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QUARTERLY REPORT PURSUANT TO SECTION 17 OF THE
SECURITIES REGULATION CODE AND SRC RULE 1722)(b)
THEREUNDER

For the quarterly period ended September 30, 2013
SEC Identification Number AS-092-0705Y
BIR Tax Identification No. 002-010-620

Exact name of registrant as specified in its charter.

VYANTAGE EQUITIES, INC:

Province, Country or ather jurisdiction of Incorporation or Organization:
Philippines

|:| {SEC Use Only)

Industry Classification Code

Address of Principal Office:
Unit 2703A East Tower, Philippine Stock Exchange Centre,
Exchange Road, Ortigas Center, Pasig City

Registrant’s telephone number, including aréa code: (632) 689-8094

Former name, former address, and former fiscal year, if changed since last report
Not applicable

Securities registered pursuant to Sections 4 and 8 of the RSA
Number of Shares of
Title of Each Class Commton Stock Outstanding
Comimon Stock, P1.00 par value 2,099,791,133
(Net of Treasury Shares of 135,599,500)

Are any or all of these securities listed on the Philippine Stock Exchange.
Yes [X] No[ ]

Check whether the registrant:

a} has filed all reports required to be filed by Section 11 of the Revised

Securities Act (RSA) and RSA Rule 11{a)-1 thereunder and Sections 26 and

141 of the Corporation Code of the Philippines during the preceding 12 months

(or for such shorter period that the registrant was required to file such reports):
Yes [X] Nol ]

b) has been subject to such filing requirements for the past 90 days.
Yes [X] No[ ]
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PART I - FINANCIAL INFORMATION

Ijem 1. Financial Statements

. The Consolidated Financial Statements are filed as part of this Form 17-Q.

Item 2. Management’s Discussion and Analysis or Plan of Operations

Financial Highlights

Unaudited Audited
In Millions September 30, 2013 December 31, 2012 December 31, 2011 .
Balance Sheet
Assets 10,723 7,285 5,842
Liabilities 3,605 1,193 309
Stockholders' Equity 7,118 6,632 5,533
Book Value per Share 3.39 2.97 2.63
Income Statement
Revenues 1,058 1,059 1,053
Expenses 385 524 512
. Other Income / (Charges) (55) 35 (11}
: " Net Income 618 570 530
Earnings per Share 0.29 0.26 0.25

Results of Operations for the Quarter Ended September 30, 2013

: “Thé Company posted a consolidated net income of Php 618.16 million as of the third quarter of 2013 higher by §5%
_‘compared to same period last year of Php 327 million. On a per share basis, the company earned .29 centavos
- coimpared to 0.16 centavos for the periods under review.

Consolidated net income of Php 109 million was recognized by the Company for the period of third quarter of

2013,

Most equity markets rebounded in 3Q13 afier US Fed Chairman Ben Bernanke announced on Sep 18 that there will

_ be no tapering of the Fed’s quantitative easing (QE) program for now. Both the S&P 500 and the MSCI World
¢ Index registered positive returns of 4.7% and 7.7% respectively during the period. However, this positive news was
- riot enough to offset the sell-off in emerging markets the previous months when QE tapering was first announced
.- and when reports of huge current account deficits in India and Indonesia surfaced. The 30- -company Philippine
-;IIndex (PHISIX) lost 4.2% in 3Q13 while the Company’s equity portfolio lost 2.8% during the same period.

.~ Meanwhile, local yields on average fell from end-Jun to end-Sep due to benign inflation and to increased [iquidity
- in the market after BSP limited access to its SDA facility. The 10-year benchmark yield fell 43 bps as of end-Sep to
- 3.84% from 4.28% as of end-Jun. The benchmark HSBC Local Bond Index gained 1.8% in 3Q13 while the
g Company s fixed income portfolio gained 0.8% during the same péiiod.

- The following summarizes the operating results of the Company’s subsidiaries:

" eBusiness Services, Inc. (“eBiz”)

" eBiz continues to achieve record money transfer volume, hitting over 1.3 million transactions worth in excess of

USD 310 million for the third quarter of 2013. Because of strong transaction growth, money transfer revenue in
3Q13 rose 7% YoY to Php 88.4 million. The company’s foreign exchange operations and other products likewise

- registered strong growth of 205% YoY to Php 42 million. After expenses, depreciation and taxes, eBiz posted a net
income of Php 28.9 million for the third quarter of 2013, up 120% from Php 13.1 million a year ago.




. Yehey! Corporation (“Yekey™)

- Total revenues declined by of 33% which is significantly caused by decrease of Php3.9M in digital PR, Phpl.8M in

. interést income, recognized income of Php2.72M from sale of 50% ownership in MCI considered as investment in
joint venture and Php2.4M recovery of credit losses in 2012 while in 2013 only Php0.3M was recorded as recovery
from credit losses,

Cost of services decreased by 16% which is relatively aligns with decline in gross revenue of 21%. General and
administrative expenses reduced by 45% hence net income dropped-off by 67% posting a net income of Php2.2M.

Pliilequity Management, Inc. (“PEMI”)

Net revenues as of September 30, 2013 climbed to Php 103 million compared to Php 63 million in September 30,
2012,

After taking advantage of the market correction in 2Q13, most investors took a breather that resulted to lower net
subscriptions of P188.1 million in 3Q13. Total assets under management slightly changed to P9.8 billion as of
enid-Sep from P9.9 billion as of end-Jun.

" Expenses for the first nine months of the year were 78% lower versus last year. YTD net profit increased 137% to
Phip 69 million from Php 29 million last year.

-Key Performance Indicators
The Company sets certain performance measures to gauge its operating performance periodically to assess its

. "overail state of corporate health. Listed below are the major performance measures, which the Company has
Jidentified as reliable performance indicators. .

s September 30, 2013 December 31, 2012
Current Ratio’ 153.50% 231.25%
Assets to Equity” 150.64% 117.99%
Liabilities to Equity’ 50.64 % 17.99%
Return on Average Assets’ 6.67% 2.98%
Return on Average Equity’ 8.99% 3.34%

" 'The manner by which the Company calculates the above performance indicators for is as follows:

. Formula )

! Current Assets / Current Liabilities R

2 | Total Assets / Total Equity
3

Total Liabilities / Total Equity

Net Income / Average Total Assets

Net Income / Average Total Equity




» Primarily due to increased US dollar denominated loans from banks

- 36.52% decrease in other revenues
- Mostly caused by lesser dividend income

. Latgely due to creditable withholding taxes

' 271% increase in notes paydble
i Higher USD denomiinated loans from banks

~.of 31 December 2012, the company has decided not to early adopt either PFRS 9 (2009} of PFRS 9 (2010) for its
-~ 2013 annual financial reporting;

* It shall conduct in early 2014 another impact evaluation using the outstanding balances of financial statements as of

Causes for any material changes (+/- 5% or more) in the financial statements o E

Income Statement items — three month period ending 30-September-2013 versus 30-Septemnber-2012

47.11% increase in money transfer service
Resulted from strong growth in money transfer transactions.

18.84% decrease in internet sales and services
Mainly due to lower DPR revenue,

88.14% increase in mutnal fund income
Mainly due to increase in assets under administration.

139.79% increase in trading gains(loss)
Mainly due to high market price of investments.

229.947% increase in interest and bank charges

1011.43% increase in other income Lo
Due to income from disposal of property of Parent et

1
. . . (
83.29% increase in cost of services and sales ¢
Primarily due to increase in commission expense which corresponds to increase in revenue 5
!
1

Balance Sheet items — September, 2013 versus end 2012

221% increase in cash and cash equivalents
Caused by higher short termi investments

27% decrease in loans and receivables T
- Primarily due to maturity of unquoted debt securities i

- 286% increase in prepaid taxes and other current assels

PART I - OTHER INFORMATION

PERS 9 - Financial Instruments: Recognition and Measurement

After consideration of the result of its impact evaluation, using the outstanding balances of financial staternents as

31 December 2013. ’

LR ]
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SIGNATURES
Pursuant to the requirements of the Section 17 of the Code and Section 141 of the Corporation Code, this

report is signed on behalf of the issuer by the undersigned, thereto duly authorized, in the City of Pasig
on November 14, 2013,

VANTAGE EQUITIES, INC. AND SUBSIDIARIES
Issuer

J

ARIBEL E. BERE
roup Comptroller




VANTAGE EQUITIES, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF FINANCIAL POSITION

Unaudited Audited
30-Sep-13 31-Dec-12
ASSETS
Current Assets
Cash and cash equivalents (Note 5) 4,393 801,583 1,369,141,777 '
Loans and Receivables — net (Note 6) 664,100,653 912,499,486
Financial Assets at Fair Value through profit or loss (FVPL) (Note 7) 430,523,302 450,158,034
Prepaid taxes and other current assets (Note 9) 33,608,256 8,716,170
Total Current Assets 5,522,033,794 2,740,515,467
Noncurrent Assets
Loans and receivables - noncurrent portion - 150,000,000
Available-for-sale securities (Note 8) 5,128,572,318 4,856,579,928
Investment in associates & JV-- net 119,228 119,228
Deferred Tax Assets 3,519,903 3,819,683
Goodwill (Note 10} 3,654,985 3,654,985
Property and equipment — net (Note 10) 40,928,684 45,910,550
Other noncurrent assets - net (Note 11) 24,324.056 24,538,270
Total Noncurrent Assets 5,201,119,174 5,084,622,644
10,723,152,968 7.825,138,111
LIABILITIES ANB STOCKHOLDERS® EQUITY
Current Liabilities
Accounts payable and other current Labilities (Note 12} 293,946,458 208,281,535
Dividends Payable- net of tax - -
Notes Payable 3,244.,600,800 874,775,500
Income tax payable 58,799,816 12,039,746
Other current liabilities 49,198 -
Total Current Liabilities 3,597,396,273 1,185,096,781
Noncurrent Liabilities
Deferred tax liabilities 201,390 415,620
Accrued Retirement Costs 7,371,013 7,371,013
Asset Retirement Obligation - -
Total Noncurrent Liabilities 7,372,403 7,786,633
3,604,968,676 1,192,883.414
Stockholders® Equity
Equity attributable to equity holders ofthe parent:
Capital stock — P1 par value
Authorized — 2,250,000,000 ‘
Issued — 2.235,390,633 2,235,390,633 2,235,350,633
Stock Issuance Cost of a subsidiary - T
Cumulative net unrealized gain on change in fair value of available-
for-sale investments 952,982,803 1,083,273,387
Retained earnings 3,931,132,370 3,347,493,258
Treasury Stocks (190,460,933) (188,520,838)
Minority Interest 189,139,419 154,618,257
Total Stockholders’ Equity 7,118,184,292 6,632,254,697
10,723,152,968 7,825,138,111

