists of (amounts in millions, except par value and number of shares):

Shares Amount
2013 2012 2011 2013 2012 2011
Authorized
Commen stock - #20.00 par value 4,000,000,000  2,500.000,000  2,500,000,000
Preferred stock  B20.00 par value 1,000,000.000 - -
Issucd and outstanding
Balance at beginning of year 2,111,386,017 2. 111.386,017  1911,386,017 $£42,228 £42,228 P38,228
Issuance of stock dividends 633,415,049 - - 12,668 -
Issuance of common stock - - 200,000,000 - - 4,000
Balan¢e at end of year 2,744801.066 2,111,386.017 2,111,386,017 54,8%6 42,228 42,228
HT1 Capital - — - 6,351 6,351 6351
2,744,.801,066  2,111,386.017  2,111,386.017 #61,247 £48,579 #48.579

All issued and outstanding shares of the Parent Company are listed with the PSE (Note 1). As of
December 31, 2013 and 2012, the Parent Company’s share price closed at £75.55 and £102.00 a
share, respectively.

Following the approval of the BOD of the Parent Company on October 13, 2010, on

January 24, 2011, the Parent Company has coneluded the £10.0 billion stock rights offering,
involving 200 million common shares with a par valuc of £20.00 priced at 250.00 per share which
was computed based on the 10-trading day volume-weighted averapge price of the Parent
Company’s common shares on the PSE prior to the December 10, 2010 pricing date, subject to a
discount of 30.50%. Stockholders were entitled to the rights as of December 20, 2010, the record
date, at the ratio of one (1) right share for every 9.557 common shares held (Note 32).

On March 15, 2013, the BOD of the Bank approved (&) the amendment of the Articles of
Incorporation (AQI) for the purpose of increasing the authorized capital stock and (b) the
declaration of 30% stock dividend, which were ratified by the stockholders representing at least
2/3 of the outstanding capital stoek on April 15, 2013. These were subsequently approved by the
BSP on May 15, 2013 while the SEC approved the amended AOI on August 13, 2013.

Following this, the authorized capital stock of the Bank increased from £50.0 billion to

P100.0 billion consisting of 4.0 billion Common Shares and 1.0 billion Preferred Shares, both with
par value of B20 per share. Preferred sharcs are non-voting except as provided by law; have
preference over Common Shares in the distribution of dividends; subject to such terms and
conditjons as may be determined by the BOD and to the extent permitted by applicable law, may
or may not be redcemable; and shall have such other features as may be determined by the BOD at
the timc of issuance.

The 30% stock dividend equivalent to 633.4 million common shares amounting to £12.7 billion
represents at least the minimum 25% subscribed and paid-up capital for the increase in the
authorized capital stock referred to above. As delegated by the BOD, the President fixed the
record and payment dates on September 3 and 16, 2013, respectively. On September 10, 2013, the
PSE approved the listing of additional 633,415,805 common shares and on September 16, 2013,
the Bank issued the stock dividend and paid the cash equivalent of the related fractional shares.

HT1 Capital represents USD 125.0 miltion, 9.00% non-cumulative step-up callable perpetual
capital securities with liquidation prefercnee of USD 100,000 per capital security issued by the
Parent Company on February 15, 2006 pursuant to a trust deed with The Bank of New York
(Trustee) and listed with the Singapore Exchange Securities Trading Limited. The HT1 Capital is
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governed by English law except on certain clauses in the Trust Deed which are governed by
Philippine law. Basic features of the HT1 Capital follow:

Coupons — bear interest at 9.00% per annum payablc semi-annually in arrear from (and
including) February 15, 2006 to (but excluding) February 15, 2016, and thereafter at a rate,
rcset and payable quarterly in arrear, of 6.10% per annum above the then prevailing London
interbank offered rate for three-month USD deposits. Under certain conditions, the Parent
Company is not obliged to make any coupon payment if the BOD of the Parent Company, in
its absolute discretion, ¢lects not to make any coupon payment in whole or in part.

Coupon Payment Dates — payable on February 15 and August 15 in each year, commencing
on August 15, 2006 (in respect of the period from (and including) February 15, 2006 to (but
excluding) August 15, 2006 and ending on February 15, 2016 (first optional redemption date);
thereafter coupon amounts will be payable (subject to adjustment for days which are not
business days) on February 15, May 15, August 15 and November 15 in each year
commencing on May 15, 2016.

Dividend and Capital Stopper - in the event that any coupon payment is not made, the Parent
Company: (a) will not declare or pay any distribution or dividend or make any other payment
on, and will procure that no distribution or dividend or other payment is made on any junior
share capital or any parity securities; or (b) will not redeem, purchase, cancel, reduce or
otherwisc acquire any junior share capital or any parity securities. Such dividend and capital
stopper shall remain in force so as to prevent the Parent Company from undertaking any such
declaration, payment or other activity unless and until payment is made to the holders in an
amount equal to the unpaid amount, if any, of coupon payments in respect of coupon periods
in the 12 months including and immediately preceding the date such coupon payment was due,
and the BSP docs not otherwise object.

Redemption

- may be redeemed at the option of the Parent Company (but not the holders) under optional
redemption, tax cvent call, and regulatory event call, subject to limitation of the terms of
the issuance.

- may not be redeemed (i) for so long as the dividend and capital stopper is in force; and
(i1) without the prior written approval of the BSP which, as of February 8, 2006, is subject
to the following conditions: (a) the Parent Company’s capital adequacy must be at least
equal to the BSP’s minimum capital ratio; and (b) the HT'1 Capital are simultaneously
replaced with the issue of new capital which is ncither smaller in size nor lower in quality
than the original issue.

The HT1 Capital is unsecured and subordinated to the claims of senior creditors. [n the event of
the dissolution or winding-up of the Parent Company, holders will be entitled, subject to
satisfaction of certain conditions and applicable law, to receive a liquidation distribution
equivalent to the liquidation preference. Also, the HT1 Capital is not treated as deposit and is not
guaranteed or insured by the Parent Company or any of its related partics or the PDIC and these
may not be used as collateral for any loan availments. The Parcnt Company or any of its
subsidiaries may not at any time purchase HT 1 Capital except as permitted under optional
redemption, tax event call, and regulatory event call as described in the terms of issuance. The
HT1 Capital is sold to non-U.S. persons outside the United States pursuant to Regulation under the
U.S. Securities Act of 1933, as amended, and represented by a global certificate registered in the
name of a nominec of, and deposited with, a common depository for Euroclear and Clearstream.
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The Parent Company paid the semi-annual coupon amounting to USD 5.6 million from 2006 to
2013 after obtaining their respective BSP approvals. Dectails of approvals and payments from

2011 to 2013 are as follows:

Date of BSP Approval

Date Paid

August 12, 2013
February 6, 2013
August 12, 2012
February 1, 2012
August 11, 2011
February 10, 2011

August 15,2013
Fcbruary 15, 2013
August 15, 2012
February 15, 2012
August 15, 2011
February 15, 2011

Details of the Parent Company’s cash dividend distributions from 2011 to 2013 follow:

Datc of Declaration Per Share Total Amount  Daic of BSP Approval Record datc Payment datc
January 23, 2013 P1.00 B2,111  Fcbruary 8, 2013 March &, 2013 April 3,2013
January 25,2012 1.00 2,111 February 13,2012 March 5, 2012 March 26, 2012
March 23, 2011 1.00 2,111 April 28,2011 May 16, 2011 May 23,2011

The computation of surplus available for dividend declaration in accordance with SEC
Memorandum Circular No. 11 issued in December 2008 differs to a certain extent from the

computation following BSP guidelines.

24,

Surplus Reserves

This account consists of:

2013 2012

Reserve for trust business BR62 B756
Reserve for self-insurance 373 352
£1,235 B1,108

In compliance with existing BSP regulations, 10.00% of the Parent Company’s income from trust
business is appropriated to surplus reserves. This yearly appropriation is required until the surplus
reserve for trust busincss equals 20.00% of the Parent Company’s regulatory net worth.

Reserve for self-insurance represents the amount set aside to cover losses due to fire, defalcation

by and other unlawful acts of the Parent Company’s personnel or third parties.

25.

Miscellancous Income and Expenses

In 2013, 2012 and 2011, miscellaneous income includes gain on initial recognition of
investment properties and other nonfinancial assets amounting to 648.8 million, 138.9 million
and £238.2 million, respectively, for the Group and 261.2 million, P121.9 million and

£135.3 million, respectively, for the Parent Company and recovery on charged-off assets
amounting to P455.4 million, R390.4 million and £324.8 million, respectively, for the Group
and £27.9 million, £46.2 mitlion and £31.3 million, respectively, for the Parent Company.
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Miscellaneous expenscs consist of:
Consolidated Parent Company
2012 2011
2013 {As Restated - Note 2) 2013 2012 2011
Sccurity, messengerial and janiterial #1.800 P1.630 £1,374 £1.,408 21,304 81,141
[nsurance 1,672 1,480 1,528 1333 1,180 1,227
Advertising 725 580 714 921 105 55
[nformation technology 718 639 7406 576 577 695
Litigatien (Notc 12) 705 776 636 450 542 473
Communication 528 474 503 69 96 127
Transportation and travel 489 447 305 369 342 282
Stationcry and supplics used 487 404 356 308 248 203
Management and professional fees 460 465 502 272 255 255
Supervision fees 448 333 265 362 263 205
Repairs and maintenance 409 451 375 249 253 219
Entertainment, amusement and

representation (EAR) (Nate 28) 236 238 217 198 188 180
Others 1,424 1,253 900 477 611 320
B10,101 PG 170 28491 £6,162 25,964 £5,382

26.

