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PART | - BUSINESS AND GENERAL INFORMATION
Item1. Business
A. Description of Business
(1) Business Development.

NOW Corporation (the “Company”) was originally incorporated on June 5, 1996 as MF Schroder &
Co., Inc., initially to engage in the purchase and sale of securities. MF Schroder & Co., Inc. was then a wholly-
owned subsidiary of Amalgamated Investment Bancorporation (AIB), a full-fledged and duly licensed
investment house.

In January 2002, MF Schroder & Co., Inc. was renamed Cashrounds, Inc. (Cashrounds), with the
primary purpose to engage in the business of securities brokerage relating to the sale, transfer or exchange of
every description of shares of stock and bonds, and to execute such transactions with the use of information
technology.

On March 22, 2005, a Memorandum of Agreement was executed by AIB and Gamboa Holdings, Inc.
(Gamboa), whereby AIB agreed to sell and Gamboa agreed to purchase 18,171,286 or 2/3 of the shares of
stock of Cashrounds at an aggregate purchase price of Php74,395,000.00.

The sale of Cashrounds shares to Gamboa was made on June 3 and August 30, 2005 which resulted
in Gamboa owning 66.67% of Cashrounds.

On April 28, 2006, Cashrounds entered into a Memorandum of Agreement (MOA) with NOW Telecom
Company, Inc., formerly known as Next Mobile, Inc. (NOW Telecom) and five controlling shareholders of NOW
Telecom namely, Top Mega Enterprises Limited, Joyce Link Holdings Limited, Gamboa Holdings, Inc., Emerald
Investments Inc., Food Camp Industries and Marketing, Inc. (the five companies collectively known as NOW
Telecom Shareholders) whereby existing shares of NOW Telecom owned by the NOW Telecom Shareholders
were swapped with new shares issued by Cashrounds pursuant to an increase in authorized capital stock.

As a result of the above-mentioned exchange of shares of stock, the NOW Telecom Shareholders
acquired 97% equity interest of Cashrounds, while Cashrounds acquired 19% of NOW Telecom.



On September 19, 2006, the Securities and Exchange Commission (SEC) approved the increase in
the authorized capital stock of Cashrounds to Php1.320 billion with corresponding increase of its paid-up
capital to Php1,317,278,350 as well as the change of the corporate name from Cashrounds, Inc. to Information
Capital Technology Ventures, Inc.

On July 24, 2008, the SEC approved the amendment of Article Il of the Articles of Incorporation of the
Company’s Primary Purpose to read as follows:

To engage in the business of providing telecommunications, media and information
technology products and services, such as but not limited to the research, development,
production, management, marketing, and operation of the following: telecommunications
value added services through companies duly licensed to engage in wired and wireless, fixed
and mobile communications; software and hardware technology, business process
outsourcing, call center and other information technology applications; digital media and other
media except mass media; and to do all activities directly or indirectly connected therewith or
incident thereto.

On December 10, 2008, the Philippine Stock Exchange (PSE) approved the application of the
Company to list additional shares to cover its share-for-share swap transactions with the shareholders of NOW
Telecom. In addition, PSE likewise approved the Company’s transfer from the SME Board to the Second
Board of the Exchange.

On February 20, 2009, the PSE issued a circular informing the investing public of the Company’s
listing of additional 1,289,278,350 common shares effective February 24, 2009. This is to cover the share-for-
share swap transactions with the shareholders of NOW Telecom, namely, Top Mega Enterprises Limited,
Gamboa Holdings, Inc., Emerald Investments, Inc., Joyce Link Holdings Limited and Food Camp Industries and
Marketing, Inc., at a swap price of #1.00 per share.

The transfer of the Company from the SME to the Second Board finally took effect on June 29, 2009.

On March 12, 2010, the Board of Directors of the Company (BOD) approved the Company’s transfer
from the Second board to the First Board of the Exchange. In addition, the BOD approved the Company’s
increase in authorized capital stock from P1.32 billion to P5 billion as well as the listing of the additional shares
from the increase. Finally, the BOD approved the amendment of the Company’s By-Laws that will allow waiver
of pre-emptive rights.

On August 3, 2010, the SEC approved the Amendment of the Seventh Article of the Articles of
Incorporation of the Company to read as follows:

No stockholder shall have any pre-emptive right of subscription to any class of shares of stock
of this Corporation, whether to the present authorized capital stock or any future increases
thereof.

On September 1, 2010, the Company entered into an agreement with Softrigger Interactive, Inc. and
Mr. Carlos C. Sevilla whereby the Company shall subscribe to new shares of stock of Softrigger Interactive,
Inc. totaling 34,134 which will be equivalent to 50% equity interest in Softrigger Interactive, Inc. post
investment.

On October 1, 2010, the Company entered into an agreement with Holy Cow Animation, Inc., Ms.
Marilyn D.L. Montano and Mr. Danilo F. Montano whereby the Company shall subscribe to new shares of stock
of Holy Cow Animation, Inc. totaling 53,937 shares which will be equivalent to 50% equity interest in Holy Cow
Animation, Inc. post investment.



Holy Cow Animation, Inc. is engaged in the business of providing computerized animation services for
film and/or television, including conceptualization, production and execution of shows, programs and
advertising campaigns using animation.

On December 20, 2010, the Company entered into an agreement with Softweb Consulting, Inc., Ms.
Rhennie T. Viloria, Mr. James Michael V. Santiago and Ms. Angel Madonna V. Santiago whereby the Company
shall purchase/subscribe to shares of stock of Softweb Consulting, Inc. totaling 5,050 which will be equivalent
to 50% equity interest in Softweb Consulting, Inc. post investment.

Softweb Consulting, Inc. is engaged in the business of IT consulting services and reseller of software
and hardware and other related products.

On December 21, 2010, the Company entered into a subscription agreement with Thumbmob
Philippines, Inc. (Thumbmob) to subscribe to new shares of stock of Thumbmob totaling 145,834 shares which
will be equivalent to 50% equity interest in Thumbmob, post investment. The Investment and Subscription
Agreement with Thumbmob is subject to the confirmation by the Board of Directors of the Company.

On March 8, 2011, the Company filed with PSE its application for transfer from the Second Board to
the First Board of the Exchange.

The amendment of the Company’s Secondary Purposes to include the following was ratified by the
stockholders of the Company during the June 2, 2011 Annual Stockholders’ Meeting.

a. To provide professional services and manpower in the field of telecommunications, media and
information technology.

b. To buy, sell, lease, assemble, import, export, process and deal in any and all classes of materials,
merchandise, supplies and commaodities of every kind and nature;

c. To act as commission agent, manufacturer’s representative, or principal for the purchase, sale
distribution, manufacture, assembly, import or export of any and all classes of materials,
merchandise, supplies and commodities of every kind and nature; and

d. To engage in and carry on the business of general and retail merchants, traders, factors, agents,
manufacturers, processors, dealing in or with any and all classes of materials, merchandise,
supplies and commodities of every kind and nature.

On March 17, 2011, the Company’s Board of Directors confirmed/ratified the establishment of the
Company’s wholly-owned subsidiary named J-Span IT Services, Inc. in Tokyo, Japan. The Board likewise
approved the establishment in the Philippines of a wholly-owned subsidiary to be named I-Resource
Consulting International, Inc.

On May 25, 2011, the SEC approved the incorporation of I-Resource Consulting International, Inc. as
a wholly owned subsidiary of the Company.The primary purpose of I-Resource Consulting International, Inc. is
to provide consulting, technical advice and professional advisory services to persons, firms, association,
corporations, partnerships and other entities.

On June 10, 2011, the SEC approved the incorporation of Porteon SEA, Inc., a wholly-owned
subsidiary of the Company with the primary purpose of engaging in the business of manufacturing, marketing
and selling of vehicles of all types, including but not limited to electric vehicles.

The amendment of the Secondary Purposes was approved by the SEC on August 25, 2011.

On September 02, 2011, the Company entered into a Memorandum of Understanding with Huawei
International Pte., Ltd., Huawei Technologies Phils., Inc. and NOW Telecom. The parties desire to explore the
possibility of entering into a business relationship which will allow each party to provide its respective
contribution in order to attain the common purpose of implementing NOW Telecom’s nationwide build-up plans.



The milestone agreement is expected to enhance the information capabilities of the Company and NOW
Telecom in partnership with the world’s largest information technology company Huawei.

On December 9, 2011, the Company executed a Memorandum of Agreement with the Filipino
American Chamber of Commerce of Orange County, a non-profit organization in the State of California, for the
use of a digital media portal through the Company’s latest technology platform NowPlanet. TV.

On August 25, 2012, the SEC approved the incorporation of I-Professional Search Network, Inc., a
wholly-owned subsidiary of the Company. The primary purpose of I-Professional Search Network, Inc. is the
recruitment and placement of workers domestically. This is aimed at broadening the Company’s base in the
area of service-related business as well as to complement the Company’s other wholly-owned subsidiary, I-
Resource Consulting International, Inc., which provides consulting, technical advice and professional advisory
services to persons, firms, association, corporations, partnerships and other entities.

The Board of Directors and Stockholders of the Company approved the name change from Information
Capital Technology Ventures, Inc. to Now Corporation on 02 July 2013 and 06 June 2013, respectively. On 16
August 2013, the SEC issued the Certificate of Filing of Amended Articles of Incorporation and the Certificate of
Revision of the Title of Amended By-Laws certifying the said name change.

On December 27, 2013, the Company paid the amount of Php3,000,000.00 for the Company’s
subscription to 110,000 shares (at Php100.00 per share) on the proposed increase in the authorized capital
stock of I-Resource from Php1,000,000.00 to Php12,000,000 or increase from 10,000 shares to 120,000
shares. The proposed increase in the authorized capital stock of i-Resource was approved by the SEC on April
2,2014.

During the Special Stockholders’ Meeting held on January 22, 2015, the shareholders approved the
following: 1) increase of the capital stock of the Company from Php1.32B to Php2.120B or an increase of
Php800M; 2) conversion of advances made by a shareholder, Velarde, Inc., in the amount of Php200M; 3)
application for listing with the PSE of the additional 200M shares to be issued from the increase in authorized
capital; and 4) waiver by a majority vote representing the outstanding shares held by the minority shareholders
present of the conduct of a rights or public offering of the shares to be subscribed by Velarde, Inc. The
Company’s Board of Directors had previously approved a higher increase of Php2.7B during its November 27,
2014 meeting. However, upon further study and discussion, a lower amount was recommended and approved
by the Board during a special meeting held on 22 January 2015 prior to the Special Stockholders’ Meeting
scheduled on the same day.

On 17 December 2015, the Securities and Exchange Commission approved the Company’s increase
in authorized capital from Php1,320,000,000.00 divided into 1,320,000,000 shares of the par value of Php1.00
each to Php2,120,000,000.00 divided into 2,120,000,000 shares of the par value of Php1.00 each.

At the 29 April 2016 Special Meeting of the Board of Directors, the Board approved the increase of the
authorized capital stock of the Company from Php2.120B to Php3.0B. The Board likewise approved the
conversion into equity of the 264M advances accumulated since year 2011 from a shareholder, Velarde, Inc.,
at a conversion price of Php1.22/share computed/ based on the daily average of the volume-weighted average
price of NOW shares for a 30-day trading period ending 14 April 2016; Finally, the Board approved the listing of
216M shares that will be issued out of the said conversion and increase in authorized capital stock.

In its 02 September 2016 Special Meeting, the Board of Directors approved the amendment of the
Seventh Article of Incorporation to authorize the creation of Sixty Million (60,000,000) Redeemable,
Convertible, Non-Participating and Non-Voting Preferred Shares with or without Detachable Warrants with a
par value of One Peso (Php1.00) per share. The Board likewise approved the setting of the special
stockholders’ meeting on 08 November 2016 with the record date of 28 September 2016.

During the 08 November 2016 Special Stockholders’ Meeting, the shareholders present, by a
unanimous vote, approved the following: 1) Minutes of the Annual Stockholders’ Meeting held on 02 June
2016; 2) Amendment to the Seventh Article of Incorporation (creation of 60M Redeemable, Convertible, Non-
Participating, and Non-Voting Preferred Shares with or without Detachable Warrants with a par value of One
Peso (Php1.00) per share; 3) Approval for listing of 60M Redeemable, Convertible, Non-Participating, and Non-
Voting Preferred Shares with or without Detachable Warrants with a par value of One Peso (Php1.00) per
share; 4) Approval for issuance and public offering of 60M Redeemable, Convertible, Non-Participating, and



Non-Voting Preferred Shares with or without Detachable Warrants with a par value of One Peso (Php1.00) per
share.

The Shareholders likewise expressly granted the authority to the Board of Directors to determine: (1)
whether the issuance of the Preferred Shares shall be with or without warrants; (2) the actual number of
warrants to be issued in connection thereto, which shall in no case be more than two (2) times the total number
of Preferred Shares to be issued; (3) the total number of underlying common shares to be issued in connection
with such warrant, which shall in no case be more than the number of warrants to be issued; and (4) to
determine all other terms and conditions of the warrant including the strike price.

In its 21 December 2016 Regular Meeting, the Board of Directors approved the filing of the
Registration Statement, Listing Application and the terms and conditions and such other relevant acts in
connection with the intended public offering of shares of the Company.

On 10 January 2017, the Securities and Exchange Commission issued to the Company a Certificate of
Filing of Amended Atrticles of Incorporation (Amending Article VIl reclassification of P60,000,000.00 Common
Shares to Preferred Shares thereof).

At the 20 January 2017 Special Meeting of the Board, a resolution was passed approving the issuance
of detachable warrants in connection with the public offering of the Company’s preferred shares;

At the 07 August 2017 Regular Meeting of the Board of Directors, the following resolutions were
approved: 1) Acceptance of disengagement of SB Capital Investment Corporation (“SB Capital”) as one of the
Joint Issue Managers, Joint Bookrunners and Joint Lead Underwriters. 2) Appointment of SB Capital as the
Company’s Financial Advisor; 3) Grant of authority to the Chairman and President and CEO to negotiate and
engage the services of an Issue Manager, Bookrunner, Lead Underwriter for its proposed public offer of
preferred shares; 4) Reduction of the Company’s proposed public offering of its preferred shares from 15M
preferred shares with 30M warrants to 5M preferred shares with 30M warrants thus resulting in the reduction of
the offer size from Php 1.5B to Php 500M.

In its 20 December 2017 Regular Meeting, the Board approved, in relation to its conduct of Public
Offering by way of a Follow-On Offering (‘FOQ”) of its Preferred Shares of stocks, the offer and sale of up to
10,000,000 out of the 60,000,000 redeemable, convertible, non-participating and non-voting preferred share
with detachable warrants out of the unissued portion of the authorized capital stock of the Corporation (the
“Offer Shares”) and up to 20,000,000 Detachable Subscription Warrants to be issued free of charge with
20,000,000 underlying common shares (collectively, the “Warrant”).

On 22 December 2017, NOW Corporation filed its Registration Statement and Prospectus with the
Securities and Exchange Commission (“SEC”) pursuant to the Company’s application for the Follow-On
Offering of 5,000,000 redeemable, convertible, cumulative, non-participating, non-voting, Peso-denominated,
preferred shares with an Oversubscription Option of [5,000,000] with a par value of one peso (P1.00) per share,
with 10,000,000 detachable subscription warrants to be issued free of charge with 10,000,000 underlying
common shares, with an Oversubscription Option of 10,000,000 Warrants and 10,000,000 underlying common
shares of NOW Corporation.

In its 15 March 2018 Regular Meeting, the Board resolved to delegate to the Executive Committee the
setting of the final conversion price related to the conversion into equity of the Php264,000,000.00 advances
from a shareholder. Said conversion into equity was previously approved in 2017 by both the Board and the
Stockholders, respectively, and was likewise promptly disclosed to the Philippine Stock Exchange.

On 15 March 2018, Atty. Lucas C. Carpio, Jr. tendered his resignation as an Independent Director of
the Board of Directors of the Corporation effective on the same date.

The shareholders present by a unanimous vote likewise affirmed / confirmed their approval, made at
the 02 June 2016 Annual Stockholders' Meeting, of the increase in authorized capital stock of the Company as
well as the conversion into equity of the Php264M advances from a shareholder, Velarde, Inc., at the
conversion price computed based on the daily average of the Volume-Weighted Average Price of NOW



Corporation shares for a 30 day trading period ending 14 April 2016 as well as the listing of corresponding
shares that will be issued out of the said conversion. The conversion price shall be set between Php1.50 per
share to Php1.70 per share range. The Board of Directors is given the delegated authority to finalize the terms
and other details pertaining to such increase and conversion price within the respective ranges herein set forth.

On 22 June 2018, the Securities and Exchange Commission issued the Certificate of Filing of
Enabling Resolution in relation to the Company’s offer of 5,000,000 Redeemable Convertible Cumulative Non-
Participating Non-Voting Peso-denominated Preferred Shares and designate the series as the Preferred “A”
Shares with an Oversubscription Option of 5,000,000 Preferred A Shares, with 25,000,000 underlying
Common Shares and an additional 25,000,000 Common Shares upon the exercise of the Oversubscription
Option, which Common Shares shall be issued upon conversion of the Preferred Shares, with Detachable
Warrants, under the terms and conditions thereof.

On 27 June 2018, the Philippine Stock exchange approved the application of the Company to list an
additional 200,000,000 common shares to cover its debt-to-equity conversion transaction with its shareholder.

At the Special Meeting of the Board of Directors of NOW Corporation held on 11 October 2018, the
Board approved the conversion into equity by its shareholder Velarde, Inc. in the amount of Two Hundred Nine
Million Pesos (Php209,000,000.00) with the conversion price computed based on the Volume Weighted
Average Price (VWAP) of the 30-day trading period ending 11 October 2018.

At the special meeting of the Board of Directors of NOW Corporation held on 28 December 2018, the
Board approved the Company's equity restructuring plan by reducing the par value of the common shares of
stock of the Company and by applying the resulting additional paid-in capital to eliminate its accumulated
deficit. For this purpose, the Board approved the amendment of Article Seventh of NOW's Articles of
Incorporation to reduce the par value of common shares from One Peso (Php1.00) per share to Seventy
Centavos (Php0.70) per share, and the resulting decrease of NOW'’s authorized capital stock from
Php2,120,000,000.00 divided into 2,060,000,000 common shares with par value of One Peso (Php1.00) each
to Php1,442,000,000 divided into 2,060,000,000 common shares with par value of Seventy Centavos
(Php0.70) each.

(2) Business of the Company

Pursuant to its new primary purpose, the Company has recently shifted its operations into
Telecommunications, Media and Technology (TMT). lts new primary purpose is primarily engaged in the
business of providing telecommunications, media and information technology products and services
under its three key operating business segments, namely: (i) Software Licenses and Services; (ii) IT
Manpower and Resource Augmentation; and (iii) Broadband and Wireless Cable TV Services. The
Company’s diverse products and services portfolio include software application development and
maintenance, collaboration software solutions, web integration, web and mobile applications
development, technical and maintenance services, IT manpower and resource augmentation, project
implementation and management, managed services outsourcing, and fixed wireless broadband services,
among others. The Company also offers value-added services through partnerships with companies
licensed to provide wired and wireless, fixed and mobile communications and cable TV services.

Among the programs that the Company is currently offering would be TMT services such as
broadband networks worldwide, cloud hosting service, virtual private networks, multimedia content, online
gaming, web hosting, cloud-based multimedia conference, cloud-based mail and messaging service, electronic
communications network and services.

In 2016, the Company expanded its service offerings with the introduction of its “Fiber-in-the-Air” fixed
wireless broadband service with a CIR of up to 700 Mbps, a first of its kind in the Philippines. Through its
partnership with NOW Telecom and Newsnet, a wireless telecommunications operator and a cable TV service
provider, respectively, the Company offers an affordable, alternative and high-speed broadband service of up
to 700 Mbps and wireless cable TV services to the underserved and unserved large enterprises such as
schools, hospitals, hotels, high-end residential buildings, and commercial buildings with multiple BPO locators.
Currently, the Company’s client broadband subscription ranges from 5 Mbps to 100 Mbps, which may be
further increased to up to 700 Mbps, depending on the clients’ bandwidth requirements. The Company



positions its fixed wireless broadband service either as primary, alternative or as an auxilary link to existing
broadband service providers.

The Company’s Fiber-in-the-Air fixed wireless broadband service allows its subscribers to download,
upload, stream and share files simultaneously without compromising performance. The Company deploys
competitively priced high-speed broadband bandwidth resources with high availability through its Point-to-Point
and Point-to-Multipoint Radios. From providing Software Licenses and Services to adding IT Manpower and
Resource Augmentation and Broadband Wireless Cable TV Services, the Company intends to deliver high-
speed broadband services with a CIR of up to 700 Mbps which may be bundled with enterprise collaborations
solution, wireless cable television and interactive multi-media applications.

In 2018, The Company, along with its affiliate NOW Telecom launched the “Network ng Mamamayang
Pilipino,” (NOW NMP) aimed at democratizing the Philippine Telecommunications business by providing
internet connectivity solutions across the Philippines through exclusive-distributorship agreements with
business partner. NOW prides itself to be a pro-Filipino company with a vision of empowering Filipino
enterprises operate businesses that will shape the country’s digital landscape.

Business Partners

NOW Telecom Company, Inc. (“NOW Telecom”), is a business partner which is in a unique position
to meet the unabated increase in demands for high speed broadband connectivity of large and medium
enterprises, government organizations, educational and medical institutions, financial institutions, multi-tenant/
multi-level commercial and residential buildings, clustered urban residential communities and special economic
zones. This company is at the forefront in employing the latest state-of-the art wireless technologies to address
the demands of clients for customized solutions yet cutting-edge broadband technology.

The International Business Machines Corporation (“IBM”), is an American multinational technology
and consulting corporation. Since establishing its presence in the Philippines in 1937, it has evolved to become
the leader in information technology, providing hardware, software and IT-enabled services to both local and
global clients. IBM is known for the quality of its products and services in a long-standing tradition of
excellence, customer satisfaction, and commitment to business ethics and integrity.

The Asian Institute of Journalism and Communication, Inc. (“AlJC”), is a Knowledge
Management Center organized in 1980 as a graduate school of journalism, founded on the philosophy that
communication is a vital development resource to be used to advance the common good. It has a solid record
of more than 30 years in the communication field — as a graduate school for communicators and journalists, a
center for continuing education in journalism, communication, and knowledge management, and a research
and consulting firm advocating policies and implementing programs and projects that address development
issues and concerns both at the levels of national decision making and community-based initiatives.

Brands
WebsiteExpress.Biz (“WebsiteExpress.Biz”) is a one-stop shop website development service -
providing micro, small and medium sized enterprises affordable, professional websites in as fast as 5 days.

Products and Services

A. Software Licenses and Services

¢ |IBM Collaboration Solutions
In partnership with IBM, the Company provides IBM collaborations solutions such as provision of software and
IT-enabled services aimed at developing business solutions and applications to ease business operations and
boost productivity of business enterprises. The Company has been categorized as a premier business partner
of IBM as an affirmation of its superior skills and market success. The Company resells essential IBM tools and
products that are designed to enable new capabilities that improve business processes and help engage clients
and employees in new ways. These IBM tools and products include software for instant messaging that
facilitates integrated team collaboration accessible by the client's employees across all applications and



devices; file sharing and enterprise electronic mails which the client can integrate in its business application
allowing enterprises to have easy use real-time connections and communication within their office space; and
IBM Ustream video platform which can be utilized by enterprises to distribute content via video.

Aside from these, the Company also resells at a competitive price IBM smartcloud services which include tools
for social business in the cloud. The Company also offers a wide array of IT software services including: (i)
software application development, maintenance and support; (ii) data analytics; (iii) e-forms; and (iv) portal, all
aimed to enhance the client's overall experience. These services simplify business operations through
integrating digital technologies and functionality into a system.

The Company’s services also include technical services namely: migration, network administrator services,
technical support and other services related to the maintenance of IBM products.

From 2014 to 2015, the Company was hailed as the “Number One Software Collaboration Business Partner in
the Philippines” by IBM, a Fortune 500 multinational IT and consulting company, and one of the world’s top
providers of computer products and services. IBM has been the Company’s partner in delivering its
collaboration software solutions since 2010.

e Cloud Hosting Services
Cloud hosting services cover the virtualization of the IT infrastructure to mitigate the rapid pace of technology
obsolescence. These services are available to individual, small medium enterprises and corporate users in two
primary space categories: (i) dedicated; and (ii) shared.

In a dedicated space arrangement, clients are allocated dedicated hardware for their exclusive use. Shared
set-up are for clients with processing requirements that are not fixed, and which are clustered into a shared
hosting server with pre-defined performance commitments.

e  Virtual Private Networks
VPN is an end-to-end protection and encryption services on network connectivity that ensures secured data
transport. The Company’s VPN service provides anonymity on the client's connection to the internet by using
thousands of IP addresses and various server connections worldwide. VPN services passes internet filters
allowing secure internet access. It also routes all data transport traffic with new IP address through affiliated
secured servers located in various locations. This provides tracking difficulty and ensures a slim probability that
data transmission will be compromised.

e Cloud-based Multimedia Conferencing Services
Cloud-based multimedia conferencing services consist of cloud-based server and applications capable of
hosting multimedia conferencing application that will visually connect people in different physical locations in
the virtual space. This service is ideal for conducting classes, presentations, events, meetings, and lectures for
participants from multiple locations. This service provides a cost effective participation of more individuals from
multiple locations.

e Web Hosting, Cloud-based Mail and Messaging Services
Web hosting services vary from personal to corporate with e-commerce application development, content
management, database and search engine optimization support. Cloud-based mail services carry a variety of
mail services ranging from electronic mail, facsimile mail, voice mail and video mail. Cloud-based mail services
also include storage, calendar, contact and task management, and virus protection. These are available to
individual, small medium enterprises and corporate clients.

o Digital Media Production

The Company also offers services such as website development, mobile application development, and
animation that can be used by business enterprises to create, manage and sustain their marketing and
communications through digital channels that are simple, functional and effective across multiple market
segments. These services allow business enterprises to increase their engagement with potential customers
and to create an online presence in order to capture a wider base market. One of the Company’s notable
projects is the “It's More Fun in the Philippines” website and mobile application that supported the campaign of
the Department of Tourism.

The Company offers its web development through WebsiteExpress.Biz. The Company has established the
brand WebsiteExpress.Biz as its vehicle in delivering quality and globally compliant websites catering to micro
and medium-sized enterprises. WebsiteExpress.Biz is a one-stop website development service operator that
provides development, domain, hosting, secure sockets layer certificates, shopping cart, electronic mail, among



others, without engaging multiple service providers. It operates at a subscription model, providing micro and
medium-sized enterprises and individual subscribers quality, affordable and efficient websites in a span of five
(5) days. One of the key features of WebsiteExpress.Biz is its responsive web design which allows a website to
be responsive in all mobile devices without developing a dedicated mobile application for each kind of device.

Under its mobile application development, the Company offers customized mobile applications such as
cinematic three-dimensional, game-based learning, rich media, html5 animation and gestures to allow
businesses to enhance customer experience and increase brand loyalty. Through its competencies in digital
media production, the Company can cater to the requirements and specifications of each client in order to
deliver quality mobile applications for their businesses.

B. IT Manpower and Resource Augmentation

The Company, through its subsidiaries i-Resource and i-Professional, is engaged in the business of providing
consulting, technical advice and professional advisory services to persons, firms, association, corporations,
partnerships and other entities.

i-Resource is an information technology resource management company that provides IT knowledge
professionals to its clients. i-Resource principally deploys IT knowledge professionals to assist its clients in
managing the IT operations of their businesses ranging from short to long-term and mission-critical projects,
including data center management, network infrastructure maintenance and software management. This is
done through i-Resource’s dedicated sourcing group and business development managers.

The services of i-Resource can be further categorized into three sub-business segments, namely:

o IT Staff Augmentation
Under this sub-segment, i-Resource provides IT knowledge professionals for the IT-related needs of its clients.
Skilled personnel are deployed to provide additional IT knowledge professionals to the client’s current roster or
to provide additional support to the client’s existing project team, for a limited period. Specifically, i-Resource
offers the following services:

a) Resource Management Outsourcing — Resource management outsourcing pertains to the provision of
IT knowledge professionals by i-Resource to a client for a specific duration ranging from three (3) months
to one (1) year, some of which are renewable thereafter. The IT knowledge professionals deployed remain
to be employees of i-Resource during the period of engagement.

b) Assignment of Staff — Assignment of staff pertains to the deployment of resource personnel by i-
Resource for a client in order to augment client manpower requirements.

¢) Project Team Outsourcing — Project team outsourcing ensures enterprises of available project teams
that will be assigned to their project without the need to hire them directly. The assigned personnel may
include project managers, developers, business analytics and quality assurance testers.

e Managed Services
Aside from providing IT knowledge professionals, the Company, through i-Resource also services its clients by
allowing them to outsource certain business process to i-Resource. This managed services also include
trainings of IT candidates and team development for its clients. In addition, this sub-segment covers:

a) Managed Service Outsourcing - Clients may outsource a portion of their business processes such as
testing & quality assurance services, applications development, applications maintenance, disaster
recovery, desktop services, technology help desk services, call center help desk services and network
services (broadband internet) to i-Resource, in order for them to focus on their core business activities. i-
Resource services regular or critical projects based on targeted outcomes and service level agreements.

b) Train and Deploy - i-Resource develops the skills of fresh graduates based on client requirements
through boot camps. This is carried out in collaboration with iCollege, which is a center for continuing
education established by the Company in partnership with the Asian Institute for Journalism and
Communication, a knowledge management center organized in 1980 as a graduate school for journalism.

c) Offsite Team Development — i-Resource develops a dedicated team of IT knowledge professionals
specifically for the client requirement, which are housed outside the client’s office.

e Search and Select



i-Professional serves as the recruitment arm of its clients by providing the following add-on services:

a) Contract to Hire — This allows enterprises to try and test IT knowledge professionals before actually
hiring by outsourcing them for a probationary period of six (6) months. The IT knowledge professionals
become employees of the client at the end of the probationary period should they qualify with the
standards of the client. The Company charges a one-time absorption fee.

b) Recruitment Process Outsourcing — This provides an end to end recruitment process for companies
with huge IT knowledge professional requirements. It also allows enterprises to outsource the recruitment
process of IT knowledge professionals for regular placements.

C. Broadband and Wireless Cable TV Services

An addition to the Company’s service portfolio is the Broadband and Wireless Cable TV Services. The
Company offers high-speed broadband service of up to 700 Mbps CIR to the underserved and unserved large
enterprises such as schools, hospitals, high-end residential buildings, and commercial buildings with multiple
BPO locators. The Company was the first to market the Fiber-in-the-Air fixed wireless broadband service of up
to 700 Mbps in the Philippines, which allows the Company’s subscribers to download, upload, stream and
share files simultaneously without compromising performance.

The Company deploys high-speed broadband bandwidth resources with high availability through its Point-to-
Point and Point-to-Multipoint Radios. The Point-to-Point and Point-to-Multipoint connectivity work through
network radio antennas that are installed atop strategically selected high-rise buildings and establishments
around metropolis. The building’s rooftop where the radio antennas are installed must have a line of sight basis
from the Company’s nearest hub. This allows the user to send data over much greater distances while
maintaining speed and has the advantage of connecting users even in remote areas without the need for
cables. To further enhance its clients’ experience, the Company maintains a team of engineers and technical
support available on a 24/7 basis to keep its subscribers connected.

D. Business Partnership Program

In 2018, the company, along with its affiliate Now Telecom launched the “ Network ng Mamamayang Pilipino,”
(NOW NMP) aimed at democratizing the Philippine Telecommunications business by providing broadband
internet connectivity solutions across the Philippines through distributorship agreements with local business
partners. Now prides itself to be a pro-Filipino company with a vision of empowering Filipino enterprises
operate business that will shape the country’s digital landscape.

The company is partnering with local entrepreneurs and local government units to bring NOW’s technology to a
particular area whether for horizontal deployment such as for barangays and wide area network, or for vertical
deployment such as for office buildings.

Competition

With the continuous growth of the IT industry, both locally and globally, the competitive landscape has
become fierce with the rise of new and innovative technology services in the market. The Company’s products
and services have indirect and direct competitors in the following areas:

Broadband providers;

IBM Lotus Notes resellers and developers;
Microsoft Office 365 resellers and developers;
Web and mobile app development companies; and
Software engineering service providers.
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As the Company continues to improve and enhance its product and services, its competitive
advantage lies in its ability to adopt and utilize new and emerging technologies to deliver a full spectrum of
innovative products and services to the market. Setting the Company apart is the provision of its value added
services backed by its strong and competent professionals through the synergy and collaboration across the
different functional departments of the organization.

Suppliers
The Company and its subsidiaries and affiliates have a broad range of suppliers, both local and
foreign.

Customers

The Company provides technology solutions to various organizations. It has a wide scope of target
customers not dependent on a single or few customer base. The following are target industries for the
Company’s products and services:

Commercial Banking

Microfinancing and rural banking
Financial services

Manufacturing

Transportation

Media and Advertising Companies
Government Sector

Small and Medium Enterprises (SME)
9. Retail

10. Hospitality/Tourism

11. Healthcare

12. Insurance

13. Business Process Outsourcing and Knowledge Process Outsourcing

® NGNS

Transactions With and/or Dependence on Related Parties

All transactions with related companies are done on market terms and arm’s length basis. See Note 11
(Related Party Transaction) of the Notes to the Consolidated Financial Statements.

Patents, Trademarks, Copyrights, Licenses, Franchises, Concessions and Royalty Agreements

The Philippine Intellectual Property Office (“IPO”) issued on June 28, 2012 and July 5, 2012 a
Certificate of Registration for the trademarks J-Span and NowPlanet.TV, respectively. The IPO also issued on
28 February 2013 a Certificate of Registration for the trademark Social Canvass. These registrations shall be
effective for 10 years.

As of December 31, 2013, the Company has four (4) other trademark applications pending with the
Philippine Intellectual Property Office (IPO).

On March 10, 2006, a Certificate of Registration as a Value Added Service (VAS) Provider as Voice
over Internet Protocol (VOIP) Provider was issued by the National Telecommunications Commission (NTC).
This Certificate is currently pending renewal with NTC. In addition, NTC issued on November 27, 2015 (valid
until November 26, 2020) a Certificate of Registration in favor of the Company as a Value Added Service entity
authorized to offer cloud hosting services, VPN, multimedia content and program services, online game
services, cloud-based multimedia conferencing services, web hosting and cloyd0-based mail and messaging
services.