See accompanying Notes to Financial Statements




VANTAGE EQUITIES, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF INCOME

For the Period Ended {Unaudited) For the Quarter Ended (Unaudited)
September 30, 2013 September 30,2012 Sepiember 30, 2013 September 30, 2012
REVENUES
Money transfer service 341,146,088 231,902,071 122,470,703 40,872,439
Equity in net eamings of associates - - - -
Internet service and sales 13,738,606 16,927,337 5422059 7,505,699
Money changing and foreign exchange 85,584,990 98,365,116 33,962,997 FI97,130
Initerest income 97,483,280 93,850,862 29,657,763 32,154,401 °
Trading Gain/Loss 371,437,260 154,898,757 33,087,947 78,318,804
Income from Mutual Fund 147,105,460 62,242,527 40,639,030 21,610411
Others 31,313,899 ) 49,329,219 10,385,086 3,400,495
1,057,809,583 707,515,889 275,626,485 256,059,979
EXPENSES
General and administrative expenses (Note 13) 250,323,954 267,705,884 89,571,494 89453172
Cost of services and sales 124,595,133 67,975,602 47,757,704 24,208,733
Depreciation and amortization . 9,890,479 12,536,904 3,184,325 4,100,393
334,809,566 348,218,390 266,915,095 227,253 317
INCOME FROM OPERATIONS 673,000,017 359,297,499 322,158,562 245,794,199
OTHER INCOME (CHARGES)
Inierest and bank charges — net {20,205,938) (6,124,116) (6,823,865) (3,193,760)
Cthers 29,506,680 2,654,841 (426.176) 4482
. 9,300,742 (3,469,275) (7,250,041) (3,189,278)
INCOME BEFORE EXTRA-ORDINARY
Income/Expense 682,300,759 355,828,224 314,908,621 242,604,921
Extra-Ordinary Income/(Exp.) B {1,294,118) - (1,294.118) -
INCOME BEFORE INCOME TAX 681,006,641 355,828,224 313,614,503 242,604,921
PROVISION FOR INCOME TAX
Cuisent 62,846,366 28,814,897 17,424,309 11,385,653
Defemed - - - -
62,846,366 28,814,897 17,424,309 11,385,653
NET INCOME {LOSS) . 618,160,275 327,013,327 296,190,194 231,219,268
Attributable to:
Equity holders ofthe parent (Note 18) 583,639,113 310,588,702 98,061,401 [18,513,825
Minority interests ) 34,521,162 16,424,625 1,082,593 5,118,925
618,160,275 327,013,327 109,143,994 123,632,750

Basic/Diluted Earnings Per Share Attribntable

to Equity Holders of the Parent 0.28 0.15 0.05 0.06
See accompanying Notes 1o Financial Statements




VANTAGE EQUITIES, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF CHANGES IN EQUITY

For the Semester Ended (Unaudited)
September 30,2013 September 30, 2012

CAPITALSTOCK - | par value
Authorized - 2,250,000,600 shares
Issued - 2,235,390,633 shares

Balance at beginning of year 2,235,390,633 2,235,390,633
Stock issuance cost of a subsidiary - (3,209,910)
Stock dividends issued - -
Balence at end of period 2,235,390,633 2,232,180,723
CUMULATIVE NET UNRFALIZED GAIN ON CHANGE IN FAIR

VALUE OF AVAILABLE-FOR-S ALE S ECURITIES

Balance at beginning of year 1,083,273,387 558,384,899
Unrealized Gainfloss) (130,290,584) 431,186,062
Batance at end of period 952,982,803 989,570,961
RETAINED EARNINGS (DEFICIT)

Balance at beginning of year 3,347,493,258 2,845,920,030
Net income (loss) 583,639,111 327,013,325
Stock Dividend . - .
Balance at end of petiod 3,931,132,369 3,156,508,731
TREASURY SHARES (Note 15) (190,460,933) (188,520,838)
MINORITY INTEREST

Balance at beginning of year 154,618,257 129,935,635
Minority share in the capital stock from issuance of property dividend -
Total income and expenses recognized during the period 34,521,162 (7,717,783)
Balance at end of period 189,139,419 122,217,850

7,118,184,292

6,311,957,426

See accompanying Notes to Financial Statements

»




VANTAGE EQUITIES, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF CASH FLOWS

For the Semester Ended (Unaudited)

September 30,2013 September 30, 2012

CASH FLOWS FROM OPERATING ACTIVITIES

Income (loss) before Tax 681,006,641 355,828,224
Depreciation and amortization 6,890,479 12,536,904
Interest expense 20,205,938 6,124,116 |
Dividend income (20,402,080} (32,889,493)
Interest income {97,483,280) (93,850,862)

Operating incoie before working capital changes 593,217,698 247,748,889

Changes in operating assets and liabilities:

Decrease (increase):
Receivable 383,596,462 91,180,725
Prepaid expenses and other current assets (24,892,086) (26,176,327)
Increase (decrease) in accounts payable and other current Habilities (20,072,396) (51,743,611)

Net cash provided by (used for) operations 931,849,678 261,009,676
Interest paid (20,205,938 (6,124,116}
Income tax paid
Dividends received 20,402,080 32,889,493
Interest received 112,285,652 93,850,862
Net cash provided by (used in) operating activities 1,044,331,471 381,625,915

CASHFLOWS FROM INVESTING ACTIVITIES
Decrease (increase) in:
Investment and advances - 4,838,552.00
Property and equipment (4,908,611) (8,533,608)
Decrease (increase) in AFS/HTM (252,357,638) (836,845,453)
Increase (decrease) in net unrealized gain on AFS (130,290,584) 431,186,062
Decrease (increase in) other assets (16) 4,629,449
Net cash provided by (used in) investing activities (387,556,869) (404,724,998)
CASHFLOWS FROM FINANCING ACTIVITY
Increase (decrease) in minority interest - 20,390,067
Acquisition of Treasury Shares (1,940,095 -
Payment of loans 2,369,825,299 247,859,150
Cash used in financing activities 2,367,885,204 268,249,217
NET INCREASE (DECREASE) IN CASH AND CASH EQUIVALENTS 3,024,659,806 245,150,134
CASHAND CASH EQUIVALENTS AT BEGINNING OF YFAR 1,369,141,777 540,411,971
CASH AND CASH EQUIVALENTS AT END OF PERIOD 4,393,801,583 785,562,105

See accompanying Notes to Financial Statements




VANTAGE EQUITIES, INC.
(Formerly iVantage Corporation) -

AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

1. General Information

Corporate Information

Vantage Equities, Inc. (the Parent Company) was incorporated in the Philippines and registered
with the Philippine Securities and Exchange Commission (SEC) on October 20, 1992. The
primary business of the Parent Company is to invest in, acquire by purchase, exchange,
assignment or otherwise; or to hold, own, use for investment or otherwise shares of the capital
stock, bonds, debentures, promissory notes, or other securities or obligations created, negotiated
or issued by any corporation, association or other entities, whether foreign or domestic, including
but not limited to information technology companies and related ventures, holding companies and
companies engaged in financial services, investments and real property development. Its
investments consist of shares in: (a) entities involved in inward remittances and financing
services; (b) an Information Technology (IT)-based entity; and (c) an entity involved in
management of mutual funds.

On April 8, 2008, the SEC approved the Parent Company’s change of corporate name from
iVantage Corporation to Vantage Equities, Inc.

The Parent Company’s shares are publicly traded in the Philippine Stock Exchange (PSE).

The registered office address of the Parent Company is 2703 East Tower, PSE Centre, Exchange
Road, Ortigas Center, Pasig City.

The consolidated financial statements include the accounts of the Parent Company and the
following subsidiaries (collectively referred to as the “Group™):

Percentage of Ownership

Name of Subsidiaries Place of Incorporation 302013 2012
e-Business Services, Inc. (e-Business) Philippines 100.00 100.00
eBIZ Financial Services, Inc.

(eBIZ Financial)* Philippines 100.00 100.00
iCurrencies, Inc. (iCurrencies) Philippines 100.00 100.00
Philequity Balanced Fund, Inc. Philippines 100.00 100.00
Philequity Foreign Currency Fixed Income

Fund, Inc. ' Philippines " 100.00 100.00
Philequity Dividend Yield

Fund, Inc. (PDYF) Philippines 100.00 100.00
Yehey! Corporation (Yehey!) Philippines 66.95 66.97
Philequity Management, Inc. (PEMI) Philippines 51.00 51.00

* Indirectly owned through e-Business
The Parent Company is the ultimate parent of the Group.

e-Business

e-Business is involved in fund transfer and remittance services, both domestic and abroad, of any
form or kind of currencies or monies, as well as in conducting money exchange transactions as
may be allowed by law and other allied activities relative thereto. e-Business has an existing
Representation Agreement {Agreement) with Western Uition Financial Services, Inc. (Western




Union) covering its fund transfer and remittance services for a period of seven years from
September 1, 2007 to August 31, 2014. e-Business shall receive remuneration for the services
provided to Western Union in accordance with the terms stipulated in the Agreement.

eBiz Financial
eBiz Financial is wholly owned by e-Business. eBiz Financial was incorporated on April 11,

2005 and started commercial operations on May 9, 2005. eBiz Financial is engaged in financing -
business.

iCurrencies

iCurrencies, Inc. was incorporated on February 3, 2000 and started commercial operations on

May 31, 2000. iCurrencies is organized primarily to engage in the business of buying and selling
of foreign currencies.