Retirement Plan and Other Employee Benefits

The Parent Company and most of its subsidiaries have funded noncontributory defined benefit
retirement plan covering all their respective permanent and full-time employccs. Benefits are
based on the employee’s years of service and final plan salary.

For employees of the Parent Company, retirement from service 1s compulsory upon the attainment
of the 557 birthday or 30" year of service, whichever comes first.

Under the existing regulatory framework, Republic Act (RA) 7641 requires a provision for
retirement pay to qualified private sector employces in the absence of any retirement plan in the
entity, provided however that the employee’s retirement benefits under any collective bargaining
and other agreements shall not be less than those provided under the law. The law does not require
minimum funding of the plan. The Parent Company and most of its subsidiaries meet the
minimum retirement benefit specified under RA 7641.

The principal actuarial assumptions used in determining retirement liability of the Parent
Company and significant subsidiaries are shown below:

Parent

Company FMIC PSBank MCC ORIX Metro
As of January 1, 2013
Average remaining werking life 9 vears 6 to 8 years 9 years 10 years 20 to 25 years
Discount rate 5.00% 5.23% to 5.50% 5.45% 5.89% 8.64%
Future salary increases 8.00% 10.00% 8.00% 8.00% 7.00%
As of January 1, 2012
Average remaining working life 9 years 6 to § years 9 ycars 11 years 25 years
Discount rate 5.74% 5.89% to 8.70% 6.30% 7.00% 8.60% to 10.00%
Future salary increases 8.00% 8.00% 10 10.00% 8.00% 9.00% 7.00%

The overall expected rate of return on plan asscts is detcrmined based on the market prices
prevailing on that date applicable to the year over which the obligation is to be settled.
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Discount rates used in computing for the present value of the defined benefit obligation (DBO) of
the Parent Company and significant subsidiaries as of December 31, 2013 and 2012 follow:

Parent

Company FMIC PSBank MCC ORIX Metro
2013 4.33% 451% to 5.59% 4.86% 4.85% 6.11%
2012 5.00% 5.23%10 5.50% 5.45% 5.89% £.60% to 10.00%

Net retirement liability (asset) included in the statement of financial position follows:

Consolidated Parent Company

2013 2012 2013 2012
Retirement asset (Note 14) (P26) P o P
Retirement liability (Note 21) 4,830 4,267 4,162 3,891
Net retirement liability B4,804 P4,267 P4,162 P3.861

The fair value of plan assets by cach classes as at the end of the reporting period are as follow:

Consolidated Parent Company
December 31, December 31, December 31,  December 31,
2013 2012 2013 2012
Due from BSP R115 B12 B -
Deposit in Banks 697 252 550 191
812 264 550 191
FVPL - equity securities 1,429 717 — -
AFS Investments — net
Debt instruments
Private 327 407 304 374
Government 5,683 4958 5,303 4,607
6,010 5,365 5,607 4,981
Equity securities
Quoted 778 708 1,415 704
Unquoted 200 200 13 13
978 908 1,428 717
Investment funds 25 11 — —
Total AFS investments 7,013 6,284 7,035 5,698
Loans and discounts — net 58 131 58 108
Other receivables — net 93 62 62 66
Total Assets P9,405 P7,458 27,705 £6,063

Changes in net defined benefit liability of funded funds in 2013 are as follows:

Present Value Fair Valuec of Net retirement
Consolidated of DBO Plan Assets liability/(asset)
Net Benefit Cost in Consolidated
Statement of Income
January 1, 2013 P11,725 #7.458) B4,267
Current service cost 1,006 - 1,006
Past service cost 25 - 25
Net interest 580 (411) 169
Sub-total 13336 (7,869) 5,467
Bencfits paid (662) 662 -
Remeasurement in Other Comprehensive
Ineome
Return on plan assets (excluding amount
included in net interest) - (130) (130)

(Forward)
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Present Value

Fair Value of

Net retirement

Consolidated of DBO Plan Assets liability/(asset)
Actuarial changes arising from
cxperience adjustments £573 #1119 P454
Actuarial changes arising from changes
in financial/demographic
assumptions 962 (&3] 957
Changes in the effect of asset ceiling - - —
Sub-total 1,535 {254) 1,281
Contributions paid — (1,944) {1,944)
December 31, 2013 P14,209 (R9.,405) £4,804
Present Value Fair Value of Net retircment
Parent Company of DBO Plan Assets liability (assef)
Net Benefit Cost in Consolidated
Statement of Income
January 1, 2013 £9,954 (#6,063) £3,801
Current service cost 791 - 791
Past scrvice cost - - -
Net interest 482 (333) 149
Sub-total 11,227 (6,396) 4,831
Benefits paid {542) 542 -
Remeasurement in Other Comprehensive
Income
Return on plan assets (excluding amount
included in net interest) - (125) (125)
Actuarial changes arising from
experience adjustments 563 - 563
Actuarial changes arising from changes
in financial/demographic
assumptions 619 - 619
Sub-total 1,182 {125) 1,057
Contributions paid - (1,726) (1,726)
December 31, 2013 P11,867 (#7,705) P4,162

Changes in net defined benefit liability of funded funds in 2012 are as follows:

Present Value

Fair Value of

Net retirerment

Consolidated of DBO Plan Assets liability/{asset}
Net Benefit Cost in Consolidated
Statement of Income
January 1, 2012 P9,704 (R7,140) B2.564
Current service cost 895 - 895
Past service cost 43 - 43
Net interest 554 (406) 148
Sub-total 11,196 (7,546) 3,650
Benefits paid (715) 715 -
Remeasurement in Other Comprehensive
Income
Return on plan assets (excluding amount
included in net interest) - (450) (4500
Actuarial changes arising from
experience adjustments 506 (24) 482
Actuarial changes arising from changes
in financial/demographic
assumptions 738 - 738
Changes in the effect of asset ceiling - — -
Sub-total 1,244 (474) 770
Contributions paid — (153) (153)
December 31,2012 BR11,725 (R7.458) 4,267
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Present Value

Fair Value of Net retirement

Parent Company of DBO Plan Assets liability {asset}
Net Benefit Cost in Consolidated
Statement of Income
January 1, 2012 P8,349 (R6,059) £2.290
Curtent service cost 726 - 726
Net interest 468 (335) 133
Sub-total 9,543 (6,394) 3,149
Benefits paid (638) 638 -
Remeasurement in Other Comprehensive
Income
Return on plan assets (excluding amount
included in net interest) — (307) (307
Actuarial changes arising from
experience adjustments 484 - 484
Actuarial changes arising from changes
in financial/demographic
assumptions 565 - 565
Sub-total 1,049 (307) 742
Contributions paid - — -
December 31, 2012 £9.954 (P6,063) 23,891

The sensitivity analysis below has been determined based on reasonably possible changes of each
significant assumption on the retirement benefit obligation as of December 31, 2013, assuming if
all other assumptions were held constant:

Parent
Company FMIC PSBank MCC

As of December 31,2013
Discount rate

+100 basis points (bps) £10,960 281 B1,366 B3i65

-100 bps 12,905 334 1,693 468
Salary increcasc rate

+100 bps 12,646 i 1,681 451

-100 bps 11,159 283 1,373 378
Tumover rate

+100 bps 11,396 - 1,448 -

-100 bps 12,418 - 1,587 -

+200 bps - 298 - 374

- 200 bps - 314 - 457

The Group expeets to contribute to the defined benefit retirement plans the required funding for

normal cost in 2014,

The average duration of the defined bencfit obligation of the Parent Company as of
December 31, 2013 and 2012 are 12.54 years and 14 years, respectively.

Shown below is the maturity analysis of the undiscounted benefit payments:

Parent

Company FMIC PSBank MCC Orix
As of December 31,2013
Less than | year £680 713 #1119 B9 P21
Morc than 1 ycar to 5 years 5,251 368 495 109 13
Morc than § years to 10 years 9,768 431 1,142 237 67
Morg than 10 ycars to 15 years 8,820 706 1879 578 139
More than 15 years to 20 ycars 5,206 499 1,945 762 203
More than 20 years 6,408 575 3,813 1314 1.035
As of December 31, 2012
Less than 1 year R472 B6 BI125 B8 B-
More than | ygar to 5 years 4468 70 433 68 23
Morc than 5 years to 10 ycars 8,714 255 952 213 13
Morc than 10 years to 15 years 9,501 265 1,470 421 135
More than 15 ycars to 20 ycars 4,831 309 1,606 3.3 201
Morg than 20 years 5,648 339 2,802 1,177 1,768
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In addition, the Parent Company has a Provident Plan which is a supplementary contributory
rctirement plan to and forms part of the main plan, the Retirement Plan, for the exclusive benefit
of eligible employees of the Parent Company in the Philippines. Based on the provisions of the
plan, upon retirement or resignation, a member shall be cntitled to receive as retirement or
resignation benefits 100.00% of the accumulated value of the personal contribution plus a
percentage of the accumulated value arising from the Parent Company’s contributions in
accordance with the completed number of years serviced. The Parent Company’s contribution to
the Provident Fund in 2013 and 2012 amounted to £180.4 million and B134.3 million,
respectively.