Research and Development Activities



The Company did not allocate an amount for research and development in years 2015 and 2014. In
the year 2013, the Company spent the amount of Php3.4K on research and development activities, which is
.0044 % of its revenues. For the year 2012 and 2011, the Company did not allocate an amount for research
and development activities.

Governmental Regulations and Environmental Laws

The Company is not aware of any existing or probable governmental regulations that will have a
material effect on the business.

The Company and its subsidiaries have not experienced any environmental issues or problems.
Employees

The Company has a total workforce of ninety-five (95) employees, of which seventy-eight (78) are
regular employees, and seventeen (17) are probationary employees. The following shows the breakdown of the
manpower complement of the Company according to business function:

Executive 5
Managerial 16
Administrative 43
Operation 31
Total 95

Major Risks

1. Competition. New and existing competitors can erode the Company and its subsidiaries’
competitive advantage through the introduction of new products and services, improvement of
product quality, increase in production efficiency, new and updated technologies and costs
reductions. To manage all these, the Company and its subsidiaries continuously come up with
new and exciting products and improve product propositions.

2. Third Party Services. The Company’s social media services have a dependence on 3rd parties
such as developers and internet providers. Maintaining and sustaining a satisfactory relationship
with third party service providers is critical in ensuring technical support for the Company’s social
media services. Failure to do so may negatively impact the Company’s business since we rely on
them for content upgrades, localization and technical support. To mitigate this risk, the Company
is constantly in search for the right partners.

3. Internet. The Company’s social media services are dependent on the quality and accessibility of
the Internet. The over-all user experience may be adversely affected by a poor internet
connection. The growth of this sector in the Philippines may be limited as internet access has not
reached more far-flung areas in the country.

Item 2. Properties

On December 22, 2016, the Company availed a chattel mortgage loan amounting to Php564,800
(Note 10) from BDO Unibank, Inc. for the purchase of a transportation equipment, which serves as the property
mortgaged. The new loan requires sixty monthly repayments of Php11,754 until November 23, 2021, has a
term of 5 years and bears an interest rate of 9.44% per annum. The transportation equipment is for the use of
sales and technical personnel and developers.



In April 2014, the Company renewed its lease agreement covering its principal office for another one
(1) year period, renewable upon mutual agreement of the parties. In March 2015, the Company informed the
lessor of the former’s interest to renew the lease agreement to cover the period commencing on April 1, 2015
up to March 31, 2016, renewable subject to mutual agreement of the parties, for a monthly rental rate of
Php19,384.04 (excluding EVAT). The lease was renewed for another year in April 2016. Thereafter, the lease
was renewed for another year in April 2017.

On 20 February 2018, the lease of NOW Corporation’s office located at Unit 5-I, 5" Floor, OPL
Building, 100 C. Palanca Street, Legaspi Village, Makati City was renewed for another year.

Item 3. Legal Proceedings

On February 20, 2013, the Company filed the trademark registration of the
mark: NOWPLANET.TV AND DESIGN with Application No. 4-2013-500481 with the Bureau of Legal Affairs of
the Philippine Intellectual Property Office (the “Bureau”). On 12 August 2013, Starbucks (HK) Limited filed a
Verified Notice of Opposition to the said trademark application. On January 12, 2017, the Intellectual Property
Office of the Philippines dismissed the opposition filed by Starbucks (HK) Limited. In an Order dated 19 May
2017, the Bureau dismissed with finality the Appeal of Oppositor-Appellant Starbucks.

On 17 November 2017, the Company filed before the Office of the Ombudsman a complaint charging
Mr. Jose P. Dormido, Sheriff IV of Pasig City, Atty. Jonathan M. Polines and Marco Antonio R. Urera for
conspiracy in violating Section 3(e) of R.A. 3019, as amended (Anti-Graft and Corrupt Practices Act). In a
Letter dated 08 January 2018, the Supreme Court notified the Company that the copy of the Verified Complaint
forwarded to the Supreme Court on 18 December 2017 by the Office of the Chief Justice.

Item 4. Submission of Matters to a Vote of Security Holders

None.

PART Il - OPERATIONAL AND FINANCIAL INFORMATION
Item 5. Market for Issuer's Common Equity and Related Stockholder Matters

On February 7, 2002, the Board of Directors approved the increase in the number of shares of the
authorized capital stock of the Company from 4,000,000 shares to 40,000,000 shares and the reduction of par
value from Php10 per share to Php1 per share.

On July 23, 2002, the Board of Directors and stockholders approved the offer of up to 28,000,000
shares from the Company’s unissued common stock through initial public offering (IPO). The application for
the IPO of the Company was approved by the PSE and the Securities and Exchange Commission (SEC), on
June 11 and July 30, 2003, respectively. The Company was listed in the PSE on July 23, 2003. Issue
manager and underwriter was Abacus Capital & Investment Company. The market price is at high of Php1.08
and low of Php.34. The following table is the summary of the Company’s stock prices from first quarter of 2014
up to the first quarter of 2019:

Year Quarter High Low Close
1st 0.405 0.360 0.380
2 1.040 0.370 0.710
2014
3 0.910 0.610 0.630
4t 0.720 0.540 0.570
2015




1t 0.670 0.400 0.495
2 0.630 0.430 0.465
3rd 0.610 0.400 0.500
4 1.290 0.470 0.750
13t 1.140 0.580 1.100
2016 2 3.000 2.900 2.900
3rd 3.490 3.400 3.440
4t 2.540 2.430 2.490
1t 2.980 2.900 2.900
2017 2nd 2.630 2.580 2.610
3rd 2.370 2.300 2.340
4t 2.880 2.800 2.820
1t 8.200 7.560 8.190
2018 2 12.160 6.850 9.030
3rd 9.970 7.000 7.310
4th 8.150 1.850 3.440
2019 1t 4.300 2.440 2.550

During the 02 June 2006 Annual Shareholders Meeting of the Company, the shareholders approved
the Memorandum of Agreement dated April 28, 2006 (MOA) entered into by the Company with NOW Telecom
and five other companies namely, Top Mega Enterprises Limited, Joyce Link Holdings Limited, Gamboa
Holdings, Inc., Emerald Investments, Inc., Food Camp Industries and Marketing, Inc. (the five companies
collectively known as NOW Telecom Shareholders).

However, certain amendments were made to the MOA in view of the fact that upon further consultation
with the PSE, it was determined that the Company could not revise its primary purpose at that time. Hence, the
stockholders approved the amendment in the MOA that there will be no change in the primary purpose of the
Company. In addition, the stockholders also approved the proposal that the Company shall acquire only
nineteen percent (19%) equity interest in NOW Telecom and not 97%, as originally intended. It was agreed
that the acquisition shall be based on the same terms and valuation stated in the MOA in the event that
additional equity in NOW Telecom will be acquired by the Company in the future.

The amendment in the MOA was approved by the stockholders such that the shareholders of NOW
Telecom will transfer to the Company shares of NOW Telecom in the aggregate number of 2,656,580 shares
constituting 19% equity interest in NOW Telecom in exchange for new shares of the Company with an
aggregate value of Php1,289,278,350.00 for 19% of NOW Telecom, or effectively at a price of
Php485.315085.00 per NOW Telecom share.

In accordance with the amendment in the MOA, the needed increase in authorized capital stock of the
Company to accommodate the foregoing transaction is Php1,280,000,000 at Php1.00 par value per share.
Accordingly, the stockholders approved the proposal to increase the authorized capital of the Company by
Php1,280,000,000.

On September 19, 2006, the SEC approved the increase in the authorized (to Php1.320 Billion) and
paid-up capital (to Php1,317,278,350) of the Company as well as the change of the corporate name from
Cashrounds, Inc. to Information Capital Technology Ventures, Inc.

On September 27, 2006, the Company submitted to the PSE a listing application of additional
1,289,278,350 common shares to cover its share-for-share swap transaction with NOW Telecom shareholders.



Following the Company’s re-application for listing of the same shares in October 2008, the PSE approved the
same and were listed on February 24, 2009.

On December 10, 2008, the PSE approved the transfer of the listing of the shares of the Company
from the SME Board to the Second Board of the PSE, and the transfer finally took effect on June 29, 2009.

On March 12, 2010, the Board approved the Company’s increase in authorized capital stock from
P1.32 billion to P5 billion as well as the listing of the additional shares from the increase.

On March 16, 2011, the Company filed with PSE its application for transfer from the Second Board to

the First Board of the Exchange.

The movement in the number of shares and capital stock amount for the year ended December 31,

2018, 2017 and 2016 are as follows:

2018

2017

2016

Number of

Balance at Shares

Amount

Number of
shares

Amount

Number of
shares

Amount

beginning of year 1,617,278,350

1,517,278,350

1,517,278,350

1,517,278,350

1,517,278,350

1,517,278,350

Increase in number
of shares as a result
of reduction in par

value -

Issuance during the

year -

1,517,278,350

1,517,278,350

1,517,278,350

1,517,278,350

1,517,278,350

1,517,278,350

No party or person holds any voting trust over any of the Company’s shares. There are approximately
47 Holders of Common Stock as of 31 March 2019. The Top Twenty (20) Holders of Common Stock as of 31

March 2019 are as follows:

Name Nationality No. of Percentage
shares

PCD Nominee Corporation Filipino/Others 773,283,562 50.96%
Top Mega Enterprises, Limited Chinese 341,146,855 22.48%
Emerald Investments, Inc. Filipino 170,739,360 11.25%
Velarde, Inc Filipino 200,571,550 13.21%
Foodcamp Industries and Marketing, Filipino 72,351,472 4.769%
Inc.

Joyce Link Holdings, Limited British 86,208,552 5.681%
Gamboa Holdings, Inc. Filipino 72,464,720 4.776%
Chua Co Kiong, William N. Filipino 145,000 0.0096%
Cuan, Rowell D. Filipino 26,000 0.0017%
Arias, Ma. Purificacion Bugho Filipino 10,000 0.0007%
Bulaag, Ernesto V. Filipino 10,000 0.0007%
Chua, Paul Vincent Filipino 10,000 0.0007%
Cometa, Role B. Filipino 10,000 0.0007%
Bocabil, Alben B. Filipino 10,000 0.0007%
De Leon, Jose Mari Filipino 10,000 0.0007%
Dela Cuesta, Karlo S. Filipino 10,000 0.0007%
Atienza, Robosa Ma. Nenita Filipino 10,000 0.0007%
Alvarez, Jr. Servando B. Filipino 10,000 0.0007%




Dela Cruz, Melanio C. Filipino 10,000 0.0007%
Harvey, Sarah Jean Filipino 10,000 0.0007%

Dividends

No cash dividend was declared in the past three (3) years. There are no restrictions that limit the
ability to pay dividends on common equity or that are likely to do so in the future.

Recent Sale of Unregistered Securities

There was neither sale of unregistered securities nor issuance of securities constituting an exempt
transaction within the last three years.

Item 6. Management's Discussion and Analysis or Plan of Operation

Plans and Prospects for 2019
Expansion of Fiber Air for Business

The Company continues to expand its Fiber in the Air business as it continues to penetrate enterprises,
commercial and residential buildings. The Company continues to also utilize new technologies in order to
provide more capacity to its current and prospective customers.

Expansion of the Business Partnership Program

Through the Business Partnership Program tagged as Network ng Mamamayang Pilipino (NOW NMP)
program, NOW Corporation’s affiliate NOW Telecom will leverage on business partnership opportunities with
local government and entrepreneurs to provide better internet connection to the country by democratizing
telecommunications.

Expansion of Existing Software Licenses and Services and IT Manpower

The Company continues to aggressive sell software solutions, technical services and IT Manpower. The
Company aims to maintain its position as the number one social collaborations solutions provider of IBM. In
addition, it continues to market and to sell Microsoft software products and licenses. This allows the firm to
broaden its customer base in the industry and increase the Company’s recurring revenues.

Quasi-Reorganization

At the special meeting of the Board of Directors of NOW Corporation held on 28 December 2018, the Board
approved the Company's equity restructuring plan by reducing the par value of the common shares of stock of
the Company and by applying the resulting additional paid-in capital to eliminate its accumulated deficit.

For this purpose, the Board approved the amendment of Article Seventh of NOW'’s Articles of Incorporation to
reduce the par value of common shares from One Peso (Php1.00) per share to Seventy Centavos (Php0.70)
per share, and the resulting decrease of NOW’s authorized capital stock from Php2,120,000,000.00 divided
into 2,060,000,000 common shares with par value of One Peso (Php1.00) each to Php1,442,000,000 divided
into 2,060,000,000 common shares with par value of Seventy Centavos (Php0.70) each.

With the quasi-reorganization plan, NOW aims to continue the public issuance of up to 10 Million Preferred
Shares as part of its Follow-On Offering, a continuing effort since 2017.
Plans and Prospects for 2018

Partnership with Global Technology, Media and Information Technology Companies



The Company aims to maintain its position as the number one social solutions business partner of IBM to
further strengthen the Company’s brand. The Company believes that new collaborations will further improve
the Company’s technical competencies and enhance its reputation as a trustworthy and dependable provider of
diversified IT-related products and services. The Company also believes that this will broaden the Company’s
customer base in the IT industry and ultimately, increase the Company’s recurring revenues.

High-Speed Broadband Internet Connection

The Company intends to start the build-up of its fiber optic underground network. Fiber optic cable is expected
to be equipped to have a minimum capacity of 100 Gbps. It is also expected to serve as the backbone of the
Company’s broadband business to complement its existing Fiber-in-the-Air technology. With Fiber-in-the-Air,
the Company can provide up to 700 Mbps CIR per client enterprise, which can be further increased by
installing another radio antenna with the same capacity. On the other hand, with fiber optic underground, the
Company can provide up to 1 Gbps per connection. With these two technologies combined, the Company
believes that it can provide better broadband services to the growing market for fast and reliable internet
connection

Broadband Services to Medium and Large Enterprises

The Company intends to offer its broadband service to medium and large enterprises and residential
subscribers by 2018. The Company is undertaking research and development activities with its suppliers in
order to deliver a more cost-effective and higher throughput of bandwidth for this market segment. The
Company believes that this will broaden the Company’s customer base and ultimately, increase the Company’s
recurring revenues from its Broadband Service business.

Plans and prospects for 2017
e Expansion of the Fiber Air for Business and Fiber Air for Homes

The Company intends to expand its Fiber Air network coverage in order to cover more areas including
increase of capacity in central business districts as well as areas that are unserved and underserved.
This would south and norther part of Metro Manila. The Company has thus far cemented its
positioning as one of the preferred enterprise broadband of choice as it continues to win enterprise
clients ranging from hospitals, hotels, government agencies, schools, broadcasting companies and
commercial buildings.

In addition, the Company intends to start offering its Fiber Air for Homes to subdivisions and villages
where fiber optic or high data capacity is not available.

e Continue to Bundle High-Value IT Services with Broadband Connectivity

On top of its Broadband connectivity service, the Company intends to continue bundling high-value
TMT services such as cloud hosting service, virtual private networks, multimedia content, online
gaming, web hosting, cloud-based multimedia conference, cloud-based mail and messaging service,
electronic communications network and services. This is the Company’s forward looking strategy
whereby it shall capitalize in using new technologies that will cater to the changing needs of the
sophisticated enterprise and consumer market.

e Preferred Share Offering and Quasi-Reorganization in order to Eliminate Retained Deficit

The company intends to issue redeemable convertible, non-participating, cumulative and non-voting
peso preferred shares of up to 15 million convertible preferred shares, up to 500 million underlying
common shares, and 30 million detachable warrants and 30 million underlying common shares of the
warrants. The net proceeds from the issue will be used by The Company to support the expansion of
its “Fiber-in-the-Air” broadband internet service, for research and development, capital expenditures
and for other general corporate purposes.

The Company intends to use the proceeds of the share issuance to acquire assets for the expansion
of the Fiber-in-the-Air broadband network consisting primarily of purchase of core network facilities,
point-to-point and point-to-multi-point radios and the corresponding installation services. This
additional funding shall expand the Company’s reach in order to connect more buildings at greater



distances via radio antennas. Part of the use of the proceeds shall be devoted to the development of
the Core Network Facility and the purchase of core network switches.

The company intends to undergo an equity restructuring, in order to meet capital requirements for the
issuance of securities, such as the aforementioned preferred equity issuance, by applying the
additional paid in capital created by the Offer, subject to the approval of the SEC, to wipe out the
capital deficit which may be currently impairing the ability of the Company to declare and pay
dividends. Once the Company obtains the necessary approvals and implements the equity
restructuring plan, the Company can resume paying dividends from future cash flows as they no longer
have to use the same to eliminate retained earnings debit balances. This will also allow management
the flexibility to invest the surplus cash back to grow the business.

Plans and prospects for 2016

The Company plans to expand its service offerings with the introduction of its “Fiber-in-the-Air’ fixed
wireless broadband service with a committed information rate (“CIR”) of up to 700 Mbps, a first of its kind in the
Philippines. Through its partnership with NOW Telecom Inc. (‘NOW Telecom”) and News and Entertainment
Network Inc,. (“Newsnet”), a wireless telecommunications operator and a cable TV service provider,
respectively, the Company offers an affordable, alternative and high-speed broadband service of up to 700
Mbps and wireless cable TV services to the underserved and unserved large enterprises such as schools,
hospitals, hotels, high-end residential buildings, and commercial buildings with multiple BPO locators.
Currently, the Company’s client broadband subscription ranges from 5 Mbps to 100 Mbps, which may be
further increased to up to 700 Mbps, depending on the clients’ bandwidth requirements. The Company
positions its fixed wireless broadband service either as primary, alternative or as an auxiliary link to existing
broadband service providers.

The Company’s Fiber-in-the-Air fixed wireless broadband service shall allow its subscribers to
download, upload, stream and share files simultaneously without compromising performance. The Company
shall deploy competitively priced high-speed broadband bandwidth resources with high availability through its
Point-to-Point and Point-to-Multipoint Radios. From providing Software Licenses and Services to adding IT
Manpower and Resource Augmentation and Broadband Wireless Cable TV Services, the Company shall
deliver high-speed broadband services with a CIR of up to 700 Mbps which may be bundled with enterprise
collaborations solution, wireless cable television and interactive multi-media applications.

Plans and prospects for 2015

Now Corporation plans to launch two of its creations: (a) the “NOW Broadband Cable TV’ a
guaranteed broadband Internet service with Wireless Cable TV, and (b) the “NOWPIlanet.TV" a digital media
platform as a product that converges free TV, web channels, cloud services and other interactive services.

The Company’s planned broadband Internet service shall offer guaranteed speeds with wireless cable
TV broadcast and cloud services.

Its planned launch signals the Company’s mission to achieve true convergence thru the following
features simultaneously: (a) browsing 24x7 Internet throughput at guaranteed speed, (b) watching their favorite
shows from free TV such VHF and UHF signals (c) interacting with web channels such as TED Talks,
YouTube, Facebook, Twitter, Instagram, etc. (d) playing high definition, fast motion networked games; (e) using
cloud services such as e-mail, task, calendar, files, community collaboration, video chat, document
management with one terabyte of storage per customer, (f) watching, streaming or downloading high-definition
videos and 4k/6k/8k films, (g) making phone calls on Skype and live video conference to as many as
200 participants per session — all with the flexibility of using any device such as regular or 4k TVs, desktops,
laptops, tablets and smartphones.

Key Performance Indicators

December 31
2018 2017
Liquidity Current Ratio 1.1850 1.0201

Key Performance Indicator




Acid Test Ratio 1.1011 0.8700
Solvency Debt to Equity Ratio 0.6957 0.2330
Asset to Debt Ratio 2.4374 5.2909
Debt to Asset Ratio 0.4103 0.1890
Equity Asset to Equity Ratio 1.6957 1.2330
Interest Interest Rate Coverage Ratio 3.9795 173.2806
Profitability Profit Margin 31.92% 42.17%
Return on Assets 0.43% 0.38%
Return on Equity 0.72% 0.46%
Book Value per share 0.7439 0.8936
Earnings per share 0.0052 0.0045

The Financial Indicators are computed as follows:

Liquidity:

Solvency:

Equity:

Interest:

Profitability:

There are no known trends, demand, commitments, events or uncertainties that will have a material
impact on the Company’s liquidity, nor any events that will trigger direct or contingent financial obligation that is
material to the Company, including any default or acceleration of an obligation. No material off-balance sheet
transactions, arrangements, obligations (including contingent obligations), and other relationships of the

Current Ratio = Current Assets/Current Liabilities

Acid Test= (Current Assets- Inventory- Prepayments) / Current

Liabilities

Debt to Equity Ratio = Total Liabilities/Total Stockholders' Equity

Debt to Asset Ratio = Total Liabilities/Total Assets
Asset to Debt Ratio= Total Assets / Total Liabilities

Asset to Equity Ratio = Total Assets/Total Stockholders' Equity

Interest Rate Coverage Ratio = Earnings Before Interest and

Taxes/Interest Expense

Profit Margin %: Profit margin = Gross Profit/Total Revenue x 100

Return on Assets %: Return on assets = Net Income/Total Assets x 100

Return on Equity % = Net Income/Total Stockholders' Equity x 100

Book Value per share = Total Stockholders' Equity/Average Outstanding

Shares

Earning per share = Net Income/Average Outstanding Shares

company with unconsolidated entities or other persons created during the reporting period.

There are no known trends, events or uncertainties that have had or that are reasonably expected to
have a material favorable or unfavorable impact on net sales/revenues/income from continuing operations.
There are no significant elements of income or loss that did not arise from the Company’s continuing

operations.

Information on Independent Accountant




The auditing firm of SGV & Co. is the incumbent external auditor of the parent Company and i-
Resource Consulting International, Inc. (subsidiary) for the calendar year 2018 and is being recommended for
re-appointment for the current year.

Audit and Audit Fees

The aggregate fees billed for each of the last three (3) fiscal years for professional services rendered
by the external auditor for the audit of the of the parent Company and I-Resource Consulting International, Inc.
(subsidiary) annual financial statements is Php700,000 for 2018, Php650,000 for 2017, and Php550,000.00 for
2016.

The external auditor does not render any other assurance and services related to the performance of
the audit nor does it render any professional service for tax accounting, advice, planning and any other form of
tax services.

Results of operations
Year 2018

The consolidated revenue for the year 2018 is Php217.862 million, there is an increase of Php69.497 million
or 46.84% from last year's Php148.364 million. The increase is mainly due to the increase in revenue from broadband
services which amounted to Php47.211 million in 2018, representing an increase of 92.60% from Php24.513 million
in 2017. Company’s sales from IT manpower and resource augmentation has decreased by Php7.023 million or
16.61% from Php42.274 million in 2017. Revenue from Software Licenses and services for 2018 amounted to
Php135.399 million for 2018 which has an increase of Php53.822 million or 65.98% from revenue in 2017 which
amounted to Php81.577 million.

Cost of sales and services during the year amounted to £148.326 million, higher by 72.86% or Php62.521
million compared to the Php85.803 million cost of sales and services level posted for the year ended December 31,
2017. This was primarily attributed to the increase of cost data services during the year amounting to Php46.278
million compared to the amount last year of Php7.386 million. Cost for Software collaboration services also increased
by Php31.060 million from Php46.636 Million in 2017. Costs relating to sales decreased from Php31.981 million to
Php24.549 million when comparing amounts from those of December 31, 2017 to those of December 31, 2018.

The General and administrative expenses for the year 2018 slightly increased to Php57.829 million or 6.94%
increase from last year's Php54.078 million. This slight increase in 2018 was mainly due to increase in advertising
and promotion amounting to Php8.350 million as compared to Php2.368 million in 2017.

The Net income for the year ended December 31, 2018 is Php8.137 million or Php1.847 million higher
compared with last year's Net Income of Php6.290 million. This was brought about by a higher increase in revenue
during the year as compared to the increase in cost of sales and services and operating expenses.

As of December 31, 2018, the total consolidated assets of the Company stood at Php1.914 billion compared
with last year's Php1.672 billion, an increase by Php242.152 million or 14.48%. Current Assets increased by
Php240.182 million or 74.60%, from Php321.958 million in 2017 to Php562.140 million in 2018. The increase in
Current assets was mainly due to the increase in trade receivables from Php167.943 million in 2017 to Php207.414
million in 2018 and an increase also in Due from Related Parties from Php95.955 million in 2017 to Php287.567
million in 2018. Non-current Assets slightly increased by Php1.970 million in 2018.

Current liabilities increased by Php158.765 million or 50.30%, from Php315.619 million in 2017 to
Php474.384 million in 2018. The increase was due to Php50.000M short term loan payable from Land Bank of the
Philippines. Noncurrent Liabilities increased from Php0.351 million in 2017 to P310.854 million in 2018. The increase
was due to a Php50 Million Term loan agreement with Producers bank and to the reclassification of the Php264M
deposit for future stock subscription to Liability account.



Total consolidated assets as of December 31, 2018 stood at Php1.914 billion, with Liabilities at Php785.239 million
and Equity at Php1.129 billion

Year 2017

The consolidated revenue for the year 2017 is Php148.364 million, there is an increase of Php44.692million
or 43.11% from last year's Php103.672million. The increase is mainly due to the increase in revenue from software
licenses and services which amounted to Php81.577 million in 2017, representing an increase of 50.29% from
Php54.279million in 2016. Company’s sales from IT manpower and resource augmentation slightly decreased to
Php42.274 million from Php43.412 million in 2016. Revenue from Broadband services for 2017 amounted to
Php24.513 million for 2017 which has an increase of Php18.532 million or 309.84% from revenue in 2016 which
amounted to Php5.981 million.

Cost of services during the year amounted to Php85.80 million, higher by 51.47% or Php29.156 million
compared to the Php56.65 million cost of sales and services level posted for the year ended December 31, 2016. The
increase was primarily attributed to the higher cost of outside services and data services during the year amounting to
Php53.822 million compared to the amount last year of Php46.431 million. Costs relating to sales increased from
Php10.22 million to Php31.98 million when comparing amounts from those of December 31, 2016 to those of
December 31, 2017.

The Operating Expenses is Php53.600 million in 2017 and Php42.334million in 2016. There is an increase by
Php11.266million or 26.61% in 2017 as compared to 2016 and was mainly due to salaries and wages expense,
transportation and travel and also taxes and licenses amounting to Php18.823million.

The Net income for the year ended December 31, 2017 is Php6.290 million or Php3.791 million higher
compared with last year's Net Income of Php2.499 million. This was brought about by a higher increase in revenue
during the year as compared to the increase in cost of sales and services and operating expenses.

As of December 31, 2017, the total consolidated assets of the Company stood at Php1.672 billion compared
with last year's Php1.547 billion, an increase by Php124.742million or 8.06%. Current Assets increased by
Php121.874 million or 60.91%%, from Php200.084 million in 2016 to Php321.958 million in 2017. The increase in
Current assets was mainly due to the increase in trade receivables from Php115.532 million in 2016 to Php167.943
million in 2017 and an increase also in Amounts Owed by Related Parties from Php72.496 million in 2016 to
Php95.955 million in 2017. Non-current Assets slightly decreased by Php2.868 million due to increase in Property
and Equipment.

Current liabilities increased by Php118.368 million or 60.01%, from Php197.251 million in 2016 to
Php315.619 million in 2017. The increase was due to the increase in accounts payable and accrued expenses which
has an increase of Php44.425 million and due from related parties which has an increase of Php73.934 million.
Total consolidated assets as of December 31, 2017 stood at Php1.672 billion, with Liabilities at Php315.971 million
and Equity at Php1.356 billion.

Year 2016

The consolidated revenue for the year 2016 is Php103.672million, there is a slight decrease of Php10.767
million or 9.41% from last year's Php114.439million. The decrease is mainly due to the shifting of the Company’s
main business from software licenses to broadband. Revenue from software licenses and services decreased to
Php54.279million in 2016 from Php75.018 million in 2015. Company’s sales from IT manpower and resource
augmentation increased to Php43.412 million in 2016 from Php39.421 million in 2015. Broadband sales for 2016
amounted toPhp5.981 million.

The Operating Expenses is Php42.334million in 2016 and Php32.095million in 2015. There is a significant
increase by Php10.239 million or 31.90% in 2016 as compared to 2015 was mainly due to impairment of advances by
the Company to one of its affiliates amounting to Php5.000 million and also due to an increase in advertising and
promotion expense amounting to Php4.524 million.



The Net income for the year ended December 31, 2016 is Php2.499 million or Php2.736 million lower
compared with last year's Net Income of Php5.235 million. This year’s slight decrease in revenue was due to the
shifting of the Company’s main business to broadband services from software licenses.

As of December 31, 2016, the total consolidated assets of the Company stood at Php1.547 billion compared
with last year's Php1.498 billion, an increase by Php48.683 million or 3.25%. Current Assets increased by Php49.751
million or 33.09%, from Php150.333 million in 2015 to Php200.084 million in 2016. The increase in Current assets
was mainly due to the increase in trade receivables from Php81.788 million in 2015 to Php115.532 million in 2016
and an increase also in Amounts Owed by Related Parties from Php48.387 million in 2015 to Php72.496 million in
2016. Non-current Assets slightly decreased by Php1.068 million due to decrease in due from related party non
current portion.

Current liabilities decreased by Php218.255 million or 52.53%, from Php415.505 million in 2015 to
Php197.251 million for 2016. The decrease was due to the conversion of advances from an affiliate into equity during
the year which amounted to Php264.000 million and payment of loan amounting to Php44.500 million. Accounts
Payable and accrued expenses also decrease from Php132.927 million to Php119.643 million. Amounts Owed to
Related Parties decrease by Php160.558 million. Non-current Liabilities on the other hand increased by Php0.449
million due to loan availment made by the Company during the year.

Total consolidated assets as of December 31, 2016 stood at Php1.547 billion, with Liabilities at Php197.700
million and Equity at Php1.349 billion.

Year 2015

The consolidated revenue for the year 2015 is Php114.439 million, there is a significant increase of
Php46.172 million or 67.63% from last year's Php68.267million. The increase is contributed largely by an increase in
revenue from IT Service Fees. Revenue from IT service fees increased to Php39.421million in 2015 from Php38.580
million in 2014. Company’s sales from IBM licenses and other services also increased by Php45.331million or
152.70%, the sales increased to Php75.018million this year from last year's Php29.687million.

The Operating Expenses is Php32.095 million in 2015 and Php44.544million in 2014. There is a significant
decrease by Php12.449million or 27.95% in 2015 as compared to 2014 due to decrease in Interest expenses from
Php19.001 million in 2014 down to Php1.054 million in 2015. General and Administrative Expenses and Other
Expenses increased by Php0.569 million

The Net income for the year ended December 31, 2015 is Php5.235 million or Php43.718 million higher
compared with last year Net Loss of Php38.482 million. This year's increase in revenue contributed the positive
bottom line in 2015.

As of December 31, 2015, the total consolidated assets of the Company stood at Php1.498 billion compared
with last year's Php1.454 billion, an increase of Php43.803 million or 3%. Current Assets increased by Php20.529
million or 16%, from Php129.804 million in 2014 to Php150.333 million in 2015. The increase in Current assets was a
result of an increase in Cash from Php2.007 million in 2014 to Php15.980 million in 2015. There is an increase in
trade receivables from Php51.803 in 2014 to Php81.788 million in 2015. There is a decrease in Amounts Owed by
Related Parties and other current assets from Php75.995 million in 2014 to Php52.565 million in 2015. Non-current
Assets increased by Php23.275 million due to the increase in the noncurrent portion of the amounts owed by the
related parties amounting to Php26.564 million.

Current liabilities increased by Php279.429 million or 205%, from Php136.077 million for 2014 to Php415.505
million for 2015. The increase is due to the reclassification of a Php44.5 million bank loan from long term to current.
Accounts Payable and accrued expenses also increase from Php120.397 million to Php132.927 million. Amounts
Owed from Related Parties also increased by Php223.074 million. However, Obligation under finance lease become
zero this year from Php675K last year. Non-current Liabilities on the other hand decreased significantly by
Php440.847 million due to the reclassification of a Php44.5 million bank loan from long term to current as stated
above. And a decrease in Due to related parties from Php396.347 million in 2014 to zero in 2015.

Total consolidated assets as of December 31, 2015 stood at Php1.498 billion, with Liabilities at Php415.505
million and Equity at Php1.083 billion.



Year 2014

The consolidated revenue for the year 2014 is Php73.779 million, a decrease of 7% from last year’s
Php79.318 million. The unfavorable variance of Php5.539 is due to the decrease in IT Service Fees. This year’s IT
Service Fees is Php47.031 million while in year 2013 it was Php53.320 million. However, the company’s sales of
IBM licenses in 2014 increased to Php21.235 million from last year's Php20.486 million. Interest Income increased to
Php472,549 from last year's Php471,820.

The Operating Expenses is Php50.058 million in 2014 and Php95.670 million in 2013. There is significant
decrease by Php45.612 million or 48% in 2014 as compared to 2013. The decrease in operating expenses was
brought about largely by decrease on contracted outside services amounting to Php22.383 million or 88%. This is
inclusive of manpower reduction for cost efficiency measures. Interest Expense decreased by Php19.369 million or
50% due to restructured advances from an affiliate. The savings on the following cost line items for 2014 as against
2013 were due to cost efficiency measures, such as: Utilities decreased by Php2.745 million or 68%; Professional
fees decreased by Php2.533 million or 65%; Communication decreased by Php2.448 million or 46%; Rental
decreased by Php399K or 12% and, others decreased by Php853K or 11%. Depreciation and Amortization
decreased by Php1.160 million or 19% is due to retirement of some assets. However, there is increase by Php6.278
million or 706% in Impairment loss in 2014 as compared to 2013. The company provided an allowance for
impairment of receivables and other assets Php7.167M in 2014, while in 2013 was Php889K.

Total Net loss for 2014 is Php38.482 million or Php48.752 million less compared with last year of Php87.234
million. This year’s decrease of cost and expenses contributed the improved bottom line in 2014.

As of December 31, 2014, the total consolidated assets of the Company stood at Php1.455 billion compared
with last year's Php1.445 billion, an increase by Php9.684 million or 1%. Current Assets increased by Php14.742
million or 13%, from Php115.062 million in 2013 to Php129.804 million in 2014. The increase in Current assets was a
result of an increase in trade receivables by Php6.808 million or 15%. There was an increase in Amounts Owed by
Related Parties by Php17.111 million or 31%, while Cash account and Other Current Assets decreased by Php7.649
million and Php1.527 million, respectively. Non-current Assets decreased by Php5.058 million attributed from a
decrease in Property and Equipment and other Non-Current Assets by Php4.704 million and Php354K.