In May 2001, the iCurrencies effectively stopped its business of buying and selling currencies as a
result of Bangko Sentral ng Pilipinas Circutar No. 264, issued on October 26, 2000. Among
others, the new circular required additional documentation for sale of foreign currencies and
required Foreign Exchange Corporations (FxCorps) to have a minimum paid-up capital of

£50.0 million.

The Circular effectively aligned the regulations under which FxCorps are to operate to that of
banks. To avoid duplication and direct competition with its previous major stockholder,
iCurrencies decided to stop its business of buying and selling foreign currencies. The
stockholders likewise decided not to increase its paid-up capital.

In the meantime, iCurrencies is sustained by income on iis investments and interest income on its
funds while awaiting for regulatory changes.

PBF

PBF was incorporated in the Philippines, and was registered with the Securities and Exchange '
Commission (SEC) on May 6, 2008 under the Philippine Investment Company Act (ICA)
(Republic Act 2629) as an open-end mutual fund company. PBF is engaged in selling its capital

to the public and investing the proceeds in diversified portfolio of peso-denominated fixed-

income and equity securitics. As of December 31, 2012, PBF has not yet launched its capital
shares to the public.

PFCFIF

PFCFIF incorporated in the Philippines, and was registered with the Securities and Exchange
Commission (SEC) on April 10, 2008 under the Philippine ICA as an open-end mutual fund
company. PTCFIF is engaged in selling its capital to the public and investing the proceeds in
diversified portfolio of foreign currency denominated fixed-income securities. As of
December 31, 2012, PFCFIF has not yet launched its capital shares to the public.

PDYF

PDYF was incorporated in the Philippines, and was registered with Securities and Exchange
Commission (SEC) on August 2, 2012 under Philippine ICA as an open-end investment company.
PDYF is engaged in selling its capital to the public and investing the proceeds in diversified
portfolic of diversified portfolio of equity securities. As of December 31, 2012, PDYF has not yet
launched its capital shares to the public.

Yehevy!

Yehey! is engaged in the business of internet online related products relating to database search
engine, such as, but not limited to, conceptualizing, designing, illustrating, processing and editing
web sites. It is also engaged in pre-production and post-production work on web sites in internet



and sel! and market said products in the form of advertising of finished products in the domestic
or export market.

PEMI

PEMI was incorporated in the Philippines and is primarily engaged in management of mutual
funds.

Summary of Significant Accounting Policies

Basis of Preparation

The accompanying consolidated financial statements have been prepared on a historical cost

basis, except for financial assets at fair value through profit or loss (FVPL) and available-for-sale
(AFS) investments, which are measured at fair value. The consolidated financial statements are
presented in Philippine peso, which is the Group’s functional and presentation currency, and all  »
values are rounded to the nearest peso unit, except when otherwise indicated.

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

Basis of Consolidation

The consolidated financial statements of the Group are prepared for the same reporting year as the
Parent Company, using consistent accounting policies.

Subsidiaries are all entities over which the Parent Compaiy has the power to govern the financial
and operating policies generally accompanying 2 shareholding of more than one half of the voting
rights. The existence and effect of potential voting rights that are currently exercisable or
convertible are considered when assessing whether the Parent Company controls another entity.

All significant intra-group balances, transactions, income and expenses and profits and losses
resulting from intra-group transactions are eliminated in full.

Subsidiaries are consolidated from the date on which control is transferred to the Parent
Company. Control is achieved when the Parent Company has the power to govern the financial
and operating policies of an entity so as to obtain benefits from its activities. Consolidation of
subsidiaries ceases when control is transferred out of the Group.

The results of subsidiaries acquired or disposed of during the year are included in the consolidated
statement of income from the date of acquisition up to the date of disposal, as appropriate.

When a change in ownership interest in a subsidiary occurs, which results in loss of control over
the subsidiary, the Parent Company:

Derecognizes the assets (including goodwill) and liabilities of the subsidiary;
Derecognizes the carrying amount of any non-controlling interest; ‘
Derecognizes the related other comprehensive income recorded in equity and recycle the
same to profit or loss or surplus;

Recognizes the fair value of the consideration received;

Recognizes the fair value of any investment retained; and

Recognizes any surplus or deficit in profit or loss.

In a separate or parent company financial statements, investments in subsidiaries are carried at
cost, less accumulated impairment in value, Dividends edrned on these investments are
recognized in the Parent Company’s separate statement of income as declared by the respective
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BOD of the investees.

Non-Controlling Interest
Non-controlling interest represents the portion of profit or loss and net assets not owned, directly
or indirectly, by the Parent Company.

Non-controlling interests are presented separately in the consolidated statement of income,
consolidated statement of comprehensive income, and within equity in the consolidated statement
of financial position, separately from parent shareholders' equity. Any losses applicable to the
non-controlling interests are allocated against the interests of the non-controlling interest even if
this results in the non-controlling interest having a deficit balance. Acquisitions of non-
controlling interests that does not result in a loss of control are accounted for as equity
transaction, whereby the difference between the consideration and the fair value of the share of

the net assets acquired is recognized as an equity transaction and attributed to the owners of the
Parent Company.

Changes in Accounting Policies and Disclosures

The accounting policies adopted in the preparation of the financial statements are consistent with
those of the previous financial year, except for the following amended standards which were
adopted as of January 1, 2012. The following amended standards did not have any impact on the
accounting policies, financial position or performance of the Group:

PFRS 7, Financial Instruments: Disclosures - Transfers of Financial Assets (Amendments)

The amendments require additional disclosures about findncial assets that have been transferred
but not derecognized to enhance the understanding of the relationship between those assets that
have not been derecognized and their associated liabilities. In addition, the amendments require
disclosures about continuing involvement in derecognized assets to enable users of financial
statements to evaluate the nature of, and risks associated with, the entity’s continuing involvement
in those derecognized assets.

PAS 12, Income Taxes - Deferved Tax: Recovery of Underlying Assets (Amendments)

This amendment to PAS 12 clarifies the determination of deferred tax on investment property .
measured at fair value. The amendment introduces a rebuttable presumption that the carrying
amount of investment property measured using the fair value model in PAS 40, Investment
Property, will be recovered through sale and, accordingly, requires that any related deferred tax
should be measured on a ‘sale” basis. The presumption is rebuttéd if the investment property is
depreciable and it is held within a business model whose objective is to consume substantially all
of the economic benefits in the investment property over time (‘use’ basis), rather than through
sale. Furthermore, the amendment introduces the requirement that deferred tax on non-
depreciable assets measured using the revaluation mode] in PAS 16, Property, Plant and
Eguipment, always be measured on a sale basis of the asset.

Significant Aceounting Policies

Foreign Currency Translation
Each entity in the Group determines its own functional currency and items included in the
financial statements of each entity are measured using that functional currency.

Foreign currency-denominated monetary assets and liabilities are translated in Philippine peso
based on the Philippine Dealing system (PDS) closing rate prevailing at end of year and foreign
currency-denominated income and expenses, at PDS weighted average rate for the year. Foreign
exchange differences arising from restatements of foreign currency-denominated assets and
liabilities are credited to or charged against operations in the year 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 initial 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.

Finarncial Instruments - Initial Recognition and Subsequent Measurement

Date of recognition

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 settlement date.
Receivables, accounts payable and other noncurrent liabilities, bonds payable and long term debt °
are recognized when cash is received by the Group or advanced to the borrowers.

Initial recognition of financial instruments

All financial instruments are initially recognized at fair value. Except for financial insturments at
FVPL, the initial measurement of financial assets includes transaction costs. The Group classifies
its financial assets in the following categories: financial assets at FVPL, held-to-maturity (MTM)
investments, AFS investments, and loans and receivables. Financial liabilities are classified as
either derivative liabilities, financial liabilities at FVPL or 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.

As of June 30, 2013 and December 31, 2012, the Group does not have HTM investments.

Determination of fair value

The fair value of the financial instruments traded in active markets at the consolidated statement
of financial position date is based on their quoted market prices 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
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 that include the use of mathematical models. 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 1’ difference

Where the transaction price in a non-active market is different to the fair value from other
observable current market transactions in the same instruiment or based on a valuation technique
whose variables include only data from observable market, the Group recognizes the difference
between the transaction price and fair value (a ‘Day 1° difference) in the consolidated statement
of income under ‘Miscellaneous expense” unless it qualifies for recognition as some other type of
asset. 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 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.



Financial assets at FVPL represent securities which are held for trading and free standing
derivative (currency forward contract). Financial assets and financial liabilities at FVPL are
recorded in the consolidated statement of financial position at fair value. Interest earned or
incurred is recorded in ‘Interest income’ or ‘Interest expense’ in the consolidated statement of
income, respectively, while dividend income is recorded in *Dividends’ in the consolidated

statement of income according to the terms of the contract, or when the right to receive payment
has been established.

Financial instruments at FVPL
Financial instruments at FVPL include financial assets and financial liabilities that are:

» acquired and held for trading purposes
* designated upon initial recognition as at FVPL; and

* stand-alone or bifurcated embedded derivative financial instruments not designated as
effective hedging instruments

Financial assets and financial liabilities are classified as held for trading if they are acquired for
the purposes of selling and repurchasing in the near term.

Financial assets and financial liabilities may be designated by management on initial recognition
at FVPL when the following criteria are met:

* The designation eliminates or significantly reduces the inconsistent treatment that would

otherwise arise from measuring the assets or liabilities or recognizing gains or losses on them
on a different basis;

¢ The assets and liabilities are part of a group of financial assets, liabilities or both which are
managed and their performance evaluated on a fair value basis, in accordance with a
documented risk management or investment strategy; or

* The financial instrument contains an embedded derivative, unless the embedded derivative
does not significantly modify the cash flows or it is clear, with little or no analysis, that it
would not be separately recorded.