As of December 31, 2013 and 2012, the retirement fund of the Parent Company’s employees
amounting to 7.7 billion and #6.1 billion, respectively, is being managed by the Parent
Company’s Trust Banking Group, which has a Trust Committee, that is mandated to approve, the
plan, trust agreement, ipvestment plan, including any amendments or modifications thereto, and
other activities of the retirement plan. Certain members of the BOD of the Parent Company are
represented in the Trust Committee. The Trust Banking Group of the Parent Company manages
the plan based on the mandate as defined in the trust agrcement. Directors’ fees and bonuses of
the Parent Company in 2013, 2012 and 2011 amounted to £48.94 million, P61.8 million and
P35.1 million, respectively, while, officers’ compensation and benefits of the Parent Company
aggregated to £5.0 billion, B5.4 billion and £4.0 billion, respectively.

27.

Long-term Leases

The Parent Company leases the premises occupied by some of its branches (about 44.62% and
46.05% of the branch sites in 2013 and 2012, respectively, are Parent Company-owned). Also,
some of its subsidiaries lease the premises occupied by their Head Offices and most of their
branches. The lease contracts are for periods ranging from 1 to 25 years and are renewable at
the Group’s option under certain terms and conditions. Various lease contracts include
escalation clauses, most of which bear an annual rent increase of 5.00% to 10.00%. As of
December 31, 2013 and 2012, the Group has no contingent rent payable.

Rent expense (included in ‘Occupancy and equipment-related cost’ in the statement of income) in
2013, 2012 and 2011 amounted to 1.5 billion, #1.4 billion and B1.3 billion, respectively, for the
Group and 2812.6 million, 751.3 million and £721.0 million, respectively, for the

Parent Company.

Future minimum rentals payable under non-cancelable operating leases follows:

Consolidated Parent Company
2013 2012 2013 2012
Within one year B520 P459 P344 £323
After one year but not more than five years 1,793 1,107 985 986
More than five years 726 259 201 259
£3,039 £1.,825 £1,530 £1,568

The Group has entered into commercial property leases on its investment property portfolio,
consisting of the Group’s available office spaces and real and other properties acquired and
finance leasc agreements over various items of machinery and equipment which are
non-cancelable and have remaining non-cancelable lease terms between 1 and 20 years.

In 2013, 2012 and 2011, leasing income amounted to #1.6 billion, 1.4 billion and £1.0 billion
respectively, for the Group and £243.2 million, £207.3 million and £196.1 million, respectively,

for the Parent Company.
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Future minimum rentals reccivable under non-cancelable operating leases follows:

Consolidated Parent Company
2013 2012 2013 2012
Within one year 2043 P950 B157 R107
After one vear but not more than five years 1,494 1,533 271 132
More than five years 33 468 33 —
#2,470 P2,951 P461 P239

28.

Income and Other Taxes

Under Philippine tax laws, the RBU of the Parent Company and its domestic subsidiaries are
subject to percentage and other taxes (presented as “Taxcs and licenses” in the statement of
income) as well as income taxes. Percentage and other taxes paid consist principally of gross
receipts tax (GRT) and documentary stamp tax (DST). Income taxes include 30% regular
corporate income tax (RCIT) and 20.00% final taxes paid, which is a final withholding tax on
gross interest income from government securitics and other deposit substitutes. Interest allowed
as a deductible expense is reduced by an amount equivalent to 33% of interest income subjected to
final tax.

Current tax regulations also provide for the ceiling on the amount of EAR expense (Note 25) that
can be claimed as a deduction against taxable income. Under the regulation, EAR expense
allowed as a deductible expense for a service company like the Parent Company and some of its
subsidiaries is limited to the actual EAR paid or incurred but not to exceed 1.00% of net revenue.
The regulations also provide for MCIT of 2.00% on modified gross income and allow a NOLCO.
The MCIT and NOLCO may be applied against the Group’s income tax liability and taxable
income, respectively, over a three-year period from the year of inception.

FCDU offshore income (income from non-residents) is tax-exempt while gross onshore income
(income from residents) is subject to 10.00% income tax. In addition, interest income on deposit
placements with other FCDUs and offshore banking units (OBUs) is taxed at 7.50%. Income
derived by the FCDU from foreign currency transactions with non-residents, OBUs, local
commercial banks including branches of foreign banks is tax-exempt while interest income on
foreign currency loans from residents other than OBUs or other depository banks under the
expanded system is subject to 10.00% income tax.

Following are the applicable taxes and tax rates for the foreign branches of the Parent Company:

Foreign Branches Tax Rates

USA — New York Branch 30,00% incomc tax ; Business taxes — 0.01% (New York State) and 0.26% (New
York City)

Japan — Tokyo and Osaka Branches 28.05% income tax; Various ratcs for busincss taxes — income tax, local business,
sheet value and shect capital allocations

Korea — Pusan Branch 20.60% income tax; 0.50% education tax

Seoul Branch 21.00% income tax; 0.50% education tax

Taiwan — Taipei Branch 17.00% income tax; 2.00% gross business rceeipts tax; 5.00% VAT
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Consolidated Parent Company
2013 2012 2011 2013 2012 2011
Current:
Final tax 22,546 £2014 B2,301 £1,906 B1,220 £1,392
RCIT* 1,377 2,331 1,095 115 751 167
MCIT 266 13 268 244 - 263
4,189 4,358 3,664 2,265 1,971 1,822
Deferred* 2,559 {502) (122) 1,381 (211) 297
£6,748 23,856 £3.542 P3,646 B1,760 P2,119
* Includes income taxes of foreign subsidiaries.
Components of net deferred tax assets of the Group and the Parent Company follow:
Consolidated Parent Company
2012 2012
(As Restated — {As Restated —
2013 Note 2) 2013 Note 2)
Deferred tax asset on:
Allowance for credit and impairment losses £4,428 26,201 £3,688 P4,664
NOLCO 1,263 - 1,263 -
Accrued retirement liability 1,454 1,293 1,257 1,171
Unamortized past service cost 541 31 526 298
Accumulated depreciation of investment
properties 464 504 401 443
MCIT 244 - 244 -
Accrued expenses 129 172 129 130
Unrealized loss on AFS investments 93 - 93 -
Deferred membership/awards 101 185 - -
Unearned rental income 10 10 10 1G
Unrealized losses on financial assets at FVPL - 993 - 993
Unrealized foreign exchange loss — net - 22 - 24
Others 263 112 26 26
8,990 9,803 7,637 7,759
Deferred tax liability on:
Unrealized gain on financial assets at FVPL 927 - 927 -
Unrealized gain on initial measurement
of investment propertics 618 692 371 454
Unrealized foreign cxchange gan - net 20 - 6 -
Unrealized gain on AFS investments (Note 8) 99 78 - 29
Deferred acquisition cost - 55 - -
QOthers 136 107 - -
1,800 932 1,304 483
Net deferred tax assets £7,190 P3,871 £6,333 27,276
Components of net deferred tax liabilities of the Group foliow:
20i2
(As Restated —
2013 Note 2)
Deferred tax asset on:
Allowance for credit and impairment losses R75 P50
Unamortized past service cost 6 6
Accrued expenses - 5
Accumulated depreciation of investment properttes 4 5
Retirement liability - 1
Others 2 2
87 69

{Forward)
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2012
(As Restated —
2013 Note 2)
Deferred tax liability on:
Leasing income differential between finance and
operating lease method 2340 P280
Unrealized gain on Financial Assets at FVPL 12 -
Unrealized gain on AFS investments (Note 8) - 27
Retircment asset 8 6
Others 206 -
566 313
Net deferred tax liabilities B479 2244

The Parent Company and certain subsidiaries did not recognize deferred tax assets on the

following temporary differences:

Consolidated Parent Company

2013 2012 2013 2012
Allowance for eredit and impairment losses £13,494 B4.339 £9,283 23,063
NOLCO 85 7 — _
MCIT 30 34 _ _
Others 204 117 — —

The Group believes that it is not reasonably probable that the tax benefits of these temporary

differences will be realized in the future.

There are no income tax consequences attaching to the payment of dividends by the Group to the

shareholders of the Group.

Details of the excess MCIT credits follow:

Consolidated Parent Company
Inccption Year Amount  Used/Expired Balance  Expiry Ycar Amount Used Balance  Expiry Year
2010 Bl P ] 2013 B - P
2011 123 103 20 2014 103 103 - 2014
2012 13 - 13 2015 - -
2013 266 - 266 2016 244 - 244 2016
8403 P03 #300 ¥3a7 F103 B244
Details of the NOLCO follow:
Consolidated Parent Company
Inception Year Amount  Uscd/Expired Balance Expiry Year Amount Used Ralance Expiry Year
2010 B718 B £718 2013 k- B £
2011 17 - 17 214 - - -
2012 42 - 42 2015 - -
2013 4211 4211 2016 4.211 — 4,211 2616
P4,988 B 24,988 £4.211 o RB4211

A reconciliation of the statutory income tax rates and the effective income tax rates follows:

Consolidated Parent Company
2013 2012 2011 2013 2012 2011

Statutory income tax rate 30.00% 30.00% 30.00% 30.00 30.00% 30.00%
Tax cffeet of:

Tax-paid and tax-cxempt income (27.66) (23.22) (21.63) (3037 (22.25) (28.96)

Nondeductiblc intgrest expense 7.83 10.23 7.13 275 3.66 B.51

Nonrceognition of deferred tax asset 6.77 3.4s 6.60 7.98 213 1163

FCDU income (0.74) (181} 4.12) (1.08) (2.34) (6.69)

Others - net 5,64 (0.94) 4.12 8.63 2.44 6.64
Effcclive income tax rate 21.84% 17.71% 22.10% 17.91% 13.64% 21.13%

i1 LT TR



- 109 -

29.