Current liabilities increased by Php1.446 million or 1%, from Php134.630 million of 2013 to Php136.077
million of 2014. The variance is due to an increase in Amounts Owed from Related Parties by Php10.163 million or
210% and decrease in Accounts Payable as well as decrease in the Current portion of obligations under Finance
Lease by Php6.383 million and Php2.333 million, respectively. Non-current Liabilities on the other hand increased by
Php46.648 million or 12% due to an increase in Amounts Owed from Related parties by Php47.323 million or 14%.
On the other hand, Non-current portion of Obligations under Finance Lease is zero in 2014 and Php675K in 2013.

Total consolidated assets as of December 31, 2014 stood at Php1.455 billion, with Liabilities at Php576.923
million and Equity at Php877.625 million.

Item 7. Financial Statements
The audited consolidated financial statements are attached as Annex “A”.
The audited financial statements for parent company are attached as Annex “B”.
Item 8. Changes in and Disagreements with Accountants on Accounting and Financial Disclosure
There had been no disagreements with SGV & Co. with regard to accounting policies and financial

disclosures of the Company.

PART Il - CONTROL AND COMPENSATION INFORMATION



Item 9. Directors and Executive Officers of the Issuer

Under the By-Laws of the Company, the members of the Board of Directors shall hold office for a term
of one (1) year until their successors shall have been elected and qualified.

Board of Directors

Thomas G. Aquino, age 70, Filipino, Chairman of the Board of Directors. He is a Senior Fellow at the
Center for Research and Communication, a multidisciplinary policy group of the University of Asia and the
Pacific (UA&P). He is currently the President of NOW Telecom Company, Inc. (formerly Next Mobile, Inc.). He
is also a member of the Board of Directors of Philippines National Construction Corporation, Zamboanga
Development and Management Corporation, and iCollege of the Philippines, Inc. Dr. Aquino served as Senior
Undersecretary of the Philippine Department of Trade and Industry and supervised the country's international
trade promotion, trade negotiations under the World Trade Organization (WTQO) and the ASEAN Free Trade
Area (AFTA), as well as bilateral trade talks with the country's major economic trading partners. He also served
as overall lead country negotiator for the Philippines in the Japan-Philippines Economic Partnership Agreement
and was country representative to the High Level Task Force on Asean Economic Integration. For his
government service, Dr. Aquino was conferred the Presidential Service Award (or Lingkod Bayan) for
extraordinary contribution of national impact on public interest, security and patrimony and was a recipient of
the Gawad Mabini Award with the rank of Grand Cross (or Kamanong) for distinguished service to the country
both at home and abroad. Dr. Aquino obtained a Doctorate in Business Administration in 1980 from the IESE
Business School University of Navarre in Spain, an MS in Industrial Economics in 1972 from the University of
Asia and the Pacific, and an AB in Economics in 1970 from the School of Economics of the University of the
Philippines.

Mel V. Velarde, age 55, Filipino, President, Chief Executive Officer and Member of the Board of
Directors, was elected Vice-Chairman of the Company’s Board of Directors on June 2, 2006 and served as
such until March 22, 2007 when he was elected as Chairman of the Board of Directors. On January 21, 2008,
he resigned his chairmanship and was again elected as Vice Chairman of the Board until June 2, 2011. He was
elected as President of the Company on June 13. 2011. Mr. Velarde is the Vice-Chairman and the Chairman of
the Executive Committee of NOW Telecom Company Inc. (formerly Next Mobile, Inc.), and Chairman and
President of The Velarde Group, Inc., and its affiliates. He served as Philippine Commissioner to the United
Nations Educational, Scientific and Cultural Organizations (UNESCO) and Chairperson of the Committee on
Science and Technology. Mr. Velarde has built a career in broadcasting, cable TV, telecommunications and
information communications technology. He was former Executive Vice President and General Manager of Sky
Cable, a cable TV company that became the largest in the Philippines. Mr. Velarde pursued his masteral
studies in Business Economics at the University of Asia and the Pacific, and has taken Strategic Planning,
Marketing and Finance at the Asian Institute of Management and at the University of Michigan. He completed
the Owner/President Management Program at the Harvard Business School, Harvard University, Cambridge,
Massachusetts.

Jose S. Alejandro, age 84, Filipino, Vice Chairman and member of the Board of Directors, served as
Chairman of the Board of Directors of the Company on June 2, 2006 until March 22, 2007 when he resigned
from said position and was elected as the Company’s President. He served as President until January 21,
2008. Mr. Alejandro has also been a Member of the Board of Directors of NOW Telecom Company, Inc.
(formerly Next Mobile, Inc.) since 1989 and he now serves as the Board’s Chairman. He is a business and
management professional and leader with over 25 years of corporate experience. He was the former President
and CEO of East Asia Power Resources, a local publicly-listed independent power producer during the period
of local economic crisis (1997-1999), Country Manager for the Power Systems Business of General Electric
Co. (1987-1995), and Vice President - Marketing at GE Philippines, Inc. and General Manager of GE Appliance
Co. In these capacities, he led the growth and success of this leading U.S. global diversified corporation in the



Philippines. He holds a Bachelor of Arts and Bachelor of Law degrees from the Ateneo de Manila University
and had taken post graduate courses leading to Master in Business Administration in the same school and
Business Policies, Manpower and Marketing Strategies at the GE Management Institute in NY, USA. He is a
member of the Philippine Bar.

Vicente Martin W. Araneta lll, age 55, Filipino, Director, He also serves as Director and President of
Facilities, Inc. and as Chairman of Real Properties, Inc., the holding company of Facilities, Inc. and owner of
the Palladium Subdivision. He is also a member of the Board of Directors and Chief Financial Officer of
ActivAsia, Inc., a 360-degree marketing services company specializing in Out-of-Home, events, point-of-sale
and channel activation, tourism marketing, sports marketing and creative services. He is an incorporator,
founding member, Treasurer and Director of the Philippine Chamber of Commerce and Industry — Pasig City,
Inc.. He serves as director and chief financial officer of Algo-Rhythm Communications, Inc., Arribadigital, Inc.
and ActivCare Home Health Solutions, Inc. He is currently the chief financial officer of Awesome Lab, Inc.. He
is also a member (on-leave) of the Management Association of the Philippines and of the Chamber of Real
Estate and Builders Associations, Inc. Mr. Araneta is a member of the Ateneo Alumni Association, Inc. and
served as a member of its Board of Directors for the period 2005-2007 and 2009-2012. He is also the President
of Ateneo, Inc. and a member since 2011 of the Philippine Association of Congress Exhibitors/ Organizers &
Suppliers, Inc. (PACEOS). He is the incorporator of the Mandaluyong Business Foundation. Mr. Araneta also
served as Director for the period 2004 to 2005 of the Philippine Science High School Foundation.

Gerard Bnn R. Bautista, age 55 Filipino, Director, was elected as a member of the Board of Directors
on June 2, 2016. He is also currently the Chairman of the University of Baguio Foundation. He is a partner in
Bnn Bautista Associates, an Architecture & Planning firm. He is also a Charter Member of the Rotary Club of
Makati, Greenbelt. He is a member of various associations, namely, the Harvard Architectural and Urban
Society, the Harvard Club of the Phils., the Harvard Alumni Alliance for the Environment, the Harvard Alumni
Entrepreneurs, the Philippine Jaycees Senate, Rockwell Club, Porsche Club Philippines, and the Baguio
Country Club. He served as President of the Makati Jaycees. He also obtained a degree in BS Architecture at
the University of the Philippines. Thereafter, he studied Information Technology at the Ateneo Grad School of
Business and Financial Forecasting at the University of Asia and the Pacific. He also studied Finance for
Senior Executives and Management of Family Corporations at the Asian Institute of Management. Moreover,
he studied Actuarial Planning at the Kennedy School of Government at Harvard and School Planning and
Design in the Graduate School of Design of Harvard as well.

Marlou Buenafe Ubano, 46 years old, Filipino, Independent Director, has been in practice of law for
fifteen years. He is the Founding Partner of the Ubano Sianghio & Lozada Law Offices which was established
in June 2002. He is currently a Governor of Integrated Bar of the Philippines — Western Visayas Region. He
served as Assistant Secretary for Legal Affairs of the Philippine Department of Transportation and
Communications from 2011 to 2013. He was the Commissioner of the Commission on Bar Discipline,
Integrated Bar of the Philippines from 2005 to 2007. He also served as President of the Integrated Bar of the
Philippines - Capiz Chapter from 2007 to 2009 and again in 2011, and as Deputy Governor of the Integrated
Bar of the Philippines — Western Visayas Region from 2011 to 2013. Atty. Ubano was awarded the Presidential
Plaque of Merit from the IBP National President in 2007, and a Plaque of Recognition as the Most Outstanding
IBP Capiz President in 2009. Atty. Ubano is a Member of the Asean Law Association and the Intellectual
Property Association of the Phils., Inc. He obtained his Bachelor's Degree in Law and Political Science in the
University of the Philippines.

Ramon Guillermo R. Tuazon, age 60, Filipino, Director, is also the president of the Asian Institute of
Journalism and Communication (AlJC) and secretary general of Asian Media Information and Communication
Centre (AMIC). Mr. Tuazon is chairman of the Philippines Commission on Higher Education (CHED) Technical
Committee for Communication (TCC) and member of the CHED Technical Panel for Social Sciences and
Communication. He is also a member of the CHED NCR Regional Quality Assurance Team (RQAT). He has
served UNESCO in various capacities including Media Development Specialist for UNESCO Myanmar
(November 2012- January 2014). Mr. Tuazon served as consultant/team leader to over 30 public information
and communication programs and projects. He also participated in 15 international and about 40 national
research projects in diverse areas such as mass media, communication, formal and non-formal education,



literacy, children’s rights, judicial reform and rule of law, etc. He has provided research and consultancy
services in other countries including Maldives, Lao PDR, Myanmar, Bhutan, Indonesia, and France. He has
co-authored six books, co-edited 15 books/monographs, written over 10 handbooks/ modules, published
numerous articles in international and national books, journals, and monographs. Mr. Tuazon completed his
Master in Communication Management from the AlJC and Bachelor of Science in Commerce from University of
Santo Tomas where he also took graduate work in advertising.

Winnita V. Ysog, age 54, Filipino, Director, was elected as member of the Board of Directors on 02
September 2016. She served as Marketing Manager of Wizard Academy, a school which offered preparatory
education. She also served as Managing Director of Altimax Broadcasting, Inc. In 2004, she served as Vice-
Chairman of the Executive Committee and Vice-President of the Human Resource and Quality Administration
of Next Mobile, Inc. In 2009, she ventured into the beauty and wellness business and set-up Vanilla Spice.
She is the President of Jonahs and Seths Holdings, Inc. She obtained her Bachelor of Science, Major in
Tourism degree from the University of the Philippines, Diliman, where she received an award of Proficiency in
French. She also obtained her Masters in Management from the Asian Institute of Management, Makati City.
She is now the owner and founder of Mabuhay Ako - Bag of Life 360 and currently, the President of Rotary
Club of Kamuning East, Rotary International District 3780.

Domingo B. Bonifacio, age 65 American, Independent Director, was elected as Independent
Director on 20 January 2017. He is currently the Executive Vice President & General Manager of Automated
Technology (Phil) Inc. (ATEC) Connectivity Division. From 2014-2015, he was President of Cirtek Advanced
Technologies and Solutions, Inc. From 2005-2014, he served as President and CEO of REMEC Broadband
Wireless International, Inc. and from 2005-2014, was the President and CEO of REMEC Manufacturing
Philippines, Inc. He obtained his B.S. Electronics and Communications degree from the University of Santo
Tomas and passed the Electronics and Communication Engineering Licensure Examination in 1977. He
continued his education in 1978-1979 by enrolling in the University of California, Berkley, CA.

Angeline L. Macasaet, age 46, Filipino, Corporate Secretary and Member of the Board of Directors, is
a member of the Philippine Bar. She is also currently the Corporate Secretary and Chief Information Officer of
the Company. She is also the Corporate Secretary of the various companies under the Velarde Group such as
Velarde, Inc., Gamboa Holdings, Inc., Food Camp Industries and Marketing, Inc., Emerald Investments, Inc., as
well as enfranchised companies such as NOW Telecom Company, Inc., GHT Network, Inc., News and
Entertainment Network, Inc., among many others. She ensures the compliance of these companies with all
regulatory requirements as well as the legal requirements involving specific transactions. Her extensive
engagement involves all forms of litigation and in all fora. She also has extensive practice in the Securities and
Exchange Commission, Philippine Stock Exchange, and the National Telecommunications Commission. In
addition to litigation, Ms. Macasaet has corporate practice all the way to the more complex engagements of
management buy-outs, corporate mergers and share swap.

Vicente I. PefAanueva, age 55, Filipino, Treasurer and Chief Finance Officer. He was elected by the
Company’s Board of Directors as Acting Chief Financial Officer on March 12, 2014. Mr. Pefianueva brings to
the company more than 27 years of experience in Corporate Finance, Controllership, Audit and Accounting.
Before he joined the Company, he was the Finance and Accounting Manager of Aruze Global Shared Services
and was In-charge of Corporate Accounting and Reporting of 7 companies. From 2012 to 2013, he was the
Accounting Manager of Century Peak Metals Holding Corporation, also a publicly-listed company. He was the
Accounting Manager of Great Image Services Corporation from 2011 to 2012 and was also Senior Accounting
Manager of Universal Leaf Philippines, Inc. for 14 years. Mr. Pefianueva is a Certified Public Accountant. He
graduated from Ateneo de Davao University in 1985.

D. Enrique O. Co, age 50, Filipino, Legal Counsel, is the Legal Counsel of the Company from January
2002 up to the present. He also served as the Corporate Secretary of the Company from 10 June 2004 until 30
August 2005 and from 01 November 2006 up to 21 January 2008. He is currently serving as Director and/or
Corporate Secretary of several Philippine corporations. He is also the Managing Partner of Co Ferrer & Ang-Co
Law Offices and an Associate Professorial Lecturer at Kalayaan College. Atty. Co obtained his BS Business
Administration (cum laude) and Law Degrees from the University of the Philippines.



Jozolly O. Ramos, age 34, Filipino, Chief Audit Executive. She was appointed as Chief Audit
Executive of Now Corporation on June 18, 2018. Ms. Ramos has 12 years experience in Corporate Finance,
Risk Management and Compliance. She started as the Junior Accountant of HDI Securities, Inc. She steps up
her career in HDI Securities when she became a Certified Associated Person by passing the Five Module
Exam given by the Securities and Exchange Commission. In 2010, She became the Associated Person for
Operation of Nieves Securities, Inc and in 2013 of Luys Securities Co., Inc. She imparts her knowledge in her
profession as a part time faculty in Emilio Aguinaldo College since 2008. She is a Certified Public Accountant.
She graduated Cum Laude from the Eastern Visayas State University in 2005 and Finished her Masters in
Business Administration with specialization in Capital Markets in Lyceum of the Philippines University in 2012.

Independent Directors

Atty. Marlou B. Ubano and Domingo B. Bonifacio are the two (2) independent directors of the
Company. Atty. Lucas C. Carpio, Jr. tendered his resignation as an Independent Director of the Board of
Directors during the Regular Meeting of the Board of Directors held on 15 March 2018, effective as of said
date.

Management Team

The following are the members of the Company’s management team:

Thomas G. Aquino - Chairman of the Board

Jose S. Alejandro - Vice Chairman of the Board

Mel V. Velarde - President and Chief Executive Officer
Vicente I. Pefianueva - Treasurer and Chief Finance Officer
Rene L. Rosales - Chief Technology Officer

Rodolfo P. Pantoja - Chief Operating Officer

Elena H. Dimailig - Head of Operations

Kristian Noel A. Pura - Head of Business Development and Strategy
Jozolly O. Ramos - Chief Audit Executive

Maria Christine C. Palomar - Human Resources Director

Angeline L. Macasaet - Chief Legal Counsel, Corporate Secretary

Identity of Significant Employees

There is no person who is not an executive officer who is expected to make a significant contribution to
the business of the Company.

Family Relationship

Except for the President and CEO Mr. Mel V. Velarde and Winnita V. Ysog who are siblings, none of
the Advisors, Executive Officers and Management employees are related by affinity or consanguinity.

Involvement in Certain Legal Proceeding

On February 20, 2013, the Company filed the trademark registration of the
mark: NOWPLANET.TV AND DESIGN with Application No. 4-2013-500481 with the Bureau of Legal Affairs of
the Philippine Intellectual Property Office (the “Bureau”). On 12 August 2013, Starbucks (HK) Limited filed a
Verified Notice of Opposition to the said trademark application. On January 12, 2017, the Intellectual Property
Office of the Philippines dismissed the opposition filed by Starbucks (HK) Limited. In an Order dated 19 May
2017, the Bureau dismissed with finality the Appeal.

On 17 November 2017, the Company filed an administrative case against Mr. Jose P. Dormido, Sheriff
IV, Regional Trial Court, Branch 154, of Pasig City. In a Letter dated 08 January 2018, the Supreme Court



notified the Company that the copy of the Verified Complaint dated 17 November 2017 was forwarded to the
Supreme Court on 18 December 2017 by the Office of the Chief Justice.

There are no pending legal proceeding involving Bankruptcy Petition, Conviction by Final Judgment, or
being subjected to any Order, Judgment or Decree, or Violation of a Securities or Commaodities Law to which
the registrant or any of its subsidiaries or affiliates is a party or of which any of their property is the subject
thereof have occurred during the past five (5) years up to the latest date that are material to evaluation.

Item 10. Executive Compensation

The aggregate compensation of executive officers and directors of the Company for the last 2 years
and projected for the ensuing year (2019) are as follows:

ACTUAL 2018 2017
COMPENSATION OTHERS TOTAL TOTAL

A. Five 5) most
highly compensated 8,459,041 6,896,672 15,355,713 11,678,877
Executive Officers

All directors and
executive officers as a 300,000 300,000 295,000
Group unnamed

Projected 2019
COMPENSATION OTHERS TOTAL

A. Five (5) most highly

compensated  Executive Officers 8,719,100. 7,098,000 15,817,100

All directors and executive

officers as a Group unnamed 300,000 300,000

The following are the 5 highest compensated directors / executive officers of the Company: 1. Thomas
G. Aquino 2. Mel V. Velarde, 3. Angeline L. Macasaet, 4. Vicente |I. Penanueva; and 5) Ramlo John P. Torres.

Standard Arrangement

Other than payment of reasonable per diem, there are no standard arrangements pursuant to which
directors of the Company are compensated, or are to be compensated, directly or indirectly for any services
rendered provided as a director/executive officer for the last completed fiscal year and the ensuing year.
Other Arrangement

There are no other arrangements pursuant to which any director of the Company was compensated, or
is to be compensated, directly or indirectly, during the Company’s last completed fiscal year, and the ensuing

year, for any service provided as a director.

Terms and Conditions of any Consultancy Contract or any Compensatory Plan or Arrangement
between the Company and Executive Officers



None.

Outstanding Warrants or Options Held by the Company’s CEO, the Executive Officers and Directors
None.

Item 11. Security Ownership of Certain Beneficial Owners and Management

Voting Securities and Principal Holders Thereof

The Company has outstanding common shares totaling 1,517,278,350 shares as of 31 March 2019.
All outstanding shares as of record date are entitled to notice and to vote, on a one-share-one vote basis.

Security Ownership of Certain Record and Beneficial Owners
(More than 5% as of 31 March 2019)

Title of | Name, Address of Record Owner Name of Citizenship | No. of Shares | Percentage
Class and Relationship with Issuer Beneficial Held
Owner and
Relationship
with Record

Owner

Common | PCD Nominee Corp. — Direct/Indirect Filipino 773,283,562 50.96
Filipino/Others

Common | Top Mega Enterprises Limited

11/F Fortune House Direct Chinese 367,935,951 24,2497
61 Connaught Road Central,
Hong Kong
Common | Emerald Investments, Inc.
Unit 5-1, 5" Floor, OPL Building, Direct Filipino 209,395,185 13.8007

100 C. Palanca St., Legaspi
Village, Makati City

Common | Velarde, Inc.
Unit 5-1, 5 Floor, OPL Building, Direct Filipino 200,571,550 13.2192
100 C. Palanca St., Legaspi
Village, Makati City

Common | Foodcamp Industries &
Marketing, Inc. Direct Filipino 91,726 ,643 6.0455
Unit 5-1, 5" Floor, OPL Building,
100 C. Palanca St., Legaspi
Village, Makati City

Common | Joyce Link Holdings, Limited
11/F Fortune House Direct British VI 86,458,552 5.6983
61 Connaught Road Central,
Hong Kong




Security Ownership of Directors and Management as of 31 March 2019

The directors and officers of the Company have no security ownership in the capital stock of the
Company other than the qualifying shares recorded in the names of the directors but beneficially owned by
Velarde, Inc., Gamboa Holdings, Inc. or Foodcamp Industries and Marketing, Inc.:

Title of - Amount and Nature of L . Percent
Name of Beneficial Owner . . Citizenship
Class Beneficial Ownership of class
Common Thomas G. Aquino 1 (Direct) Filipino <.01
Common Mel V. Velarde 10 (Direct) Filipino <.01
Common Jose S. Alejandro 10 (Direct) Filipino <.01
Common Vicente Martin W. Araneta Ill 1 ((Direct) Filipino <.01
Common Gerard Bnn R. Bautista 1 (Direct) Filipino <.01
Common Marlou B. Ubano 1 (Direct) Filipino <.01
Common Ramon Guillermo R. Tuazon 1 (Direct) Filipino <.01
Common Domingo B. Bonifacio 1 (Direct) American <.01
Common Winnita Velarde Ysog 1 (Direct) Filipino <.01
Common Angeline L. Macasaset 1 (Direct) Filipino <.01
Vicente |. Penanueva (Treasurer 0 Filipino 0
and CFO)

None of the members of the Company’s directors and management owns 2.0% or more of the
outstanding capital stock of the Company.

Item 12. Certain Relationships and Related Transactions

Except for the President and CEO Mr. Mel V. Velarde and Winnita V. Ysog who are siblings, none of
the Advisors, Executive Officers and Management employees are related by affinity or consanguinity.

The Group entered into transactions with related parties, principally consisting of the following:

a. In 2018, the Group Company entered into a deed of sale with Joyce Link to sell the following advances
and receivables to the latter in exchange for a one-year 8% convertible promissory note at the option
of the holder amounting to P91,521,581 which corresponds to the total carrying amount of the
advances and receivables. Accordingly, no gain or loss was recognized on the transaction.

Related Party Category Amount
Thumbmob Philippines Inc. Advances R14,344,369
Holy Cow Animation, Inc. Advances, Loans and Interest 11,616,220
Softweb Consulting, Inc. Trade receivables 34,372,311

Loans and Interest 714,000
Advances - net 483,228
IMX Broadband, Inc. Advances 15,567,752
Interest 12,263,401
Porteon SEA, Inc. Loans 2,160,300

Interest income earned from the promissory note amounted to P980,802 in 2018 and recognized as
part of the advances to Joyce Link.

b. On August 30, 2005, the Parent Company entered into a Loan Agreement with IBI for research and
development purposes in connection with IBI's plan to expand its IT platform and introduce IT-related
products and services. The loan is subject to 9.0% interest per annum and is payable no later than
August 30, 2010. Partial pre-payments on the principal may be made prior to this date. The interest is
due and demandable only on maturity date. Interest was reduced by the parties to 5.5% per annum in



2007 and shall be subject to annual repricing subsequent to 2007.

On June 25, 2010, both parties agreed to extend the maturity of the loan from August 30, 2010 to
August 30, 2012. On August 31, 2012, both parties agreed to further extend the maturity of the loan
up to August 30, 2015, with the interest rate further reduced to 3% per annum starting January 1,
2013. On August 31, 2015, both parties agreed to extend the maturity of the loan to five (5) years
ending August 30, 2020. Interest was retained at 3% per annum.

On September 27, 2018, the loan and the corresponding interest was transferred to Joyce Link which
effectively terminated the loan agreement between the parties.

Interest income amounted to P333,409, P467,033 and P467,033 in 2018, 2017 and 2016,
respectively, is reflected as part of “Others Income”. As of December 31, 2018, 2017 and 2016,
amounts owed by IBI, including interest, amounted nil, P27,497,744 and P27,030,711, respectively.
IBl is an entity under common control.

As of December 31, 2018, 2017 and 2016 the Group has outstanding liabilities to Emerald Investment,
Inc. (Ell) amounting to P2,902,918 which arose from the Group’s sub-lease agreement with Ell that
ended in 2011.

On January 1, 2013, the Parent Company renewed its service agreement with KPSC for a period of
four (4) years beginning January 1, 2013 to December 31, 2016. On January 3, 2017, the Parent
Company renewed its service agreement with KPSC for a period of five (5) years beginning January 3,
2017 up to January 2, 2022.

Under the service agreement, KPSC shall provide consultancy and manpower services depending on
the services specifically required by the Group. Amounts owed to KPSC, in relation to the service
agreement, amounted  to P8,819,096, P13,038,492 and R15,450,244 as  of
December 31, 2018, 2017 and 2016, respectively.

Previously, the Group’s administrative and management functions, including key management
personnel, are being handled by personnel of KPSC. Outside services incurred by the Group for the
provision of key management personnel services that are provided by the KPSC amounted to nil, P
2,863,646, and P6,176,177 in 2018, 2017 and 2016, respectively. In February 2017, the
administrative and management functions, including key management personnel, were transferred
from KPSC to the Parent Company.

Compensation of identified key management personnel both from the Group and under KPSC,
classified as short-term and post-employment benefits, amounted to P10,916,783, PB9,124,721,
P6,176,177 in 2018, 2017 and 2016, respectively.

Due to related parties include interest bearing advances from Velarde, Inc. for working capital and
investment requirements.

On January 22, 2015, Velarde, Inc. agreed to convert its advances amounting to P200,000,000 into
equity interest in the Parent Company for 200,000,000 common shares with a par value of
P1. It was further agreed that the remaining balances and subsequent advances from Velarde, Inc.
shall no longer be subject to interest and shall be due on demand (see Note 13).

On April 29, 2016, the Parent Company’s BOD approved the conversion into equity of the advances
from Velarde, Inc. amounting to P264,000,000 at a conversion price of P1.22 per share computed on
the volume-weighted average price of the Parent Company’s shares for a 30-day trading period ended
April 14, 2016. On June 2, 2016, the stockholders of the Parent Company approved the said increase
in the Parent Company’s authorized capital stock.

On June 20, 2016, additional advances were incurred from Velarde Inc., through the latter's payment
of the loans payable to bank on behalf of the Parent Company amounting to
P44,500,000 (see Notes 11 and 19). On October 11, 2018, the Parent Company’s BOD approved the
conversion into equity of the advances from Velarde, Inc. amounting to P209,000,000 at a conversion
price of P6.50 per share computed on the volume-weighted average price of the Parent Company’s
shares for a 30-day trading period ended October 11, 2018. The conversion is approved by the
shareholders on March 8, 2019 and is yet to be filed in SEC as of April 12, 2019.

Outstanding accrued interest presented as part of the “Accounts payable and accrued expenses”
amounted to P59,903,586 as of December 31, 2018, 2017 and 2016 (see Notes 8 and 19).



Due to Velarde, Inc. presented as part of “Due to related parties” amounted to P254,613,559,
P141,326,966 and P68,322,816 as of December 31, 2018, 2017 and 2016, respectively.

f.  On January 1, 2011, the Group entered into a sublease contract with I-College Philippines, Inc.
(I-College) for the period November 1, 2011 to May 31, 2012 with a monthly rental fee of
P77,526. The term of the lease can be renewed upon mutual consent of both parties. The most
recent renewal of this sublease agreement is for a period of three (3) years from
November 1, 2017 to October 31, 2020. All other terms and conditions of the sublease agreement
dated January 1, 2011 remain in full force.

Rent expense incurred by the Group amounted to P930,313 in 2018, 2017 and 2016. In connection
with this, the related due to [-College amounted to P6,667,238, P5,736,925 and
P4,806,612 as of December 31, 2018, 2017 and 2016, respectively.

g. The Group sells IBM licenses to Softweb, an associate. Sales of IBM license to Softweb amounted to
nil in 2018 and 2017 and P5,412,232 in 2016.

Trade receivables from Softweb totalling to P34,372,311 was transferred to Joyce Link during 2018.
The Group has outstanding receivables from Softweb amounting to nil as of
December 31, 2018 and P34,372,311 as of December 31, 2017 and 2016. The Group also
transferred to Joyce Link its loans and net advances to Softweb amounting to P714,000 and
P483,228, respectively.

h. Infrastructure build-up

In January 2015, the Parent Company entered into two (2) separate one-year service agreements with
GHT Network, Inc. (GHT) and News and Entertainment Network, Inc. (Newsnet) to provide bandwidth
services to its customers. The Parent Company provided the infrastructure build-up and technology
design and consultancy.

In 2016, the Parent Company amend its contracts with GHT and Newsnet, and includes NOW
Telecom whereas the Parent Company will provide project management services, design and planning
services and installation services covering up to 10 major network hubs for a contract price of P
45,000,000 each. Right to receive payments arise upon acceptance of GHT, Newsnet and NOW
Telecom of completed hubs. Payments are due upon receipt of invoice.
In 2018, the contracts were amended to include an additional one (1) and two (2) network hubs for
Newsnet and GHT, respectively, with the same terms and conditions as the one entered in 2016.

A total of four (4), nine (9) and 10 network hubs were completed in 2018, 2017 and 2016, respectively.
Service  revenue  recognized related to  infrastructure  build-up  amounted to
P10,000,000 each for GHT and Newsnet in 2018, P20,000,000 for GHT and P25,000,000 for Newsnet
in 2017 and R15,000,000 each for GHT and Newsnet in 2016.

i. Technical services

Included in the contract entered in 2016, the Parent Company will provide technology consultancy
services for a period of ten (10) years with a monthly fee of R50,000 each for GHT and Newsnet. The
parties mutually agreed to defer this arrangement in 2018 since no technical services related to the
project was provided to GHT and Newsnet during the year. Service revenue recognized amounted to
P600,000 and P450,000 each for GHT and Newsnet in 2017 and 20186, respectively. No such revenue
was recognized in 2018.

In 2016, the Parent Company provided technical service related to NOW Telecom for a service
revenue amounting to B7,500,000.

j- Value-added services (VAS)

In 2015, the Parent Company entered into three (3) separate agreements with NOW Telecom, GHT and
Newsnet (the Parties), wherein the Parties mutually agreed to collaborate and interconnect their respective
networks in order for the Parent Company to provide VAS to the public such as cloud hosting services, virtual



private network, multimedia content and program services, online game services, cloud-based multimedia
conferencing services, web hosting and cloud-based mail and messaging services (VAS contracts).

On December 5, 2016, the Parties agreed to amend Chapter 5 of their VAS contracts to add provision
on revenue sharing from the broadband revenue.

On December 23, 2016, the Parties further agreed to amend their VAS contracts to include additional
fees from actual usage of bandwidth and other provision on charging to the Parent
Company on a cost-plus margin arrangement.

In January 2018, the Parties further agreed to amend their VAS contracts to include additional fees for
the use of the network equipment of NOW telecom, GHT and Newsnet.

Total cost of data services charged to cost of services amounted to P15,664,294, R3,121,774 and P
1,696,912 in 2018, 2017 and 2016, respectively.

k. Management fees

The Parent Company entered into a contract with Asian Institute of Journalism and Communication
(AIJC) to provide management services commencing from January 1, 2018 to December 31, 2020 with
an agreed monthly fee of P20,000. Service revenue related to management consultancy services to
AlJC amounted to P240,000 in 2018.

The Parent Company also entered into a contract with GHT for the management of the latter's renewal
of franchise in 2018 in exchange for an amount totalling to P12,000,000 in 2018. The contract was
finalized in September 2018 after the approval of renewal of franchise of GHT.

In March 2018, Parent Company also entered into a contract with NOW Tel for the services rendered
in relation to the latter’'s renewal of franchise in 2018 amounting to P10,000,000. The contract was
finalized in March 2018 after the approval of renewal of franchise of NOW Tel.

Another management service contract was entered into by the parties in January 2018 for
NOW Tel's bidding on the selection of new major player (NMP) in the public telecommunications
market as spearheaded by NTC. Revenue recognized in 2018 from the contract amounted to P
15,000,000 after the completion of the selection of NMP in
October 2018.

Parent Company also entered into a contract with NOW Telecom to provide management consultancy
services commencing from January 2017 to January 2020 with an agreed monthly fee of P650,000.
Service revenue related to management consultancy services to NOW Telecom amounted to P
7,800,000 each in 2018 and 2017.

The Group charges Velarde, Inc. management fees for the administration and operations of the
companies. Payments are due within five (5) days upon receipt of invoice. Management fees charged
to Velarde, Inc. amounted to P240,000 in 2018, 2017 and 2016. Outstanding trade receivables from
Velarde, Inc. amounting to P1,920,000, P1,680,000 and P1,440,000 as of December 31, 2018, 2017
and 2016, respectively.

l.  The Group has various advances to and from its related parties which pertain to working capital and
administrative requirements.

The Group entered into a non-interest bearing loan agreement with Porteon Electric Vehicles, Inc.
(Porteon). The loan was sold to Joyce Link during the year which effectively terminated the loan
agreement between the two (2) parties. Outstanding amount due from Porteon Electric Vehicles, Inc.
amounted to nil as of December 31, 2018 and P2,160,300 as of December 31, 2017 and 2016 which
is due on demand.