Financial assets and financial liabilities at FVPL are recorded in the consolidated statement of
financial position at fair value. Subsequent changes in fair value are recognized in the
consolidated statement of income. Interest earned or dividends received are recorded in interest
income or dividend income, respectively. Interest incurréd is recorded as interest expense in the
consolidated statement of income.

Derivative financial instruments are initially recognized at fair value on the date in which a
derivative {ransaction is entered into or bifurcated, and are subsequently re-measured at fair
value. Derivatives are carried as assets when the fair valie is positive and as liabilities when the
fair value is negative.

An embedded derivative is a component of a hybrid (comibined) instrument that also includes a
non-derivative host contract, with the effect that some of the cash flows of the combined
instrument vary in a way similar to a stand-alone derivative. An embedded derivative is
separated from the host contract and accounted for as derivative if all the following conditions
are met:

¢ the economic characteristics and risks of the embedded derivative are not closely related to
the economic characteristic of the host contract;

¢ aseparate instrument with the same terms as the embedded derivative would meet the
definition of the derivative; and '




» the hybrid or combined instrument is not measured at fair value with fair value changes
charged through profit or loss.

The Group assesses whether embedded derivatives are required to be separated from host
contracts when the Group first becomes party to the contract. Reassessment only occurs if there °

is a change in the terms of the contracts that significantly modifies the cash flows that would
otherwise be required.

The Group bifurcated embedded derivatives as of Septeniber 30, 2013 and December 31, 2012
pertaining to Unquoted debt securities under ‘Loans and receivables’. The value of the

bifurcated embedded derivatives is not significant. N :

As of September 30, 2013 and December 31, 2012, the Company’s financial assets at FVPL
comprise of investments in corporate bonds and currency forward contracts.

Loans and receivables

This accounting policy relates to the consolidated statement of financial position captions ‘Cash
and cash equivalents’, ‘Loans and receivables’ and ‘Refundable deposits’® (included under Prepaid
expenses and other current assets). These are non-derivative 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’ or designated as ‘AFS investments’ or ‘Financial assets
designated at FVPL’.

After initial measurement, loans and receivables are subsequently measured at cost or amortized
cost using the EIR method, less allowance for credit lossés. 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 consolidated statément of
income. The losses arising from impairment are recognized in ‘Provision for credit and
impatrment losses’ in the consolidated statement of income.

AFS investments

AFS investments are nonderivative financial assets 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. They include equity investments, money market papers and other debt
instruments,

After initial measurement, AFS investments are subsequently measured at fair value. The
effective yield component of AFS debt securities, as wel! as the impact of restatement on foreign
currency-denominated AFS debt securities, is reported in the consolidated statement of income.
The unrealized gains and losses arising from the fair valuation of AFS investments are excluded,
net of tax, from the reported earnings and are included in the consolidated statement of
comprehensive income as ‘Net unrealized gain on ATS investments’.

When the security is disposed of, the cumulative gain or loss previously recognized in
conselidated statement of comprehensive income is recognized in the consolidated statement of
income. Where the Group holds more than one investment in the same security, these are deemed
to be disposed of on a first-in first-out basis. Interest earned on holding AFS debt investments are
reported in the consolidated statement of income as ‘Interest income’ using the EIR. Dividends
earned on holding AFS equity investments are recognized in the consolidated statement of income
as ‘Dividends’ when the right to receive payment has been established. The losses arising from
impairment of such investment are recognized as ‘Provision for credit and impairment losses’ in
the consolidated statement of income.
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Financial Liabilities
Financial liabilities are classified as at FVPL when the financial liability is either held for trading
or it is designated as at FVPL.,

A financial liability is held for trading if:

¢ it has been incurred principally for the purpose of repurchasing it in the near term; or

* on initial recognition it is part of a portfolio of identified financial instruments that the Group
manages together and has evidence of a recent actual pattern of shott-term profit-taking; or

* it is a derivative that is not designated and effective as a hedging instrument or a financial
guarantee.

Management may designate a financial liability at FVPL upon initial recognition when the

following criteria are met, and designation is determined on an instrument by instrument basis:

»  The designation eliminates or significantly reduces the inconsistent treatment that would
otherwise arise from measuring the liabilities or recognizing gains or losses on them on a
different basis; or

¢ The liabilities are part of a group of financial liabilities which are managed and their
performance evaluated on a fair value basis, in accordance with a documented risk
management or investment strategy; or

» The financial instrument contains an embedded derivative, unless the embedded derivative
does not significantly modify the cash flows or it is clear, with little or no analysis, that it
would not be separately recorded.

Financial liabilities at FVPL are recorded in the consolidated statement of financial position at fair
value. Changes in fair value of financial instruments are recorded in Mark-to-market gain (loss)
on financial assets at FVPL in the consolidated statement of income. Interests incurred are
recorded in Interest éxpense in the statement of income using the effective interest method.

Derecognition of Financial Assets and Liabilities

Financial assets

A financial asset (where applicable, a part of a financial asset, or part of a group of financial

assets) is derecognized when:

¢ the rights to receive cash flows from the asset have expired; or

¢ 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

¢ 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 substantially all the risk and rewards of the asset but has transferred the control
over the asset.

Where the Group has transferred its rights fo 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 over 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 liabilities

A financial liability is derecognized when the obligation under the liability is discharged or
cancelled or 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 consolidated statement of income.

Offsetting Financial Instruments

Financial assets and financial liabilities are offset and the net amount is 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, therefore, the related assets and liabilities are presented gross in the consolidated
statement of financial position.

Impairment of Financial Assets

The Group assesses at each reporting 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 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.

Impairment of financial assets carried at amortized cost

For financial assets carried at amortized cost, which includes cash and cash equivalents,
receivables and deposits, the Group first assesses whethef 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 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
cutrent 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, whether or not
foreclosure is probable.

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 the use of an allowance aceount and the amount
of loss is charged against the statement of income. Interést income continues to be recognized
based on the original EIR of the asset. Loans, together with the associated allowance accounts,
are written off when there is no realistic prospect of future recovery and ail 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 reduced by adjusting the allowance account. If a future write-off is later recovered, any
amounts formerly charged are credited to the ‘Provision for credit and impairment losses’ in the
consolidated 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 credit risk characteristics and collectively assesses for impairment. Those characteristics
are relevant to the estimation of future cash fiows for groups of such assets by being indicative of
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the debtors’ ability to pay all amounts due according to the contractual terms of the assets being
evaiuated.

For the purpose of a collective evaluation of impairment, financial assets 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 period on which
the historical loss experience is based and to remove the éffects 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
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 are reviewed regularly by the Group to reduce any differences between loss estimates
and actual loss experience.

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 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 differénce 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 consolidated statement of comprehensive
income and recognized in the consolidated statement of income. Impairment losses on equity
investments are not reversed through the consolidated statement of income. Increases in fair

value after impairment are recognized directly in 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. However, the amount recorded for
impairment is the cumulative loss measured as the difference between the amortized cost and the
current fair value, less any impairment loss on that investment previously recognized in the
statement of income. 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
consolidated statement of comprehensive income. If, in subsequent year, the fair value of a 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 comprehensive income, the
impairment loss is reversed through the consolidated statement of comprehensive income.

Cash and cash equivalents

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

Investments in associate and joint venture

Investment in associate

Associates are entities which the Group has significant influence but not control, generally
accompanying a shareholding of between 20.00% and 50.00% of the voting rights. In the
consolidated financial statements, investment in associates is accounted for under the equity
method of accounting.
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Under the equity method, an investment in an associate is carried in the consolidated statement of
financial position at cost plus post-acquisition changes in the Group’s share of the net assets of the
associate. Goodwill relating to an associate is included in the carrying value of the investment
and is not amortized. The Group’s share in an associate’s post-acquisition profits or losses is
recognized in the consolidated statement of income, and its share of post-acquisition movements
in the associate’s equity reserves is recognized directly in consolidated statement of
comprehensive income. The cumulative post-acquisition movements are adjusted against the
carrying amount of the investments. When the Group’s share of fosses in an associate equals or
exceeds its interest in the associate, 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. Profits and losses resulting from transactions between the Group and an associate are
eliminated to the extent of the interest in the associate.

Investment in joint venture
Investment in joint venture is accounted for under the equity method of accounting. The
investment in joint venture is catried in the consolidated statement of financial position at cost

plus post-acquisition changes in the share of net assets of the joint venture, less any allowance for
impairment losses.

Investments in joint ventures in the Group’s financial statements are carried at cost less any
allowance for impairment losses.

Property and Equipment

Property and equipment are carried at cost less accumulated depreciation and any impairment in
value. The initial cost of property and equipment consists of its purchase price, including import
duties, taxes and any costs directly attributable to bringing the property and equipment to its
working condition and location for its intended use. Expenditures incurred after the property and
equipment have been put into operation, such as repairs and maintenance, are normally charged to
income in the year in which such costs are incurred. In situations where it can be clearly
demonstrated that the expenditures have resulted in an increase in the future economic benefits
expected to be obtained from the use of an item of propeity and equipment beyond its originally
assessed standard of performance, the expenditures are capitalized as additional costs of property
and equipment.

The cost of an item of property and equipment also includes costs of dismantlement, removal or
restoration and the refated obligation that the Group incuts at the end of the useful life of property
and equipment.

When each major repairs and maintenance is performed, its cost is recognized in the carrying
amount of the item of property and equipment as a replacement if the recognition criteria are

satisfied. Such costs are capitalized and amortized over the next major repairs and maintenance
activity,

Depreciation and amortization are computed using the straight-line basis over the estimated useful
lives of the property and equipment as follows:

Furniture and fixtures 2-10 years
Office improvements 10 years
Transportation equipment 5 years
Office condominium 20 years
Server and network equipment 3 years
Leasehold improvements 5 years or term of lease, whichever

period is shorter
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The useful lives, residual values, and depreciation and amortization method are reviewed
periodically to ensure that the periods, residual values, and method of depreciation and

amortization are consistent with the expected pattern of economic benefits from items of property *

and equipment.

Fully depreciated assets are retained in the accounts until they are no longer in use and no further
depreciation are credited or charged to consolidated statement of income.