Trust Operations

Properties held by the Parent Company and certain subsidiaries in fiduciary or agency capacity for
their customers are not included in the accompanying statements of financial position since these
are not resources of the Parent Company and its subsidiaries (Note 30).

In compliance with current banking regulations relative to the Parent Company and certain
subsidiaries’ trust functions, government securities classified under HFT and AFS investments are
deposited with the BSP. Face value of such government securities follows:

Consclidated Parent Company
2013 2012 2013 2012
HFT investments #7 P4 E P
AFS investments 5,170 5,183 5,130 5,113
B5,177 P5,157 PB5,130 B5,113

30.

Commitments and Contingent Liabilities

In the normal course of the Group’s operations, there are various outstanding commitments and
contingent liabilities which are not reflected in the accompanying financial statements. No
material losses are anticipated as a result of these transactions.

The following is a summary of contingencies and commitments at their peso-equivalent
contractual amounts arising from off-balance sheet items:

Consolidated Parent Company
2013 2012 2013 2012
Trust Banking Group accounts (Note 29) £324,839 P420,440 £323,174 P418,i67
Commitments
Credit card lincs 69,595 55,247 - -
Underwriting - 1,200 - -
Undrawn - facilities to lend 1,835 415 1,835 -
Unused commecreial letters of credit 32,641 29,284 31,254 28,309
Bank guaranty with indemnity agreement 6,777 4,071 6,777 4,07
Credit line certificatc with bank commission 5,206 5,444 5,206 5,444
Late deposits/payments received 2,082 1,709 2,018 1,647
Outstanding shipside bonds/airway bills 936 1,147 936 1,147
Inward bills for collection 903 886 885 638
Outward bills for collection 443 520 443 518
Quistanding guarantecs 78 80 78 RO
Confirmed cxport [etters of credits 72 69 70 65
Traveler’s cheek unsold - 1 - 11
Others 12,360 5.324 340 414
£457,767 P525.847 £373,016 R460,511

In September 2008, the Parent Company filed petitions for rehabilitation against two Philippine
subsidiaries of Lehman Brothers Holdings, Inc. (Lehman) in connection with a combined

P2 4 billion loan exposure. These came as a result of the declaration of bankruptcy filed by
Lehman, a surety under the loan agreements. The rehabilitation plans were duly approved by the
Rehabilitation Court (RC). A Management Committee was created for each of the two (2)
Lehman subsidiaries and these Management Committees oversaw and managed the company
asscts until their abolition in July 2012. In lieu thereof, the RC appointed 2 Comptroller who was
nominated by the Parent Company. Earlicr, in April 2012, the RC resolved to recognize the new
equity holder in Philippine Investment One (SPV-AMC), Inc. (P1 One} and Philippine Investment
Two (SPV-AMC), Inc. (P1 Two). On October 31, 2012, the Parent Company and P1 One and

PI Two (thru the new equity holder) entered into a universal compromise agreement to settle the
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issues among the parties. Said compromisc bears the conformity of the Rehabilitation Recciver.
On August 30, 2013, the RC issued an Order excluding another creditor bank as a creditor of P1
Two entitled to payments under the approved Rehabilitation Plan. The Court of Appeals, however,
issued a Temporary Restraining Order enjoining the RC from enforcing such Order upon a
petition filed before it by this creditor bank. In November 2013, the Court of Appeals issued a
resolution denying this creditor bank’s application for the issuance of a writ of preliminary
injunction and accordingly, upheld the RC’s order excluding it as creditor of PI Two.

On October 17, 2011, a consortium of cight banks including the Parent Company filed a Petition
for Certiorari, Prohibition and/or Mandamus {with Urgent Application for a Temporary
Restraining Order (TRO) and/or Writ of preliminary Injunction) with the Supreme Court (SC)
against respondents the ROP, Bureau of Internal Revenue (BIR) and its Commissionet, the
Department of Finance and its Secretary and the Bureau of Treasury (BTr) and the National
Treasurer, asking the Court to annul BIR Ruling No. 370-2011 which imposes a 20-percent final
withholding tax on the 10-year Zero-Coupon Government Bonds (also known as the PEACe
bonds) that matured on October 18, 2011 and command the respondents to pay the full amount of
the face value of the PEACe Bonds. On October 18, 2011, the SC issued the TRO enjoining the
implementation of the said BIR ruling on the condition that the 20-percent final withholding tax be
withheld by the petitioner banks and placed in escrow pending resolution of the Petition.
However, to date, the respondents have not complied with the said TRO, i.e., they have not
credited the banks’ escrow accounts with the amount corresponding to the questioned 20-percent
final tax. The case is still pending resolution with the SC.

Several suits and claims relating to the Group’s lending operations and labor-related cascs remain
unsettled. In the opinion of management, these suits and claims, if decided adversely, will not
involve sums having a material effect on the Group’s financial statements.

31

Related Party Transactions

Parties are considered to be related if one party has the ability, directly or indirectly, to control the
other party or exercise significant influence over the other party in making financial and operating
decisions or if they are subjected to common control or common significant influence such as
subsidiaries and associates of subsidiaries or other related parties. Related parties may be
individuals or corporate entitics.

The Group has several business relationships with related parties. Transactions with such parties
are made in the ordinary course of business and on substantially same terms, including interest and
collateral, as those prevailing at the time for comparable transactions with other partics. These
transactions also did not involve more than the normal risk of collectibility or present other
unfavorable conditions.

In the ordinary course of business, the Group has loan transactions with investees and with certain
dircctors, officers, stockholders and related interests (DOSRI) based on BSP Circular No. 423
dated March 15, 2004, as amended. Existing banking regulations limit the amount of individual
loans to DOSRI, 70.00% of which must be secured, to the total of their respective deposits and
book value of their respective investments in the lending company within the Group. In the
aggregate, loans to DOSRI generally should not exceed the respective total equity or 15.00% of
total loan portfolio, whichever is lower, of the Bank, PSBank, FMIC and ORIX Metro.

T



- 111 -

The following table shows information relating to the loans, other eredit accommeodations and
guarantees classified as DOSRI aceounts:

Consolidated Parent Company
2013 2012 2013 2012
Total outstanding DOSRI accounts £6,438 B12,721 B5,628 P9.,602

Percent of DOSRI accounts granted prior to

effectivity of BSP Circular No. 423 to total

loans 0.00% 0.00% 0.00% 0.00%
Percent of DOSRI accounts granted after

effectivity of BSP Circular

No. 423 1o total loans 1.05% 2.42% 1.24% 2.42%
Percent of DOSRI accounts 10 total loans 1.05% 2.42% 1.24% 2.42%
Percent of unsecured DOSRI accounts to total

DOSRI1 accounts 12.55% 20.34% 8.44% 19.22%
Percent of past due DOSRI accounts to total

DOSRI accounts 1.31% 3.92% 0.00% 0.00%
Percent of nonaccruing DOSRI accounts to total

DOSRI accounts 1.31% 3.92% (.00% 0.00%

BSP Circular No. 560 provides the rules and regulations that govern loans, other credit
accommodations and guarantees granted to subsidiaries and affiliates of banks and quasi-banks.
Under the said Circular, the total outstanding loans, other credit accommodations and guarantecs
to each of the bank’s/quasi-bank’s subsidiaries and affiliates shall not exceed 10.00% of the net
worth of the lending bank/quasi-bank, provided that the unsecured portion of which shall not
exceed 5.00% of such net worth. Further, the total outstanding loans, credit accommodations and
guarantees to all subsidiaries and affiliates shall not exceed 20.00% of the net worth of the lending
bank/quasi-bank; and the subsidiaries and affiliates of the lending bank/quasi-bank are not related
interest of any director, officer and/or stockholder of the lending institution, except where such
director, officer or stockholder sits in the BOD or is appointed officer of such corporation as
representative of the bank/quasi-bank as reported to the BSP. As of December 31, 2013 and 2012,
the total outstanding loans, other credit accommodations and guarantees to each of the Parent
Company’s subsidiaries and affiliates did not exceed 10.00% of the Parent Company’s net worth,
and the unsecured portion did not exceed 5.00% of such net worth and the total outstanding loans,
other credit accommodations and guarantees to all such subsidiaries and affiliates represent 2.89%
and 5.48%, respectively, of the Parent Company’s net worth.

BSP issued Circular No. 654 allows a separate individual limit to loans of banks/quasi-banks to
their subsidiaries and affiliates cngaged in energy and power generation, i.e., a separate individual
limit of twenty-five (25.00%) of the net worth of the lending bank/quasi-bank: provided, that the
unsecured portion thereof shall not exceed twelve and one-half percent (12.50%) of such net
worth: provided further, that thesc subsidiarics and affiliates are not related intercsts of any of the
director, officer and/or stockholder of the lending bank/quasi-bank; exccpt where such director,
officer or stockholder sits in the BOD or is appointed officer of such corporation as representative
of the bank/quasi-bank. As of December 31, 2013 and 2012, the total outstanding loans, other
credit accommodations and guarantees to each of the Parent Company’s subsidiaries and affiliates
engaged in energy and power generation did not exceed 25.00% of the Parent Company’s net
waorth, as reported to the BSP, and the unsecured portion did not cxceed 12.50% of such net worth.