The Group made various advances to NOW Telecom, Paradiso Verde, GHT, Newsnet, AlJC, KPSC
and Ell for working capital requirements. The Group also has outstanding liabilities to NOW Telecom
and Paradiso Verde.
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Summary of related party transactions affecting consolidated statements of income:

General and

Cost of sales and administrative
Related parties  Category Year Revenues services expenses
Velarde, Inc. Management Fee 2018 £240,000 P- P-
2017 £240,000 P P
2016 £240,000 P P
NOW Telecom Management Fee
Company, Inc. 2018 32,800,000 - -
2017 7,800,000 - -
2016 - - -
Services 2018 - - -
2017 - - -
2016 7,500,000 - -
Cost of Data Services 2018 - 3,922,957 -
2017 - 1,757,720 -
2016 - 779,715 -
Lease 2018 - - 120,000
2017 - - 120,000
News and Services
Entertainment
Network
Corporation 2018 10,000,000 — -
2017 25,600,000 - -
2016 15,450,000 - -
Cost of Data Services 2018 - 10,041,776 -
2017 - 1,364,054 -
2016 - 1,696,912 -
GHT Network, Inc. Services 2018 10,000,000 — -
2017 20,600,000 - -
2016 15,450,000 - -
Management Fee 2018 12,000,000 - -
2017 - - -
2016 - - -
Cost of Data Services 2018 - 1,699,561 -
2017 - - -
2016 - - -
IMX Broadband, Interest
Inc. 2018 333,409 - -
2017 467,033 - -
2016 467,033 - -
Knowledge Outside Services
Professionals
Service
Cooperative 2018 - 24,343,211 2,306,929
2017 - 39,355,462 2,642,857
2016 - 43,226,619 7,489,693
Softweb Sales
Consulting, Inc. 2018 - - -
2017 - - -
2016 5,412,232 - -



General and

Cost of sales and administrative

Related parties  Category Year Revenues services expenses

Asian Institute of Management Fee 2018 240,000 - -

Journalism and 2017 - - -

Communication 2016 - - -

Joyce Link Interest

Holdings Limited 2018 980,802 - -
2017 - - -
2016 - - -

(Forward)

Paradiso Verde, = Revenue

Inc. 2018 £11,700,000 - P-
2017 - - -
2016 - - -

I-College of the ~ Lease

Philippines, Inc. 2018 - - 930,313
2017 - - 930,313
2016 — - 930,313
2018 P78,294,211 £40,007,505 P£3,357,242
2017 54,707,033 £42,477,236 P3,693,170
2016 44,519,265 £45,703.,246 £8,420,006

PART IV - CORPORATE GOVERNANCE
Item 13. Corporate Governance
Per SEC Memorandum Circular No. 15 Series of 2017, the Integrated Annual Corporate
Governance Report shall be due on or before 30 May 2019, hence not yet included in this report.
PART V - EXHIBITS AND SCHEDULES
Item 14. Exhibits and Reports on SEC Form 17-C
(a) Exhibits
The audited consolidated financial statements are attached as “Annex A”. The audited financial
statements for parent company are attached as “Annex B”. The Secretary’s Certificate certifying
the authorized signatories for the Statement of Management Responsibility is attached as Annex
“C”.
(b) Reports on SEC Form 17-C

The following were the reports on SEC Form 17-C filed during the year 2018 until 31 March 2019:

DATE PARTICULARS

15 March 2018 In its 15 March 2018 Regular Meeting, the Board approved the delegation to the Chairman,
the President, and the Chief Finance Officer, the authority to approve the release of the

2017 Audited Financial Statements of the Corporation.

In view of the Corporation’s Annual Stockholders’ Meeting scheduled on 07 June 2018, the




Board resolved to set the record date on 30 April 2018.

Likewise in the said meeting, the Board resolved to delegate to the Executive Committee
the setting of the final conversion price related to the conversion into equity of the
Php260,000,000.00 advances from a shareholder. Said conversion into equity was
previously approved by both the Board and the Stockholders, respectively, and was
likewise promptly disclosed to the Philippine Stock Exchange.

Furthermore, Atty. Lucas C. Carpio, Jr. tendered his resignation as an Independent
Director of the Board of Directors of the Corporation effective 15 March 2018.

07 June 2018

The following were elected as Directors during the Annual Meeting of the Stockholders
held on 07 June 2018:

Thomas G. Aquino

Jose S. Alejandro

Mel V. Velarde

Vicente Martin W. Araneta lll

Gerard Bnn R. Bautista

Ramon Guillermo R. Tuazon

Marlou B. Ubano, as independent director
Domingo B. Bonifacio, as independent director
Andrew J. Lorken, as independent director
Winnita V. Ysog

Angeline L. Macasaet.

The shareholders present, in person or by proxy, approved/ratified the following items;

1. Minutes of the Annual Stockholders’ Meeting held on 01 June 2017;

2. 2017 Annual Report, Business Plan for 2018 and 2017 Audited Financial Statements;

3. Acts of and Resolutions of the Board of Directors and Officers of the Corporation since
the 2017 Annual Stockholders’ Meeting;

4. Re-Appointment of Sycip Gorres Velayo & Co. as External Auditor.

The shareholders present by a unanimous vote likewise affirmed / confirmed their
approval, made at the 02 June 2016 Annual Stockholders' Meeting, of the increase in
authorized capital stock of the Company as well as the conversion into equity of the
Php264M advances from a shareholder, Velarde, Inc., at the conversion price
computed based on the daily average of the Volume-Weighted Average Price of NOW
Corporation shares for a 30 day trading period ending 14 April 2016 as well as the
listing of corresponding shares that will be issued out of the said conversion. The
conversion price shall be set between Php1.50 per share to Php1.70 per share range.
The Board of Directors is given the delegated authority to finalize the terms and other
details pertaining to such increase and conversion price within the respective ranges
herein set forth.

The stockholders approved and ratified the features, terms and conditions of the
Preferred “A” Shares of the Follow-On-Offering as approved by the Board of Directors
during its 21 May 2018 Special Board of Directors Meeting.

At the Joint Organizational and Regular Meeting of the Board of Directors, the
following were elected as officers and members of the following committees:

OFFICERS:

Dr. Thomas G. Aquino - Chairman




Atty. Jose S. Alejandro - Vice-Chairman

Mr. Mel V. Velarde — President and Chief Executive Officer

Mr. Vicente |. Penanueva -Treasurer and Chief Finance Officer
Ms. Jozolly O. Ramos — Chief Audit Executive

Atty. Miguel Antonio S. Regal — Compliance Officer

Atty. Marlou B. Ubano — Chief Risk Officer

Atty. Angeline L. Macasaet - Corporate Secretary

Nomination and Election Committee:

Mr. Vicente Martin W. Araneta lll, Chairman
Atty. Jose S. Alejandro

Atty. Marlou B. Ubano

Audit and Risk Management Committee:
Atty. Marlou B. Ubano, Chairman

Arch. Gerard Bnn R. Bautista

Mr. Ramon Guillermo R. Tuazon

Compensation and Remuneration Committee:
Dr. Thomas G. Aquino, Chairman

Atty. Marlou B. Ubano

Ms. Winnita V. Ysog

Related Party Transactions Committee
Mr. Domingo B. Bonifacio, Chairman
Mr. Andrew J. Lorken

Management Committee:

Dr. Thomas G. Aquino, Chairman
Mr. Mel V. Velarde

Atty. Angeline L. Macasaet

Corporate Governance Committee
Atty. Marlou B. Ubano, Chairman
Mr. Domingo B. Bonifacio

Mr. Andrew J. Lorken

21 May 2018

At the Special Meeting of the Board of Directors held on 21 May 2018, the Board of
Directors of NOW Corporation approved, confirmed, and ratified the offer of 5,000,000
Redeemable Convertible Cumulative  Non-Participating Non-Voting Peso-
denominated Preferred Shares and designated the series as the Preferred "A" Shares
with an Oversubscription Option of 5,000,000 Preferred A Shares, with 25,000,000
underlying Common Shares and an additional 25,000,000 Common Shares upon the
exercise of the Oversubscription Option, which Common Shares shall be issued upon
conversion of the Preferred Shares, with Detachable = Warrants;

The Board confirmed and approved that any of the President, the Chairman of the
Board or the Chief Financial Officer ("CFO") of the Company is authorized to approve
and confirm: (i) the final dividend rate applicable to the Preferred A Shares as
determined based on the range set out in the terms and conditions presented to the
Board of Directors, (ii) adjustments to the Dividend Payments Dates, Issue Date and
other relevant dates, depending on the final timetable for the offer, and (iii) any such
minor changes to the terms and conditions as they may deem necessary;




The Board of Directors also approved, confirmed, and ratified the features of the
Preferred "A" Shares to be offered to the public.

25 June 2018

The Securities and Exchange Commission issued the Certificate of Filing of Enabling
Resolution dated 22 June 2018 in relation to the Company's offer to the public of
5,000,000 Redeemable Convertible Cumulative Non-Participating Non-Voting Peso-
denominated Preferred Shares designated as Preferred "A" Shares with an
Oversubscription Option of 5,000,000 Preferred "A" Shares, with 25,000,000
underlying Common Shares and an additional 25,000,000 Common Shares upon the
exercise of the Oversubscription Option, which Common Shares shall be issued upon
conversion of the Preferred Shares, with Detachable Warrants.

11 October 2018

At the Special Meeting of the Board of Directors of NOW Corporation held on 11 October
2018, the Board approved the conversion into equity by its shareholder Velarde, Inc. in the
amount of Two Hundred Nine Million Pesos (Php209,000,000.00) with the conversion price
computed based on the Volume Weighted Average Price (VWAP) of the 30-day trading
period ending 11 October 2018.

28 September 2018

At the Regular Meeting of the Board of Directors of NOW Corporation held on 28
September 2018, the Board approved to pay collateral fee in favor of its affiliates
Velarde, Inc. and Gamboa Holdings, Inc. respectively, each in the amount of 3% of
the total amount of the loan annually until the loan is fully paid in relation to the loan/s
applied for by NOW Corporation with local banks to finance its capital expenditures
and operational expenses. The abovementioned affiliates provided the collateral for
the said loan/s in favor of NOW Corporation in the form of property and shares of
stock.

Furthermore, Mr. Andrew Z. Lorken tendered his resignation as an Independent
Director of the Board of Directors of the Corporation, which the Board accepted. Mr.
Lorken's replacement will be reported to the Philippine Stock Exchange as soon as
he/she has been elected.

11 October 2018

At the Special Meeting of the Board of Directors of NOW Corporation held on 11
October 2018, the Board approved the conversion of advances into equity by its
shareholder, Velarde, Inc., in the amount of Two Hundred Nine Million Pesos
(Php209,000,000.00) with the conversion price computed based on the Volume
Weighted Average Price (VWAP) of the 30-day trading period ending 11 October
2018 or at Php6.50.

The Board has likewise formally authorized the participation of the Company, as a
member of a consortium, in the Selection Process for a New Major Player in the
Philippine Telecommunications Market.

21 November 2018

NOW Corporation's Compliance Officer Atty. Miguel Antonio S. Regal resigned from
his position effective 16 November 2018 to pursue further studies.

28 December 2018

At the special meeting of the Board of Directors of NOW Corporation held on 28
December 2018, the Board approved Company’s equity restructuring plan by reducing
the par value of the common shares of stock of the Company and by applying the
resulting additional paid-in capital to eliminate its accumulated deficit. For this
purpose, the Board approved the amendment of Article Seventh of NOW’s Articles of
Incorporation to reduce the par value of common shares from One Peso (Php1.00)
per share to Seventy Centavos (Php0.70) per share, and the resulting decrease of




NOW'’s authorized capital stock from Php2,120,000,000.00 divided into 2,060,000,000
common shares and 60,000,000 preferred shares with par value of One Peso
(Php1.00) each to Php1,502,000,000.00 divided into 2,060,000,000 common shares
with par value of Seventy Centavos (Php0.70) each and 60,000,000 preferred shares
with par value of One Peso (Php1.00) each.

15 January 2019

At the special meeting of the Board of Directors of NOW Corporation held on 15
January 2019, the Board approved the setting of the Special Stockholders' Meeting to
be on 08 March 2019 with record date of 15 February 2019.

08 March 2019

At the Special Stockholders’ Meeting of NOW Corporation held on 08 March 2019, the
stockholders unanimously approved Company’s equity restructuring plan by reducing
the par value of the common shares of stock of the Company and by applying the
resulting additional paid-in capital to eliminate its accumulated deficit. The Php1.00
par value per share of the existing preferred shares will not change. For this purpose,
the stockholders unanimously approved the amendment of Article Seventh of NOW'’s
Articles of Incorporation to reduce the par value of common shares from One Peso
(Php1.00) per share to Seventy Centavos (Php0.70) per share, and the resulting
decrease of NOW'’s authorized capital stock from Php2,120,000,000.00 divided into
2,060,000,000 common shares with par value of One Peso (Php1.00) each to
Php1,442,000,000 divided into 2,060,000,000 common shares with par value of
Seventy Centavos (Php0.70) each.

Likewise, the stockholders unanimously approved the conversion of advances into
equity of its shareholder Velarde, Inc. in the amount of Two Hundred Nine Million
Pesos (Php209,000,000.00) with the conversion price computed based on the Volume
Weighted Average Price (VWAP) of the 30-day trading period ending 11 October
2018 or at Php6.50 per share, and the listing of additional shares resulting from the
said conversion. The waiver by a majority vote representing the outstanding shares
held by the minority shareholders present of the conduct of a Rights or Public Offering
of the Shares to be subscribed to by Velarde, Inc. was likewise affirmed / confirmed.

Finally, the stockholders approved the revision of the earlier approval made during the
Annual Stockholders’ Meeting held on 07 June 2018 to increase the authorized capital
stock of the Company within a range between Php600M and Php700M in connection
with the earlier conversion of another tranche of advances made by Velarde, Inc. to
NOW Corporation in the amount of Php264 Million. Only the conversion into equity of
Velarde, Inc.’s advances in the amount of Php264M based on the adjusted conversion
price range between Php1.50 and Php1.70 per share as well as the listing of
additional shares resulting from the said conversion are approved and affirmed for
implementation. The contemplated increase in authorized capital stock is deemed set
aside.

Quarterly Financial Reports (Form 17-Q) were submitted to the SEC for the quarter ending March,
June and September 2018.




BIGNATURES

Pursuant 1o the requirements of Section 17 of the Code and Saction 141 of the Corporabion Coda, this raport is
signed on bahalf of the issuer by the undersigned, thereunto duly authorized, o Makatl City on 257 day of Apol
2018

-
g WA~
MEL V. VELARDE VICENTE I, PENANUEVA
Presidant CEQ Chiel Finance Officer
ANGELI ACASAET
Corporate Secretany

SUBSCRIBED AND SWORN to bafore me this 25% day day of April 201% affiants axhibiing o me thair
reigpectve compelent evsdence of identity, as foliows:

HAMES Competant Evidence of Identity Expiry Dato
Wel vV, Velardes Phillipping Passport Mo,  ECO178707 30 January 2018
Vicenbe | Pelanusva Philhealth Mo 189-089347185-5

Aangpiding | MaCasansd Philippine Passport Mo, P36001 934 05 Jubky 2022
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INDEPENDENT AUDITOR'S REFPORT

| tie Board of Directors and the Stockholders
WO Corporation

L'wir #-1, 5 Floor, OFL Building

1) T Palanca Street, Legaspi Village
Makari City

Chpinion

We have sudited the consolidated financial statements of NOW Corporation and its subsidiaries

i the Growup), which comprise the consolidated statements of financial position as at December 31, 2015,
20007 und 2016, and the consolidated statements of income, consolidated siatements of comprebensive
income, consolidated statements of changes in equity and consolidated statements of cash flows for vears
rhen ended, and notes to the consolidated financial statements, including a summary of sgmfican
actounting policies.

In our opinion, the accompanying consolidated financial statements present fairly, in all materinl respecs,
the comsolidated financial position of the Group as it December 31, 2018, 2017 and 20016, and its
consolidated financial performance and e consalidinted cash flows for the yeurs then ended m secordance
with Philippine Financial Reporting Standards (PFRSs),

Basis for Opaion

We conducted our sudits in accordance with Philippine Standards on Auditing {P5As), Chur
responsiodities under those standards are further described in the dadivor's Responsibilities for rhe A il
of the Consolidated Financial Statements section of our report. We are [ndependent of the Group
accordance with the Code of Ethics for Professional Accouniants in the Philippines {Code of Ethics)
tugether with the ethical requirements that are relevant 1o our audit of the consalidated financal
satemenits in the Philippines, and we have fulfilled our other ethical responstbalities in accordance with
these requirements and the Code of Ethics. We behieve that the audit evidence w have obtained is
sufficient and approprinte to provide a basis for our oprnicn.

Kev Andit Matters

Koy audit manters are those matters that, in our professional judgment, were of most significance in onr
audit of the consolidated Ninancial sfatements of the currenl period. These matiers were addreesced m the
comzext of our audit of the consolidated financial statements as-a whole, and in forming our opinion
theteon, and we do not provide a separate opinion on these matters. For the matter below, oor deseription
of how our sudit addressed the matter is provided in that context.

We have fulfilled the responsibilities described in the dwdivor s Responuibifities for the Audic of the
Coniclidared Financial Statements section of our report, including in relation 1o these maners.
Socordingly, our audit included the performance of procedures designed to respond to our assessmenit of
the risks of material misstatement of the consolidated financial statements, The results of owr sudil
procedutes, imcluding the procedures performed to address the matters below, provide the basis for ous
gLt opinien on the sccompanying consolidated financial statements.
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Responsibilities of Management and Those Charged with Governance for the Consolidaied
Financial Sintements

Management is responsible for the preparation and Tuir presentation of the consolidated financial
stalzments in accordance with PFRSS, and for such inlenmal control is management determimes {s
necessary [0 enable the preparation of consolidated financial statements that are free from material

i lssraternent, whether due to fraud ar error,

in preparing the consolidated financial statements. management is responsible for ssessing the Group's
ability 10 coatinue as o going concem, disclosing, as applicable, matters related 1o going concern and
wsing the going concern basis of accounting unless management exther intends 1o liquidate the Group or to
cease operations, of has no realistic allemative bot to do so.

These charged with governance are responsible for oversecing the Group's financial reporting process
Anditor’s Responsibilities for the Audit of the Consolidated Finuncial Stntements

Uur abjectives are fo obtain reasonable assurance about whether the consolidated financial statziments s 2
whole are free from material misstatement, whether due 1o fraud or srror, znd to issue an auditor’s repont
that i ludes our opimion. Ressonable assurance is 2 high level of assurance, but is not a guarantee that an
audit conducted in accordance with PSAs will alwavs detect a material misstatement when it exjsts
Mhisstatements can anse from fraud or error end are considered material if, individually or in the
ageregate, they could reasonably be expected 1o influence the economic decisions of users taken on the
basis of these consolidated financial statements,

As part of an apdit m accordance with PSAs, we exercise profesgional judgment and maintain
professional skepticism throughout the nudit. We also:

« ldennify and assess the risks of material misstatement of the consolidated finuncia? statements.
whethet due 1o fraud or error, design and perform audit procedures responsive ta those risks, and
obtam audit evidence that is sufficient and appropriats to provide a basis for our opimion, The risk o
met defecting a material misstatement resulting from fraud is higher than for one resulting from error,
as fraud may involve collusion, forgery, intentional amissions, misrepresentations. or the pverride of
internal contral.

= Obtan an understanding of internal control relevant to the audit in order to design audit proceduris
thitt are appropriate in the circumstances, but not for the purpose of expressing an opinion on the
cifectivenass of the Group’s intemal control

*  Evaluate the appropriateness of accounting policies used and the reasonableness of accounting
catimmics and related disclosures made by management

*  Coenclude on the appropriateness of management's use of the going concern basis of geoounting and,
tised on the audit evidence obtained, whether a material uncemainty exists reluted to events ar
conditions that may cast significant doubt on the Group's ability 10 continue as 4 going concern, If
we conclude that a matenial uncertainty exists, we are required 1 draw Sention in our auditor’s
report fo the related disclosures in the consolidated financial statements or, il such disclosures are
Inpidegiate, to modify our opinion. Our canclusions are based on the audit evidence ohtained up to
the date of our auditor’s report. However, future events or conditions may cause the Ciroup 1o canse
W centinue &5 0 gomg concer,
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o Evaluase the overall presenmation, structure and content of the comsolidated financial statements,
wmeluding the disclosures, and whether the consolidated financial siatements represent the underlying
transactions and events in a manner thal achieves fair presentation.

«  Cihtaon sefficient appropriate audit evidence regarding the financial information of the entitics or
husingss activities within the Group to express an apinion on the cansolidated financial statements
We.are responsible for the direction, supervision and performance of the audit. We remain solely

respimsihle for our audit opinion.

We communicate with those charged with govermance regarding, among other matters, the planned scope
and timing of the audit and significant audit findings, including nny significant deficiencizs i miernal
contral that we identify during our audit,

W also provide those charged with governance with a statement thal we have complied with relevant
sthicyl requirements regarding independence, and to communicate with them all relationships and other
ritiers that may reasonsbly be thought to bear on our independence, and where applicable, related
sfegurds.

From the mattérs communicated with those charged with governance, we determine those maness that
werd of most significance in the sudit of the consolideted financial statements of the current period and
are therefiore the key audit maness. We describe these marers in our nuditor’s report unless inw or
repgulaticn precledes public disclosure about the matter or when, in extremely rare circomstaness, we
determine that o matter should not be communicated in cur report because the adverse consequences o
deing s0 would reasonably be expected 1o outweigh the public interest benefits of such communication

Ihe engagement partmer on the audit resulting in this independent auditor’s report is
Iheanna Feliza C. Ga.

SYCIP GORRES VELAYO & COx

feh

Jhoanna Feliza C. Go

Hartneyr
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SEC Acereditation Noo 1414-AR-1 (Groop A).
March 22017, valid until March 1, 2020

Fax [dentificanon No. 2190-674-288

1K Accreditntion No, 08-001998-103-2017,
Fanuary 31, 2007, valid until Janpary 30, 2020

PTR No 7332556, January 3, 2019, Makati City

Apeil 12, 2019

LU AR R



NOW CORPORATION AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF FINANCIAL pnsn{nn IR ¥ [——
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NOW CORPORATION AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF INCOME

Years Ended December 31
2018 2017 2016
REVENUES (Note 14)
Service fees P184,419,924  P126,666,201 £90,623,757
Sales 33,441,602 21,698,063 13,048,685
217,861,526 148,364,264 103,672,442
COSTS OF SALES AND SERVICES (Note 15) (148,323,593) (85,803,478) (56,646,942)
GROSS INCOME 69,537,933 62,560,786 47,025,500
GENERAL AND ADMINISTRATIVE EXPENSES
(Note 16) (57,828,777) (54,077,860) (43,401,136)
OTHER INCOME (CHARGES)
Interest expense (Notes 11 and 19) (3,324,724) (52,015) (572,962)
Foreign exchange gain (loss) - net 9,478 (3,084) -
Others 1,512,260 533,347 1,640,371
(1,802,986) 478,248 1,067,409
INCOME BEFORE INCOME TAX 9,906,170 8,961,174 4,691,773
PROVISION FOR CURRENT INCOME TAX (Note 17) 1,769,401 2,670,958 2,193,264
NET INCOME 8,136,769 £6,290,216 P£2,498,509
NET INCOME (LOSS) ATTRIBUTABLE TO:
Equity holders of the Parent Company P7,885,496 £6,792,056 £2,500,433
Non-controlling interests 251,273 (501,840) (1,924)
8,136,769 £6,290,216 P£2,498,509
Basic/Diluted Earnings Per Share (Note 18) P£0.0052 P0.0045 P0.0016

See accompanying Notes to Consolidated Financial Statements.



NOW CORPORATION AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME

Years Ended December 31
2018 2017 2016
NET INCOME P£8,136,769 P6,290,216 P2,498,509
Other comprehensive gain (losses) to be reclassified to profit or
loss in subsequent periods:
Cumulative translation adjustments (26,355) 12,528 (9,553)
Other comprehensive losses not to be reclassified to profit or loss
in subsequent periods:
Changes in fair value of equity investments designated at
fair value through other comprehensive income
(Note 6) (136,498,637) - -
Remeasurement of retirement benefits (Note 12) (515,882) — —
(137,014,519) — -
TOTAL OTHER COMPREHENSIVE INCOME (LOSS) (137,040,874) 12,528 (9,553)
TOTAL COMPREHENSIVE INCOME (LOSS) (128,904,105) 6,302,744 2,488,956
TOTAL COMPREHENSIVE INCOME (LOSS)
ATTRIBUTABLE TO:
Equity holders of the Parent Company (P129,155,378) P6,804,584 £2,490,880
Non-controlling interests 251,273 (501,840) (1,924)
(P128,904,105) P6,302,744 P2,488,956

See accompanying Notes to Consolidated Financial Statements.



NOW CORPORATION AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF CHANGES IN EQUITY

FOR THE YEARS ENDED DECEMBER 31, 2018,2017 AND 2016

For the year ended December 31, 2018

Attributable to Equity Holders of the Parent

Net accumulated
unrealized gain on
financial assets at
fair value through

Accumulated
unrealized loss on

Cumulative other comprehensive remeasurement of
Common Stock Deposit for future Translation Equity reserve income  retirement benefits Non-controlling
(Note 13)  stock subscriptions Adjustment (Note 2) (Notes 6 and 19) (Note 12) Deficit Total Interest Total
Balances at January 1, 2018, as
previously reported £1,517,278,350 $£264,000,000 £1,152,963 (21,978,794) P P (P421,158,169) 1,359,294,350 (3,487,2006) P1,355,807,144
Impact of adoption of:
PFRS 9 (Notes 2 and 6) - - - - 184,858,377 - (19,297,217) 165,561,160 - 165,561,160
PFRS 15 (Note 2) — — — — — — 226,881 226,881 — 226,881
Balances at January 1, 2018, as
adjusted 1,517,278,350 264,000,000 1,152,963 (1,978,794) 184,858,377 — (440,228,505) 1,525,082,391 (3,487,206) 1,521,595,185
Reclassification of deposit for future
stock subscription (Note 13) - (264,000,000) - - - - - (264,000,000) - (264,000,000)
Total comprehensive income: -
Net income — — — — — — 7,885,496 7,885,496 251,273 8,136,769
Cumulative translation
adjustment - - (26,355) - - - - (26,355) - (26,355)
Net accumulated unrealized gain
on financial assets at fair
value through other
comprehensive income
(Note 6) - - - - (136,498,637) - - (136,498,637) - (136,498,637)
Remeasurement of retirement
benefits (Note 12) — — — — — (515,882) — (515,882) — (515,882)
Total other comprehensive income — — (26,355) — (136,498,637) (515,882) — (137,040,874) — (137,040,874)
— — (26,355) — (136,498,637) (515,882) 7,885,496 (129,155,378) 251,273 (128,904,105)
Balances at December 31, 2018 £1,517,278,350 P £1,126,608 (21,978,794) P48,359,740 (B515,882) (P432,343,009) P1,131,927,013 (23,235,933) P1,128,691,080

See accompanying Notes to Consolidated Financial Statements.



For the year ended December 31, 2017

Attributable to Equity Holders of the Parent

Net accumulated
unrealized gain on
financial assets at
fair value through

Cumulative other comprehensive
Common Stock Deposit for future Translation Equity reserve income Non-controlling

(Note 13)  stock subscriptions Adjustment (Note 2) (Notes 6 and 19) Deficit Total Interest Total

Balances at January 1, 2017 P1,517,278,350 £264,000,000 P1,140,435 P P (P427,950,225) P1,354,468,560 (P5,132,960) P1,349,335,600

Total comprehensive income — 12,528 — — 6,792,056 6,804,584 (501,840) 6,302,744
Sale of i-Professional shares

(Note 2) - - (1,978,794) - - (1,978,794) 2,147,594 168,800

Balances at December 31, 2017 P1,517,278,350 264,000,000 P1,152,963 (P1,978,794) P (P421,158,169) P1,359,294,350 (P3,487,206) P1,355,807,144

For the year ended December 31, 2016

Attributable to Equity Holders of the Parent

Net accumulated
unrealized gain on
financial assets at
fair value through

Cumulative other comprehensive
Common Stock Deposit for future Translation Equity reserve income Non-controlling

(Note 13)  stock subscriptions Adjustment (Note 2) (Notes 6 and 19) Deficit Total Interest Total

Balances at January 1, 2016 P1,517,278,350 P P1,149,988 P P (P430,450,658) P1,087,977,680 (P5,131,036) P1,082,846,644

Total comprehensive income — — (9,553) — — 2,500,433 2,490,880 (1,924) 2,488,956
Deposit for future stock subscription

(Note 13) - 264,000,000 - - - - 264,000,000 - 264,000,000

Balances at December 31, 2016 P1,517,278,350 £264,000,000 P1,140,435 P P (P427,950,225) P1,354,468,560 (P5,132,960) P1,349,335,600

See accompanying Notes to Consolidated Financial Statements.



NOW CORPORATION AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF CASH FLOWS

Years Ended December 31
2018 2017 2016
CASH FLOWS FROM OPERATING ACTIVITIES
Income before income tax £9,906,170 P8,961,174 £4,691,773
Adjustments for:
Depreciation and amortization (Notes 7 and 16) 7,309,611 4,411,001 2,214,569
Interest expense (Notes 11 and 19) 3,324,724 52,015 572,962
Provision for impairment losses on:
Trade and other receivables (Notes 4, 16 and 19) 724,729 1,940 685,685
Advances to affiliates (Note 6) - - 5,000,000
Retirement benefits expense (Note 12) 459,808 - -
Straight-line adjustment on rent (Note 10) 18,300 5,933 -
Interest income (1,566,262) (472,507) (470,984)
Operating income before working capital changes 20,177,080 12,959,556 12,694,005
Decrease (Increase) in:
Trade and other receivables (59,492,808) (52,412,796) (34,439,198)
Contract asset (1,293,660) - -
Other current assets 7,555,200 (16,065,878) (3,481,122)
Increase (Decrease) in accounts payable and accrued expenses (7,433,097) 20,778,922 (13,284,487)
Net cash used in operations (40,487,285) (34,740,196) (38,510,802)
Income taxes paid, including CWTs (1,769,401) (2,670,958) (2,193,264)
Interest received 252,050 5,474 3,951
Interest paid (2,923,364) (52,015) (572,806)
Net cash flows used in operating activities (44,928,000) (37,457,695) (41,272,921)
CASH FLOWS FROM INVESTING ACTIVITIES
Increase (Decrease) in:
Due from related parties (139,232,865) (23,446,997) (24,109,146)
Other noncurrent assets (1,726,553) (354,465) (227,928)
Additions to property and equipment (Note 7) (10,283,831) (6,458,047) (5,451,837)
Cash flows used in investing activities (151,243,249) (30,259,509) (29,788,911)
CASH FLOWS FROM FINANCING ACTIVITIES
Increase in due to related parties 114,212,790 73,933,763 58,942,202
Proceed from loan availment 97,287,870 - 45,036,377
Finance charges (194,674) (87,582) —
Payment of loan - — (44,500,000)
Sale of i-Professional shares (Note 2) — 168,800 —
Cash flows from financing activities 211,305,986 74,014,981 59,478,579
NET INCREASE (DECREASE) IN CASH 15,134,737 6,297,777 (11,583,253)
CASH AT BEGINNING OF YEAR 10,694,196 4,396,419 15,979,672
CASH AT END OF YEAR £25,828,933 210,694,196 $£4,396,419

See accompanying Notes to Consolidated Financial Statements.



NOW CORPORATION AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

1. Corporate Information

Corporate Background

NOW Corporation (formerly Information Capital Technology Ventures, Inc.; the Parent Company)
started as a duly licensed investment house when it was incorporated on June 5, 1996 and registered
in the Philippine Securities and Exchange Commission (SEC) as MF Shroder & Co., Inc. It was
originally a wholly owned subsidiary of Amalgamated Investment Bancorporation (AIB) and was
initially engaged in the purchase and sale of securities.

In 2000, AIB expanded the services of the Parent Company by establishing an information
technology (IT) enabled facility geared towards servicing the private equity needs of small and
medium enterprises by matching them online with direct equity investors. Hence, the Parent
Company’s Article of Incorporation (AOI) was changed to expand its primary purpose of engaging in
the business of securities brokerage through the use of IT.

On July 23, 2002, the Parent Company’s Board of Directors (BOD) and stockholders approved the
offer of up to 28,000,000 shares from the Parent Company’s unissued common stock through initial
public offering (IPO). The application for the IPO of the Parent Company was approved by the
Philippine Stock Exchange (PSE) and SEC on June 11, 2003 and July 30, 2003, respectively. The
Parent Company was listed in the PSE on July 23, 2003 with an issue/share price of

£1.00 per share.

In 2008, the PSE approved the application for the listing of the additional 1,289,278,350 common
shares with an issue/share price of 1.00 per share to cover the share-for-share swap transactions with
NOW Telecom, Inc. (NOW Telecom) shareholders (see Notes 6 and 13).

In July 2009, the SEC approved the amendment of the Parent Company’s AOI which provides for the
change in its primary purpose of engaging in the securities brokerage business to a technology, media
and telecommunication (TMT) business.

In August 2010, the SEC approved further the amendment of the Parent Company’s AOI, removing
the pre-emptive rights of shareholders with respect to subscription to any class of the Parent
Company’s shares of stock.

On December 16, 2010, the Parent Company’s BOD approved the amendment in its AOI to include
secondary purpose. The inclusion of the secondary purpose was subsequently ratified by the Parent
Company’s stockholders on July 2, 2011 and was approved by the SEC on August 25, 2011. The
additional secondary purposes include:

a. Providing professional services and manpower in the field of TMT;

b. Acting as commission agent, manufacturer’s representative, or principal for the purpose, sale,
distribution, manufacture, assembly, import or export of any and all classes of materials,
merchandise, supplies and commodities of every kind and nature; and

c. Engaging in the business of general and retail merchants, traders, factors, agents, manufacturers,
processors, dealing in or with any and all classes of materials, merchandise, supplies and
commodities of every kind and nature.

On December 21, 2016, the Parent Company’s BOD approved the filing of the Registration
Statement, Listing Application and the terms and conditions and such other relevant acts in
connection with the intended public offering of preferred shares of the Parent Company.
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On June 22, 2018, the SEC issued the certificate of Filing of Enabling Resolution of the preferred
shares of the Parent Company (see Note 13).

Change in Corporate Name

The SEC approved the Parent Company’s application to change its name from MF Shroder & Co.,
Inc. to Cashrounds, Inc. in January 2002 and Information Capital Technology Ventures, Inc. in
September 2006.

Subsequently, on August 16, 2013, the SEC approved the change in the Parent Company’s name to
its current corporate name, NOW Corporation.

Certificates and Memorandum of Understanding and Agreements

On March 22, 2005, a Memorandum of Agreement (MOA) was executed by AIB and Gamboa
Holdings, Inc. (GHI), whereby AIB agreed to sell and GHI agreed to purchase 18,171,286 shares of
the Parent Company at an aggregate purchase price of £74,395,000. The sale of the Parent
Company’s shares became effective on August 20, 2005 resulting to a 66.67% ownership interest of
GHI in the Parent Company.