When property and equipment are sold or otherwise disposed of, the cost and related accumulated
depreciation, amortization and any impairment in value are eliminated from the accounts and any
resulting gain or loss is credited or charged 1o consolidated statement of income.

Software and Website

Development costs of software and website included under “Other noncurrent assets” account in
the consolidated statement of financial position are capitalized and treated as intangible assets
because their costs are not an integral part of the related hardware. Amortization is computed
using the straight-line method over their estimated useful life of 3 years for software and 2 years
for website.

Impairment of Property and Equipment, Software and Investment in Associate and Joint Venture

The Group assesses at each reporting date whether there is an indication that an asset may be
impaired. If any such indication exists, or when annual impairment testing for an asset is
required, the Group makes an estimate of the asset’s recoverable amount. An asset’s recoverable
amount is the higher of an asset’s or cash- generating unit’s fair value less costs to sell and its
value in use and is determined for an 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 vilue in use, the estimated future cash
flows are discounted to their present value using a pre-tax discount rate that reflects current
market assessment of the time value of money and the risks specific to the asset. Impairment
losses are recognized in the consolidated statement of income in the expense category consistent
with the function of the impaired asset.

An assessment is made at each reporting date as to whether there is any indication that previously
recognized impairment losses may no longer exist or may have decreased. If such indication
exists, the recoverable amount is estimated. A previously recognized impairment loss is reversed
only if there has been a change in the estimates used to determine the asset’s recoverable amount

“since the last impairment loss was recognized. If that is the case, the carrying amount of the asset
is increased to its recoverable amount. That increased amount cannot exceed the carrying amount
that would have been determined, net of 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 a 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.

Goodwill

Goodwill acquired in a business combination is initially measured at cost being the excess of the
cost of the business combination over the Parent Company’s interest in the net fair value of the
identifiable assets, liabilities and contingent liabilities of the acquired business. Following initial
recognition, goodwill is measured at cost less any accumulated impairment losses. Goodwill is
reviewed for impairment, annually or more frequently, if events or changes in circumstances
indicate that the carrying value may be impaired.
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Impairment is determined for goodwill by assessing the recoverable amount of the cash
generating unit, to which the goodwill relates. Where the recoverable amount of the cash
generating unit is less than the carrying amount of the cash generating unit to which goodwill has
been allocated, an impairment loss is recognized. Impairment loss relating to goodwill cannot be
reversed in future periods.

Revenue Recognition

The Group assesses its revenue arrangements against specific criteria in order to determine if it is
acting as principal or agent. Revenue is recognized to the extent that it is probable that the
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:

Commission income

This represents the commission received by the Group from Western Union. The Group receives
commission from Western Union for every advance dollar remittance service provided by the
former for the latter. Revenue is recognized the remittance service has been rendered which is
when Western Union acknowledges the transaction.

Advertising, Web Development and Internet Service

Revenue from advertising and web development is recognized based on Percentage of
Completion Method. The stage of completlon is assessed by reference to surveys of the work
performed. Revenue from internet service is recognized at the time services are rendered.

Money Changing Gain

Money changing gains are related to the Group’s retail foreign exchange operations in the
branches. The Group provides money changing services to its clients which includes buying and
selling of foreign currencies. Revenue is recognized when the service is rendered.

Share in Foreign Exchange Differential
Income from foreign exchange differential is recognized when service is rendered and foreign
curtency denominated cash is converted into Philippine peso.

Interest Income
Revenue is recognized as the interest accrues, using the effective interest rate.

Dividend Income
Revenue is recognized when the right to receive payment is established.

Service Income
Service income is recognized when the services are rendered.

Management fee
Revenue is recognized as services are rendered and in accordance with the management and
distribution agreement.

Gain on Sale of AFS Investments
Revenue is recognized on trade date upon receipt of confirmation of sale of investments from
counterparties.

Expense Recognition
Expenses are recognized when decrease in future economic benefits related to a decrease in an
asset or an increase of a liability has arisen that can be measured reliably.



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
asset. A re-assessment 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) A renewal 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 specified
asset; or

(d} There is a substantial change to the asset.

Where a re-assessment is made, lease accounting shall commence or cease from the date when the
change in circumstances gave rise to the re-assessment for scenarios a, ¢ or d above, and at the
date of renewal or extension period for scenario b.

Group as a Lessee. Leases where the lessor retains substantially all the risks and benefits of
ownership of the assets are classified as operating leases. Operating lease payments are

recognized as expense in the consolidated statement of income on a straight-line basis over the
term of the lease agreement.

Retirement Costs

e-Business has funded, noncontributory defined benefit retirement plan covering substantially all
of its regular employees. The Parent Company and Yehey! have unfunded, noncontributory
defined benefit retirement plan covering substantially all of its regular employees. The obligation
and costs of retirement benefits are actuarially computed by an independent actuary using
projected unit credit method. Actuarial gains and losses are recognized as income or expense
when the net cumulative unrecognized actuarial gains and losses for the plan at the end of the
previous reporting period exceed 10.00% of the higher of the defined benefit obligation and the

_fair value of the plan assets at that date. These gains or losses are recognized over the expected

average remaining working lives of the employees participating in the plan.

The past service cost is recognized as an expense on a straight-line basis over the average period
until the benefits become vested. If the benefits are already vested immediately following the
introduction of, or changes to, a pension plan, past service cost is recognized immediately.

The defined benefit liability is the aggregate of the present value of the defined benefit obligation
and actuarial gains not recognized reduced by past service cost not yet recognized and the fair
value of plan assets out of which the obligations are to be settled directly. If such aggregate is
negative, the asset is measured at the lower of such aggregate or the aggregate of cumulative
unrecognized net actuarial losses and past service cost and the present value of any economic
benefits available in the form of refunds from the plan or reductions in the future contributions to
the plan,

If the asset is measured at the aggregate of cumulative unrecognized net actuarial losses and past
service cost and the present value of any economic benefits available in the form of refunds from
the plan or reductions in the future contributions to the plan, net actuarial losses of the current
period and past service cost of the current period are recognized immediately to the extent that
they exceed any reduction in the present value of those economic benefits. [fthere is no change
or an inciease in the present value of the economic benefits, the entire net actuarial losses of the
current period and past service cost of the current period are recognized immediately. Similarly,
net actuarial gains of the current period after the deduction of past service cost of the current
period exceeding any increase in the present value of the économic benefits stated above are
recognized immediately if the asset is measured at the aggregate of cumulative unrecognized net
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actuarial losses and past service cost and the present value of any economic benefits available in
the form of refunds from the plan or reductions in the future contributions to the plan. If there is
no change or a decrease in the present value of the econoimic benefits, the entire net actuarial
gains of the current period after the deduction of past service cost of the current period are
recognized immediately.

Income Taxes

Current Tax

Current tax assets and liabilities for the current and prior years are measured at the amounts
expected to be recovered from or paid to the tax authority. The tax rates and tax laws used to
compute the amount are those that are enacted or substantively enacted at the reporting date.

Deferred Tax

Deferred tax is provided, using the balance sheet liability method, on all temporary differences
and carryforward benefit of unused net operating loss carry over (NOLCO) and excess of
minimum corporate income tax (MCIT) over regular corporate income tax (RCIT) at the reporting
date between the tax bases of assets and liabilities and théir carrying amounts for financial
reporting purposes.

Deferred tax liabilities are recognized for all taxable temporary differences with certain
exceptions. Deferred tax assets are recognized for all deductible temporary differences,
carryforward benefit of unused NOLCO and excess of MCIT over RCIT, to the extent that it is

probable that taxable profit will be available against which the deductible temporary differences
can be utilized.

The carrying amount of deferred tax assets 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 assets to be utilized. Unrecognized deferred tax assets are reassessed at
each reporting date and are recognized to the extent that it has become probable that future
taxable income will allow the deferred tax assets to be recovered.

Deferred tax relating to items recognized directly in other comprehensive income and not in the
consolidated statement of income.

Deferred tax assets and liabilities are measured at the tax rates that are expected to apply to the
periods 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 reporting date.

Deferred tax assets and deferred tax liabilities are offset, if a legally enforceable right exists to
offset current tax assets against current tax liabilities and the deferred taxes relate to the same
taxable entity and the same tax authority.

Equity

Capital stock is measured at par value for all shares issued and outstanding. When the shares are
sold at a premium, the difference between the proceeds and the par value is credited to ‘Capital
paid-in excess of par value’ account. Direct costs incurred related to equity issuance, such as
underwriting, accounting and legal fees, printing costs and taxes are chargeable to ‘Capital paid-in
excess of par value’ account. 1f the ‘Capital paid-in excess of par value’ is not sufficient, the
excess is charged against the ‘Retained earnings’.

When the Group issues more than one class of stock, a separate account is maintained for each
class of stock and the number of shares issued.
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Own equity instrements which are acquired (treasury shares) are deducted from equity and
accounted for at weighted average cost. No gain or loss is recognized in the statement of income
on the purchase, sale, issue or cancellation of the Parent Company’s own equity instruments.

‘Retained earnings’ represents accumulated earnings of the Group less dividends declared.

Basic/Diluted Earnings Per Share
Basic earnings per share (EPS) is determined by dividing net income (loss} by the weighted

average number of shares outstanding during the year with retroactive adjustments for any stock
split and stock dividends declared.

Diluted EPS is calculated by dividing the net income attributable to common shareholders by the
weighted average number of common shares outstanding during the year adjusted for the effects
of any dilutive potential common shares. As of June 30, 2013 and December 31, 2012, the Parent
Company does not have dilutive potential common shares.

Provisions

General

Provisions are recognized when the Group has a present obligation (legal or constructive) as a
result of a past event; 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 thie amount of the
obligation. If the effect of the time value of money is matetial, provisions are determined by
discounting the expected future cash flows at a pretax rate that reflects current market assessment
of the time value of money and, where appropriate, the risks specific to the liability. Where
discounting is used, the increase in the provisions due to the passage of time is recognized as an
interest expense. Provisions are reviewed at each reporting date and adjusted to reflect the current
best estimate. Ifit is no longer probable that an outflow of resources embodying economic
benefits will be required to settle the obligation, the provision is reversed.