Total interest income on the DOSRI loans in 2013, 2012 and 2011 amounted to B275.5 million,

P629.0 million and B593.5 million, respectively, for the Group and £184.0 million,
P469.1 million and £528.8 million, respectively, for the Parent Company.
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Details on significant related party transactions of the Group and the Parent Company follow
(transactions with subsidiaries have been eliminated in the consolidated financial statements):

Consolidated
December 31,2013

Category Amount Terms and Conditions/Nature

Entities with Significant Influence

Qutstanding Balanee:

Rcecivables from eustomers* 2705 Sccured — B580.0 million and unsceured — B125.0 million,
ne impairment
Shert-term lending with interest rates ranging from 2.60% to
3.70% subject to regular repricing with maturity terms from 33
days to 98 days

Deposit liabilities* 231 With annual fixed rates ranging from 0.0% to 0.50%

Amount/Volume:

Receivables from customers (2,548) Gencrally similar to terms and conditions above

Deposit liabilities 173 Generally similar to terms and conditions above

Interest income 5 Interest income on reccivables from customers

Gain on sale of non-current asset 3,440 Gain on sale of 15.00% ownership in TMPC

held for sale

Subsidiaries

Outstanding Balance:

Interbank loans receivable* 1,882 Torcign currency-denominated lending with annual fixed interest
rates ranging from 1.13% to 1.62% and maturity terms from 7
days 10 372 days, ne impairment

Receivables from customers™* 1,061 Unseeured with no impairment
With annual fixed ratcs ranging from 3.70% te 5.59% and
maturity terms from 7 days to 5 years

Accounts reecivable 322  Qutstanding infermation technology fees and remittance
reeeivable, non-interest bearing

Depesit liabilities* 3,906 With annual fixed interest rates ranging from 0.0% te 1.50%
ineluding time deposits with maturity ierms from | day to
360 days

Bills payable 635  Short-term forcign currency-denominated borrowings subject to
annual fixed interest rate of 0.19% and maturity term of 34 days

Bends payable 309 Issued by FMIC with interest rates ranging from 5.50% to 5.75%
and matirity terms from 5 to 7 years

Aceounts payable 94 Unpaid various transactional eharges, non-interest bearing

Amount/Volurne:

Interbank leans reccivable (6,933) Generally similar to terms and eonditions above

Receivabies from customers (293) Generally similar to terms and conditions above

Bills payable 34  Generally similar to terms and conditions above

Deposit liabilities (208) Generally similar to terms and conditions above

Interest income 130 Income onreceivables from custemers and interbank loans
receivables

Service charges, fees and commissions 14 Income on transactional fees

Trading and sccuritics gain - net 4,635 Ingomce from securitics transactions

Forcign exchange gain - net 167 Net gain from foreign exchange transactions

Leasing income 35 Income from leasing agreements with various lease terms

Dividend income 9,971 Dividend income from varicus investee companics

Miscellancous income 301 [nformaticn technelogy fees

Interest expense 46 Interest cxpense on deposit Habilities and bills payable

Sceurities wransactions

Purchases 293,797 Qutright purchases of HFT securitics and AFS investments

Sales 172,597 Qutright sale of HFT sccunties and AFS investments
Foreign currency

Buy 50,198 Qutright purchascs of foreign currency

Sell 42,666 OQutright sale of foreizn currency
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Consolidated
December 31, 2013
Category Amount Terms and Conditions/Nature
Associates
Qutstanding Balance:
Receivables frem customers £129 Non-interest bearing domestic bills purchased
Depasit liabskitics* 2,507 With annual fixcd interest rates ranging from 0.0% to 1.50%
including time deposits with maturity terms from | day to
358 days
Bonds payable 10 Issued by FMIC subjcet to annual fixed intercst ratc of 5.68%
and maturity term of 5 years
Amount/Volume:
Reccivables from customers 64 Generally similar to terms and conditions above
Deposit liabilitics (58) Generally similar to terms and conditions above
Trading and sccurities gain - net 396 Net gain from securities transactions
Forcign exchange loss - net (12) Nat loss from forcign cxchange transactions
Leasing income 20 Incomg from leasing agreements with various lcase terms
Dividend income 29 Dividend income from an investee cempany
Intercst cxpense 18 Intercst expense on deposit liabilities
Quitstanding derivatives 118 Forward cxchange bought with varicus terms
Sceuritics fransactions
Qutright purchascs 590 Outright purchases of HFT sccurities and AFS investments
Outright salcs 802 OQuright sale of HFT sccurities and AFS investments
Foreign currency
Buy 154  Ourright purchascs of forcign currency
Sell 293 Ouiright sale of foreign currency
Other Related Parties
Qutstanding Balance:
Reccivables from customers™® P£14,134  Sccurcd - 813,546 million and unsccured - P388 million,
no impairment.
With annual fixed rates ranging frem 1.50% to 10.37% and
maturity terms from 7 days to 12 ycars
Asscts held under joint operations 1,361 Parcels of land and fermer branch sites of the Parent Company
contributed to joint opcratiens
Miscellancous assets 1,069 Downpayment to a related party real estate company rclative to
the purchase of commercial and office spaces located at
Bonifacic Global City, Taguig City
Depesit llabilities* 15,174 With annual fixed rates ranging frem 0.0% to 2.00% including
time deposits with maturity terms from 6 days to 360 days
Bilis payable 7,014  Forcign currency-denominated borrowings with annual fixed
interest rates ranging from 0.26% to 2.00% and maturity terms
from 40 to 49 days and peso denominated borrowings with
annual fixed interest rate of 0.01% 10 1.75% and maturity tcrms
from 15 days to five days
Amount/Velume:
Receivables from customers (4,187) Generally similar to terms and conditions above
Bills payable 4,093 Generally similar to terms and conditions above
Deposit liabilitics 11,852  Generally similar to terms and conditions above
Interest income 1,035 Intcrest income on reccivables from customers
Forcign exchange loss - net (1,546) Net loss from fereign exchange transacticns
Leasing income 14 Tngome from leasing agreements with various leasc terms
Profit from assets sold 217 Net gain from sale of investment propertics
(Gain on sale of investment in an associate 7,388 Gain on sale of FMIC"s 40% ownership in GBPC
[nterest cxpense 127  Intcrost expense on deposit labilities and bills payable
Contingent
Unused commercial LCs 33 LC wansactions with various terms
Others 6 Include outstanding shipside bonds/
airway bills and outstanding guarantces
Foreign currency
Buy 2,467 OQutright purchascs of foreign currency
Sell 42,895  Outright sale of foreign currency
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Consolidated

December 31, 2013

Calegory Amount Terms and Conditions/Nature

Key Personnel

Outstanding Balance:

Receivables from ¢ustomers P67  Sccured - B54,0 million, unsecured - P13.0 million,
no impairment, with annual fixed rate ranging from 0.0% to
10.0% and maturity terms from 5 years to 135 ycars

Deposit liabilities 143 With various terms and with minimum annual intcrest rate of
0.0%

Amount/Volume:

Reccivables from customers (17) Generally similar to terms and eonditions above

Deposit Liabilitics 32 Generally similar to terms and conditions above

Intgrest income 1 Interest income on receivables from customers

Profit from asscts sold 7 Nt gain from sale of investment property

Consolidated
December 31, 2012

Catcgory Amount Terms and Conditions/Nature

Entities with Significant Influence

Outstanding Balance:

Receivables from customers™* P3,253  Seccured - P2.3 billion and unsecured - 1.0 billion,
no impairment
Short-term lending with interest rate of 3.8% subject o regular
repricing with maturity terms from 30 days to 94 days

Deposit liabilities 5% With annual fixed rates ranging from 0.0%te 0.38%

Amount/Volume:

Receivables from customers (3.839) Generally similar to terms and conditions above

Deposit liabilities (14) Generally similar to terms and conditions above

Interest ineome 11 Intercst income on reecivables from customers

Gain on sale of non-current asset held for sale 3,403  Gain on sale of 15.00% owncership in TMPC

Sceurities transactions

Purchases 75  Outright purchases of HFT sccurities and AFS investments
Sales 75 Outright sale of HFT securitics and AFS investments

Foreign currency - sell 90  Outright sale of forcign currency

Subsidiarics

Outstanding Balance:

Interbank loans receivable* PRE15 Pesoand farcign currency lending with annual fixed interest rates
ranging from 1.17% te 3.625% and maturity terms from five days
to one year

Receivables from customers™* 1,354  Unseccured with no impairment
With annual fixed rates ranging from 4.00% to 5.59% and
maturity terms from 30 days 1o 5 years

Accounts receivable 257 Uncelleetcd information technology fees, non-intercst bearing

Other reccivable 142 Dividends reccivable as disclosed in Note 1'1

Deposit liabilitics* 4,113 With annual fixed interest rates ranging from 0.0% to 2.75%
including time deposits with maturity terms from § days to
360 days

Bills payable 601  Short-term forcign eurreney borrowings with annual fixed
intercst rate of 0.15% and matwrity term of 33 days

Accounts payable 126  Unpaid various transactional charges, non-interest bearing

Amount/Volurhc:

Interbank loans receivable 6,602  Generally similar to terms and conditions abave

Receivables from customers (3,608) Generally similar to terms and conditions above

Bills payablc (46) Generally similar to terms and conditions above

Deposit liabilitics (4467) Generally similar to terms and conditions above

Interest incomc 187 Interest income on reecivables from customers and interbank
loans receivables