On March 10, 2006, the National Telecommunication Commission (NTC), through the efforts of
IMX Broadband Inc. (IBI), issued a Certificate of Registration (CoR) to the Parent Company to allow
it to operate and maintain value added services (VAS) and voice over internet protocol (VOIP)
services in all cities and municipalities nationwide.

On November 27, 2015, NTC issued CoR to the Parent Company that will authorized it as a VAS
provider for services such as cloud hosting services, virtual private network, multimedia content and
program services, online game services, cloud-based multimedia conferencing services, web hosting
and cloud-based mail and messaging services. The CoR is valid for a period of five (5) years which
will expire on November 26, 2020.

In 2015, the Parent Company entered into three (3) separate agreements with NOW Telecom, GHT
Network, Inc. (GHT) and News and Entertainment Network Corporation (Newsnet) (the Parties),
wherein the Parties mutually agreed to collaborate and interconnect their respective networks in order
for the Parent Company to provide VAS to the public such as cloud hosting services, virtual private
network, multimedia content and program services, online game services, cloud-based multimedia
conferencing services, web hosting and cloud-based mail and messaging services (VAS contracts)
(see Note 9).

Registered Address
The Parent Company’s registered address is Unit 5-1, 5™ Floor OPL Building, 100 Carlos Palanca St.,
Legaspi Village, Makati City.

Authorization for Issuance

In the March 8, 2019 Regular BOD Meeting, the BOD delegated to the Chairman, the President, and
the Chief Finance Officer the authority to approve the issuance of the consolidated financial
statements of the Parent Company and its subsidiaries (collectively referred to herein as the Group) as
of December 31, 2018, 2017 and 2016 and for the years then ended.

The consolidated financial statements of the Group as of December 31, 2018, 2017 and 2016 and for
the years then ended were authorized for issue by the Chairman, the President and the Chief Finance
Officer on April 12, 2019.



2. Basis of Preparation, Statement of Compliance, Basis of Consolidation and Summary of
Significant Accounting Policies

Basis of Preparation

The consolidated financial statements of the Group have been prepared under the historical cost basis,
except for the financial asset at fair value through other comprehensive income that is measured at
fair value. The consolidated financial statements are presented in Philippine peso (B), which is the
Parent Company’s functional currency. Amounts are rounded to the nearest Philippine peso, except
when otherwise indicated.

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

Basis of Consolidation
The consolidated financial statements include the financial statements of the Parent Company and the
following subsidiaries as of December 31, 2018, 2017 and 2016 and for the years then ended:

Year of Nature of Percentage of Ownership
Incorporation Business 2018 2017 2016
J-Span IT Services, Inc. (JSIT) 2011 Service 100% 100% 100%
Porteon SEA, Inc. (Porteon) 2011 Manufacturing 100% 100% 100%
I-Resource Consulting
International, Inc. (IRCII) 2011 Service 100% 100% 100%
I-Professional Search Network,
Inc.(I-Professional) 2012 Service 75% 100% 100%
Softrigger Interactive, Inc. (SII) 2000 Service 67% 67% 67%

All the subsidiaries were incorporated in the Philippines except for JSIT, which was incorporated in
Japan.

On January 25, 2017, Velarde, Inc. entered into a subscription agreement with i-Professional for the
subscription of 6,750 common shares of the latter, representing 25% interest, thereby reducing the
ownership of the Company in i-Professional from 100% to 75%. This resulted to an equity reserve
amounting to £1,978,794.

The Group controls an investee if and only if the Group has:

e Power over the investee (i.e. existing rights that give it the current ability to direct the relevant
activities of the investee)
Exposure, or rights, to variable returns from its involvement with the investee, and

e The ability to use its power over the investee to affect its returns

Generally, there is a presumption that a majority of voting rights result in control. To support

this presumption and when the Group has less than a majority of the voting or similar rights of an
investee, the Group considers all relevant facts and circumstances in assessing whether it has power
over an investee, including:

e The contractual arrangement with the other vote holders of the investee;

e Rights arising from other contractual arrangements; and,

e The Group’s voting rights and potential voting rights.

The Group re-assesses whether or not it controls an investee if facts and circumstances indicate that
there are changes to one or more of the three elements of control. Consolidation of a subsidiary
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begins when the Group obtains control over the subsidiary and ceases when the Group loses control
of the subsidiary. Assets, liabilities, income and expenses of a subsidiary acquired or disposed of
during the year are included in the statement of comprehensive income from the date the Group gains
control until the date the Group ceases to control the subsidiary.

Profit or loss and each component of other comprehensive income (OCI) are attributed to the equity
holders of the parent of the Group and to the non-controlling interests, even if this results in the non-
controlling interests having a deficit balance. When necessary, adjustments are made to the financial
statements of subsidiaries to bring their accounting policies into line with the Group’s accounting
policies. All intra-group assets and liabilities, equity, income, expenses and cash flows relating to
transactions between members of the Group are eliminated in full on consolidation.

A change in the ownership interest of a subsidiary, without a loss of control, is accounted for as an
equity transaction. If the Group loses control over a subsidiary, it derecognizes the related assets
(including goodwill), liabilities, non-controlling interest and other components while any resultant
gain or loss is recognized in profit or loss. Any investment retained is recognized at fair value.

Non-controlling interest represent the portion of profit or loss and net assets in the subsidiaries not
held by the Group and are presented separately in the profit or loss and within equity in the
consolidated financial position, separately, from the equity attributable to equity holders of the parent
of the Group. Transactions with non-controlling interests are accounted for as equity holders
transactions. Any excess or deficit of consideration paid over the carrying amount of
non-controlling interest acquired is recognized in equity of the Group as “Equity reserve”.

The acquisition of an additional ownership interest in subsidiary without a change in control is
accounted for as an equity transaction in accordance with PAS 27. In transactions where the non-
controlling interest is acquired or sold without loss of control, any excess or deficit of consideration
paid over the carrying amount of the non-controlling interest is recognized as part of “Equity reserve”
account in the equity attributable to the equity holders of the Parent Company.

Changes in Accounting Policies and Disclosures
The accounting policies adopted are consistent with those of the previous financial year, except that
the Group has adopted the following new accounting pronouncements starting January 1, 2018:

e Amendments to PFRS 2, Share-based Payment, Classification and Measurement of Share-based
Payment Transactions

The amendments to PFRS 2 address three main areas: the effects of vesting conditions on the
measurement of a cash-settled share-based payment transaction; the classification of a
share-based payment transaction with net settlement features for withholding tax obligations; and
the accounting where a modification to the terms and conditions of a share-based payment
transaction changes its classification from cash-settled to equity-settled. Entities are required to
apply the amendments to: (1) share-based payment transactions that are unvested or vested but
unexercised as of January 1, 2018, (2) share-based payment transactions granted on or after
January 1, 2018 and (3) modifications of share-based payments that occurred on or after

January 1, 2018. Retrospective application is permitted if elected for all three amendments and if
it is possible to do so without hindsight.

The amendments do not have any impact on the Group’s consolidated financial statements as the
Group has no share-based payment transactions.



PFRS 9, Financial Instruments

PFRS 9 reflects all phases of the financial instruments project and replaces PAS 39, Financial
Instruments: Recognition and Measurement, and all previous versions of PFRS 9. The standard
introduces new requirements for classification and measurement, impairment, and hedge
accounting. Retrospective application is required, but comparative information is not
compulsory. For hedge accounting, the requirements are generally applied prospectively, with
some limited exceptions.

The Group has adopted this new standard without restating comparative information, which
continues to be reported under PAS 39.

The effect of adopting PFRS 9 as at January 1, 2018 is as follows:

Increase (decrease) in consolidated

statements of financial position: Adjustments As at January 1, 2018
Assets
Trade and other receivables (b) (19,297,217)
Available-for-sale investments (a) (1,312,871,168)
Financial assets at FVOCI (a) 1,497,729,545
Total assets P165,561,160
Equity

Net accumulated unrealized gain on
financial assets at fair value through

other comprehensive income (a) 184,858,377
Retained earnings (b) (19,297,217)
Total equity P£165,561,160

The nature of these adjustments is described below:
(a) Classification and measurement

Under PFRS 9 which is effective beginning January 1, 2018, there is a change in the
classification and measurement requirements relating to financial assets. Previously, there
were four (4) categories of financial assets: loans and receivables, fair value through profit or
loss, held to maturity and available for sale (AFS). Under PFRS 9, financial assets are either
classified as amortized cost, FVTPL or FVOCIL

PFRS 9 requires that the Group classifies debt instruments based on the contractual cash flow
characteristics of the assets and the business model for managing those assets. These factors
determine whether the financial assets are measured at amortized cost, FVTPL or FVOCIL.

The Group’s debt financial assets consist of cash, trade and other receivables and due from
related parties. The Group assessed that the contractual cash flows of its debt financial assets
are solely payments of principal and interest (SPPI) and are expected to be held to collect all
contractual cash flows until their maturity. As a result, the Company concluded these debt
financial assets to be measured at amortized cost.
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The Group elected to classify irrevocably its unquoted equity investment previously
classified as AFS financial assets under financial asset at FVOCI as it intends to hold these
investments for the foreseeable future. There were no impairment losses recognized in profit
or loss for these investments in prior periods. Upon transition, the AFS financial asset which
was previously carried at cost under PAS 39 was classified as financial asset at FVOCI which
resulted to the recognition of an adjustment for unrealized gain on changes in fair value of
financial asset at FVOCI amounting to £184,858,377 as at January 1, 2018.

There were no changes to the classification and measurement of financial liabilities. As of
December 31, 2018, 2017 and 2016, the Group does not hold financial liabilities designated
at fair value through profit or loss.

The table below illustrates the classification and measurement of financial instruments under
PFRS 9 and PAS 39 at the date of initial application.

Original Measurement Original Carrying New Measurement New Carrying

Category under Amount Under Category under Amount Under

Financial assets PAS 39 PAS 39 PFRS 9 PFRS 9
Cash Loans and receivables 210,694,196 Financial assets at amortized cost £10,694,196
Trade and other receivables™ Loans and receivables 166,534,628 Financial assets at amortized cost 147,237,411
Due from related parties Loans and receivables 123,453,012 Financial assets at amortized cost 123,453,012
Advances to employees Loans and receivables 1,408,596 Financial assets at amortized cost 1,408,596
Equity investments** AFS investments 1,312,871,168 Equity instruments at FVOCI 1,497,729,545

*The change in the carrying amount is a result of the new impairment requirements of PFRS 9. See discussion below.
**The change in the carrying amount is a result of new valuation requirements of PFRS 9.

(b) Impairment

The adoption of PFRS 9 has fundamentally changed the Group’s accounting for impairment
losses for financial assets by replacing PAS 39’s incurred loss approach with a
forward-looking Expected Credit Loss (ECL) approach. PFRS 9 requires the Group to
recognize an allowance for ECLs for all debt instruments not held at fair value through profit
or loss and contract assets.

Upon adoption of PFRS 9, the Group recognized an additional impairment loss amounting to
R19,297,217 on its trade and other receivables which resulted in a decrease in retained
earnings of 19,297,217 as at January 1, 2018. As a result, the ending impairment allowance
as at December 31, 2017 determined in accordance with PAS 39 amounting to £13,832,892
was adjusted, which resulted to an impairment allowance as at January 1, 2018 determined in
accordance with PFRS 9 amounting to £33,130,109.

The Group has applied its existing governance framework to ensure that appropriate controls
and validations are in place over key processes and judgments in implementing PFRS 9. The
Group continues to refine its internal controls and processes which are relevant in the proper

implementation of PFRS 9.

(c) Hedge accounting

The changes introduced by PFRS 9 relating to hedge accounting currently have no impact as
the Group does not apply hedge accounting



Amendments to PFRS 4, Applying PFRS 9 Financial Instruments with PFRS 4 Insurance
Contracts

The amendments address concerns arising from implementing PFRS 9, the new financial
instruments standard before implementing the new insurance contracts standard. The
amendments introduce two (2) options for entities issuing insurance contracts: a temporary
exemption from applying PFRS 9 and an overlay approach. The temporary exemption is first
applied for reporting periods beginning on or after January 1, 2018. An entity may elect the
overlay approach when it first applies PFRS 9 and apply that approach retrospectively to financial
assets designated on transition to PFRS 9. The entity restates comparative information reflecting
the overlay approach if, and only if, the entity restates comparative information when applying
PFRS 9.

The amendments are not applicable to the Group since none of the entities within the Group have
activities that are predominantly connected with insurance or issue insurance contracts.

PFRS 15, Revenue from Contracts with Customers

PFRS 15 supersedes PAS 11, Construction Contracts, PAS 18, Revenue, and related
Interpretations and it applies to all revenues arising from contracts with customers, unless those
contracts are in the scope of other standards. PFRS 15 establishes a new five-step model that will
apply to revenue arising from contracts with customers which are as follows:

Identify the contract(s) with a customer

Identify the performance obligations in the contract

Determine the transaction price

Allocate the transaction price to the performance obligations in the contract
Recognize revenue when (or as) the entity satisfies a performance obligation.

Al

Under PFRS 15, revenue is recognized at an amount that reflects the consideration to which an
entity expects to be entitled in exchange for transferring goods or services to a customer.

The standard requires entities to exercise judgement, taking into consideration all of the relevant
facts and circumstances when applying each step of the model to contracts with the customers.
The standard also specifies the accounting for the incremental costs of obtaining a contract and
the costs directly related to fulfilling a contract. In addition, the standard requires extensive
disclosures.

The Group adopted PFRS 15 using the modified retrospective method, effective

January 1, 2018. Under this method, the standard can be applied either to all contracts at the date
of initial application or only to contracts that are not completed at this date. The Group elected to
apply the method only to contracts with customers that are not yet completed as at

January 1, 2018.

The Group’s revenue from contracts with customers include (i) broadband service contracts
which are either offered separately or bundled with software licenses, (ii) contracts on sale and/or
installation of software licenses, (iii) management service contracts and (iv) manpower
augmentation service contracts.

The Group undertook a comprehensive analysis of the impact of the new revenue standard based
on a review of the contractual terms of its principal revenue streams with the primary focus being
to understand whether the timing and amount of revenue recognized could differ under PFRS 15.
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The effect of adopting PFRS 15 as at January 1, 2018 is as follows:

Increase in consolidated statements of

financial position: Adjustments As at January 1, 2018
Assets

Contract asset (a) P£226,881
Total assets P226,881
Equity

Retained earnings (a) £226,881
Total equity P226,881

For most of the Group’s revenue streams, the nature and timing of satisfaction of the performance
obligations, and, hence, the amount and timing of revenue recognized under PFRS 15, is the same
as that under PAS 18. The adoption of PFRS 15 however, modified the way the Group
recognized its revenue from contracts with customers for broadband service contracts bundled
with software licenses beginning January 1, 2018 as described below:

(a) Broadband service contracts
Prior to adoption of PFRS 15, the Group recognizes revenue from the broadband service
contracts bundled with software licenses based on monthly fixed invoice amounts. Under
PFRS 15, the Group assessed that broadband services are separate performance obligation
from the bundled software licenses and are capable of being distinct and separately
identifiable. The Group performed a re-allocation of contract consideration based on the
relative stand-alone selling prices of each performance obligation which decreased the
amount allocated to broadband service.

Also, previously under PAS 18, revenue from the bundled software licenses were deferred
and amortized over the contract period. Under PFRS 15, the customer obtains control when
the licenses have been delivered to and accepted by them. As such, revenue should be
recognized upon delivery. The impact of this change on items other than revenue is an
increase in contract asset and retained earnings.

Except for the effect of the above changes, the adoption of PFRS 15 has no other impact to
the consolidated statements of financial position, statements of income, statements of
comprehensive income and statements of cash flows.

Amendments to PAS 28, Investments in Associates and Joint Ventures, Measuring an Associate
or Joint Venture at Fair Value (Part of Annual Improvements to PFRSs 2014 - 2016 Cycle)

The amendments clarify that an entity that is a venture capital organization, or other qualifying
entity, may elect, at initial recognition on an investment-by-investment basis, to measure its
investments in associates and joint ventures at fair value through profit or loss. They also clarify
that if an entity that is not itself an investment entity has an interest in an associate or joint
venture that is an investment entity, the entity may, when applying the equity method, elect to
retain the fair value measurement applied by that investment entity associate or joint venture to
the investment entity associate’s or joint venture’s interests in subsidiaries. This election is made
separately for each investment entity associate or joint venture, at the later of the date on which
(a) the investment entity associate or joint venture is initially recognized; (b) the associate or joint
venture becomes an investment entity; and (c) the investment entity associate or joint venture first
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becomes a parent. Retrospective application is required. These amendments do not have any
impact on the Group’s consolidated financial statements.

Amendments to PAS 40, Investment Property, Transfers of Investment Property

The amendments clarify when an entity should transfer property, including property under
construction or development into, or out of investment property. The amendments state that a
change in use occurs when the property meets, or ceases to meet, the definition of investment
property and there is evidence of the change in use. A mere change in management’s intentions
for the use of a property does not provide evidence of a change in use. Retrospective application
of the amendments is not required and is only permitted if this is possible without the use of
hindsight.

These amendments do not have any impact on the Group’s consolidated financial statements
since the Group does not have investment property.

Philippine Interpretation IFRIC-22, Foreign Currency Transactions and Advance Consideration

The interpretation clarifies that, in determining the spot exchange rate to use on initial recognition
of the related asset, expense or income (or part of it) on the derecognition of a non-monetary asset
or non-monetary liability relating to advance consideration, the date of the transaction is the date
on which an entity initially recognizes the nonmonetary asset or non-monetary liability arising
from the advance consideration. If there are multiple payments or receipts in advance, then the
entity must determine the date of the transaction for each payment or receipt of advance
consideration. Retrospective application of this interpretation is not required.

This interpretation does not have any impact on the consolidated financial statement since the
Group’s current practice is in line with the clarifications issued.

Summary of Significant Accounting Policies

Current versus Noncurrent Classification

The Group presents assets and liabilities in the consolidated statement of financial position based on
current or noncurrent classification. An asset is classified as current when it is:

Expected to be realized or intended to be sold or consumed in normal operating cycle;

Held primarily for the purpose of trading;

Expected to be realized within twelve months after the reporting period; or

Cash and cash equivalent unless restricted from being exchanged or used to settle a liability for at
least twelve months after the reporting period.

All other assets are classified as noncurrent.

A liability is classified as current when:

It is expected to be settled in normal operating cycle;

It is held primarily for the purpose of trading;

It is due to be settled within twelve months after the reporting period; or

There is no unconditional right to defer the settlement of the liability for at least twelve months
after the reporting period.
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The Group classifies all other liabilities as noncurrent.

Foreign Currency Translations

Transactions in foreign currencies are recorded using the exchange rate prevailing at the date of the
transaction. Monetary assets and liabilities denominated in foreign currencies are restated using the
rate of exchange prevailing at the reporting date. Foreign exchange differences between rate at
transaction date and rate at settlement date or financial statement date are credited to or charged
against current operations.

The Group determines the functional currency for each entity within the Group and items included in
the financial statements of each entity are measured using that functional currency. For subsidiary
whose functional currency is different from the presentation currency, the Group translates the results
of their operations and financial position into the presentation currency. As at the financial reporting
date, the assets and liabilities presented (including comparatives) are translated into the presentation
currency at the closing rate of exchange prevailing at the financial reporting date while the capital
stock and other equity balances are translated at historical rates of exchange. The income and
expenses for the profit or loss presented (including comparatives) are translated at the exchange rates
at the dates of the transactions, where determinable, or at the weighted average rate of exchange
during the reporting period. The exchange differences arising on the translation to the presentation
currency are recognized as a separate component of equity under the “Cumulative translation
adjustment” account in the consolidated statement of financial position.

The functional currency of the Group’s subsidiaries is Philippine Peso, except for JSIT which is US
dollar.

Cash
Cash includes cash on hand and with banks.

Financial Instruments
A financial instrument is any contract that gives rise to a financial asset of one entity and a financial
liability or equity instrument of another entity.

Financial Assets

Initial Recognition and Measurement

Prior to January 1, 2018, financial assets within the scope of PAS 39 are classified, at initial
recognition, as financial assets at FVTPL, loans and receivables, held-to-maturity investments,
available-for-sale financial assets, or as derivatives designated as hedging instruments in an effective
hedge, as appropriate. All financial assets are recognized initially at fair value plus, in the case of
financial assets not recorded at fair value through profit or loss, transaction costs that are attributable
to the acquisition of the financial asset.

The Group determines the classification of its financial instruments on initial recognition and, where
allowed and appropriate, re-evaluates this designation of each financial reporting date.

Beginning January 1, 2018 upon adoption of PFRS 9, financial assets are classified, at initial
recognition, as subsequently measured at amortized cost, fair value through other comprehensive
income (OCI; FVOCI), and fair value through profit or loss (FVTPL).

The classification of financial assets at initial recognition depends on the financial asset’s contractual
cash flow characteristics and the Group’s business model for managing them.

In order for a financial asset to be classified and measured at amortized cost or FVOCI, it needs to
give rise to cash flows that are “solely payments of principal and interest (SPPI)” on the principal
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amount outstanding. This assessment is referred to as the SPPI test and is performed at an instrument
level.

The Group’s business model for managing financial assets refers to how it manages its financial
assets in order to generate cash flows. The business model determines whether cash flows will result
from collecting contractual cash flows, selling the financial assets, or both.

Purchases or sales of financial assets that require delivery of assets within a time frame established by
regulation or convention in the market place (regular way trades) are recognized on the trade date,
i.e., the date that the Group commits to purchase or sell the asset.

Subsequent Measurement

Beginning January 1, 2018 under PFRS 9, for purposes of subsequent measurement, financial assets

are classified in four (4) categories:

o Financial assets at amortized cost (debt instruments)

e Financial assets at FVOCI with recycling of cumulative gains and losses (debt instruments)

¢ Financial assets designated at FVOCI with no recycling of cumulative gains and losses upon
derecognition (equity instruments)

e Financial assets at FVTPL

Financial Assets at Amortized Cost (Debt Instruments)

The Group measures financial assets at amortized cost if both of the following conditions are met:

e The financial asset is held within a business model with the objective to hold financial assets in
order to collect contractual cash flows; and

e The contractual terms of the financial asset give rise on specified dates to cash flows that are
solely payments of principal and interest on the principal amount outstanding

Financial assets at amortized cost are subsequently measured using the effective interest rate (EIR)
method and are subject to impairment. Gains and losses are recognized in profit or loss when the
asset is derecognized, modified or impaired.

The Group’s financial assets at amortized cost includes cash, trade and other receivables and due
from related parties. Prior to adoption of PFRS 9 on January 1, 2018, these financial assets were
classified as loans and receivables.

Financial Assets at FVOCI (Debt Instrument)

The Group measures debt instruments at FVOCI if both of the following conditions are met:

o The financial asset is held within a business model with the objective of both holding to collect
contractual cash flows and selling; and

e The contractual terms of the financial asset give rise on specified dates to cash flows that are
solely payments of principal and interest on the principal amount outstanding

For debt instruments at FVOCI, interest income, foreign exchange revaluation and impairment losses
or reversals are recognized in profit or loss and computed in the same manner as for financial assets
measured at amortized cost. The remaining fair value changes are recognized in OCI. Upon
derecognition, the cumulative fair value change recognized in OCI is recycled to profit or loss.

The Group has no debt instruments at FVOCI as of December 31, 2018, 2017 and 2016.

Financial Assets Designated at FVOCI (Equity Instruments)
Upon initial recognition, the Group can elect to classify irrevocably its equity investments as equity
instruments designated at FVOCI when they meet the definition of equity under
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PAS 32, Financial Instruments: Presentation and are not held for trading. The classification is
determined on an instrument-by-instrument basis.

Gains and losses on these financial assets are never recycled to profit or loss. Dividends are
recognized as other income in the statement of profit or loss when the right of payment has been
established, except when the Group benefits from such proceeds as a recovery of part of the cost of
the financial asset, in which case, such gains are recorded in OCI. Equity instruments designated at
FVOCI are not subject to impairment assessment.

The Group elected to classify irrevocably its unquoted equity investment under this category. Prior to
adoption of PFRS 9 on January 1, 2018, these unquoted equity investments were classified as AFS
investments measured at cost.

Loans and Receivables (Policy applicable prior to adoption of PFRS 9)

Prior to January 1, 2018, loans and receivables are non-derivative financial assets with fixed or
determinable payments 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 or designated as AFS financial
assets or financial assets at FVTPL.

After initial measurement, loans and receivables are carried at amortized cost using the EIR method
less any allowance for impairment. Amortized cost is calculated by taking into account any discount
or premium on acquisition and fees that are not integral part of the EIR. The amortization is included
in “Interest income” account in the consolidated statement of income.

The losses arising from impairment of loans and receivables are recognized in the statement of
income. The level of allowance for impairment losses is evaluated by management on the basis of the
factors that affect the collectability of accounts. Loans and receivables are classified as current assets
when it is expected to be realized within 12 months after the financial reporting date or within the
normal operating cycle, whichever is longer. Otherwise, these are classified as noncurrent assets.
Classified under loans and receivables are cash, trade and other receivables, and due from related
parties.

AFS Investments (Policy applicable prior to adoption of PFRS 9)

Prior to January 1, 2018, AFS investments are those non-derivative financial assets that are
designated as such or are not classified as financial assets designated at FVTPL, HTM investments or
loans and receivables. These are purchased and held indefinitely, and may be sold in response to
liquidity requirements or changes in market conditions.

After initial measurement, AFS investments are subsequently measured at fair value with unrealized
gains and losses being recognized as other comprehensive income (OCI) in the “Net accumulated
unrealized gain on available-for-sale investments” account until the investment is disposed of or is
determined to be impaired, at which time the cumulative gain or loss previously recognized in equity
are recognized in the profit or loss. The Group uses the specific identification method in determining
the cost of securities sold. Interest earned on the investments is reported as interest income using the
effective interest rate method. Dividends earned on investment are recognized in the profit or loss
when the right to receive payment has been established.

AFS investments are classified as current if they are expected to be realized within 12 months from
the financial reporting date. Otherwise, these are classified as noncurrent assets.

AFS investments include investment in unquoted equity investment.
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HTM Investments (Policy applicable prior to adoption of PFRS 9)

Prior to January 1, 2018, HTM investments are quoted non-derivative financial assets with fixed or
determinable payments and fixed maturities for which the Group has the positive intention and ability
to hold to maturity. Where the Group sells other than an insignificant amount of HTM investments,
the entire category would be tainted and would have to be reclassified as AFS investments.
Furthermore, the Group would be prohibited to classify any financial assets as HTM investments for
the following two years. After initial measurement, HTM investments are measured at amortized cost
using the effective interest rate method. Amortized cost is calculated by taking into account any
discount or premium on acquisition and fees that are integral part of the effective interest rate. Gains
and losses are recognized in the profit or loss when the HTM investments are derecognized or
impaired, as well as through the amortization process. The effect of restatement of foreign currency-
denominated HTM investments are also recognized in profit or loss.

The Group has no HTM investments as of December 31, 2017, and 2016.

Impairment of financial assets
Further disclosures relating to impairment of financial assets are also provided in the following notes:

e Disclosures for significant assumptions Note 3
e Trade and other receivables, and contract assets Notes 4 and 19
e Due from related parties Notes 9 and 19

Beginning January 1, 2018 upon adoption of PFRS 9, the Group recognizes an allowance for
expected credit losses (ECLs) for all debt instruments not held at fair value through profit or loss.
ECLs are based on the difference between the contractual cash flows due in accordance with the
contract and all the cash flows that the Group expects to receive, discounted at an approximation of
the original EIR. The expected cash flows will include cash flows from the sale of collateral held or
other credit enhancements that are integral to the contractual terms.

ECLs are recognized in two stages. For credit exposures for which there has not been a significant
increase in credit risk since initial recognition, ECLs are provided for credit losses that result from
default events that are possible within the next 12-months (a 12-month ECL). For those credit
exposures for which there has been a significant increase in credit risk since initial recognition, a loss
allowance is required for credit losses expected over the remaining life of the exposure, irrespective
of the timing of the default (a lifetime ECL).

For trade receivables and contract assets, the Group applies a simplified approach in calculating
ECLs. Therefore, the Group does not track changes in credit risk, but instead recognizes a loss
allowance based on lifetime ECLs at each reporting date. The Group has established a provision
matrix that is based on its historical credit loss experience, adjusted for forward-looking factors
specific to the debtors and the economic environment.

The Group considers a financial asset in default when contractual payments are 90 days past due.
However, in certain cases, the Group may also consider a financial asset to be in default when
internal or external information indicates that the Group is unlikely to receive the outstanding
contractual amounts in full before taking into account any credit enhancements held by the Group.
A financial asset is written off when there is no reasonable expectation of recovering the contractual
cash flows.

Prior to adoption of PFRS 9, the Group assesses at each reporting date whether there is an objective
evidence that a financial or group of financial asset 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 occurred after the initial recognition of the asset (an incurred loss
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event) and that loss event has an impact on the estimated future cash flows of the financial asset or a
group of financial assets that can be reliably estimated. Objective 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.

Objective evidences of impairment may include indications that the debtor 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 a measurable decrease in the estimated future cash flows, such as changes in arrears or economic
conditions that correlate with defaults.

The Group triggers its assessment whether its financial asset is in default when contractual payments
are past due. However, in certain cases, the Group may also consider a financial asset to be in default
when internal or external information indicates that the Group is unlikely to receive the outstanding
contractual amounts in full before taking into account any credit enhancements held by the Group.

If there is objective evidence that an impairment loss has been incurred on an unquoted equity
instrument that does not have quoted price in an active market and that is not carried at fair value
because its fair value cannot be measured reliably, the amount of the impairment loss is measured as
the difference between the carrying amount of the unquoted equity instrument and the present value
of estimated future cash flows discounted at the current market rate of return for a similar financial
asset such impairment loss shall not be reversed.

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

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

financial assets) is primarily derecognized (i.c., removed from the Company’s consolidated statement

of financial position) when:

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

e The Group has transferred its rights to receive cash flows from the asset or has assumed an
obligation to pay the received cash flows in full without material delay to a third party under a
‘pass-through’ arrangement; and either (a) the Group has transferred substantially all the risks and
rewards of the asset, or (b) the Group has neither transferred nor retained substantially all the
risks and rewards of the asset, but has transferred control of the asset.

When the Group has transferred its rights to receive cash flows from an asset or has entered into a
pass-through arrangement, it evaluates if, and to what extent, it has retained the risks and rewards of
ownership. When it has neither transferred nor retained substantially all of the risks and rewards of
the asset, nor transferred control of the asset, the Group continues to recognize the transferred asset to
the extent of its continuing involvement. In that case, the Group also recognizes an associated
liability. The transferred asset and the associated liability are measured on a basis that reflects the
rights and obligations that the Group has retained.
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Continuing involvement that takes the form of a guarantee over the transferred asset is measured at
the lower of the original carrying amount of the asset and the maximum amount of consideration that
the Group could be required to repay.

Write-offs

The Group’s write-off policy under PFRS 9 remained the same as it was under PAS 39. A financial
asset together with the associated allowance is written off either partially or in their entirety

when there is no realistic prospect of future recovery.

Financial liabilities

Initial recognition and measurement

Financial liabilities are classified, at initial recognition, as financial liabilities at fair value through
profit or loss, loans and borrowings, payables, or as derivatives designated as hedging instruments in
an effective hedge, as appropriate.

All financial liabilities are recognized initially at fair value and, in the case of loans and borrowings,
and payables, net of directly attributable transaction costs.

The Group’s financial liabilities which include trade and other payables, due to related parties and
long-term liabilities are classified as loans and borrowings.

Subsequent measurement
The measurement of financial liabilities depends on their classification, as described below:

Financial liabilities at fair value through profit or loss
Financial liabilities at fair value through profit or loss include financial liabilities held for trading and
financial liabilities designated upon initial recognition as at fair value through profit or loss.

Financial liabilities are classified as held for trading if they are incurred for the purpose of
repurchasing in the near term. This category also includes derivative financial instruments entered
into by the Group that are not designated as hedging instruments in hedge relationships as defined by
PFRS 9. Separated embedded derivatives are also classified as held for trading unless they are
designated as effective hedging instruments.

Gains or losses on liabilities held for trading are recognized in the consolidated statement of profit or
loss.

Financial liabilities designated upon initial recognition at fair value through profit or loss are
designated at the initial date of recognition, and only if the criteria in PFRS 9 are satisfied. The
Group has not designated any financial liability as at fair value through profit or loss.

Loans and borrowings

After initial recognition, interest-bearing loans and borrowings are subsequently measured at
amortized cost using the EIR method. Gains and losses are recognized in profit or loss when the
liabilities are derecognized as well as through the EIR amortization process.

Amortized cost is calculated by taking into account any discount or premium on acquisition and fees
or costs that are an integral part of the EIR. The EIR amortization is included as finance costs in the
consolidated statement of income.

This category is applied for those issued financial liabilities or their components where the substance
of the contractual arrangement results in the Group having an obligation either to deliver cash or
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another financial asset to the holder, or to satisfy the obligation other than by the exchange of a fixed
amount of cash or another financial asset for a fixed number of own equity shares, which are not
designated as financial liabilities at FVTPL.

Derecognition

A financial liability is derecognized when the obligation under the liability is discharged or cancelled
or expires. When 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 the derecognition of the original liability and the recognition of
a new liability. The difference in the respective carrying amounts is recognized in the consolidated
statement of profit or loss.

Offsetting Financial Instruments

Financial assets and financial liabilities are offset and the net amount reported in the consolidated
statement of financial position, if and only if, there is a currently enforceable legal right to offset the
recognized amounts and there is an intention to settle on a net basis, or to realize the asset and settle
the liability simultaneously.

Fair Value of Financial Instruments

The Group measures financial instruments, such as derivatives, financial assets through profit or loss,
financial assets through other comprehensive income and AFS investments, at fair value at each
reporting date.

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

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

The principal or the most advantageous market must be accessible to by the Group.