Asset Retirement Obligation

The Group recognizes provision arising from legal and/or constructive obligations associated with
the cost of dismantling and removing an item of property and equipment and restoring the site
where it is located, the obligation for which the Group incurs either when the asset is acquired or
as a consequence of having used the asset during a particular period for purposes other than to
produce inventories during that period. A corresponding asset is recognized as part of property
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 pretax

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 income as an interest expense. 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 property and equipment. The amount
deducted from the cost of property and equipment shall riot exceed its carrying amount.

Contingent Liabilities and Contingent Assets

Contingent liabilities are not recognized in the consolidated financial statements. These are
disclosed in the notes to consolidated financial statements unless the probability of an outflow of
resources embodying economic benefits is remote. Contingent assets are not recognized in the
consolidated financial statements but disclosed in the notes to consolidated financial statements
when an inflow of economic benefits is probable.

Events after the Reporting Period )
Events after reporting date that provide additional information about the Group’s financial
position at the reporting date (adjusting events), if any, are reflected in the consolidated financial
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statements. Events that are not adjusting events, if any, are disclosed in the notes to consolidated
financial statements, when material.

Dividends on common shares

Dividends on common shares are recognized as a liability and deducted from equity when
approved by the respective shareholders of the Parent Company and its subsidiaries while stock
dividends are deducted from equity when approved by the BOD and shareholders of the Parent
Company. Dividends for the year that are approved after the consolidated statement of financial
position date are dealt with as an event after the consolidated statement of financial position date.

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 business
segments is presented in Note 6. The Group’s assets producing revenues are located in the

Philippines (i.e., one geographical location). Therefore, geographical segment information is no
longer presented.

Future Changes in Accounting Policies

Standards issued but not yet effective up to date of the consolidated financial statements are listed
below. The Group intends to adopt those standards when they become effective. Except when
otherwise indicated, the Group does not expect the adoption of these new and amended standards
and interpretations to have significant impact on its financial statements.

New and amended standards
Effective in 2013
e PFRS 7, Financial Instruments: Disclosures - Offsetting Financial Assets and Financial
Liabilities
The amendments to PFRS 7 are to be retrospectively applied for annual periods beginning on
or after January 1, 2013. These amendments require an entity to disclose 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. 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 amendments require entities to
disclose, in a tabular format unless another format is more appropriate, the following
minimum quantitative information. This is presented separately for financial assets and
financial liabilities recognized at the end of the reporting period:
a} The gross amounts of those recognized financial assets and recognized financial
liabilities;
b) The amounts that are set off in accordance with the criteria in PAS 32 when determining
the net amounts presented in the statement of financial position;
c} The net amounts presented in the statement of financial position;
d) The amounts subject to an enforceable master netting arrangement or similar agreement
that are not otherwise included in (b) above, including:

i.  Amounts related to recognized financial instruments that do not meet some or all of -

the offsetting criteria in PAS 32; and
ii.  Amounts related to financial collateral (including cash collateral); and
e) The net amount after deducting the amounts in (d) from the amounts in (c) above.

The amendment affects disclosures only and has no impact on the Group’s financial position
and performance.

e PFRS 10, Consolidated Financial Statements
This standard becomes effective for annual periods beginning on or after January 1, 2013. It

17




replaces the portion of PAS 27, Consolidated and Separate Financial Statements that
addresses the accounting for consolidated financial statements. It also includes the issues
raised in Standing Interpretations Committee (SIC) - 12, Consolidation - Special Purpose
Entities. It establishes a single control model that applies to all entities including special
purpose entities. The changes introduced by the standard will require management to
exercise significant judgment to determine which entities are controlled, and therefore
required to be consolidated by a parent, compared with the requirements that were in PAS 27.

The application of this new standard will not impact the financial position or performance of
the Group.

PYRS 11, Joint Arrangemenis

This standard becomes effective for annual periods beginning on or after January 1, 2013. It
replaces PAS 31, Interests in Joint Ventures and SIC-13, Jointly-controlled Entities - Non-
monetary Contributions by Venturers. It 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 thethod. The application of this new
standard will not impact the financial position or performance of the Group.

PFRS 12, Disclosure of Involvement with Other Entities

This standard becomes effective for annual periods beginning on or after January 1, 2013. It
includes all of the disclosures that were previously in PAS 27 related to consolidated financial
statements, as well as all of the disclosures that were previously included in PAS 31 and

PAS 28. These disclosures relate to an entity’s interests in subsidiaries, joint arrangements,
associates and structured entities. A number of new disclosures are also required. The -

adoption of PFRS 12 will affect disclosures only and have no impact on the Group’s financial
position or performance.

PFRS 13, Fair Value Measurement

This standard becomes effective for annual periods beginning on or after January 1, 2013.

It establishes a single source of guidance under PFRS for all fair value measurements. It 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. Its disclosure
requirements need not be applied in comparative information provided for periods before
initial application of PFRS 13. The Group does not anticipate that the adoption of this
standard will have a significant impact on its financial position and performance.

PAS 1, Financial Statement Presentation - Presentation of Items of Other Comprehensive
Income

The amendment becomes effective for annual periods beginning on or after July 1,2012. The
amendments to the standard change the grouping of items presented in other comprehensive
income. 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. The amendment affects presentation only and there is no
impact on the Group’s financial position or performance.

PAS 19, Employee Benefits (Revised)

The amendment becomes effective for annual periods beginning on or after January 1, 2013.
Amendments range from fundamental changes such as removing the corridor mechanism and
the concept of expected returns on plan assets to simple clarifications and re-wording. The
revised standard also requires new disclosures such as, among others, a sensitivity analysis for
each significant actuarial assumption, information on asset-liability matching strategies,
duration of the defined benefit obligation, and disaggregation of plan assets by nature and
risk.
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Once effective, the Group has to apply the amendments retroactively to the earliest period
presented.

The Group reviewed its existing employee benefits and determined that the amended standard
has significant impact on its accounting for retirement benefits. The Company obtained the
services of an external actuary to compute the impact to the financial statements upon
adoption of the standard. The effects are detailed below:

As at
31 December As at
2012 1 Januvary 2012

Increase (decrease) in:
Congolidated statements of financial position

Retirement payable (B9,594,787) (29,513,481)

Deferred tax asset 794,778 483,992

Other comprehensive income 1,218,702 (19,642)

Retained earnings 9,170,863 10,017,115
2012

Congolidated statement of comprehensive income

Retirement expense B1,157,038

Provision for deferred tax 310,788

Net income 846,252

Other comprehensive income 1,238,344

» PAS 27, Separate Financial Statements (as revised in 2011)
The amendment becomes effective for annual periods beginning on or after January 1, 2013,
As a consequence of the new PFRS 10, Consolidated Financial Statements and
PFRS 12, Disclosure of Interests in Other Entities, what remains in the standard is limited to
accounting for subsidiaries, jointly controlled entities, and associates in separate financial
statements. The adoption of the amended PAS 27 will not have a significant impact on the
separate financial statements of the Group.

o PAS 28, Investments in Associates and Joint Ventures (as revised in 2011)
The amendment becomes effective for annual periods beginning on or after January 1, 2013.
As a consequence of the new PFRS 11, Joint Arrangements, and PFRS 12, the standard has
been renamed PAS 28, nvesmments in dssociates and Joint Ventures, and describes the
application of the equity method to investments in joint ventures in addition to associates.

+ Philippine Interpretation IFRIC 20, Stripping Costs in the Production Phase of a Surface
Mine
The Interpretation is effective for annual periods beginning on or after January I, 2013. This
interpretation applies to waste removal (stripping) costs incurred in surface mining activity,
during the production phase of the mine. The interpretation addresses the accounting for the
benefit from the stripping activity. This new interpretation is not relevant to the Group.

Effective in 2014

e PAS 32, Financial Instruments: Presentation - Offsetting Financial Assets and Financial
liabilifies
The amendments to PAS 32 are to be retrospectively applied for annual perieds beginning on
or afler January 1, 2014. These amendments to PAS 32 clarify the meaning of “currently has
a legally enforceable right to set-off” and also clarify the application of the PAS 32 offsetting
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criteria to scttlement systems (such as central clearing house systems) which apply gross
settlement mechanisms that are not simultancous. The amendments affect presentation only
and have no impact on the Group’s financial position or performance.

Effective in 2015

* PFRS 9, Financial Instruments: Classification and Measurement
The standard is effective for annual periods beginning on or after January 1, 2015. PFRS 9,
as issued, reflects the first phase on the replacement of PAS 39 and applies to the
classification and measurement of financial assets and liabilities as defined in PAS 39,
Financial Instruments: Recognition and Measurement. Work on impairment of financial
instruments and hedge accounting is still ongoing, with a view to replacing 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
OCI or profit or loss. Equity financial assets held for trading must be measured at fair value
through profit or loss. For FVO liabilities, the amount of change in the fair value of a liability
that is attributable to changes in credit risk must be presented in OCI. The remainder of the
change in fair value is presented in profit or loss, unless presentation of the fair value change
in respect of the liability’s 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 into PFRS 9, including the embedded derivative
separation rules and the criteria for using the FVO. The adoption of the first phase of PFRS 9
may 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.

» Philippine Interpretation [FRIC-15, Agreement 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 Securities and
Exchange Commission 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) anid an evaluation of the requirements of
the final Revenue standard against the practices of the Philippine real estate industry is
completed. The application of this interpretation will not impact the financial position or
performance of the Group.

Annual Improvements to PFRSs (2009-2011 cycle)

The Annual Improvements fo PFRSs (2009-2011 cycle) contain non-urgent but necessary
amendments to PFRSs. The amendments are effective for annual periods beginning on or after
January 1, 2013 and are applied retrospectively. Earlier dpplication is permitted.