Service charges, fees and commissions 75 Incomge on transactional fees

Trading and securitics gain - net 1,550 Income from sccurities transactions

Forcign exchange gain - net 134 Incomg from forcign exchange transactions

Lcasing income 27 Income from leasing agreements with various lcase terms

(Farward)
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Consolidated
Decernber 31,2012
Category Arount Terms and Conditions/Nature
Dividend income P1,112  Sece discussions on Note 1§
Profit from assets sold 54 Net gain from sale of investment properties
Miscellancous income 221  Information technology fees billed monthly
Interest expense 106  Interest expensc on deposit liabilitics and bills payable
Securities transactions
Purchases 162,528  Quright purchascs of HFT sccuritics and AFS investments
Sales 164,498  Ourright salc of HFT sceuritics and AFS investments
Forcign currency
Buy 18,211 Quuwight purchases of foreiga curreney
Seli 29,256  Ouright sale of foreign currency
Associates
Qutstanding Balance:
Reccivables from customers P65 Sccured - B13.0 million and unsecured -~ B52.0 million,
no impairment
Non-interest bearing domestic bilis purchased
Other receivable 1,437 Dividends reccivable as disclosed in Note 1]
Dcposit Habilities™ 2.565  With anaual fixed intcrest rates ranging from 0.0% to 2.75%
including time deposits with maturity terms from 4 days to
358 days
Amount/Volume:
Receivables from customers (58) Generally similar to terms and conditions above
Deposit liabilitics (1,721)  Generally similar to terms and conditions above
Trading and sccuritics loss - net (9)  Tncoeme from sceuritics transactions
Forcign cxchange loss - nct (20) Incomc from foreign cxchange transactions
Leasing income 16  Income from leasing agrcemcents with various lcase terms
Dividend income 677  See discussions on Note 11
Interest expense 35 latercst expense on deposit Liabilities
Ousstanding derivatives 213 Forward exchange bought with various terms
Securitics transactions
Qutright purchascs 1,131 Qutright purchases of HFT securitics and AFS investments
Quiright sales 1,549 Qutright sale of HFT securitics and AFS investments
Foreign curtency
Buy 178 Qutright purchascs of foreign currency
Sell 369 Qutright salc of foreign curreney
Other Related Parties
Qutstanding Balanece:
Receivables from customers* P18,321  Sccured - P16.9 billion and unseeured - R1.4 bilhen,
no impairment
With annual fixed rates ranging from 2.63% to 10.45% and
maturity terms from 30 days te 12 years
Other receivable 26 Various uncollected service fees
Assets held under operatiens 1,189 Parccls of land and former branch sites of the Parent Company
contributed to joint operations
Miscellaneous agscts 1,078  Downpayment to a rclated party real estate company relative to
the purchase of commercial and offiec spaces located at
Bonifacio Global City, Taguig City
Deposit liabilities* 3,322 With annual fixed rates ranging from 0.0% to 2.88% including
time deposits with maturity terms from 5 days to 92 days
Bills payable 2,921  Forcign currency-denominated notes with annual intercst ratcs
ranging from 1.0% to 2.0% and maturitics from onc month to
three years
Amount/Yolume:
Receivables from customers (2,166) Generally similar 1o terms and conditions above
Bills payable 76  Generally similar to termis and conditions above
Deposit liabilities (1,440)  Generally similar to terms and conditions above
Interest ingome 1,207 Interest income on reecivables from customers
Service charges, fees and commissions 163 Income on transactional fees
Foreign exchange gain - net 931  Income from foreign cxchange transactions
Lcasing income 37 Income from lcasing agrecments with various lease terms

(Forward)
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Consolidated
December 31,2012

Category Amount Terms and Conditions/Nature

Profit from assets sold P592  Net gain from sale of investment properties

Miscellaneous income 64  Income from various transactions

Interest expense 325  Interest expense on deposit fiabilitics and bills payable

Contingent

Unused commercial LCs 270 LC transactions with various terms

Others 20 Include bank guaranty with indemnity agreement;
inward bills for colicetion; outstanding shipside bonds/
airway bills; and outstanding guarantees

Forcign currency

Buy 597  Ouitright purchascs of foreign currency
Sell 32,838  OQutright sale of forcign curreney

Key Personnel

Qutstanding Balance:

Reecivables from customers B84 Sccured - P27.0 million and unsecurcd - B57.0 million,
no impairment

Deposit liabilitics 131 With annual fixed rates ranging from 8.0% to 9.0% and maturity
terms from 5 years to 15 years

Bills payable 253 Various terms and with minimum annual interest rate of ¢.0%
Deposit substitutes of FMIC with various terms

Amount/Volume:

Reecivables from customers {8) Gengerally similar to terms and conditions above

Deposit Habilities 26 Gengerally similar to terms and conditions above

[nterest income I Interest income on reccivables from customers

Profit from asscts sold 42 Net gain from sale of investment properties

Compensation CXpense 1.637  Seccrelated discussions below on compensation

Parent Company
December 31,2013

Category Amount Terms and Conditions/Nature

Entities with Significant Influence

Outstanding Balanece:

Reeeivables from customers*® BT05 Seccured - B580.0 million and unsceured - £125.0 millien,
no impairment.

Short-terin lending with interest rates ranging from 2.60% to
3.70% subject 10 regular repricing with maturity terms from 33
days to 98 days

Deposit liabilities 231 With annua} fixed rates ranging from 0.0% to 0.50%

Amount/Volume:

Reeeivables from eustomers (2,548)  Gengerally similar to terms and conditions above

Gain on sale of non-current asset 4,201  Gain on sal¢ of 15.00% ownership in TMPC

held for sale

Subsidiaries

Ouistanding Balance:

Interbank loans receivable* £1,882  Forcign currency-denominated lending which carn annual fixed
intcrest rates ranging from 1.13% to 1.62% with maturity terms
from 7 days to 372 days, no impairment

Receivables from customers* 1,061 Unseeured with no impairment.

With annual fixed rates ranging from 3.70% to 5.59% and
maturity terms frem 7 days to 5 years

Accounts receivable 321  Oustanding information technology fees and remittance
receivable, non-interest bearing

Deposit liabilities* 3,803 With annual fixed intercst ratcs ranging from 0.0% te 1.50%
including time deposits with maturity terms from | day to
360 days

Bills payable 635  Short-term foreign currency-denominated borrowings subjeet 1o
apnual fixed interest rate of 0.19% and maturity term of 34 days

Accounts payablc 94  Unpaid various transactional charges, non-interest bcaring

Amount/Volume:

Interbank leans receivable (6,433)  Generally similar to terms and cenditions above

Rceeivables from customers (243)  Generally similar to terms and conditions above

(Forward)
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Parent Company
December 31, 2013
Category Amount Terms and Conditions/Nature
Bills payable P40 Generally similar to terms and conditions above
Deposit liabilities 426  Generally similar to terms and conditions above
Interest income 127  Income on reecivables from customers and interbank loans
reccivables
Servige charges, fees and commissions 14  Incomc on transactional fees
Trading and sccurities gain - net 1,133 Incemc from sceurities transactions
Forcign cxchange loss - net 167  Net loss from foreign cxchange transactions
Leasing income 29 Income frem leasing agreements with various lease terms
Dividend income 9,972  Dividend income from various investee companics
Miscellancous income 3n Information technelogy fees
Interest cxpense 24 Interest expense on deposit Labilities and bills payable
Scceurities transactions
Purchases 212,602  Qutright purchascs of IIFT sccuritics and AFS investments
Sales 86,283  Outright sale of HFT securitics and AFS investments
Foreign currency
Buy 50,198  Outright purchascs of forcign currency
Scil ‘ 42,666  Outright sale of forcign currency
Associates
Outstanding Balance:
Reecivables from customers £129  Non-interest bearing domestic bills purchased
Decposit liabilities* 2,251 With annual fixed interest rates ranging from 0.0% to 1.25%
including time deposits with maturity terms from 1 day 10
3358 days
Amount/Volume:
Receivables from custemers 64  Generally similar to terms and conditions above
Deposit liabilitics 400  Generally similar to terms and conditions above
Trading and sceuritics loss - net (15)  Net loss from sccurities transactions
Foreign exchange loss - net (12) Nt loss from foreign exchange transactions
Leasing income 11 Income from leasing agreements with various lease terms
Dividend income 29  Dividend incomc from an investce company
Qutstanding derivatives 118 Forward cxchange bought with various terms
Securitics transactions
Qutright purchases 84  Outright purchases of HFT sceurities and AFS investments
Qutright salcs 79 OQutright salc of HFT securtics and AFS investments
Forcign currcney
Buy 154  Outright purchascs of forcign currency
Sell 293 Quiright sale of forcign currency

Other Related Parties

Qutsianding Balance:

Reccivables from customers® P13.018  Sceured - R12.5 billion and unsecured - $509 million,
1o impairment.
With annual fixed rates ranging from 2.50% to 10.37% and
maturity terms from 7 days to 12 years

Asscts held under joint operations 1,361  Parccls of land and former branch sites of the Parent Company
contributed to joint operations
Miscellaneous asscis 1,068  Downpayment to a related party real estate company relative to

the purchasc of commercial and office spaces located at
Bonifacio Global City, Taguig City

Deposit liabilitics* 11,683  With annual fixed rates ranging from 0.0% to 2.00% including
time dcpesits with maturity terms from 6 days to 360 days

Amount/Volume:

Reccivables from customers (1,812)  Generally similar to terms and conditions above