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

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

All assets and liabilities for which fair value is measured or disclosed in the consolidated financial

statements are categorized within the fair value hierarchy, described as follows, based on the lowest

level input that is significant to the fair value measurement as a whole:

e Level 1 - Quoted (unadjusted) market prices in active markets for identical assets or liabilities

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

e Level 3 - Valuation techniques for which the lowest level input that is significant to the fair value
measurement is unobservable
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For assets and liabilities that are recognized in the consolidated financial statements on a recurring
basis, the Group determines whether transfers have occurred between levels in the hierarchy by
re-assessing categorization (based on the lowest level input that is significant to the fair value
measurement as a whole) at the end of each reporting period.

“Day 1” Differences

Where the transaction price in a non-active market is different from the fair value of other observable
current market transactions in the same instrument or based on a valuation technique whose variables
include only data from observable market, the Group recognizes the difference between the
transaction price and fair value (a “Day 1” difference) in profit or loss unless it qualifies for
recognition as some other type of asset. In cases where use is made of data which is not observable,
the difference between the transaction price and model value is only recognized in profit or loss 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.

Creditable Withholding Taxes (CWTs)

CWTs, included under “Other current assets” account in the consolidated statement of financial
position, are amount withheld from income subject to expanded withholding taxes. CWTs can be
utilized as payment for income taxes provided that these are properly supported by certificates of
creditable tax withheld at source subject to the rules on Philippine income taxation. CWTs which are
expected to be utilized as payment for income taxes within twelve months are classified as current
asset. CWTs are stated at NRV.

Value-added Tax (VAT)

Revenues, expenses, and assets are recognized net of the amount of VAT, if applicable.

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

Investment in Associate

An associate is an entity over which the Group has significant influence. Significant influence is the
power to participate in the financial and operating policy decisions of the investee, but is not control
or joint control over those policies. The considerations made in determining significant influence are
similar to those necessary to determine control over subsidiaries.

The Group’s investment in its associate is accounted for using the equity method.

Under the equity method, the investment in an associate is initially recognized at cost. The carrying
amount of the investment is adjusted to recognize changes in the Group’s share of net assets of the
associate since the acquisition date. Goodwill relating to the associate or is included in the carrying
amount of the investment and is neither amortized nor individually tested for impairment.

The aggregate of the Group’s share of profit or loss of an associate is shown on the face of the
consolidated statement of comprehensive income outside operating profit and represents profit or loss
after tax. When the Group’s share of losses exceeds the Group’s interest in an equity-accounted
investee, the carrying amount of the investment, including any long-term interests that form part
thereof, is reduced to zero, and the recognition of further losses is discontinued except to the extent
that the Group have an obligation or have made payments on behalf of the investee. The consolidated
financial statements of the associate are prepared for the same reporting period as the Group. When
necessary, adjustments are made to bring the accounting policies in line with those of the Group.
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After application of the equity method, the Group determines whether it is necessary to recognize an
impairment loss on its investment in its associate. At each reporting date, the Group determines
whether there is objective evidence that the investment in the associate is impaired. If there is such
evidence, the Group calculates the amount of impairment as the difference between the recoverable
amount of the associate and its carrying value, then recognizes the loss as “Equity in net earnings of
an associate” in profit or loss.

Upon loss of significant influence over the associate, the Group measures and recognizes any retained
investment at its fair value. Any difference between the carrying amount of the associate upon loss of
significant influence or joint control and the fair value of the retained investment and proceeds from
disposal is recognized in profit or loss.

Property and Equipment

Property and equipment are stated at cost, net of accumulated depreciation and accumulated
impairment losses, if any. The initial cost of property and equipment consists of purchase price,
including import duties, nonrefundable purchase taxes and any directly attributable costs of bringing
the asset to its working condition and location for its intended use. Such cost includes the cost of
replacing part of such property and equipment if the recognition criteria are met.

Depreciation is computed on a straight-line basis over the estimated useful lives of the property and
equipment as follows:

Years
Transportation equipment 5
Office and IT equipment 5
Furniture and fixtures 2

Leasehold improvements are depreciated over their useful lives of five (5) years or the term of the
lease, whichever is shorter.

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

Fully depreciated assets are maintained in the accounts until these are no longer in use. When assets
are retired or otherwise disposed of, the cost, related accumulated depreciation and any allowance for
impairment losses are removed from the accounts and any resulting gain or loss (calculated as the
difference between the net disposal proceeds and the carrying amount of the item) is credited to or
charged against current operations.

Computer Software
Computer software is initially recognized at cost. Following initial recognition, the computer
software is carried at cost less accumulated amortization and any accumulated impairment in value.

The computer software is amortized on a straight-line basis over its estimated useful economic life of
three (3) years and is assessed for impairment whenever there is an indication that the intangible asset
may be impaired. The amortization commences when the computer software is available for use.

The amortization period and the amortization method for the computer software are reviewed at each

financial year end. Changes in the estimated useful life is accounted for by changing the amortization
period or method, as appropriate, and treated a changes in accounting estimates.

The net book value of Computer software is recognized as part of “Other noncurrent assets” account
in the consolidated statement of financial position.
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Impairment of Nonfinancial Assets

Property and Equipment and Other Nonfinancial Assets

The Group assesses at each reporting date whether there is an indication that its property and
equipment and other nonfinancial assets may be impaired when events or changes in circumstances
indicate that the carrying values may not be recoverable. 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. Where the carrying
values exceed the estimated recoverable amount, the assets or cash-generating units are written down
to their estimated recoverable amount. In assessing value in use, the estimated future cash flows are
discounted to their present value using a pre-tax discount rate that reflects current market assessments
of the time value of money and the risks specific to the asset. Impairment losses of continuing
operations are recognized in the consolidated statement of comprehensive income in those expense
categories consistent with the function of the impaired nonfinancial 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, had no impairment loss been recognized for the asset in prior
years. Such reversal is recognized in the profit or loss.

Investment in Associate

After the application of the equity method, the Group determines whether it is necessary to recognize
any additional impairment loss with respect to the Group’s investment in associate. The Group
determines at each reporting date whether there is any objective evidence that the investment in
associate is impaired. If this is the case, the Group calculates the amount of impairment as being the
difference between the recoverable amount of the investment in associate and the carrying cost and
recognizes the amount as a reduction of the “Equity in net earnings of an associate” account in the
consolidated statement of comprehensive income.

When the Group’s share of losses exceeds the Group’s interest in an associate, the carrying amount of
the investment, including long-term interests that form part thereof, is reduced to zero, and the
recognition of further losses is discontinued except to the extent that the Group have an obligation or
have made payments on behalf of the investee.

Capital Stock
The Group has issued capital stocks that are classified as equity. Incremental costs directly attributable

to the issuance of new shares or options are shown in equity as a deduction from proceeds. The excess
of proceeds from issuance of share over the par value are credited to share premium.

Deficit

The amount included in deficit includes profits and losses attributable to the Group’s stockholders
and reduced by dividends. Dividends are recognized as a liability and deducted from equity when
they are approved by the Group’s stockholders. Dividends for the year that are approved after the
reporting date are dealt with as an event after the reporting date. Deficit may also include effect of
changes in accounting policy as may be required by the standard’s transitional provisions.
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Deposit for Future Stock Subscription

Deposit for future stock subscription represents the amount received that will be applied as payment
in exchange for a fixed number of the Group’s own equity instruments. It is classified as an equity
item if there is sufficient unissued authorized capital stock, or if in case the unissued authorized
capital stock is insufficient to cover the amount of deposit, (a) the BOD and stockholders have
approved a proposed increase in authorized capital stock for which a deposit was received, and (b) the
proposed increase was filed with the SEC as of financial reporting date; otherwise, the deposit is
classified as a liability.

Revenue Recognition

Beginning January 1, 2018, upon adoption of PFRS 15, the Group’s revenue recognition is as
follows:

Revenue from Contracts with Customers

The Group’s revenue from contracts with customers generally include broadband service contracts
which are either offered separately or bundled with software licenses, contracts on sale and/or
installation of software licenses, management service contracts and manpower augmentation service
contracts.

Revenue from contracts with customers is recognized when control of the services or goods are
transferred to the customers at an amount that reflects the consideration to which the Group expects to
be entitled in exchange for those services or goods.

Revenue from broadband service contracts offered separately, management service contracts and
manpower augmentation service contracts are based on a fixed sales price and are recognized over
time because the customer simultaneously receives and consumes the benefits provided by the Group.

Meanwhile, revenue from contracts on sale and/or installation of software licenses are recognized at
the point in time when substantial control on the goods or service is transferred to the customer. The
revenue from these contracts are based on a fixed sales price.

Contracts from broadband service contracts bundled with software licenses are comprised of two
performance obligations because the promise to provide broadband service and transfer software
licenses are capable of being distinct and separately identifiable. Accordingly, the Group allocates
the transaction price based on the relative stand-along selling prices of the broadband services and
software license. The Group recognizes revenue from broadband services over time because the
customer simultaneously receives and consumes the benefits provided by the Group. Revenue from
the transfer of software licenses are recognized at a point in time, generally upon the delivery of the
software licenses when the control of the goods is transferred to the customers.

The revenues are presented as “Service fees” and “Sales” respectively, in the consolidated statement
of income for the year ended December 31, 2018, 2017 and 2016.

The Group has concluded that it is acting as a principal in all its revenue arrangements since it is the
primary obligor in all the revenue arrangements, has pricing latitude and is also exposed to credit
risks.

The disclosures of significant accounting judgements, estimates and assumptions relating to revenue
from contracts with customers are provided in Note 3.
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Interest
Interest income is recognized as interest accrues using the EIR.

Prior to adoption of PFRS 15, the Group’s revenue recognition is as follows:

Revenue is recognized to the extent that it is probable that the economic benefits will flow to the
Group and the amount of revenue can be reliably measured, regardless of when the payment is being
made. Revenue is measured at the fair value of the consideration received or receivable, taking into
account contractually defined terms of payment and excluding taxes or duty. The Group assesses its
revenue arrangements against specific criteria in order to determine if it is acting as principal or agent.

The following specific recognition criteria must also be met before revenue is recognized:

Sale of Goods

Sale of goods is recognized when the significant risks and rewards of ownership of the goods have
passed to the buyers and the amount of revenue can be measured reliably. Net sales is measured at
the fair value of the consideration received, excluding sales taxes, discounts, returns and rebates, if
any. Revenues that falls in this category includes sales of software licenses. Sales of goods are
included under “Sales” in the consolidated statement of comprehensive income.

Service, Marketing, Management and Consultancy Fees

Fees are recognized when the related services have been rendered. Revenues that falls in this category
include IT Manpower and Resource Augmentation, and Broadband services. Services, marketing,
management and consultancy fees are included under “Service fees” in the consolidated statement of
comprehensive income.

Contract Assets

A contract asset is the right to consideration in exchange for goods or services transferred to the
customer. If the Group performs by transferring goods or services to a customer before the customer
pays consideration or before payment is due, a contract asset is recognised for the earned
consideration that is conditional.

Contract Liabilities

A contract liability is the obligation to transfer goods or services to a customer for which the Group
has received consideration (or an amount of consideration is due) from the customer. If a customer
pays consideration before the Group transfers goods or services to the customer, a contract liability is
recognised when the payment is made or the payment is due (whichever is earlier). Contract
liabilities are recognised as revenue when the Group performs under the contract.

Cost and Expenses

Cost and expenses are decreases in economic benefits during the accounting period in the form of
outflows or decrease of assets or incurrence of liabilities that result in decreases in equity, other than
those relating to distributions to equity participants. Cost and expenses are recognized when the
services are used or the expenses are incurred.

Cost of Sales

Beginning January 1, 2018, upon adoption of PFRS 15, cost of sales is recognized when the
significant control of the goods have passed to the buyer upon delivery. Before adoption of PFRS 15,
the cost of sales is recognized when the significant risks and rewards of ownership of the goods have
passed to the buyer upon delivery. This pertains to the cost of software licenses sold.

Cost of Services
Cost of services are direct costs incurred in relation to service revenues. This mainly consists of
bandwidth and personnel costs.
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General and Administrative Expenses

General and administrative expenses consist of expenses incurred in the direction and general
administration of day-to-day operation of the Group and are generally recognized when the services
are used or the expenses arise.

Retirement Benefit Plan
The Group operates a defined retirement benefit plan in the Philippines. These benefits are unfunded.

The defined benefit obligation is the aggregate of the present value of the defined benefit obligation at
the end of the reporting period. The cost of providing benefits under the defined benefit plan is
actuarially determined by an independent qualified actuary using the projected unit credit method.

Defined benefit costs comprise the following:

e Service cost
e Interest expense on the defined benefit obligation
e Remeasurements of defined benefit obligation

Service costs which include current service costs, past service costs and gains or losses on
non-routine settlements are recognized as expense in profit or loss. Past service costs are recognized
when plan amendment occurs.

Interest expense on the defined benefit obligation is the change during the period in the defined
benefit obligation that arises from the passage of time which is determined by applying the discount
rate based on government bonds to the defined benefit obligation. Interest expense on the defined
benefit obligation is recognized as expense in profit or loss.

Remeasurements comprising actuarial gains and losses (excluding interest expense on defined benefit
obligation) are recognized immediately in OCI in the period in which they arise. Remeasurements
are not reclassified to profit or loss in subsequent periods.

Taxes

Current Tax

Current tax liabilities for the current and prior periods are measured at the amount expected to be paid
to the tax authority. The tax rates and tax laws used to compute the amount are those that have been
enacted or substantively enacted at the reporting date.

Deferred Tax

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

Deferred income tax liabilities are recognized for all taxable temporary differences. Deferred income
tax assets are recognized for all deductible temporary differences and carry forward benefits of
unused tax credits in the form of net operating loss carryover (NOLCO) and minimum corporate
income tax (MCIT) 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 income tax assets is reviewed at each reporting date and reduced to
the extent that it is no longer probable that sufficient taxable profit will be available to allow all or
part of the deferred income tax assets to be utilized. Unrecognized deferred income tax assets are
reassessed at reporting date and are recognized to the extent that it has become probable that future
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taxable profit will allow the deferred income tax assets to be recovered. Deferred income tax assets
and liabilities are measured at the tax rates that are expected to apply to the period when the asset is
realized or the liability is settled based on tax rates (and tax laws) that have been enacted or
substantively enacted as of the reporting date.

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

Leases

The determination of whether an arrangement is, or contains, a lease is based on the substance of the
arrangement at inception date and involves as assessment of whether the fulfilment of the arrangement
is dependent on the use of a specific asset or assets or the arrangement conveys a right to use the asset.

Operating Leases

Operating leases represent those leases under which substantially all the risks and rewards of ownership
of the leased assets remain with the lessor. Lease payments under an operating lease are recognized as
an expense on straight-line bases over the terms of the lease.

Finance Lease Commitments - Group as Lessee

Finance leases which transfer to the Group substantially all the risks and benefits incidental to
ownership of the leased item, are capitalised at the commencement of the lease at the fair value of the
leased property or, if lower, at the present value of the minimum lease payments. Lease payments are
apportioned between finance charges and reduction of the lease liability so as to achieve a constant rate
of interest on the remaining balance of the liability. Finance charges are recognised as finance costs in
the consolidated statement of comprehensive income.

A leased asset is depreciated over the useful life of the asset. However, if there is no reasonable
certainty that the Group will obtain ownership by the end of the lease term, the asset is depreciated over
the shorter of the estimated useful life of the asset and the lease term.

Provisions

Provisions, if any, 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 the amount of the obligation.
If the effect of the time value of money is material, provisions are made by discounting the expected
future cash flows at a pre-tax rate that reflects current market assessments of the time value of money
and, where appropriate, the risks specific to the liability. Where discounting is used, the increase in
the provision due to the passage of time is recognized as an interest expense.

Where the Group expects some or all of a provision to be reimbursed, the reimbursement is
recognized as a separate asset but only when the reimbursement is virtually certain. The expense
relating to any provision is presented in profit or loss, net of any reimbursement.

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

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

Earnings Per Share (EPS)
Basic EPS is computed by dividing net income for the year attributable to common stockholders by the
weighted average number of common shares issued and outstanding during the year adjusted for any
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subsequent stock dividends declared. Diluted EPS is computed by dividing net income for the year by
the weighted average number of common shares issued and outstanding during the year after giving
effect to assumed conversion of potential common shares.

Segment Reporting
For management purposes, the Group’s operating segments are organized and managed separately
according to the nature of the services offered.

The Group’s identified operating segments are consistent with the segments reported to the BOD,
which is the Group’s chief operating decision maker. Financial information on the operating
segments are presented in Note 20.

Events After the Financial Reporting Date

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

Future Changes in Accounting Policies

Pronouncements issued but not yet effective are listed below. Unless otherwise indicated, the Group
does not expect that the future adoption of the said pronouncements to have a significant impact on its
consolidated financial statements. The Group intends to adopt the following pronouncements when
they become effective.

Effective beginning on or after January 1, 2019
e Amendments to PFRS 9, Prepayment Features with Negative Compensation

Under PFRS 9, a debt instrument can be measured at amortized cost or at fair value through other
comprehensive income, provided that the contractual cash flows are ‘solely payments of principal
and interest on the principal amount outstanding’ (the SPPI criterion) and the instrument is held
within the appropriate business model for that classification. The amendments to PFRS 9 clarify
that a financial asset passes the SPPI criterion regardless of the event or circumstance that causes
the early termination of the contract and irrespective of which party pays or receives reasonable
compensation for the early termination of the contract. The amendments should be applied
retrospectively and are effective from January 1, 2019, with earlier application permitted.

These amendments have no impact on the consolidated financial statements of the Group.
e PFRS 16, Leases

PFRS 16 sets out the principles for the recognition, measurement, presentation and disclosure of
leases and requires lessees to account for all leases under a single on-balance sheet model similar
to the accounting for finance leases under PAS 17, Leases. The standard includes two (2)
recognition exemptions for lessees - leases of "low-value’ assets (e.g., personal computers) and
short-term leases (i.e., leases with a lease term of 12 months or less). At the commencement date
of a lease, a lessee will recognize a liability to make lease payments (i.e., the lease liability) and
an asset representing the right to use the underlying asset during the lease term (i.e., the
right-of-use asset). Lessees will be required to separately recognize the interest expense on the
lease liability and the depreciation expense on the right-of-use asset.
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Lessees will be also required to remeasure the lease liability upon the occurrence of certain events
(e.g., a change in the lease term, a change in future lease payments resulting from a change in an
index or rate used to determine those payments). The lessee will generally recognize the amount
of the remeasurement of the lease liability as an adjustment to the right-of-use asset.

Lessor accounting under PFRS 16 is substantially unchanged from today’s accounting under
PAS 17. Lessors will continue to classify all leases using the same classification principle as in
PAS 17 and distinguish between two (2) types of leases: operating and finance leases.

PFRS 16 also requires lessees and lessors to make more extensive disclosures than under PAS 17.
A lessee can choose to apply the standard using either a full retrospective or a modified
retrospective approach. The standard’s transition provisions permit certain reliefs.

The Group is currently assessing the impact of adopting PFRS 16 in the Group’s consolidated
financial statements.

Amendments to PAS 19, Employee Benefits, Plan Amendment, Curtailment or Settlement

The amendments to PAS 19 address the accounting when a plan amendment, curtailment or
settlement occurs during a reporting period. The amendments specify that when a plan
amendment, curtailment or settlement occurs during the annual reporting period, an entity is
required to:

e Determine current service cost for the remainder of the period after the plan amendment,
curtailment or settlement, using the actuarial assumptions used to remeasure the net defined
benefit liability (asset) reflecting the benefits offered under the plan and the plan assets after
that event

e Determine net interest for the remainder of the period after the plan amendment, curtailment
or settlement using: the net defined benefit liability (asset) reflecting the benefits offered
under the plan and the plan assets after that event; and the discount rate used to remeasure
that net defined benefit liability (asset).

The amendments also clarify that an entity first determines any past service cost, or a gain or loss
on settlement, without considering the effect of the asset ceiling. This amount is recognized in
profit or loss. An entity then determines the effect of the asset ceiling after the plan amendment,
curtailment or settlement. Any change in that effect, excluding amounts included in the net
interest, is recognized in other comprehensive income.

The amendments apply to plan amendments, curtailments, or settlements occurring on or after the
beginning of the first annual reporting period that begins on or after January 1, 2019, with early
application permitted. These amendments will apply only to any future plan amendments,
curtailments, or settlements of the Group.

The Group is currently assessing the impact of adopting these amendments in the Group’s
consolidated financial statements.

Amendments to PAS 28, Long-term Interests in Associates and Joint Ventures

The amendments clarify that an entity applies PFRS 9 to long-term interests in an associate or
joint venture to which the equity method is not applied but that, in substance, form part of the net
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investment in the associate or joint venture (long-term interests). This clarification is relevant
because it implies that the expected credit loss model in PFRS 9 applies to such long-term
interests.

The amendments also clarified that, in applying PFRS 9, an entity does not take account of any
losses of the associate or joint venture, or any impairment losses on the net investment,
recognized as adjustments to the net investment in the associate or joint venture that arise from
applying PAS 28, Investments in Associates and Joint Ventures.

The amendments should be applied retrospectively and are effective from January 1, 2019, with
ecarly application permitted. Since the Group does not have such long-term interests in associate
and joint venture, the amendments will not have an impact on its consolidated financial
statements.

Philippine Interpretation IFRIC-23, Uncertainty over Income Tax Treatments

The interpretation addresses the accounting for income taxes when tax treatments involve
uncertainty that affects the application of PAS 12, Income Taxes, and does not apply to taxes or
levies outside the scope of PAS 12, nor does it specifically include requirements relating to
interest and penalties associated with uncertain tax treatments.

The interpretation specifically addresses the following:

o  Whether an entity considers uncertain tax treatments separately

e The assumptions an entity makes about the examination of tax treatments by taxation
authorities

e How an entity determines taxable profit (tax loss), tax bases, unused tax losses, unused tax
credits and tax rates

e How an entity considers changes in facts and circumstances

An entity must determine whether to consider each uncertain tax treatment separately or together
with one or more other uncertain tax treatments. The approach that better predicts the resolution
of the uncertainty should be followed.

The Group is currently assessing the impact of adopting this interpretation in the Group’s
consolidated financial statements.

Annual Improvements to PFRSs 2015-2017 Cycle

Amendments to PFRS 3, Business Combinations, and PFRS 11, Joint Arrangements,
Previously Held Interest in a Joint Operation

The amendments clarify that, when an entity obtains control of a business that is a joint
operation, it applies the requirements for a business combination achieved in stages,
including remeasuring previously held interests in the assets and liabilities of the joint
operation at fair value. In doing so, the acquirer remeasures its entire previously held interest
in the joint operation.

A party that participates in, but does not have joint control of, a joint operation might obtain
joint control of the joint operation in which the activity of the joint operation constitutes a
business as defined in PFRS 3. The amendments clarify that the previously held interests in
that joint operation are not remeasured.
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An entity applies those amendments to business combinations for which the acquisition date
is on or after the beginning of the first annual reporting period beginning on or after

January 1, 2019 and to transactions in which it obtains joint control on or after the beginning
of the first annual reporting period beginning on or after January 1, 2019, with early
application permitted. These amendments are currently not applicable to the Group but may
apply to future transactions.

e Amendments to PAS 12, Income Tax Consequences of Payments on Financial Instruments
Classified as Equity

The amendments clarify that the income tax consequences of dividends are linked more
directly to past transactions or events that generated distributable profits than to distributions
to owners. Therefore, an entity recognizes the income tax consequences of dividends in
profit or loss, other comprehensive income or equity according to where the entity originally
recognized those past transactions or events.

An entity applies those amendments for annual reporting periods beginning on or after
January 1, 2019, with early application is permitted. These amendments are not relevant to
the Group because dividends declared by the Group do not give rise to tax obligations under
the current tax laws.

e Amendments to PAS 23, Borrowing Costs, Borrowing Costs Eligible for Capitalization

The amendments clarify that an entity treats as part of general borrowings any borrowing
originally made to develop a qualifying asset when substantially all of the activities necessary
to prepare that asset for its intended use or sale are complete.

An entity applies those amendments to borrowing costs incurred on or after the beginning of
the annual reporting period in which the entity first applies those amendments. An entity
applies those amendments for annual reporting periods beginning on or after January 1, 2019,
with early application permitted.

Since the Group current practice is in line with these amendments, the Group does not expect
any effect on its consolidated financial statements upon adoption.

Effective beginning on or after January 1, 2020
e Amendments to PFRS 3, Definition of a Business

The amendments to PFRS 3 clarify the minimum requirements to be a business, remove the
assessment of a market participant’s ability to replace missing elements, and narrow the definition
of outputs. The amendments also add guidance to assess whether an acquired process is
substantive and add illustrative examples. An optional fair value concentration test is introduced
which permits a simplified assessment of whether an acquired set of activities and assets is not a
business.

An entity applies those amendments prospectively for annual reporting periods beginning on or
after January 1, 2020, with earlier application permitted.

These amendments will apply on future business combinations of the Group.
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Amendments to PAS 1, Presentation of Financial Statements, and PAS 8, Accounting Policies,
Changes in Accounting Estimates and Errors, Definition of Material

The amendments refine the definition of material in PAS 1 and align the definitions used across
PFRSs and other pronouncements. They are intended to improve the understanding of the
existing requirements rather than to significantly impact an entity’s materiality judgements.

An entity applies those amendments prospectively for annual reporting periods beginning on or
after January 1, 2020, with earlier application permitted.

The amendments are not expected to have any impact on the Group’s consolidated financial
statements.

Effective beginning on or after January 1, 2021

PFRS 17, Insurance Contracts

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

The overall objective of PFRS 17 is to provide an accounting model for insurance contracts that
is more useful and consistent for insurers. In contrast to the requirements in PFRS 4, which are
largely based on grandfathering previous local accounting policies, PFRS 17 provides a
comprehensive model for insurance contracts, covering all relevant accounting aspects.

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

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

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

PFRS 17 is effective for reporting periods beginning on or after January 1, 2021, with
comparative figures required. Early application is permitted.

The amendments are not expected to have any impact on the Group’s consolidated financial
statements.

Deferred effectivity

Amendments to PFRS 10, Consolidated Financial Statements, and PAS 28, Sale or Contribution
of Assets between an Investor and its Associate or Joint Venture

The amendments address the conflict between PFRS 10 and PAS 28 in dealing with the loss of
control of a subsidiary that is sold or contributed to an associate or joint venture. The
amendments clarify that a full gain or loss is recognized when a transfer to an associate or joint
venture involves a business as defined in PFRS 3. Any gain or loss resulting from the sale or
contribution of assets that does not constitute a business, however, is recognized only to the
extent of unrelated investors’ interests in the associate or joint venture.
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On January 13, 2016, the Financial Reporting Standards Council deferred the original effective
date of January 1, 2016 of the said amendments until the International Accounting Standards
Board (IASB) completes its broader review of the research project on equity accounting that may
result in the simplification of accounting for such transactions and of other aspects of accounting
for associates and joint ventures.

3. Significant Accounting Judgments and Estimates

The Group’s consolidated financial statements prepared in accordance with PFRS require
management to make judgments and estimates that affect amounts reported in the consolidated
financial statements and related notes. The judgments and estimates used in the financial statements
are based upon management’s evaluation of relevant facts and circumstances as of the date of the
Group’s consolidated financial statements. Actual results could differ from such estimates.

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

from those involving estimation, which have the most significant effect on the amounts recognized in
the consolidated financial statements.

Determination of Significant Influence over an Associate

The Group considers its 50% equity interest in Softweb Consulting, Inc. (Softweb) as investment in
an associate. Critical judgment was exercised to assess the facts and circumstances indicating the
elements of control or level of influence of the Group over Softweb. The Group has two (2)
representatives out of the five (5) members of the board. Thus, the Group has determined that it has
significant influence, but no control nor joint control, over the financial and operating policy
decisions over Softweb.

Revenue from Contracts with Customers (Applicable upon adoption of PFRS 15)
Beginning January 1, 2018, the Group applied the following judgements that significantly affect the
determination of the amount and timing of revenue from contracts with customers:

a) Identifying Performance Obligations
The Group identifies performance obligations by considering whether the promised goods or
services in the contract are distinct goods or services. A good or service is distinct when the
customer can benefit from the good or service on its own or together with other resources that are
readily available to the customer and the Group’s promise to transfer the good or service to the
customer is separately identifiable from the other promises in the contract.
The Group assesses performance obligations as a series of distinct goods and services that are
substantially the same and have the same pattern of transfer if:

1. each distinct good or services in the series are transferred over time; and
2. the same method of progress will be used (i.e., units of delivery) to measure the entity’s
progress towards complete satisfaction of the performance obligation

The Group provides broadband services that are either sold separately or bundled with software
licenses. The software licenses are a promise to transfer goods and are part of the negotiated
exchange between the Group and the customer.

The Group determined that both the broadband services and transfer of software licenses are
capable of being distinct. The fact that the Group regularly sells both broadband services and
software licenses on a stand-alone basis indicates that the customer can benefit from both
products on their own. The Group determined that the promise to provide broadband services and
to transfer software licenses are distinct within the context of the contract. Consequently, the
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Group allocated a portion of the transaction price to the broadband services and the software
licenses based on relative stand-alone selling prices.

b) Revenue Recognition
The Group recognizes revenue when it satisfies an identified performance obligation by
transferring a promised good or service to a customer. A good or service is considered to be
transferred when the customer obtains control. The Group determines, at contract inception,
whether it will transfer control of a promised good or service over time. If the Group does not
satisfy a performance obligation over time, the performance obligation is satisfied at a point in
time.

The Group concluded that revenue from broadband services, management services and manpower
augmentation services are to be recognized over time, since customers simultaneously receive
and consume the benefits as the Group provided the services. Other revenue sources are
recognized at a point in time.

¢) Identifying Methods for Measuring Progress of Revenue Recognized Over Time
The Group determines the appropriate method of measuring progress which is either through the
use of input or output methods. Input method recognizes revenue on the basis of the efforts or
inputs to the satisfaction of a performance obligation while output method recognizes revenue on
the basis of direct measurements of the value to the customer of the goods or services transferred
to date.

Revenue from broadband services is recognized through the use of input method wherein
recognition is over time based on the customer subscription period since the customer
simultaneously receives and consumes the benefits as the seller renders the services.

Operating Leases - Group as Lessee

The Group has entered into commercial property leases on its offices. Based on an evaluation of the
terms and conditions of the lease agreements, there will be no transfer of ownership of assets to the
Group at the end of the lease term. The Group has determined that all significant risks and rewards of
ownership are retained by the lessors. Thus, the leases are classified as operating leases.

Finance Lease Commitments - Group as Lessee

The Group has entered into leases of transportation equipment. The Group has determined that these
lease arrangements (i.e. lease term is for the major part of the economic useful life of the asset) are
finance leases since the significant risks and rewards of ownership related to these properties are
transferred to the Group from the date of the lease agreement.

Estimates

The key assumptions concerning the future and other key sources of estimation uncertainty at the
statement of financial position date that have a significant risk causing material adjustments to the
carrying amounts of the assets and liabilities within the next financial years are discussed below:

Fair Value Measurement of Financial Instruments

The fair values of financial instruments that are not quoted in active markets are determined using
valuation techniques including discounted cash flow model. 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. To the extent practicable, models use only observable data;
however, areas such as credit risk (both own and counterparty), volatilities and correlations require
management to make estimates. Changes in assumptions about these factors could affect the reported
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fair value of financial instruments (see Note 19 to the consolidated financial statements for the fair
values of financial instruments).

For the fair valuation of the investment in NOW Telecom, the key assumptions used by the Group in
determining the present value of estimated future cash flows generated by frequencies with no
comparable market value are as follows:

e Discount rate
The discount rate is based on NOW Corporation’s weighted average cost of capital. This rate
is further adjusted to reflect the market assessment of any risk for which future estimates of
cash flows have not been adjusted.

o Long-term growth rate
Cash flows beyond the five-year period are extrapolated using a determined constant growth
rate to arrive at the terminal value.

e Revenue growth rate
Revenue for the five-year period are forecasted using a growth rate which is within the
industry outlook.

Provision for Expected Credit Losses on Trade Receivables and Other Receivables and Contract
Assets (Applicable upon adoption of PFRS 9)

Beginning January 1, 2018, the Group uses a provision matrix to calculate ECLs for trade receivables.

The provision rates are based on days past due for groupings of various customer segments that have

similar loss patterns such as by product type and customer type and rating.

The provision matrix is initially based on the Group’s historical observed default rates. The Group
then calibrates the matrix to adjust the historical credit loss experience with forward-looking
information. For instance, if forecast economic conditions (i.e., inflation rate) are expected to
deteriorate over the next year which can lead to an increased number of defaults in similar sector, the
historical default rates are adjusted. At every reporting date, the historical observed default rates are
updated and changes in the forward-looking estimates are analyzed.

The assessment of the correlation between historical observed default rates, forecast economic
conditions and ECLs is a significant estimate. The amount of ECLs is sensitive to changes in
circumstances and of forecast economic conditions. The Group’s historical credit loss experience and
forecast of economic conditions may also not be representative of customer’s actual default in the
future.

The information about the ECLs on the Group’s trade and other receivables is disclosed in Note 4.

Provision for Expected Credit Losses on Due from Related Parties (Applicable upon adoption of
PFRS 9)
Beginning January 1, 2018, ECL on due from related parties is measured on either a 12-month or
lifetime basis depending on whether a significant increase in credit risk has occurred since initial
recognition or whether an asset is considered to be credit-impaired. The Group considers the
probability of its counterparty to default its obligation and the expected loss at default after
considering the effects of collateral, any potential value when realized and time value of money. The
assumptions underlying the ECL calculation are monitored and reviewed at every reporting period.
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The Group incorporates a forward-looking information into both its assessment of whether the credit
risk of an instrument has increased significantly since its initial recognition and its measurement of
ECL. To do this, management considered a range of relevant forward-looking macro-economic
assumptions for the determination of unbiased general industry adjustments and any related specific
industry adjustments that support the calculation of ECLs.

No provision for ECL on due from related parties was recognized in 2018. Due from related parties
amounted to 287,566,552 as of December 31, 2018 (see Note 9).

Impairment of Trade and Other Receivables and Due from Related Parties (Applicable prior to
adoption of PFRS 9)
Prior to January 1, 2018, the Group maintains an allowance for impairment of receivables at a level
that management considers adequate to provide for potential uncollectibility of its trade and other
receivables. The Group evaluates specific balances where management has information that certain
amounts may not be collectible. In these cases, the Group uses judgment, based on available facts
and circumstances, and based on a review of the factors that affect the collectibility of the accounts
including, but not limited to, the age and status of the receivables, collection experience and past loss
experience. The review is made by management on a continuing basis to identify accounts to be
provided with allowance. The specific allowance is re-evaluated and adjusted as additional
information received affects the amount estimated.