PFRS 1, First-time Adoption of PFRS — Borrowing Costs

The amendment clarifies that, upon adoption of PFRS, an entity that capitalized borrowing costs
in accordance with its previous generally accepted accounting principles, may carry forward,
without any adjustment, the amount previously capitalized in its opening statement of financial
position at the date of transition. Subsequent to the adoption of PFRS, borrowing costs are
recognized in accordance with PAS 23, Borrowing Costs. The amendment does not apply to the
Group as it is not a first-time adopter of PFRS.
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PAS 1, Presentation of Financial Statements - Clarification of the requirements for comparative
information

The amendments clarify the requirements for comparative information that are disclosed
voluntarily and those that are mandatory due to retrospective application of an accourting policy,
or retrospective restatement or reclassification of items in the financial statements. An entity
must include comparative information 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
retrospective application of an accounting policy, or retrospective restatement or reclassification
of items in the financial statements) are not required. The amendments affect disclosures only and
have no impact on the Group’s financial position or performance.

PAS 16, Property, Plant and Equipment - Classification of servicing equipment

The amendment clarifies that spare parts, stand-by equipment and servicing equipment should be
recognized as property, plant and equipment when they meet the definition of property, plant and *
equipment and should be recognized as inventory if otherwise. The amendment will not have any
significant impact on the Group’s financial position or performance.

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

The amendment clarifies that income taxes relating to distributions to equity holders and to
transaction costs of an equity transaction are accounted for in accordance with PAS 12, Income

Taxes. The Group expects that this amendment will not have any impact on its financial position
or performance,

PAS 34, Interim Financial Reporting - Interim financial reporting and segment information for
total assets and labilities

The amendment clarifies that the total assets and liabilities for a particular reportable segment
need to be disclosed only when the amounts are regularly provided to the chief operating decision
maker and there has been a material change from the amount disclosed in the entity’s previous
annual financial statements for that reportable segment. The amendment affects disclosures only
and has no impact on the Group’s financial position or performance.

Significant Accounting Judgments, Estimates and Assumptions

The preparation of the financial statements in accordance with PFRS requires the Group to make .
judgments and estimates that affect the reported amounts of assets, liabilities, income and

expenses and disclosure of contingent assets and contingent liabilities. Future events may occur
which will cause the judgments and assumptions used in arriving at the estimates to change. The
effects of any change in judgments and estimates are reflected in the financial statements as they
become reasonably determinable.

Judgments and estimates are continually evaluated and are based on historical experience and
other factors, including expectations of future events that are believed to be reasonable under the
circumstances.

Judgments
The following are the critical judgments and key assumptions that have a significant risk of

material adjustment to the carrying amounts of assets and liabilities within the next financial year:

a) Determination of Functional Currency '
The Group has determined its functional currency to be the Philippine peso. It is the currency
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of the primary economic environment in which the Group operates and the currency that
mainly influences the income and expenses.

b) Operating Lease Commitments - Group as a Lessee
The Group has entered into a lease for some of its office spaces and branches. The Group has
determined that it has not acquired all the significant risks and rewards of ownership of the
leased properties because of the following factors: (a) the Group will not acquire the
ownership of the leased asset upon termination of the lease; (b) the Group has no option to
purchase the asset at a price that is sufficiently lower than the fair value at the date of the
option; and (c) the lease term is only for a period of one year, renewable annually.
Accordingiy, the Group accounts for the lease as operating leases.

c) 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 a variety
of valuation techniques that include the use of mathematical 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. The judgments include
considerations of liquidity and model inputs such as correlation and volatility for longer dated
financial instruments (see Note 5).

d) 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
fransactions on an arm’s length basis.

€) Determination of whether the Group is acting as a principal or an agent
The Group assesses its revenue arrangements against the following criteria to determine
whether it is acting as a principal or an agent:

. whether the Group has primary responsibility for providing the goods and services;
. whether the Group has inventory risk;

. whether the Group has discretion in establishing prices; and

*

whether the Group bears the credit risk.

If the Group has deterinined it is acting as a principal, revenue is recognized on a gross basis
with the amount remitted to the other party being accounted for as part of costs and expenses.

If the Group has determined it is acting as an agent, only the net amount retained is
recognized as revenue.

The Group assessed its revenue arrangements and cohcluded that it is acting as principal in
some arrangements and as an agent in other arrangements.

Estimates _
The key assumptions concerning the future and other key sources of estimation uncertainty at the
balance sheet date that have a significant risk of causing & material adjustment to the carrying
amounts of assets and liabilities within the next financial year are discussed below:

a)y Fair value of financial instruments
PFRS requires that cerfain financial assets and liabilities be carried and disclosed at fair value,
which requires the use of accounting estimates and judgments. While significant components
of fair value measurement are determined using verifiable objective evidence (i.e. foreign
exchange rates, interest rates, volatility rate), the timing and amount of changes in fair value
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b)

d)

would differ if the Group utilized a different valuation methodology. Any change in the
assumptions could affect the fair values of these financial assets and Hiabilities.

As of September 30, 2013 and December 31, 201, the fair values of financial assets and
financial liabilities are disclosed in Note 7.

Allowance for credit losses

The Group maintains an allowance for credit losses at a level considered adequate to provide
for potential uncollectible receivables. The level of allowance is evaluated by the Group on
the basis of factors that affect the collectibility of the accounts. These factors include, but are
not limited to, the length of the Group’s relationship with the customers, average age of
accounts and collection experience. The Group performs a regular review of the age and

status of these accounts, designed to identify accounts with objective evidence of impairment -

and provide the appropriate allowance for impairment losses. The review is accomplished
using specific assessment and collective approaches. The amount and timing of recorded
expenses for any period would differ if the Group made different judgments or utilized
different methodologies.

As of September 30, 2013 and December 31, 2012, receivables net of allowance for credit
losses are disclosed in Note 6.

Impairment of AFS equity investments

The Group determines that AFS equity investments 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
decrease by more than 20.00% of the original cost of investment, and ‘prolonged’ as greater
than {2 months. In making this judgment, the Group evaluates among other factors, the
normal volatility in share price.

In addition, 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 September 30, 2013 and December 31, 2012, the
carrying value of AFS investments are disclosed in Note 8.

Estimated useful lives of property and equipment, software and website

The useful lives of the property and equipment, software and website are estimated based on
the period over which the property and equipment, software and website are expected to be
available for use and on the collective assessment of indusiry practice, internal technical
evaluation and experience with similar assets. The estimated useful lives of property and
equipment, software and website are reviewed periodically and updated if expectations differ
materially from previous estimates due to physical wear and tear, technical or commercial
obsolescence and legal or other limits on the use of the property and equipment, software and
website. However, it is possible that future results or operations could be materially affected
by changes in the estimates brought about by changes in factors mentioned above. The
amounts and timing of recording of expenses for any period would be affected by changes in
these factors and circumstances. '

There is no change in the estimated wseful lives of property and equipment, software and
website during the year. As of September 30, 2013 and December 31, 2012, the carrying
values of property and equipment are disclosed in Note 10.

Impairment of nonfinancial assets (except Goodwill)

PAS 36, Impairment of Assets, requires that an impairment review be performed when certain
impairmert indicators are present. Determining the value in use of property and equipment
and other nonfinancial assets, which requiré the determination of future cash flows expected
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to be generated from the continued use and ultimate disposition of such assets, requires the

Group to make estimates and assumptions that can materially affect the consolidated financial
statements.

As of the reporting dates, the property and equipment and software do not have any indication
of impairment.

Fifth Agency Unified Services, Inc. (FAUSI) stopped its normal operations in 2008. FAUSI
suffered consecutive years of losses which the management believes may lead to non-
recovery of their investment.

Impairment of Goodwill

The Group determines whether goodwill is impaired on an annual basis. This requires an
estimation of the value in use of the cash-generating units to which the goodwill is allocated.
Estimating the value in use requires the Group to make an estimate of the expected future
cash flows from the cash-generating unit and also to choose a suitable discount rate in order
to calculate the present value of those cash flows.

Key assumptions used in value in use calculations
The calculation of value in use for both cash-generating units are most sensitive to the
following assumptions explained as follows:

Discount Rares. Discount rates reflect management’s estimate of the risks specific to the cash °*

generating unit. This is the benchmark used by management to assess operating performance
and to evatuate future investment proposals. The discount rate used for the cash-generating
unit is based on the estimated cost of equity. This rate is further adjusted to reflect the market

assessment of any risk specific to the generating unit for which estimates of cash flows have
not been adjusted.

Growth Rate. Growth rate reflects management’s estimate of the cash generating unit’s
earnings potential as a function of economic and indusiry growth and the unit’s strategic

position felative to its competitors. For purposes of the projection, a growth rate of 5.0% was
used.

Sensitivity to Changes in Assumptions

With regard to the assessment of value-in-use of the cash-generating unit, management
believes that no reasonably possible change in any of the above key assumptions would cause
the carrying value of the unit to materially exceed its recoverable amount.

g) Asset retirement obligation

Determining asset retirement obligation requires estiration of the costs of dismantling
installations and restoring leased properties to their original condition. While the Group
believes that the assumptions used in the estimation of such costs are reasonable, significant

changes in these assumptions may materially affect the recorded expense or obligation in the
future period.

h) Accrued retirement costs

The determination of the Group’s retirement cost is dependent on selection of certain
assumptions used by the actuary in calculating such amount. Those assumptions include,
among others, discount rates, rates of future salary increase, expected rate of return on plan
assets and average remaining working lives of employees. Actual results that differ from the
Group’s assumptions are accumulated and amortized over future periods and therefore,
generally affect the Group’s recognized expense and recorded obligation in such future
periods. While management believes that the assumptions are reasonable and appropriate,
significant differences in the Group’s actual experience or significant changes in the
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assumptions may materially affect the pension and other retirement obligation.

i) Deferred tax assets
The Group’s assessment on the recognition of deferred tax assets on deductible temporary
differences is based on the budgeted taxable income of the following period. This budget is
based on the Group’s past results and future expectations on revenue and expenses.

j} Legal Contingencies
The estimate of probable costs, if any, for the resolution of possible claims is developed in
consultation with outside legal counsel handling the Group’s defense in these matters and is  »
based upon an analysis of potential results. Based on management’s assessment, there are no
liabilities that require recognition arising from legal ¢laims.