Deposit liabilities 8,853  Generally similar to terms and conditions above

Intercst income 930  Interest income on reecivables from customers

Foreign cxchange Joss - nct (1,546)  Net loss from foreign cxchange transactions

Leasing income 12 Incomc from lcasing agreements with various lease terms
Profit from assets sold 217 Nt gain from sale of investment properties

Intcrest cxpense 1 Intercst expense on deposit Liabilities

(Forward)
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Parent Company
December 31,2013

Category Amount Terms and Conditions/Nature
Contingent

Unused commercial LCs £33 LC transactions with various terms

Others 6  Include cutstanding shipside bonds/

airway bills and cutstanding guarantees
Forcign currency
Buy 2,467  Outright purchascs of foreign currenecy
Scll 42,895  OQutright sale of forcign currency

Key Personnel

Quistanding Balance:

Receivables from customers B67 Sceured - B54.0 million, unsceured - P13.0 million,
no impairment, with annual fixed rate ranging from 0.0% to

10.0% and maturity terms from 3 years to 15 years

Deposit liabilities 143 With various tcrms and with minimum annual interest rate
0f0.0%

Amount/Valume:

Receivables from customers (13 Generally similar to terms and conditions above

Deposit liabilitics 32 Generally similar to terms and conditions above

Interest income 1 Interest income on receivables from customers

Profit from asscts sold 7 Net gain from sale of investment properties

Parent Company
December 31,2012

Category Amount Terms and Conditions/Nature

Entities with Significant Influence

Qutstanding Balanee:

Reccivables from customers* P3253  Sceurcd - P2.3 billion and unseeurcd - B1.0 billion,
no ympairment
Short-term lending with interest rates subjeet to regular repricing
and with maturity terms from 30 days to 94 days.

Deposit Liabilitics 58 Various terms with annual fixed rate ranging from 0.0%
w0 0.38%

Amount/Volume:

Receivables from customers (3,839)  Generally similar to terms and conditions above

Deposit liabilities {(14)  Generally similar to terms and conditions above

Interest income 11 Interest income on reecivables froni customers

Gain on sale of non-current asset held for sale 4,164  Gain on sale of 15.00% ownership in TMPC

Sceurities transactions

Purchascs 75 Quitright purchases of HFT sceuritics and AFS investments
Sales 75 Qutright sale of HFT sceurities and AFS investments

Foreign currency - sell %0  Ourright sale of forcign curreney

Subsidiaries

Quistanding Balance:

Interbank loans receivable* P8315 Pesoand forcign currency lending which carn annual fixed
interest rates ranging from 1.17% to 3.625% with maturity terms
from five days to onc year,

Reccivables from customers* 1,304  Unsgeured, no impairment
With annual fixed rates ranging from 4.00% to 5.39% with
maturity terms from 30 days te 5 years

Accounts receivable 256 Unecllected information technology fees, non-interest bearing

Other reccivable 137  Dividends receivable as disclosed in Note 1]

Deposit liabilities* 3376  Withannual fixed interest rates ranging from 0.0% to 2.75%
including time deposits with maturity terms from 5 days to
360 days

Bills payable 586  Short-term foreign currency borrowings subject to annual fixed
interest rate of 9.15% with maturity term of 33 days

Aceounts payable 126 Various transactional charges

Amount/Volyme:

Interbank loans receivable 6.097  Generally similar to terms and conditions above

Reecivables from customers {3.607) Generally similar to tenns and conditions above

(Forward)
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Parent Company
Deceember 31, 2012
Category Amount Terms and Conditions/Nature
Bills payable (R39) Generally similar to terms and conditions above
Deposit liabilitics (153)  Generally similar to terms and conditions above
Interest inceme 173 Interest income on receivables from customers and interbank
loans receivables
Service charges, fees and commissions 75 Income on transactional fees
Trading and sccuritics gain - nct 1,536 Income from sceuritics transactions
Forcign exchange gain - net 134 Income from foreign exchange transactions
Leasing income 27 Income from lcasing agreements with various icasc terms
Dividend income 1,093  Scc discussions on Note 11
Profit from assets sold 54 Net gain from sale of investment propertics
Misccliancous income 221 information technology fees billed monthly
interest expense 45 inicrest expense on deposit liabilitics and bills payable
Securitics transactions
Purchascs 115,596  Qutright purchases of HFT securitics and AFS investments
Sales 122,051 Qutright salc of HFT sceuritics and AFS investments
Foreign currency
Buy 18,211  Qutright purchases of foreign currency
Sell 29256  Qutright sale of foreign currency
Associates
QOutstanding Balange:
Reccivables from customers B6S  Sceured - B13.0 miilion and unsceured $52.0 million, no
impairment
Non-interest bearing demestie bills purchased
Other receivable 22 Uncollgeted information technology fees, non-interest bearing
Deposit liabilitics* 1,851  With annual fixed interest rates ranging from 0.0% to 2.75%
with maturity terms from 4 days to 358 days
Amount/Volume:
Reeeivables from customers (5%) Generally similar to terms and conditions above
Deposit hiabilitics (1,485) Generaily similar to terms and conditions above
Trading and securitics loss - net (%) Securities transaciions
Fereign cxchange loss - net {20y Forcign exchange transactions
Leasing income 7 Income from leasing agreements with various lcasc terms
Dividend income 677  Scc discussion on Note 11
Miscellancous cxpense 24  Expenscs from various transactions
Securities transactions
Qutright purchases 250  Outright purchascs of HFT sceuritics and AFS investments
Outright sales 425 Qutright salc of HFT securitics and AFS investmenis
Forgign currency
Buy 178  OQutright purchases of foreign currency
Sell 369 Ouwight salc of foreign currency
Other Related Parties
Outstanding Balance;
Receivables from customers™® P14.830  Sccurcd - B14.0 billion and unsccured - 1.0 biilion,
ne impainment
With annual fixed rates ranging from 2.63% to 10.45% and
maturity terms from 30 days to 12 years
Assets held under joint operations 1,180  Parcels of land and former branch sites of the Parent Company
contribuied to joint operations
Miscellanecus asscts 1,068 Downpayment 1o a rclated party teal estate company relative to
the purchase of commercial and office spaces located at
Bonifacio Global City, Taguig City
Depaosit liabilities* 2830  With anmual fixed rates ranging from 0.0% 10 2.88% including
time deposits with maturity terms from 5 days to 92 days
Amount/Volume:
Receivables from customers (1,682} Generally similar to terms and conditions above
Deposit liabilitics 2,521 Generally similar to terms and eonditions above
Interest income 964  Imicrest income onreccivables from customers
Forcign exchange gain - net 93]  Income from forcign exchange transactions
Leasing income 11 Income from leasing agrecments with various leasc terms
Profit from asscis seld 592 Net gain from sale of invesiment properties
Interest expensc 1 Interest cxpense on deposit liabilities
Contingent
Unused commercial LC 270  LC transactions with various terms
Others 20  Include bank guaranty with indemnity agreement;

{Forward)

inward bills for collection; cutstanding shipside bonds/
airway bills; and outstanding guaranices
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Parcnt Company

December 31, 2012

Category Amount Terms and Conditions/Nature
Forcign currency
Buy P597  Quiright purchascs of forcign currency
Scll 32,838  Quuwight sale of foreign curreney
Key Personnel
Outstanding Balancc:
Reecivables from customers P68 Secured - B27.0 million and unsccured - £41.0 millien,
no impairment
With annual fixed rates ranging from 8.0% 10 9.0%% and maturity
terms from 5 ycars to 15 ycars
Dcposit liabilitics 111 With various tcrms and minimum annual interest rate of 0.0%
Amount/Volume:
Receivables from customers (10y  Generally similar to terms and conditions above
Deposit liabilitics 26  Gengrally similar to terms and conditiens above
Profit from assets sold 42 Nct gain {rom sale of investment propertics
Compensation cxpense 1,101  Sce related discussion below on compensation

*including accrued intercst

As discussed in Note 13, in December 2012, the Parent Company sold 15% of its ownership in
TMPC to GT Capitat which resulted in a gain amounting to £3.4 billion and £4.2 billion for the
Group and Parent Company, respectively. The remaining 5% ownership was subsequently sold
in January 2013 wherein the Group and the Parent Company recognized gain on sale of

P3.4 billion and £4.2 billion, respectively .

Receivables from customers and deposit liabilities and their related statement of financial position
and statement of income accounts resulted from the lending and deposit-taking activities of the
Group and the Parent Company. Together with the sale of investment properties; borrowings;
contingent accounts including derivative transactions; outright purchases and sales of HFT

securities and AFS investments: foreign currency buy and sell; leasing of office premises; securing
of insurance coverage on loans and property risks; and other management services rendered, these
are conducted in the normal course of business and at arms-length transactions. The amounts and
related volumes and changes are presented in the summary above. The Parent Company has a
Related Party Transactions Committee headed by an independent director that oversees and
monitors related party transactions. Terms of receivables from customers, deposit liabilities and
borrowings are discloscd in Notes 9, 16 and 17, respectively, while other related party transactions
above have been referred to their respective note disclosures.

As of December 31, 2013 and 2012, government bonds (classified under AFS investments) with
total face value of B50.0 million are pledged by PSBank to the Parent Company to secure its
payroll account with the Parent Company. Also, the Parent Company has assigned to PSBank
government securities (classified under AFS investments} with total face value of 3.0 billion to
secure PSBank deposits to the Parent Company.