In addition to specific allowance against individually significant receivables, the Group also provides
a collective impairment allowance against exposures, which, although not specifically identified as
requiring a specific allowance, have a greater risk of default than when originally granted. This
collective allowance is based on historical default experience.

The aggregate carrying amount of trade and other receivables amounted to 207,414,086,
£167,943,224 and 115,532,368 as of December 31, 2018, 2017 and 2016, respectively (see Notes 4
and 19). The aggregate carrying amount of due from related parties amounted to £287,566,552,
£123,453,012 and £99,526,454 as of December 31, 2018, 2017 and 2016 (see Notes 9 and 19). The
total amount of provision for impairment recognized amounted to 724,729, 21,940 and 685,685 in
2018, 2017 and 2016, respectively (see Notes 4 and 16).

Recoverability of Investment in NOW Telecom, Inc. (Applicable prior to the adoption of PFRS 9)

The Group assesses at each reporting date whether there is any objective evidence that the investment
in NOW Telecom is impaired. The Group has determined that NOW Telecom’s continuing losses
over the past several years is an objective evidence that the investment may no longer be recoverable.

When there is objective evidence of impairment, the Group is required to determine the recoverable
amount of the investment, which is the sum of the (i) market value of comparable radio frequencies,
and the (ii) present value of estimated future cash flows that can be generated by frequencies with no
comparable market value.

1. Market value of comparable radio frequencies

Market value of comparable frequencies is the estimated market value of the radio frequencies
owned by NOW Telecom based on the implied price per MHzPop of the most recent comparable
market transaction involving buy-outs of entities with radio frequencies.

ii. Present value of estimated future cash flows generated by radio frequencies with no comparable
market value
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The key assumptions used by the Group in determining the present value of estimated future cash
flows generated by frequencies with no comparable market value are as follows:

e Discount rate
The discount rate is based on NOW Corporation’s weighted average cost of capital. This rate
is further adjusted to reflect the market assessment of any risk for which future estimates of
cash flows have not been adjusted.

e Long-term growth rate
Cash flows beyond the five-year period are extrapolated using a determined constant growth
rate to arrive at the terminal value.

e Revenue growth rate
Revenue for the five-year period are forecasted using a growth rate which is within the
industry outlook.

No impairment loss on the investment in NOW Telecom was recognized in 2017 and 2016. The
carrying amount of the investment in NOW Telecom amounted to £1,289,278,350 as of
December 31, 2017 and 2016 (see Notes 6 and 19).

Estimating Useful Lives of Property and Equipment, and Computer Software

The Group estimates the useful lives of significant parts of property and equipment based on the
period over which the assets are expected to be available for use. The estimated useful lives of
property and equipment are reviewed periodically and are updated if expectations differ from
previous estimates due to physical wear and tear, technical or commercial obsolescence and legal or
other limits on the use of the assets. In addition, the Group’s estimation of the useful lives of
property and equipment is based on collective assessment of industry practice, internal technical
evaluation and experience with similar assets. It is possible, however, that future results of operations
could be materially affected by changes in estimates brought about by changes in factors mentioned
above. The amounts and timing of recorded expenses for any period would be affected by changes in
these factors and circumstances. Depreciation and amortization charged to operations amounted to
£7,309,611,£4,411,001 and 2,214,569 for the years ended December 31, 2018, 2017 and 2016,
respectively (see Notes 7 and 16). The aggregate net book value of property and equipment
amounted to 211,686,408, 8,711,463 and 6,614,680 as of December 31, 2018, 2017 and 2016,
respectively (see Note 7). The net book value of computer software as of December 31, 2018, 2017,
and 2016 amounted to £1,624,335, £9,965 and £59,702, respectively.

Estimating Realizability of Deferred Income Tax Assets

The Group reviews the carrying amounts of deferred income tax assets at each reporting date and
reduces the amounts to the extent that it is no longer probable that sufficient taxable profit will be
available to allow all or part of the deferred income tax assets to be utilized. However, there is no
assurance that the Group will generate sufficient taxable profit to allow all or part of its deferred
income tax assets to be utilized.

The Group did not recognize deferred income tax assets on temporary differences and carry forward
benefits of unused NOLCO, unused tax credits from excess MCIT, allowance for impairment on trade
and other receivables and others amounting to 37,354,235, £19,037,918 and £30,227,110 as of
December 31, 2018, 2017 and 2016, respectively (see Note 17). The Group believes that it is not
probable that sufficient taxable profit will be available to allow all or part of the deferred income tax
assets to be utilized.
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Estimating Retirement Benefits

The cost of the defined benefit pension plan and other post-employment medical benefits and the
present value of the pension obligation are determined using actuarial valuations. An actuarial
valuation involves making various assumptions that may differ from actual developments in the
future. These include the determination of the discount rate, future salary increases, mortality rates
and future pension increases. Due to the complexities involved in the valuation and its long-term
nature, a defined benefit obligation is highly sensitive to changes in these assumptions. All
assumptions are reviewed at each reporting date.

The parameter most subject to change is the discount rate. In determining the appropriate discount
rate, management considers the interest rates of corporate bonds in currencies consistent with the
currencies of the post-employment benefit obligation with at least an ‘AA’ rating or above, as set by
an internationally acknowledged rating agency, and extrapolated as needed along the yield curve to
correspond with the expected term of the defined benefit obligation. The underlying bonds are
further reviewed for quality. Those having excessive credit spreads are excluded from the analysis of
bonds on which the discount rate is based, on the basis that they do not represent high quality
corporate bonds.

The mortality rate is based on publicly available mortality tables and is modified accordingly with
estimates of mortality improvements. Future salary increases are based on expected inflation rates.

Future salary increases and pension increases are based on expected future inflation rates for the
respective countries.

Further details about assumptions used are provided in Note 12.

In 2018, the Group recognized retirement benefit expense amounting to 459,808. The Group has
recognized retirement benefit obligation amounting to £975,690 as of December 31, 2018
(see Note 12). No retirement benefit expense was recognized in 2017 and 2016.

Trade and Other Receivables

2018 2017 2016

Trade receivables:
Related parties (Notes 9 and 19) P156,844,438 P146,752,260 P101,220,311

Third parties 82,595,527 31,403,489 24,581,615
Others (Notes 9 and 19) 1,828,959 3,620,367 3,566,889
241,268,924 181,776,116 129,368,815

Less allowance for impairment losses 33,854,838 13,832,892 13,836,447

P£207,414,086 P167,943,224 P115,532,368

Trade and nontrade receivables from third parties are noninterest-bearing and are generally on
30 to 60 days term.

Trade receivables from related parties are unsecured, noninterest-bearing and are to be settled upon
demand.

Others include advances to officers and personnel, and outstanding loan receivable from Holy Cow
Animation, Inc. (Holy Cow) (see Note 9).



-35-

Movement in allowance for impairment losses on trade receivables are as follows:

2018 2017 2016
Balance at beginning of year £13,832,892 P13,836,447 £13,150,762
Impact of adoption of PFRS 9
(Note 2) 19,297,217 — —
Balance at beginning of year, as
adjusted 33,130,109 13,836,447 13,150,762
Provisions for the year (Note 16) 724,729 1,940 685,685
Recovery of previously recognized
doubtful accounts — (5,495) —
Balance at end of year P33,854,838 £13,832,892 P13,836,447
5. Other Current Assets
2018 2017 2016
Prepayments £19,207,442 £36,284,267 P3,417,471
CWT —net 16,124,593 5,687,696 3,810,966
Deferred input VAT 1,893,143 1,735,627 -
Input VAT — net 1,621,803 2,882,411 285,426
Others 962,740 774,920 145,350
£39,809,721 £47,364,921 £7,659,213

Prepayments includes deferred transaction costs amounting to 213,379,420, 10,763,277 and nil as of
December 31, 2018, 2017 and 2016, respectively, in connection with the Group’s planned offering of
redeemable, convertible, non-participating and non-voting Peso-denominated preferred shares. As of
April 12, 2019, the Group is in the process of securing the approval of the PSE of the said transaction
(see Note 13). This also includes the prepayments made by the Parent Company in purchasing

IBM Licenses related to installation of email system for the Supreme Court of the Philippines
amounting to nil as of December 31, 2018, 2016 and £23,638,466 as of December 31, 2017.

Deferred input VAT is recognized for the unpaid services rendered to the Parent Company.

The Group has written-off CWT amounting to £706,270. No impairment loss on CWT is recognized
in 2018, 2017 and 2016.

6. Investments and Advances

2018 2017 2016
P£1,337,638,090 P P
1,312,871,168 1,312,871,168
P1,312,871,168 P1,312,871,168

Financial assets at FVOCI
AFS investments -
£1,337,638,090

Financial assets at FVOCI/AF'S Investments
a. NOW Telecom

On April 28, 2006, the Group entered into a MOA with NOW Telecom and five (5) controlling
stockholders of NOW Telecom namely, Top Mega Enterprise, Ltd, Joycelink Holdings, Ltd
(Joyce Link), GHI, Emerald Investment, Inc., Food Camp Industries and Marketing, Inc.

(the five companies are collectively referred to hereafter as NOW Telecom stockholders) to swap
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or exchange shares of stock.

Under the MOA, the Parent Company shall issue its shares in exchange for interest in NOW
Telecom. The agreed upon swap of shares was subject to certain conditions, including necessary
corporate and regulatory approvals. The MOA was approved by the Parent Company’s
stockholders on June 2, 2006.

However, certain amendments were subsequently made to the MOA in view of the fact that upon
further consultation with the PSE, it was determined that the Parent Company could not revise its
primary purpose at that time. Hence, the stockholders approved the amendment in the MOA that
there will be no change in the Parent Company’s primary purpose. Moreover, the Parent
Company’s stockholders also approved the proposal that the Parent Company shall only acquire
19% equity interest in NOW Telecom and not 97% as originally intended. As a result, the Parent
Company acquired 2,656,580 NOW Telecom shares constituting 19% equity interest in NOW
Telecom, in exchange for new shares of the Parent Company, with par value of 1 with an
aggregate value of £1,289,278,350, or effectively, at a price of P485.32 per NOW Telecom share.

The Parent Company applied for an increase in its authorized capital stock to accommodate the
foregoing transaction (see Note 13).

In September 2006, the SEC issued Certificate of Approval of Valuation of Shares of Stock of
NOW Telecom and Certificate of Increase in Capital Stock of the Parent Company.

In 2008, the PSE approved the application for the listing of the additional 1,289,278,350 common
shares to cover the share-for-share swap transactions with the NOW Telecom shareholders.

On February 22, 2018, the franchise granted to NOW Telecom has been extended for another
25 years or until year 2043 under Republic Act No. 10972 which was signed for approval into
law by the President of the Republic of the Philippines. With the said law, NOW Telecom, as a
telecommunications company, now has privileges similar to those granted to existing dominant
players in the industry.

b. Thumbmob Philippines, Inc. and Holy Cow Animation, Inc.

The Group entered into agreements with Thumbmob and Holy Cow for the subscription of
Thumbmob and Holy Cow shares. Holy Cow is a full service animation studio that produces 2D,
3D, Flash and HTMLS5 animation and special effect animation for the media and entertainment
business. Thumbmob develops, publishes, and distributes games and applications for social
networking and mobile environments. It serves brands, businesses, and institutions.

On September 27, 2018, the advances made for the subscription are sold to Joyce Link
(see Note 9).

Set out below is the reconciliation between the carrying amounts of AFS investment reported under
PAS 39 to the balances reported under PFRS 9 as at January 1, 2018:

AFS investment as at December 31, 2017 P1,312,871,168
Impact of adoption of PFRS 9
Reclassifications to financial asset at FVOCI (Note 2) (1,312,871,168)

AFS investment as at January 1, 2018 P
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As at December 31, 2018, the movements in the financial asset at FVOCI is as follow:

Reclassification to financial asset at FVOCI (Note 2) P1,312,871,168
Adjustment on FVOCI as at January 1, 2018 184,858,377
Financial assets at FVOCI as at January 1, 2018 1,497,729,545
Changes in fair value of equity instrument at FVOCI (136,498,637)
Sale of equity instruments at FVOCI (Note 9) (23,592,818)
Financial assets at FVOCI as at December 31, 2018 £1,337,638,090

In 2018, the Group sold its equity interest in Thumbmob and Holy Cow as these investments no
longer coincides with the Group’s investment strategy. The fair value on the date of sale is
P£23,592,818 which is equal to the carrying value of the investments. No gain or loss was recognized
in the sale. No accumulated gain or loss recognized in OCI was transferred to retained earnings.

The movements of the net accumulated unrealized gain related to financial asset at FVOCI in 2018
are presented in the 2018 consolidated statement of comprehensive income with details as follows:

Impact of adoption of PFRS 9 as at January 1, 2018 (Note 2) P184,858,377
Changes in fair value of equity instrument at FVOCI during the year (136,498,637)
Net accumulated unrealized gain on financial asset
at FVOCI as at December 31, 2018 £48,359,740
AFS financial assets

Prior to adoption of PFRS 9, the Group’s investment in NOW Telecom, Thumbmob and Holycow
amounting to £1,312,871,168 was previously classified as AFS investment measured at cost. No
impairment loss was recognized in 2017 and 2016.

Investment in an Associate
a. Softweb Consulting, Inc.

On December 20, 2010, the Group entered into a subscription agreement with Softweb for an
investment amounting to £6,000,000, representing a 50% interest in Softweb.

Softweb specializes in Lotus consulting and training services as well as comprehensive Domino
working solutions. As an IBM partner, Softweb offers the full range of IBM services and
licensed products integrated in its own list of business solutions, software development and
training.

As of December 31, 2018, 2017 and 2016, the Group's share in losses of Softweb have already
exceeded the cost of investment. The Group only recognizes the loss to the extent of the cost of
investment. Accordingly, the carrying amount of investment in Softweb as of

December 31, 2018, 2017 and 2016 is nil. The Group does not have any legal or constructive
obligation to make payments on behalf of Softweb.

The unrecognized share in net loss amounted to £7,077,304 as of December 31, 2018, 2017 and
2016.

The Group has advances to Softweb amounting to £5,000,000. This pertains to deposit for future
stock subscription in Softweb pending the increase in its authorized capital stock. In 2016, the
Group recognized provision for impairment loss on its advances to Softweb amounting to
£5,000,000 (see Notes 9 and 16).
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7. Property and Equipment

2018
Leasehold Transportation Office and IT Furniture
Improvements Equipment Equipment and Fixtures Total
Cost:
Balances at beginning of
year 4,937,446 15,989,027 £22,531,141 1,393,888 P£44,851,502
Additions — 3,835,981 6,391,875 55,975 10,283,831
Balances at end of year 4,937,446 19,825,008 28,923,016 1,449,863 55,135,333
Accumulated depreciation
and amortization:
Balances at beginning of
year 4,880,447 15,337,824 14,656,989 1,264,779 36,140,039
Depreciation and
amortization for the
year (Note 16) 56,999 735,537 6,477,059 39,291 7,308,886
Balances at end of year 4,937,446 16,073,361 21,134,048 1,304,070 43,448,925
Net book value o P£3,751,647 7,788,968 P145,793 £11,686,408
2017
Leasehold Transportation  Office and IT Furniture
Improvements Equipment Equipment and Fixtures Total
Cost:
Balances at beginning of
year P4,937,446 P15,860,277 P16,201,844 P1,393,888 P38,393,455
Additions - 128,750 6,329,297 - 6,458,047
Balances at end of year 4,937,446 15,989,027 22,531,141 1,393,888 44,851,502
Accumulated depreciation and
amortization:
Balances at beginning of
year 4,445217 15,191,753 10,945,948 1,195,857 31,778,775
Depreciation and
amortization for the year
(Note 16) 435,230 146,071 3,711,041 68,922 4,361,264
Balances at end of year 4,880,447 15,337,824 14,656,989 1,264,779 36,140,039
Net book value 256,999 P651,203 P7,874,152 P129,109 P8,711,463
2016
Leasehold Transportation  Office and IT Furniture
Improvements Equipment Equipment and Fixtures Total
Cost:
Balances at beginning of
year P4,937,446 P15,169,919 P11,440,365 P1,393,888 P32,941,618
Additions — 690,358 4,761,479 — 5,451,837
Balances at end of year 4,937,446 15,860,277 16,201,844 1,393,888 38,393,455
Accumulated depreciation and
amortization:
Balances at beginning of
year 3,944,495 14,795,001 9,863,876 1,087,739 29,691,111
Depreciation and
amortization for the year
(Note 16) 500,722 396,752 1,082,072 108,118 2,087,664
Balances at end of year 4,445,217 15,191,753 10,945,948 1,195,857 31,778,775
Net book value P492,229 P668,524 P5,255,896 P198,031 P6,614,680
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Cost of fully depreciated assets still in use amounted to 23,332,218, £17,836,276 and
£17,134,057 as of December 31, 2018, 2017 and 2016, respectively.

8. Accounts Payable and Accrued Expenses

2018 2017 2016
Trade payables:

Third parties £35,794,933 P59,917,133 P22,510,846
Related parties (Notes 9 and 19) 12,177,558 16,396,954 18,808,706

Accrued expenses:
Interest (Notes 9 and 19) 59,903,586 59,903,586 59,903,586
Others 22,454,270 11,563,299 8,432,065
Deferred output VAT 25,320,246 14,954,494 9,265,728
Withholding tax payable 1,001,869 1,331,793 721,643
P156,652,462 P164,067,259 P119,642,574

Trade payables from third parties are noninterest-bearing and are generally on 30 to 60 days’ term.
Trade and nontrade payables from related parties are unsecured, noninterest-bearing and are to be
settled upon demand.

9. Related Party Transactions

Enterprises and individuals that directly, or indirectly through one or more intermediaries, control or
are controlled by or under common control with the Group, including holding companies, subsidiaries
and fellow subsidiaries, are related parties of the Group. Associates and individuals owning, directly
or indirectly, an interest in the voting power of the Group that gives them significant influence over
the enterprise, key management personnel, including directors and officers of the Group and close
members of the family of these individuals, and companies associated with these individuals also
constitute related parties. In considering each possible related entity relationship, attention is directed
to the substance of the relationship and not merely the legal form. Unless otherwise indicated,
settlement of outstanding balances of related party transactions at year-end are expected to be settled
with cash.

The Group entered into transactions with related parties, principally consisting of the following:

a. In 2018, the Group Company entered into a deed of sale with Joyce Link to sell the following
advances and receivables to the latter in exchange for a one-year 8% convertible promissory note
at the option of the holder amounting to 91,521,581 which corresponds to the total carrying
amount of the advances and receivables. Accordingly, no gain or loss was recognized on the

transaction.
Related Party Category Amount
Thumbmob Advances £14,344,369
Holycow Advances, Loans and Interest 11,616,220
Softweb Trade receivables 34,372,311
Loans and Interest 714,000
Advances - net 483,228
IBI Advances 15,567,752
Interest 12,263,401

Porteon Loans 2,160,300
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Interest income earned from the promissory note amounted to £980,802 in 2018 and is recognized
as part of the advances to Joyce Link.

On August 30, 2005, the Parent Company entered into a Loan Agreement with IBI for research
and development purposes in connection with IBI’s plan to expand its IT platform and introduce
IT-related products and services. The loan is subject to 9.0% interest per annum and is payable
no later than August 30, 2010. Partial pre-payments on the principal may be made prior to this
date. The interest is due and demandable only on maturity date. Interest was reduced by the
parties to 5.5% per annum in 2007 and shall be subject to annual repricing subsequent to 2007.

On June 25, 2010, both parties agreed to extend the maturity of the loan from August 30, 2010 to
August 30, 2012. On August 31, 2012, both parties agreed to further extend the maturity of the
loan up to August 30, 2015, with the interest rate further reduced to 3% per annum starting
January 1, 2013. On August 31, 2015, both parties agreed to extend the maturity of the loan to
five (5) years ending August 30, 2020. Interest was retained at 3% per annum.

On September 27, 2018, the loan and the corresponding interest was transferred to Joyce Link
which effectively terminated the loan agreement between the parties.

Interest income amounted to £333,409, 467,033 and 467,033 in 2018, 2017 and 2016,
respectively, and is reflected as part of “Others Income”. As of December 31, 2018, 2017 and
2016, amounts owed by IBI, including interest, amounted to nil, 27,497,744 and £27,030,711,
respectively. IBI is an entity under common control.

As of December 31, 2018, 2017 and 2016 the Group has outstanding liabilities to Emerald
Investment, Inc. (EII) amounting to £2,902,918 which arose from the Group’s sub-lease
agreement with EII that ended in 2011.

On January 1, 2013, the Parent Company renewed its service agreement with KPSC for a period
of four (4) years beginning January 1, 2013 to December 31, 2016. On January 3, 2017, the
Parent Company renewed its service agreement with KPSC for a period of five (5) years
beginning January 3, 2017 up to January 2, 2022.

Under the service agreement, KPSC shall provide consultancy and manpower services depending
on the services specifically required by the Group. Amounts owed to KPSC, in relation to the
service agreement, amounted to £8,819,096, 213,038,492 and £15,450,244 as of

December 31, 2018, 2017 and 2016, respectively.

Previously, the Group’s administrative and management functions, including key management
personnel, are being handled by personnel of KPSC. Outside services incurred by the Group for
the provision of key management personnel services that are provided by the KPSC amounted to
nil, 2,863,646, and 26,176,177 in 2018, 2017 and 2016, respectively. In February 2017, the
administrative and management functions, including key management personnel, were transferred
from KPSC to the Parent Company.

Compensation of identified key management personnel both from the Group and under KPSC,
classified as short-term and post-employment benefits, amounted to £10,916,783, 29,124,721,
6,176,177 in 2018, 2017 and 2016, respectively.

Due to related parties include interest bearing advances from Velarde, Inc. for working capital
and investment requirements.

On January 22, 2015, Velarde, Inc. agreed to convert its advances amounting to 200,000,000
into equity interest in the Parent Company for 200,000,000 common shares with a par value of
P1. It was further agreed that the remaining balances and subsequent advances from Velarde,



h.
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Inc. shall no longer be subject to interest and shall be due on demand (see Note 13).

On April 29, 2016, the Parent Company’s BOD approved the conversion into equity of the
advances from Velarde, Inc. amounting to 264,000,000 at a conversion price of £1.22 per share
computed on the volume-weighted average price of the Parent Company’s shares for a 30-day
trading period ended April 14, 2016. On June 2, 2016, the stockholders of the Parent Company
approved the said increase in the Parent Company’s authorized capital stock.

On June 20, 2016, additional advances were incurred from Velarde Inc., through the latter’s
payment of the loans payable to bank on behalf of the Parent Company amounting to
£44,500,000 (see Notes 11 and 19). On October 11, 2018, the Parent Company’s BOD approved
the conversion into equity of the advances from Velarde, Inc. amounting to £209,000,000 at a
conversion price of £6.50 per share computed on the volume-weighted average price of the
Parent Company’s shares for a 30-day trading period ended October 11, 2018. The conversion is
approved by the shareholders on March 8, 2019 and is yet to be filed in SEC as of April 12, 2019.
Outstanding accrued interest presented as part of the “Accounts payable and accrued expenses”
amounted to 59,903,586 as of December 31, 2018, 2017 and 2016 (see Notes 8 and 19).

Due to Velarde, Inc. presented as part of “Due to related parties” amounted to 254,613,559,
£141,326,966 and 68,322,816 as of December 31, 2018, 2017 and 2016, respectively.

On January 1, 2011, the Group entered into a sublease contract with I-College Philippines, Inc.
(I-College) for the period November 1, 2011 to May 31, 2012 with a monthly rental fee of
£77,526. The term of the lease can be renewed upon mutual consent of both parties. The most
recent renewal of this sublease agreement is for a period of three (3) years from

November 1, 2017 to October 31, 2020. All other terms and conditions of the sublease agreement
dated January 1, 2011 remain in full force.

Rent expense incurred by the Group amounted to £930,313 in 2018, 2017 and 2016. In
connection with this, the related due to I-College amounted to 6,667,238, 5,736,925 and
£4,806,612 as of December 31, 2018, 2017 and 2016, respectively.

The Group sells IBM licenses to Softweb, an associate. Sales of IBM license to Softweb
amounted to nil in 2018 and 2017 and 5,412,232 in 2016.

Trade receivables from Softweb totalling to £34,372,311 was transferred to Joyce Link in 2018.
The Group has outstanding receivables from Softweb amounting to nil as of

December 31, 2018 and £34,372,311 as of December 31, 2017 and 2016. The Group also
transferred to Joyce Link its loans and net advances to Softweb amounting to 714,000 and
P483,228, respectively.

Infrastructure build-up

In January 2015, the Parent Company entered into two (2) separate one-year service agreements
with GHT Network, Inc. (GHT) and News and Entertainment Network, Inc. (Newsnet) to provide
bandwidth services to its customers. The Parent Company provided the infrastructure build-up
and technology design and consultancy.

In 2016, the Parent Company amended its contracts with GHT and Newsnet, and includes NOW
Telecom whereas the Parent Company will provide project management services, design and
planning services and installation services covering up to 10 major network hubs for a contract
price of 45,000,000 each. Right to receive payments arise upon acceptance of GHT, Newsnet
and NOW Telecom of completed hubs. Payments are due upon receipt of invoice.
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In 2018, the contracts were amended to include an additional one (1) and two (2) network hubs
for Newsnet and GHT, respectively, with the same terms and conditions as the contracts entered
in 2016.

A total of four (4), nine (9) and 10 network hubs were completed in 2018, 2017 and 2016,
respectively. Service revenue recognized related to infrastructure build-up amounted to
£10,000,000 each for GHT and Newsnet in 2018, 220,000,000 for GHT and £25,000,000 for
Newsnet in 2017 and 215,000,000 each for GHT and Newsnet in 2016.

Technical services

Included in the contract entered in 2016, the Parent Company will provide technology
consultancy services for a period of ten (10) years with a monthly fee of 50,000 each for GHT
and Newsnet. The parties mutually agreed to defer this arrangement in 2018 since no technical
services related to the project was provided to GHT and Newsnet during the year. Service
revenue recognized amounted to 600,000 and 450,000 each for GHT and Newsnet in 2017 and
2016, respectively. No such revenue was recognized in 2018.

In 2016, the Parent Company provided technical service related to NOW Telecom for a service
revenue amounting to £7,500,000.

Value-added services (VAS)

In 2015, the Parent Company entered into three (3) separate agreements with NOW Telecom,
GHT and Newsnet (the Parties), wherein the Parties mutually agreed to collaborate and
interconnect their respective networks in order for the Parent Company to provide VAS to the
public such as cloud hosting services, virtual private network, multimedia content and program
services, online game services, cloud-based multimedia conferencing services, web hosting and
cloud-based mail and messaging services (VAS contracts).

On December 5, 2016, the Parties agreed to amend Chapter 5 of their VAS contracts to add
provision on revenue sharing from the broadband revenue.

On December 23, 2016, the Parties further agreed to amend their VAS contracts to include
additional fees from actual usage of bandwidth and other provision on charging to the Parent
Company on a cost-plus margin arrangement.

In January 2018, the Parties further agreed to amend their VAS contracts to include additional
fees for the use of the network equipment of NOW telecom, GHT and Newsnet.

Total cost of data services charged to cost of services amounted to 15,664,294, 3,121,774 and
£1,696,912 in 2018, 2017 and 2016, respectively.

Management fees

The Parent Company entered into a contract with Asian Institute of Journalism and
Communication (AIJC) to provide management services commencing from January 1, 2018 to
December 31, 2020 with an agreed monthly fee of £20,000. Service revenue related to
management consultancy services to AIJC amounted to £240,000 in 2018.

The Parent Company also entered into a contract with GHT for the management of the latter’s
renewal of franchise in 2018 in exchange for an amount totalling to 212,000,000 in 2018. The
contract was finalized in September 2018 after the approval of renewal of franchise of GHT.
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In March 2018, Parent Company also entered into a contract with NOW Tel for the services
rendered in relation to the latter’s renewal of franchise in 2018 amounting to £10,000,000. The
contract was finalized in March 2018 after the approval of renewal of franchise of NOW Tel.

Another management service contract was entered into by the parties in January 2018 for
NOW Tel’s bidding on the selection of new major player (NMP) in the public
telecommunications market as spearheaded by NTC. Revenue recognized in 2018 from the
contract amounted to £15,000,000 after the completion of the selection of NMP in

October 2018.

Parent Company also entered into a contract with NOW Telecom to provide management
consultancy services commencing from January 2017 to January 2020 with an agreed monthly fee
of £650,000. Service revenue related to management consultancy services to NOW Telecom
amounted to 27,800,000 each in 2018 and 2017.

The Group charges Velarde, Inc. management fees for the administration and operations of the
companies. Payments are due within five (5) days upon receipt of invoice. Management fees
charged to Velarde, Inc. amounted to 240,000 in 2018, 2017 and 2016. Outstanding trade
receivables from Velarde, Inc. amounting to 1,920,000, 21,680,000 and £1,440,000 as of
December 31, 2018, 2017 and 2016, respectively.

The Group has various advances to and from its related parties which pertain to working capital
and administrative requirements.

The Group entered into a non-interest bearing loan agreement with Porteon Electric Vehicles, Inc.
(Porteon). The loan was sold to Joyce Link during the year which effectively terminated the loan
agreement between the two (2) parties. Outstanding amount due from Porteon Electric Vehicles,
Inc. amounted to nil as of December 31, 2018 and £2,160,300 as of December 31, 2017 and 2016
which is due on demand.

The Group made various advances to NOW Telecom, Paradiso Verde, GHT, Newsnet, AIJC,
KPSC and EII for working capital requirements. The Group also has outstanding liabilities to
NOW Telecom and Paradiso Verde.
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Trade Trade
and other and other Advances to
Transaction Due from receivables Due to payables affiliates
Related parties Category Year amount related parties (Notes 4 and 19) related parties (Note 8 and 19) (Note 6) Terms Conditions
Shareholders
Velarde, Inc. Advances 2018 P113,286,593 P P- P254,613,559 P P On demand Unsecured
2017 £73,004,050 P BP-  P141,326,966 P P On demand Unsecured
2016 P73,626,954 P P P68,322,816 P P On demand Unsecured
Management
fee 2018 240,000 - 1,920,000 - - - On demand Unsecured, no impairment
2017 240,000 - 1,680,000 - - - On demand Unsecured, no impairment
2016 240,000 - 1,440,000 - - - On demand Unsecured, no impairment
Interest 2018 - - - - 59,903,586 - On demand Unsecured
2017 - - - - 59,903,586 - On demand Unsecured
2016 - - - - 59,903,586 - On demand Unsecured
GHI Advances 2018 - 2,000 - - - - On demand Unsecured
2017 2,000 2,000 - - - - On demand Unsecured
2016 - - - - - - On demand Unsecured
EIll Advances 2018 - 40,848 - - - - On demand Unsecured, no impairment
2017 - 40,848 - - - - On demand Unsecured, no impairment
2016 - 40,848 - - - - On demand Unsecured, no impairment
Leases 2018 - - - 2,902,918 - - On demand Unsecured
2017 - - - 2,902,918 - - On demand Unsecured
2016 - - - 2,902,918 - - On demand Unsecured

(Forward)
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Trade Trade
and other and other Advances to
Transaction Due from receivables Due to payables affiliates
Related parties Category Year amount related parties (Notes 4 and 19) related parties (Note 8 and 19) (Note 6) Terms Conditions
Joyce Link Advances 2018 £91,521,581 £91,521,581 P P P -  Due within 1 year Secured
2017 P P P P P P - -
2016 P P P P P P - -
Interest 2018 980,802 980,802 - - - — Due within 1 year Secured
2017 - - - - - - - -
2016 - - - - - - - -
Affiliates
NOW Telecom Advances 2018 91,008,956 154,754,395 - 878,208 - - On demand Unsecured, no impairment
2017 12,398,938 63,745,439 - 878,208 - - On demand Unsecured, no impairment
2016 2,704,687 51,346,501 - 878,208 - - On demand Unsecured, no impairment
Services 2018 32,800,000 - 40,486,900 - - - On demand Unsecured, no impairment
2017 7,800,000 - 13,102,508 - - - On demand Unsecured, no impairment
2016 7,500,000 - 8,400,000 - - - On demand Unsecured, no impairment
KPSC Advances 2018 - 209,708 - - - - On demand Unsecured
2017 5,000 209,708 - - - - On demand Unsecured
2016 - 204,708 - - - - On demand Unsecured
Outside 2018 26,650,140 - - - 8,819,096 - On demand Unsecured
services 2017 41,998,319 - - - 13,038,492 - On demand Unsecured
2016 50,716,312 - - - 15,450,244 - On demand Unsecured

(Forward)
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Trade Trade

and other and other Advances to

Transaction Due from receivables Due to payables affiliates
Related parties Category Year amount related parties (Notes 4 and 19) related parties (Note 8 and 19) (Note 6) Terms Conditions
IBI Advances 2018 P- - P- - P- P- Due within S years Unsecured, no impairment
2017 P BR15,567,752 P P P — Due within 5 years Unsecured, no impairment
2016 P BR15,567,752 P P P — Due within 5 years Unsecured, no impairment
Interest 2018 333,409 - - - - — Due within 5 years Unsecured, no impairment
2017 467,033 11,929,992 - - - — Due within 5 years Unsecured, no impairment
2016 467,033 11,462,959 - - - — Due within 5 years Unsecured, no impairment
Asian Institute of Advances 2018 81,087 570,196 - - - - On demand Unsecured, no impairment
Journalism and 2017 18,048 489,109 - - - - On demand Unsecured, no impairment
Communication 2016 1,039 471,061 - - - - On demand Unsecured, no impairment

Management

fee 2018 240,000 - 240,000 - - - On demand Unsecured, no impairment

2017 - - - - - -

2016 - - - - - -
Paradiso Verde, Advances 2018 - - - - 3,358,462 - On demand Unsecured
Inc. 2017 - - - - 3,358,462 - On demand Unsecured
2016 - - - - 3,358,462 - - Unsecured
Services 2018 - - - £605,212 - - On demand Unsecured, no impairment
2017 — — — 605,212 — — On demand Unsecured, no impairment
2016 — — — 605,212 — — On demand Unsecured, no impairment

(Forward)



47 -

Trade Trade

and other and other Advances to

Transaction Due from receivables Due to payables affiliates
Related parties Category Year amount related parties (Notes 4 and 19) related parties (Note 8 and 19) (Note 6) Terms Conditions
Revenue 2018 £11,700,000 - £11,700,000 - P- - On demand Unsecured

2017 P P P P P P

2016 P P P P P P
Porteon Loans 2018 - - - - - - On demand Unsecured, no impairment
2017 - 2,160,300 - - - - On demand Unsecured, no impairment
2016 - 2,160,300 - - - - On demand Unsecured, no impairment
Newsnet Advances 2018 13,638,233 32,999,144 - - - - On-demand Unsecured, no impairment
2017 8,623,951 19,360,911 - - - - On-demand Unsecured, no impairment
2016 4,669,416 10,736,960 - - - - - -
Services 2018 10,000,000 - 48,681,799 - - - On-demand Unsecured, no impairment
2017 25,600,000 - 53,441,589 - - - On-demand Unsecured, no impairment
2016 15,450,000 - 28,504,000 - - - - -
GHT Advances 2018 2,338,894 6,475,917 - - - - On-demand Unsecured, no impairment
2017 2,411,588 8,588,889 - - - - On-demand Unsecured, no impairment
2016 1,177,121 6,177,301 - - - - - -
Services 2018 22,000,000 - 65,332,304 - - - On-demand Unsecured, no impairment
2017 20,600,000 - 44,032,048 - - - - Unsecured, no impairment
2016 15,450,000 - 28,504,000 - - - - -

(Forward)
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Trade Trade

and other and other Advances to

Transaction Due from receivables Due to payables affiliates
Related parties Category Year amount related parties (Notes 4 and 19) related parties (Note 8 and 19) (Note 6) Terms Conditions
Holycow Loans 2018 P- - P- - P- - On demand Unsecured, no impairment
2017 P P P2,211,771 P P P On demand Unsecured, no impairment
2016 P P P2,211,771 P P P On demand Unsecured, no impairment
Interest 2018 - - - - - - On demand Unsecured, no impairment
2017 - 156,000 - - - - On demand Unsecured, no impairment
2016 - 156,000 - - - - On demand Unsecured, no impairment
Advances 2018 - - - - - - On demand Unsecured, no impairment
2017 - - - - - 9,248,449 On demand Unsecured, no impairment
2016 - - - - - 9,248,449 On demand Unsecured, no impairment
Thumbmob Advances 2018 - - - - - - On demand Unsecured, no impairment
2017 - - - - - 14,344,369 On demand Unsecured, no impairment
2016 - - - - - 14,344,369 On demand Unsecured, no impairment
I-College Advances 2018 11,241 11,961 - - - - On demand Unsecured, no impairment
2017 - 720 - - - - On demand Unsecured, no impairment
2016 - 720 - - - - - -
Lease 2018 930,313 - - 6,667,238 - - On demand Unsecured
2017 930,313 - - 5,736,925 - - On demand Unsecured
2016 930,313 - - 4,806,612 - - On demand Unsecured

(Forward)
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Trade Trade

and other and other Advances to

Transaction Due from receivables Due to payables affiliates
Related parties Category Year amount related parties (Notes 4 and 19) related parties (Note 8 and 19) (Note 6) Terms Conditions
Loans 2018 £59,631 P P183,435 P P P On demand Unsecured, no impairment
2017 P44,837 B 123,804 P P B On demand Unsecured, no impairment

Associate
Softweb Advances 2018 - - - - - - On demand Unsecured
2017 - 487,344 2,380,860 4,116 - - On demand Unsecured
2016 - 487,344 2,380,860 4,816 - - On demand Unsecured
Loans 2018 - - - - - - On demand Unsecured, no impairment
2017 - 714,000 - - - - On demand Unsecured, no impairment
2016 - 714,000 - - - - On demand Unsecured, no impairment
Sales 2018 - - - - - - On demand Unsecured, no impairment
2017 - - 16,401,451 - - - On demand Unsecured, no impairment
2016 5,412,232 - 16,401,451 - - - On demand Unsecured, no impairment
Management

fee 2018 - - - - - - On demand Unsecured, no impairment
2017 - - 15,590,000 - - - On demand Unsecured, no impairment
2016 - - 15,590,000 - - - On demand Unsecured, no impairment

2018 P287,566,552 P156,844,438 P£265,667,135 £72,081,144 P

2017 P123,453,012 P148,964,031  R151,454,345 P76,300,540 P23,592,818

2016 P99,526,454  P103,432,082 P77,520,582 78,712,292 P23,592,818




Summary of related party transactions affecting consolidated statements of income:

Related parties

Category
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Year

Revenues

Cost of sales and
services

General and
administrative
expenses

Velarde Inc.