Segment Information

For management purposes, the Group is organized into major operating business segments as
foilows:

a. Investment holdings
The investment holdings segment deals in the acquisition and sale of financial instruments.

b. Remittance services
The remittance services segment provides the infrastructure and services as the largest direct
agent for money transfer of Overseas Filipino Workers. Beyond the remittance business, this
segment facilitates the fulfiliment of e-commerce transactions and serves as a payment
platform for any Business to Business (B2B) or Business to Customers (B2C) initiative.

c. Internet services
The internet services segment is engaged in the business of internet online-related products

relating to a database search engine. 1t also provides enterprise and consumer solutions via
products of the internet.

d. Mutual fund management
This segment deals in the management of mutual funds.

The Group mainly operates and generates revenue in the Philippines only, (i. €., one geographical
location). Thus, geographical segment information is not presented.

The Group has no significant customers which contribute 10.00% or more of the consolidated
revenues.

Cash and Cash Equivalents

This account consists of:

| | September 30, 2013 December 31,2012

Cash in banks 171,760,256 341,781,632
Short-term placements 4,222,041,327 1,027,360,145
Total 4,393,801,583 1,369,141,777

Cash in banks earn interest at the prevailing bank deposit rates. Short-term investments are made
for varying periods of one to three months depending on the immediate cash requirements of the
Group, and earn interest at the prevailing short-term investment rates.
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6. Loans and receivables

This account consists of

Due from:
Western Union 361,131,150 456,748,895
Broker 0 30,003,989
Sub-agents 15,556,761 15,174,922
Business partners - 3,615,263
Unquoted debt securities - 480,565,787
Receivable from advertising and web
development services 35,040,829 42529019
Accrued interest 24,123,707 38,526,078
Trade receivable 16,662,331 11,737,072
Advances to officers and employees 3,893,833 3,429,063
Others 248,122,797 21,204,528
705,131,408 1,105,934,616
Less allowance for credit losses (41,030,755) 43,435,130
664,100,653 1,062,499,486

Aging of Loans and Receivables
As of September 30, 2013

No. of Days Reeeivable from

Due trom \'l'.

Others

Total

671,597,384|

Cutrent {1-30 days) 2,106,805 361,131,150 308,359,429

31-60days 892,680 | - - 892,680

61— 90 days 1,251,990 | - - 1,251,990

Over 90 days 31,389,354 | - - 31,389,354 . .-
TOTAL 35,640,829 361,131,150 308,359,429 705,131,408 -

Due from Western Union represents pay-outs from e-Business covering fund transfers and
remittance services, which were not yet reimbursed by Western Union as of the reporting date.

Due from sub-agents arising from money transfer services are shown net of related payables to the
same sub-agent. Sub-agent accounts showing net payable balances are shown under ‘Accounts
payable and other current liabilities” in the consolidated statements of financial position.

Unquoted debt securities represent investment in a credit linked note. This credit linked note isa *
financia! instrument structured with an embedded credit default swap in relation to the linked
obligation, a global bond issued by SM Investment Corporation to ING Bank. Aside from the
credit defauit swap, the note contains an embedded foreign exchange option wherein the issuer

has the option to pay interest in USD or in an equivalent amount of PHP calculated at the foreign
exchange period end rate. No bifurcation was made on the embedded derivatives.

The advances to officers and employees are either subject for liquidation or collectible through

salary deduction.

The terms and conditions of receivables are as follows:
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¢ Due from sub-agents, business partners and Western Union are noninterest bearing and are
generally on a one to four days’ term.

¢ Due from broker is noninterest-bearing and are usually collectible on a 3-day term.

* Receivables from advertising and web development services are normally collectible within
two to four months after completion of the contract while other receivables are due and '
demandable upon completion of the transaction.

» Interest receivables are generally collectible on a 180-day term.

* Due from affiliates represents short-term noninterest bearing advances for working capital
requirements,

*  Other receivables such as business pariners and prudential guarantees are all short-term in
nafure,

7. Financial Assets at FVPL

This account consists of investments in:

September 30,2013 December 31,2012

Held-for-trading |

Government bonds 427,898,302 385,781,634
Corporate securities ) - . 61,575,000
Derivative asset .
Cumrency forward contracts 2,625,000 2,801,400
430,523,302 450,158,034 '

8. Available-For-Sile Investments

This account consists of investments in:

September 30,2013 December 31,2012

Debt securities 1,894,495,925 1,605,784,164
Equity securities 1,528,035,970 1,667,064,599
Mutual funds 1,706,040,423 1,583,970,477
. 4,856,819,240

Allowance for impairment losses - (239,312)
5,128,572,318 4,856,579,928

9. Prepaid Expenses and Other Current Assets

This account consists of:

September 30,2013  December 31,2012

Prepaid expenses . 2,461,136
Input value-added tax . 12,309,670 3,253,030
Creditable withholding tax . 7.279,747 536,782
Others ' 14,018,840 2,463,222

33,608,257 8,716,170
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10. Property and Equipment
Details of this account are presented below: .
September 30,2013 December 31,2012
Cost 316,594,210 342,469,816
Less: Accumulated Depreciation (275,665,526) 296,559,266
40,928,684 45,910,550
‘ 11. Other Noncurrent Assets
This account consists of:
0 ) 0
Receivable from sale of investments - 96,592,600] -
Rental and other deposits 23,670,893 20,729,593
Software and website - net 52,904 3,220,609
Others 600,259 810,483
121,353,285
Less: Allowance for credit losses 96,815,015
24,324,056 24,538,270
12. Accounts Payable and Other Current Liabilities
‘ This account consists of: _
September 30,2013 December 31,2012
Dug to sub-agents and brokers 199,907,739 196,929,646
Accrued expenses 49,674,638 51,534,561
Trade 4,781,787 24,605,822
Others 39,582,294 25,121,506
293,946,458 298,281,535
Terms and conditions of financial liabilities follow:
s  Due to sub-agents and brokers are noninterest-bearing and are normally seitled
on a two to four days’ term.
¢ Accrued interest are payable within 30 days from its accrual.
¢ Trade payables, accrued expenses and other payables are noninterest-bearing and are
normally settled on a 60 to 90-day term.
i3.

General and Administrative Expenses

This account consists of*

- R i September 30,2013 September 30,2012

Salaries, wages and allowances 90,705,348 89,637,877
Rent and utilities 64,778,406 63,394,916
Outside services 48,171,375 44,699,575
Professional fee . 3,501,152 31,200,706
Office supplies 8,131,429 8,643,859
Taxes and licenses 13,775,071 8,159,720
Transportation and travel 2,796,860 3,334,541
Representation 3,439,363 1,667,271
Advertising 625,224 666,149
QOthers 14,399,727 16,571,271

250,323,955 267,975,885
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14,

Retirement Costs

e—Business has a funded, noncontributory defined benefit pension plan covering substantially all
of its qualified employees. The Parent Company and Yehey! have an unfunded, noncontributory
defined benefit pension plan covering substantiaily all of their qualified employees.

15,

Equity
a. Capital Stock - Bl par value of common shares
The details of this account are shown below:

Authoiized shares _ 2,250,000,000
Issued and outstanding shares 2,235,390,633

b. Treasury stock
On various dates in 2009, the Parent Company reacquired a total of 26.9 million shares for an
aggregate price of 35.1 million. The aggregate amounts are presented in the consolidated

financial statemerits as ‘Treasury stock’.

In addition, on various dates in 2010, the Parent Company reacquired a total of 134.9 million
shares for an aggregate price of B153.4 million. *

Also on various dates in 2013, the Parent Company reacquired a total of 744 thousand shares
for an aggregate price of 1.9 million

16.

Related Party Transactions

Parties are considered to be related if one party has the ability to control the other party or
exercise significant influence over the other party in making financial and operating decisions.
This includes: (a) individuals owning, directly or indirectly through one or more intermediaries,
control, or are controlled by, or under common control with, the Group; (b) associates; and,

(c) individuals owning, directly or indirectly, an interest in the voting power of the Group that
gives them significant influence over the Group and close members of the family of any such
individual. :

17. Financial Risk Management Objectives and Policies

The Group’s principal financial instruments comprise cash and cash equivalents, AFS investments,
financial assets at FVPL and notes payable. The main purpose of these financial instruments is to
finanee the Group’s operations. The Group has vatious other financial assets and liabilities such as
trade receivables, deposits and accounts payable and other current liabilities, which arise directly from
its operations.

The main risks arising from the Group’s financial instruments are credit risk, liquidity risk and market
risk. The BOD reviews and approves the policies for managing each risk and these are summarized
below:
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Credit Risk

Credit risk is the risk that the Group will incur a loss because its customers or counterparties failed to
discharge their contractual obligations,

The Group®s credit exposures are to the National Governmetit of the Philippines through investments

in government securities, to blue-chip local firms through equity and corporate bond holdings and to
commercial banks through its short-term deposits.

Liquidity Risk

Liquidity risk is the risk that the Group will be unable to meet its payment obligations when they fall
due under normal and stress circumstances. To limit this risk, the Group closely monitors its cash
flows and ensures that credit facilities are available to meet its obligations as and when they fall due.
The Group also has a committed line of credit that it can access to meet liquidity needs. Any excess

cash is invested in short-term money market instruments. These investments are maintained to meet
maturing obligations.

Market Risk

Market risk is the risk that movements of market prices will adversely affect the Company*s financial
condition. In managing its market risk exposure, the Company focuses on managing price (risk of loss
arising from any change in the value of any asset or trading instrument) and foreign exchange risks
(risk of loss arising from fluctuations in exchange rates).

18. Basi¢/Diluted Earnings Per Share

30-Sep-13 30-Sep-12 30-Sep-11
{a) Net income attributable to equity holders of
the Parent Company 583,639,112 310,588,702 416,259,189
() Weighted average outstanding shares 2,099,791,133 2,100,535,133 2,100,535,133
(¢} Basic/Diluted eamings (loss) per share (a/b) _0.28 0.148 0.198
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