The compensation of the key management personnel of the Group and the Parent Company
follows:

Consolidated Parent Company
2013 2012 2011 2013 2012 2011
Short-term employee benefits 1,866 B1,546 Bl 164 £1,282 £1,040 R682
Post employment benefits 142 91 71 68 61 29
#2,008 B1,637 P1,235 £#1,350 P1,101 B711

O
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Transactions with retirement plans

Under PFRS, certain post-employment benefit plans are considered as related parties. The Parent
Company has business relationships with a number of related party retirement plans pursuant to
which it provides trust and management services to these plans. Certain trustees of the plans are
either officers or directors of the Parent Company and/or the subsidiaries. Income earned by the
Parent Company from such services amounted to £40.4 million and £32.2 million in 2013 and
2012, respectively. As of December 31, 2013 and 2012, the Parent Company sold securities
totaling P2.8 billion and P3.1 billion, respectively, to its related party retirement plans and
recognized net trading gain of 3.7 million and net trading loss of £1.0 million, respectively. The
Parent Company also purchased securities totaling £1.3 billion and £1.1 billion as of

December 31, 2013 and 2012, respectively. Further, as of December 31, 2013 and 2012, the total
outstanding deposit liabilities of the Group to these related party retirement funds amounted to
£56.3 million and £343.9 million, respectively. Interest expense on deposit liabilities amounted to
B2.5 million and £9.8 million in 2013 and 2012, respectively.

As of December 31, 2013 and 2012, the related party retirement plans also hold investments in the
equity shares of various companies within the Group amounting to £874.7 million and

P744.0 million, respectively, with unrealized trading gains of £445.5 million and £289.7 million,
respectively. As of December 31, 2013 and 2012, the related party retirement plans also hold
investments in mutual funds and trust funds of various companies within the Group amounting to
P28 2 million and £11.0 million, respectively, with unrealized trading gains of 4.7 million and
P5.5 million, respectively. As of December 31, 2013 and 2012, dividend income recognized from
these securities amounted to B33.4 million and 9.2 million, respectively, and realized trading
gains amounting to 54.2 million and £25.7 million, respectively.

32.

Financial Performance

The basis of calculation for earnings per share attributable to equity holdings of the Parent
Company follows (amounts in millions except for earnings per share):

2012 2011
2013 {As Restated - Note 2)
a. Net income attributable to equity holders of the
Parent Company £22,488 P15,399 B11,03]
b. Share of hybrid capital securities holders 475) (476} {484)
¢. Net income attributable to common sharcholders 22,013 14,923 10,547
d.  Weighted average number of outstanding
common shares of the Parent Company, as
previously reported 2,111 2,i1
e. Basic/diluied earnings per share, as previously
reported (c/d) B7.07 P5.02

f.  Weighted average number of outstanding
common shares of the Parent Company,
including effect of stock dividend issucd in
2013 (Note 23} 2,745 2,745 2,731
g Basic/diluted carnings per share, as restated in
2012 and 2011 (c/D £8.02 P5.44 P3.86
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The following basic ratios measure the financial performance of the Group and the Parent
Company:

Consolidated Parent Company
2012 2011 2012 2011
2013 (As Restated - Note 2) 2013 (As Restated - Note 2)
Return on average equity 17.80% 13.64% 11.27% 16.35% 11.68% 9.49%
Return on average assets 1.85% 1.53% 1.19% 1.77% 1.46% 1.11%
Net interest margin on average
eaming assets 3.90% 3.62% 3.53% 3.17% 2.92% 2.73%

33.

Notes to Statements of Cash Flows

The amounts of interbank loans receivable and securities purchased under agreements to resell
considcred as cash and cash equivalents follow:

Consolidated Parent Company
2013 2012 2011 2013 2012 2011
Interbank loans receivable and SPURA £122.011 P23,392 £24,367 BY6,872 P15,046 B3 222
[nterbank loans receivable and SPURA
not considered ak cash and eash
cquivalents (4.836) (4,344) (964) (4,836) (4,344) (964)
R117,175 219,048 P23403 B92,036 P10.702 F2,258

Significant noncash transactions of the Group and the Parent Company include foreclosures of
properties or additions to investment and chattel properties as disclosed in Notes 12 and 14,
respectively; reclassification of investment in GBPC amounting to #3.3 billion to AFS
investments in 2013 as discussed in Note 11; and bond exchange transactions in 2011 as discussed
in Note 8.

Further, in 2012, in addition to the reclassification of investment in associate as discussed in
Note 13, the Parent Company also reclassified its land covered by a completed agrecment from
assets held under joint operations (under ‘Other assets’) to investments properties amounting to
P1.98 billion; and rescinded its sales contract receivable amounting to £693.0 million (Note 31).

34.

Foreign Exchange

PDS closing rates as of December 31 and PDSWAR for the year ended December 31 are as
follows:

2013 2012 2011
PDS Closing R44.40 P41.05 £43.84
PDSWAR 42.43 42.24 43.31

35,

Other Matters
The Group has no significant matters to report in 2013 on the following:
a. Known trends, events or uncertaintics that would have material impact on liquidity and on the

sales or revenues.
b. Explanatory comments about the seasonality or cyclicality of operations.

KA VAME G
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Issuances, repurchases and repayments of debt and equity securities except for the exercise of
the call option on the 2018 Peso Notes and issuance of common stock by the Parent Company
and for the excreise of the call option on the 2019 Peso Notes and the issuance of the 2023
Peso Notes by MCC (Notes 20 and 23).

Unusual items as to nature, size or incidents affecting assets, liabilities, equity, net income or
cash flows except for the payments of cash dividend and semi-annual coupons on the HT1
Capital as discussed in Note 23.

Effect of changes in the composition of the Group, including business combinations,
acquisition or disposal of subsidiaries and long-term investments, restructurings, and
discontinuing operations except for the establishment of MR Japan, a wholly-owned
subsidiary, as discussed in Note 2 and sale of certain investees company as discussed in

Note I 1.

36. Subsequent Events

a.

In January 2014, FMIC sold £3.8 billion of its AFS investments previously classified under
HTM investments, as discussed in Note 8, and recognized trading gains of £526.3 million.

On October 23, 2013, the BOD of Orix Metro approved the declaration of a 20% stock
dividend amounting to £252.9 million or 220.00 per share based on par value of £100.00 to all
stockholders of record as of even date. This was approved by thc BSP on

January 14, 2014 and issued by ORIX Metro on January 15, 2014.

On January 24, 2014, the BOD of PSBank declared a 7.50% cash dividend for the fourth
quarter of 2013 amounting to £180.2 million or 0.75 per share to all stockholders as of date
to be determined upon BSP approval.

On January 27, 2014, FMIC sold 33.3% of its ownership in Charter Ping An to GT Capital at
a consideration of 2712.0 million which resulted in a gain of 210.0 million, as approved by
the BOD on January 23, 2014.

On January 30, 2014, the BSP approved the amendment to the terms and conditions of the
Parent Company’s issuance of Basel I11-comptiant Tier 2 capital notes as discussed in

Note 20. Specifically, the BSP approved the issuance of up to USD3500 million equivalent in
either USD or PHP or combination in one or more tranches over the course of one (1) year.

On February 10, 2014, the BSP approved the semi-annual coupon payment on HT1 Capital
amounting to USD 5.6 million which the Parent Company paid on February 18, 2014.

On February 18, 2014, the BOD approved the Parent Company’s cxercise of the call option on

its 4.5 billion Lower Ticr 2 Peso Notes on May 6, 2014,
S
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37. Approval of the Release of the Financial Statements

The accompanying financial statements of the Group and of the Parent Company were authorized
for issue by the BOD on February 1§, 2014.

38.

Supplementary Information Under RR No. 19-2011

Report on the Supplementary Information Required Under Revenue Regulations (RR)
No. 19-2011 and 15-2010

In addition to the required supplecmentary information under RR No. 15-2010, on

January 24, 2014, the BIR issued RR No. 19-2011 which prescribes the new annual income tax
forms that will be used for filing effective taxable year 2013. Specifically, companies are required
to disclose certain tax information in their respective notes to financial statements. For the taxable
year December 31, 2013, the Parent Company reported the following revenues and expenses for
income tax purposes:

Expenses

Revenues

Services/operations B17.214

Non-operating and taxable other income:
Service charges, fees and commissions £3,381
Income from trust operations 1,057
Profit from assets sold 643
Trading and sccurities loss (2,518)
Others 634

23,197

Cost of services:
Compensation and fringe benefits B4,643
Others 3,559

By.202

Itemized deductions:
Compensation and fringe benefits P4,776
Taxes and licenses 2,786
Security, messengerial and janitorial 1,335
Depreciation 783
Rent 772
Communication, light and water 512
Information technology 501
Transportation and travel 349
Repairs and maintenance 236
Management and professional fees 212
EAR 187
Bad debts 99
Others 3,870

P16,418

R O
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Supplementary Information Under RR No. 15-2010

On November 25, 2010, the BIR issued RR No. 15-2010 to amend certain provisions of
RR No. 21-2002 which provides that starting 2010 the notes to financial statements shall include
information on taxes, duties and license fees paid or accrued during the taxable year.

The Parent Company reported the following types of taxes for the year ended December 31, 2013
included under *Taxes and licenses’ account in the statement of income:

GRT 22,132
DST 1,318
Capital gains tax 408
Local taxes 91
Real cstate tax 62
Others 156

24,167

Details of total withholding taxes remitted for the taxable year December 31, 2013 follow:

Taxes withheld on compensation
Final withholding taxes
Expanded withholding taxes

21,843
1,289
180

23312

A RO
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