NOW Telecom

Newsnet

GHT

IBI

KPSC

Softweb

Asian Institute of
Journalism and
Communication

Joyce Link

(Forward)

Management fee

Management fee

Services

Cost of data services

Lease

Services

Cost of data services

Services

Management fee

Cost of data services

Interest

Outside services

Sales

Management fee

Interest

2018
2017
2016

2018
2017
2016

2018
2017
2016

2018
2017
2016

2018
2017

2018
2017
2016

2018
2017
2016

2018
2017
2016

2018
2017
2016

2018
2017
2016

2018
2017
2016

2018
2017
2016

2018
2017
2016

2018
2017
2016

2018
2017
2016

£240,000
£240,000
£240,000

32,800,000
7,800,000

7,500,000

10,000,000
25,600,000
15,450,000

10,000,000
20,600,000
15,450,000

12,000,000

333,409
467,033
467,033

5,412,232

240,000

980,802

P
P
P

3,922,957
1,757,720
779,715

10,041,776
1,364,054
1,696,912

1,699,561

24,343,211
39,355,462
43,226,619

P
P
P

120,000
120,000

2,306,929
2,642,857
7,489,693
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General and

Cost of sales and administrative

Related parties Category Year Revenues services expenses
Paradiso Verde Revenue 2018 £11,700,000 P- P
2017 P P P

2016 P P P

I-College Lease 2018 - - 930,313
2017 - - 930,313

2016 — — 930,313

2018 P£78,294,211 £40,007,505 P£3,357,242

2017 P54,707,033 P42,477,236 P3,693,170

2016 P44,519,265 P45,703,246 P8,420,006

10.

Lease Commitments

The Group has entered into operating lease agreements in respect of its office premises. There are no
restrictions placed upon the Group by entering into these leases. Operating lease payments
recognized in the statement of comprehensive income are as follows:

a.

On January 1, 2011, the Group entered into a sublease contract with I-College Philippines, Inc.
(I-College) for the period from November 1, 2011 to May 31, 2012 with a monthly rental fee of
P77,526. The term of the lease can be renewed upon mutual consent of both parties. The Group
renewed its sublease agreement for the periods of three (3) years from November 1, 2017 to
October 31, 2020. All other terms and conditions of the sublease agreement dated

January 1, 2011 remain in full force.

On April 16, 2013, the Group entered into a contract of lease with Robert C. Lantin with a
monthly rental fee of 240,000 and security deposit amounting to £120,000 equivalent to

three (3) months rental fee. The term of the lease can be renewed upon mutual consent of both
parties. In April 2016, the Group entered into a new lease contract commencing on April 1, 2016
to March 31, 2017 renewable upon mutual agreement of the parties. Based on the lease
agreement, monthly rental payment was set at 47,368. In March 2017, the parties did not renew
the contract.

On April 1, 2017, the Group entered into a contract of lease with monthly rental fee of 223,067 for
its principal office for one (1) year and may be renewed upon mutual agreement of both parties.
On April 1, 2018, the lease agreement was renewed for another one (1) year. On April 1, 2019, the
lease agreement was renewed for another one (1) year.

On January 1, 2017, the Group entered into a contract of lease with NOW Telecom with monthly
rental fee of 10,000 for an office for five (5) years ending December 31, 2020.

The Group entered into contract of lease with various building owners for the common areas and
facilities of the latter for the Group’s fiber optic cable facilities and its value-added services for
the period ranging from November 11, 2016 to December 31, 2022. The monthly rental payment
ranges from £5,000 to 215,000 with annual escalation rate of 5% after the first and second year.
Accrued rent amounting to 218,300 as of December 31, 2018 represents straight-line adjustment
on rent.
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Future minimum lease payment related to the lease as of December 31, 2018, 2017 and 2016 are as
follows:

2018 2017 2016

Within one (1) year P1,762,266 21,179,514 £917,365
After one (1) year but not more than five

(5) years 3,798,207 1,900,572 —

5,560,473 P3,080,086 P917,365

Total rent expense recognized in 2018, 2017 and 2016 amounted to 1,389,075, 21,739,036 and
P1,728,730, respectively (see Note 16).

11.

Loans Payable
2018 2017 2016
Land Bank £50,000,000 B- B-
PSBC 47,591,893 - -
BDO 351,614 448 951 536,533
97,943,507 448,951 536,533
Less current portion 52,064,583 97,337 87,426
Loans payable P45,878,924 P351,614 £449,107
Land Bank loan

On January 30, 2018, the Parent Company secured a short-term loan agreement with Land Bank of
the Philippines amounting to 50,000,000 with an interest rate of 4.80% per annum. The loan,
including the interests incurred, will mature on July 27, 2018. On the maturity date, the loan was
renewed for six (6) months with the same terms and conditions with maturity date of

January 23, 2019. On the maturity date, the loan was renewed for another six (6) months with the
same terms and conditions with latest maturity date of July 23, 2019.

Interest expense recognized on this loan amounted to £2,299,212 in 2018.

Producers Savings Bank Corporation (PSBC) loan

On October 31, 2018, the Parent Company signed a five-year 50,000,000 loan agreement with
PSBC maturing on October 31, 2023. The loan is secured by a real estate and carries an interest rate
of 12.23% per annum.

Interest expense recognized including amortization of transaction cost on this loan amounted to
P981,801 in 2018.

BDO loan

On December 22, 2016, the Parent Company availed a chattel mortgage loan amounting to
£564,800 from BDO Unibank, Inc. for the purchase of a vehicle, which serves as the property
mortgaged. The new loan requires 60 monthly payments until November 23, 2021, has a term of
five (5) years and bears an interest rate of 9.44% per annum.

Interest expense recognized on this loan amounted to 43,711, 252,015 and 21,607 in 2018, 2017 and
2016, respectively.
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Metropolitan Bank and Trust Company and Bank of Makati loan

In September 2012, the Parent Company availed of short term loan bearing 2.40% interest per annum
from Metropolitan Bank and Trust Company (MBTC) amounting to £44,500,000. In December
2013, the said loan was extended for another two (2) years with a maturity date of January 2016.
Interest is payable every 30 days.

On March 1, 2016, the Parent Company availed of a 44,500,000 loan from the Bank of Makati to
settle the loan from MBTC. The new loan, which will mature on March 1, 2018, has a term of
2.03 years and bears a fixed interest rate of 1.75% per annum.

On June 20, 2016, the loan from Bank of Makati was paid by Velarde, Inc. on behalf of the Parent
Company (see Note 9).

Interest expense on the said loan amounted to £571,355 in 2016.

12.

Retirement Benefits Obligation

The Company has an unfunded non-contributory defined benefit plan covering substantially all of its
qualified employees. The defined benefit obligation is determined using the projected unit credit
method.

The amounts recognized in the statement of financial position and the components of retirement
benefit expense recognized in the statement of comprehensive income are based on the latest actuarial
valuation as of December 31, 2018.

The Group recognized retirement benefit in the statements of financial position amounting to
£975,690 as of December 31, 2018.

Retirement benefit expense recognized in profit or loss consists of current service cost amounting to
£459,808 in 2018 (see Note 16).

The component of the present value of the defined benefit obligation includes current service cost
recognized in profit or loss amounting to £459,808 and actuarial loss arising from change in financial
assumptions recognized in OCI amounting to 515,882 in 2018. As of December 31, 2018, the
balance of defined benefit obligation amounts to £975,690.

The principal actuarial assumptions used in determining the projected benefit obligation for the Group
in 2018 are as follows:

2018
Discount rate 7.38-7.46%
Salary increase rate 5.00%

The sensitivity analysis below has been determined based on reasonably possible changes of each
significant assumption on the defined benefit obligation as of December 31, 2018, assuming if all
other assumptions were held constant:
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Increase (Decrease)
Increase/Decrease in Defined Benefit

in Percentage Point Obligation
Discount rate +1% (R123,317)
-1% 147,512
Salary increase rate assumption +1% P148,898
-1% (127,711)

The maturity analysis of the undiscounted benefit payments as of December 31, 2018 are as follows:

Less than 1 year B-
More than 1 to 10 years 3,518,213
More than 10 to 15 years 11,087,065
More than 15 years 36,212,345
Total £50,817,623

The average duration of the defined benefit payment as of December 31, 2018 is 18 years.

13.

Capital Stock

In accordance with SRC Rule 68, as Amended (2011), Annex 68-D, below is a summary of the Parent
Company’s track record of registration of securities.

Number of shares registered  Issue/offer price Date of approval
Common shares 28,000,000 £1.00 July 30, 2003
Common shares 1,289,278,350 £1.00 December 10, 2008

On April 28, 2006, the BOD and stockholders approved the increase in the authorized capital stock
from 40,000,000 shares to 1,320,000,000 shares at 1 par value per share. This was subsequently
approved by the SEC on September 19, 2006.

On May 12, 2010, the BOD and stockholders of the Parent Company approved proposal to increase
its authorized capital stock from 1,320,000,000 shares to 5,320,000,000 shares at 1 par value per
shares. On November 7, 2014, the BOD and stockholders of the Parent Company approved the
amendment in the proposal to increase the authorized capital stock up to 2,700,000,000 shares. On
January 22, 2015, the Parent Company’s BOD approved a new proposal to supersede previous
increase in authorized capital stock plans. It was decided for the Parent Company to apply for an
increase of 800,000,000 shares at 1 par value per share (i.e., 1,320,000,000 shares to 2,120,000,000
shares). The SEC approved the Parent Company’s application to increase its authorized capital stock
on December 17, 2015.

As discussed in Note 9, Velarde, Inc. subscribed to 200,000,000 shares of the Parent Company and
this subscription was settled through the conversion of its advances to the Group amounting to
£200,000,000.

On April 29, 2016, the Parent Company’s BOD approved the increase in the authorized capital stock
of the Parent Company from 2,120,000,000 shares at 1 par value per share to 3,000,000,000 shares
at 1 par value per share. The BOD also approved the conversion into equity of the advances from
Velarde, Inc. amounting to 264,000,000 at a conversion price of 1.22 per share computed based on
the volume-weighted average price of the Parent Company’s shares for a 30-day trading period ended
April 14, 2016. On June 2, 2016, the stockholders of the Parent Company approved the said increase
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in the Parent Company’s authorized capital stock. On July 22, 2016, the Parent Company filed with
the SEC its application for the approval of the proposed increase in its authorized capital stock.

On March 15, 2018, the stockholders of the Parent Company approved the change in the conversion
price of the advances from £1.22 per share to a range of 21.50 to £1.70 per share. As of December
31, 2018, the Group presented the deposit for future stock subscription amounting to £264,000,000 as
part of liability since the conversion rate has not been finalized as of December 31, 2018. On

March 8, 2019, the stockholders of the Parent Company approved the setting aside of the proposed
increase in the authorized capital stock.

On September 2, 2016, the Parent Company’s BOD approved the amendment in the Articles of
Incorporation of the Parent Company to reclassify 60,000,000 unissued common shares to
redeemable, convertible, non-participating and non-voting Peso-denominated preferred shares, with
or without detachable warrants, with a par value of 1 per share. On November 8, 2016, the
stockholders of the Parent Company representing two-thirds of its outstanding capital stock approved
the amendment.

On January 6, 2017, the Parent Company filed an application with the SEC for the approval of the
said amendment. This was approved by the SEC on January 10, 2017.

On May 21, 2018, the BOD approved and ratified the designation of the 5,000,000 redeemable
convertible cumulative non-participating non-voting peso-denominated preferred shares as the
Preferred “A” shares. On the same date, the BOD approved the offering of the 5,000,000 Preferred
“A” shares with an oversubscription option of 5,000,000 Preferred “A” shares, with 25,000,000
underlying common shares and an additional 25,000,000 common shares upon the exercise of the
oversubscription option, which common shares shall be issued upon conversion of the Preferred “A”
shares, with detachable warrants.

On June 1, 2018, stockholders of the Group ratified and approved the features, terms, conditions and
offering of the Preferred “A” shares. On June 22, 2018, the SEC issued the Certificate of Filing of
Enabling Resolution for the Preferred “A” shares which approved the designation and offering of
Preferred “A” shares. As of April 12, 2019, the PSE has yet to approve the offering of Preferred “A”
shares in the exchange.

On December 28, 2018, the BOD approved the reduction of the par value of common shares of the
Parent Company from £1.00 per share to £0.75 per share and the application of the resulting
additional paid-in capital to eliminate the accumulated deficit of the Parent Company. As of
April 12, 2019, the equity restructuring is yet to be filed to the SEC.

Information on the Group’s authorized capital stock is as follows:

Number of shares

2018 2017 2016
Common stock, 1 par value 2,060,000,000 2,060,000,000 2,120,000,000
Preferred stock, 21 par value 60,000,000 60,000,000 —
Balance at end of the year 2,120,000,000 2,120,000,000 2,120,000,000

Issued and outstanding capital stock consist of 1,517,278,350 common stocks amounting to
P1,517,278,350 as of December 31,2018, 2017 and 2016.
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14. Revenue

Set out below is the disaggregation of the Group’s revenue from contracts with customers for the year
ended December 31, 2018:

Type of contracts Service fee Sales Total
Broadband service contracts £44,927,731 P2,283,321 £47,211,052
Management service contracts 65,280,000 - 65,280,000
Sale and/or installation of software licenses 38,960,513 31,158,281 70,118,794
Manpower augmentation service contracts 35,251,680 - 35,251,680

P184,419,924 P33,441,602 217,861,526

Set out below, is the reconciliation of the revenue from contracts with customers with the amounts
disclosed in the segment information for the year ended December 31, 2018:

Software
IT Manpower Licenses and
and Resource Management Broadband
Augmentation services services Total
Revenue from:
Broadband service contracts P P P47,211,052 P47,211,052
Management service contracts - 65,280,000 - 65,280,000
Sale and/or installation of
software licenses - 70,118,794 - 70,118,794
Manpower augmentation
service contracts 35,251,680 - - 35,251,680

P35,251,680  PR135,398,794 P47,211,052 P£217,861,526

Broadband service contracts

Parent Company entered into various broadband service contracts with commercial and residential
customers with contracts ranging from one (1) year to two (2) years as of December 31, 2018. These
contracts are either offered separately or bundled with software license. Under these contracts, the
Parent Company will provide broadband services to its customers based on a fixed monthly fee,
which may also include delivery of bundled software license.

Sale and/or installation of software license

Parent Company entered into various short-term contract of sale with commercial customers to
transfer software licenses. The Group also entered into various service contracts to install software
licenses.

Management service contracts

Parent Company entered into various management service contracts with related parties to provide
management services with contracts ranging from year to three (3) years to five (5) years as of
December 31, 2018. Under these contracts, the Parent Company will provide management services
to the customers based on a fixed monthly fee.
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Manpower augmentation service contracts

IRCII entered into various manpower augmentation service contracts with commercial customers to
provide manpower specializing on IT with contracts ranging from six (6) months to one (1) year as of
December 31, 2018. Under these contracts, the entity will provide manpower to customers based on
a fixed monthly fee.

15. Costs of Sales and Services

2018 2017 2016

Cost of service:
Software collaboration services (Note 9) £77,496,806 £46,436,396 £43,226,619
Cost of data services (Note 9) 46,277,523 7,386,191 3,204,621
Cost of sales 24,549,264 31,980,891 10,215,702
P148,323,593 P85,803,478 P56,646,942

16. General and Administrative Expenses

2018 2017 2016
Salaries and other employee benefits
(Note 12) £12,639,969 213,772,096 21,301,160
Advertising and promotion 8,350,200 2,367,961 4,524,439
Depreciation and amortization* (Note 7) 7,309,611 4,411,001 2,214,569
Entertainment, amusement and recreation 5,822,950 6,227,299 4,706,499
Communication 5,244,439 4,496,294 4,109,582
Transportation and travel 4,612,457 5,026,897 1,702,362
Taxes and licenses 2,680,771 4,095,999 1,068,636
Outside services (Note 9) 2,436,996 6,988,982 7,489,693
Professional fees 1,776,658 2,495,621 2,918,643
Rental (Note 10) 1,389,075 1,739,036 1,728,730
Office supplies 1,359,932 793,637 2,441,318
Provision for impairment loss on:
Trade and other receivables (Note 4) 724,729 1,940 685,685
Advances to affiliate (Note 6) - - 5,000,000
Insurance 309,151 199,904 258,661
Utilities 259,686 284,014 982,225
Repairs and maintenance 219,452 180,576 1,008,292
Others 2,692,701 996,603 1,260,642

P57,828,777 54,077,860 P43,401,136

*Includes amortization of software cost under ““‘Other noncurrent asset” amounting to B725, 49,737 and 126,905
in 2018, 2017, and 2016, respectively

17. Income Taxes

The Group’s provision for current income tax consists of the following:

2018 2017 2016
RCIT with itemized deduction P1,594,744 P1,590,187 P2,193,264
MCIT 174,657 1,080,771

P1,769,401 P2,670,958 P2,193,264
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The reconciliation of the Group’s statutory income tax to provision for income tax follows:

2018 2017 2016
£2,971,851 P2,688,352 P1,407,532

Statutory income tax at 30%
Additions to (reductions in) income tax
resulting from:

Nondeductible expenses 253,950 1,886,347 3,169,352
Interest income subjected to final tax (75,615) (1,468) (1,157)
Movement of unrecognized deferred
income tax assets (1,380,785) (1,902,273) (2,382,463)
21,769,401 £2,670,958 £2,193,264

The Group has temporary differences for which no deferred tax assets were recognized as it is
probable that sufficient taxable income will not be available for those deferred tax assets to be
utilized.

The temporary differences are as follows:

2018 2017 2016

Allowance for impairment on trade
and other receivables P£33,854,838 P13,832,892 P13,836,447
NOLCO 1,167,833 2,761,602 14,677,498
Retirement benefits 459,808 - -
MCIT 77,151 2,312,359 1,713,165
Others 1,794,605 131,065 -
P37,354,235 £19,037,918 P£30,227,110

As of December 31, 2018, NOLCO and MCIT can be claimed as deduction from future taxable
income and income tax liabilities, respectively, are as follows:

Year Incurred Year of Expiration NOLCO MCIT

2018 2021 P 12,999

2017 2020 602,209 64,152

2016 2019 565,624 -

21,167,833 77,151

The following are the movements in NOLCO and MCIT:
2018 2017 2016
NOLCO:
Balances at beginning of year $2,761,602 P14,677,498 £60,886,089
Additions - 602,209 565,624
Application - (11,199,273) (13,432,651)
Expirations (1,593,769) (1,318,832) (33,341,564)
Balances at end of year P1,167,833 £2,761,602 P14,677,498
2018 2017 2016
MCIT:

Balances at beginning of year £2,312,359 P1,713,165 PR12,692
Additions 12,999 727,806 903,836
Applications (2,248,207) - -
Expirations - (128,612) (3,363)
Balances at end of year P77,151 £2,312,359 P1,713,165
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18. Basic/Diluted EPS
The following table presents information necessary to compute the basic/dilutive EPS:

2018 2017 2016

Net income attributable to equity

holders of the Parent (a) P7,885,496 £6,792,056 £2,500,433
Weighted average number of

outstanding common shares for

both basic and dilutive EPS (b) 1,517,278,350 1,517,278,350 1,517,278,350
Basic/dilutive earnings per share
(a/b) £0.0052 P0.0045 P0.0016

As of December 31, 2018, 2017 and 2016, the Parent Company does not have any dilutive potential
common shares.

19. Financial Risk Management Objectives and Policies

The Group’s financial instruments are composed of cash, trade and other receivables, due from
related parties, financial asset at FVOCI, accounts payable and accrued expenses, due to related
parties, and loans payable.

The BOD has overall responsibility for the establishment and oversight of the Group’s risk
management framework. The Group’s risk management policies are established to identify and
manage the Group’s exposure to financial risks, to set appropriate transaction limits and controls, and
to monitor and assess risks and compliance to internal control policies. Risk management policies
and structure are reviewed regularly to reflect changes in market conditions and the Group’s
activities.

The main risks arising from the Group’s financial instruments are liquidity risk, credit risk and
interest rate risk. The Group is not exposed to cash flow interest rate risk since a significant portion
of the Group’s due from affiliates has fixed interest rates.

The BOD reviews and approves the policies for managing each of these risks and they are
summarized below.

Credit Risk

Credit risk is the risk of financial loss to the Group if a customer or counterparty to a financial
instrument fails to meet its contractual obligations, and arises principally from trade receivables and
amounts owed by related parties.

Trade receivables

The Group’s management believes that there is no significant risk in the amounts due by related
parties. The BOD continually monitors the Group’s strategies for managing accounts with creditors,
including related parties. Advances are monitored on an ongoing basis with the result that the
Group’s exposure to impairment and account discrepancies is not significant. In addition, the Group
manages credit risk by monitoring its credit exposures and assessing the creditworthiness of
counterparties.
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Set out below is the information about the credit risk exposure on the Group’s trade receivables using
a provision matrix for the year ended December 31, 2018:

Trade receivables
Days past due

Current <30 days 30-60 days 61-90 days >91 days Total
Expected credit loss rate 0.15% 0.74% 2.07% 4.51% 15.34% 14.14%
Estimated total gross
carrying amount at
default (Note 4) P2,057,893 P27,164,416 P2,803,405 P63,186 P207,351,065 P239,439,965
Expected credit loss £3,008 P201,468 P58,102 £2,847 £33,589,413 P33,854,838
The following tables show the aging analysis of the Group’s financial assets as of
December 31, 2018, 2017 and 2016.
2018
Neither past due Past due but not Past due and
nor impaired impaired impaired Total
Financial assets:
Cash £25,828,933 o o £25,828,933
Trade and other receivables 2,057,893 203,527,234 33,854,838 239,439,965
Due from related parties - 287,566,552 - 287,566,552
Advances to employees 1,828,959 — — 1,828,959
£29,715,785 £491,093,786 £33,854,838 £554,664,409
2017
Neither past due Past due but not Past due and
nor impaired impaired impaired Total
Financial assets:
Cash 10,694,196 P P P10,694,196
Trade and other receivables 2,211,771 164,322,857 13,832,892 180,367,520
Due from related parties 27,497,744 95,955,268 - 123,453,012
Advances to employees 1,408,596 — — 1,408,596
P41,812,307 £260,278,125 P13,832,892  $315,923,324
2016
Neither past due Past due but not Past due and
nor impaired impaired impaired Total
Financial assets:
Cash £4,396,419 P P £4,396,419
Trade and other receivables 2,211,771 111,965,479 13,836,447 128,013,697
Due from related parties 27,030,711 72,495,743 - 99,526,454
Advances to employees 1,355,118 — — 1,355,118
£34,994,019 P184,461,222 P13,836,447 $233,291,688

As at December 31, 2018, 2017 and 2016, the Group’s maximum exposure to credit risk is equal to
the carrying amount of its financial assets.

Credit Quality per Class of Financial Asset

Financial assets are classified as high grade if the counterparties are not expected to default in settling
their obligations. Thus, the credit risk exposure is minimal. These counterparties normally include
customers, banks and related parties who pay on or before due date. Financial assets are classified as
a standard grade if the counterparties settle their obligation with the Group with tolerable delays.

Low grade accounts are accounts, which have probability of impairment based on historical trend.
These accounts show propensity of default in payment despite regular follow-up actions and extended
payment terms.
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The Group considers its financial assets that are neither past due nor impaired amounting to

£29,715,785, 41,812,307 and £34,994,019 as of December 31, 2018, 2017 and 2016 as high grade
financial assets.

The Group considers its financial assets that are past due but not impaired amounting to
£491,093,786, 260,278,125 and 184,461,222 as of December 31, 2018, 2017 and 2016 as standard
grade financial assets.

The Group has impaired trade and other receivables amounting to £33,854,838, 213,832,892 and
13,836,447 as of December 31, 2018, 2017 and 2016, respectively.

Concentration of Credit Risk
The Group’s exposure to concentration of credit risk arises from the default of the counterparties,

with a maximum exposure equal to the carrying amounts of the receivables from GHT Network, Inc.,
NOW Telecom, Newsnet (see Note 9).

The table below shows the risk exposure in respect to credit concentration of the Group as of
December 31, 2018, 2017 and 2016:

Trade receivable from: 2018 2017 2016
GHT Network, Inc. £65,332,304 P44,032,048 28,504,000
Newsnet 48,681,799 53,441,589 28,504,000
NOW Telecom 40,486,901 13,102,508 8,400,000

Total credit concentration risk P£154,501,004 £110,576,145 265,408,000

Total receivables £207,414,086 P167,943,224 £115,532,368

Credit concentration percentage 74.49% 65.84% 56.61%

Interest Rate Risk Table

The following tables provide for the effective interest rates and interest payments by period of
maturity of the Group’s long-term debts:

2018
More than 4
More than 1 Years but
Interest Within  year but less less than 5 More than
Rates 1 Year than 4 years Years 5 Years Total
Fixed Rate

PBS £50,000,000 Loan 12.23% P4,055,556  £11,500,000 P£4,055,556 P-  P19,611,112
BDO £706,000 Loan 10.79% 29,081 23,939 - - 53,020
Landbank £50,000,000 Loan 5.61% 2,805,000 - - - 2,805,000

Liquidity Risk

Liquidity risk is the risk that the Group will not be able to meet its financial obligations as they fall
due. The Group’s objective to managing liquidity risk is to ensure, as far as possible, that it will
always have sufficient liquidity to meet its financial liabilities when they fall due, under both normal
and stressed conditions, without incurring unacceptable losses or risking adverse effect on the
Group’s credit standing.

The tables summarize the maturity profile of the Group’s financial liabilities as of

December 31, 2018, 2017 and 2016, based on contractual undiscounted cash flows. The tables also
analyze the maturity profile of the Group’s financial assets that can be used to finance maturing
financial obligations. The analysis into relevant maturity groupings is based on the remaining period
at the end of the reporting period to the contractual maturity dates.
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2017

2016

More than
On demand Within 1 year 1 year Total
Financial assets:
Cash P£25,828,933 B B P£25,828,933
Trade and other receivables 205,585,127 - - 205,585,127
Due from related parties 195,064,169 92,502,383 287,566,552
Advances to employees 1,828,959 - - 1,828,959
£428,307,188 £92,502,383 P £520,809,571
Financial liabilities:
Accounts payable and accrued expenses* £130,330,347 P- P- £130,330,347
Due to related parties 265,667,135 - - 265,667,135
Future interest on loans payable - 4,084,637 15,579,495 19,664,132
Loans payable - 52,064,583 45,878,924 97,943,507
£395,997,482 £56,149,220 £61,458,419 P513,605,121
*Excluding government payables
More than
On demand Within 1 year 1 year Total
Financial assets:
Cash 210,694,196 P P 210,694,196
Trade and other receivables 166,534,628 - - 166,534,628
Due from related parties 95,955,268 - 27,497,744 123,453,012
Advances to employees 1,408,596 — — 1,408,596
P274,592,688 P £27,497,744 £302,090,432
Financial liabilities:
Accounts payable and accrued expenses* R147,780,972 P P R147,780,972
Due to related parties 151,454,345 - - 151,454,345
Future interest on loans payable - 39,134 53,021 92,155
Loans payable — 97,337 351,614 448,951
£299,235,317 R136,471 £404,635 £299,776,423
*Excluding government payables
More than
On demand Within 1 year 1 year Total
Financial assets:
Cash £4,396,419 P P £4,396,419
Trade and other receivables 83,921,798 30,255,452 - 114,177,250
Due from related parties 72,495,743 - 27,030,711 99,526,454
Advances to employees 1,355,118 — — 1,355,118
£162,169,078 £30,255,452 £27,030,711 £219,455,241
Financial liabilities:
Accounts payable and accrued expenses * £109,655,203 P P £109,655,203
Due to related parties 77,520,582 - - 77,520,582
Future interest on loans payable - 52,015 103,487 155,502
Loans payable — 87,426 449,107 536,533
£187,175,785 £139,441 £552,594 £187,867,820

*Excluding government payables

Fair Value of Financial Instruments

Set out in the following table is a comparison of carrying amounts and fair values of the Company’s

financial instruments as of December 31, 2018, 2017 and 2016 other than those with carrying
amounts that are reasonable approximations of fair values.
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2018 2017 2016
Carrying Carrying Carrying
Amounts Fair Values Amounts Fair Values Amounts Fair Values
Financial Assets
Due from related
parties - noncurrent P- P- £27,497,744 £24,793,312 £27,030,711 P24,144,646
Financial Liabilities:
Financial liabilities at
amortized cost:
Long-term debts £97,943,507 £89,889,124 P448,951 £380,328 £536,533 £424,612

The following methods and assumptions were used to estimate the fair value of each class of financial

instruments for which it is practicable to estimate such value:

Cash and Cash Equivalents, Trade and Other Receivables, Due from Related Parties, Trade and

Other Payables, Loans Payable and Due to Related Parties

The carrying amounts of cash, trade and other receivables, due from related parties, accounts payable
and accrued expenses and due to related parties approximate their fair values due to the short-term

maturity of these financial instruments.

AFS Investment

Unquoted equity security is carried at cost since fair value of this AFS investment cannot be reliably

determined as this is not listed in active market and have no available bid price.

Financial Asset at FVOCI
Fair value of unquoted equity security was determined using discounted cash flow based on
market observable rates.

Due from Related Parties - Noncurrent

The fair value of noncurrent amounts due from related party were based on discounted value of future

flows using applicable credit-adjusted risk-free rates of 6.98%, 5.7% and 5.9% as of
December 31, 2018, 2017 and 2016, respectively (Level 3).

Long-term Debts

The fair values for the Company’s long-term debts are estimated using the discounted cash flow
methodology with the applicable rates ranging from 6.98% to 7.04%, 5.70% and 5.90% as of

December 31, 2018, 2017 and 2016.

The following tables show the fair value information of financial instruments classified under
financial assets at FVOCI and financial liabilities at amortized cost and analyzed by sources of inputs

on fair valuation as follows:

e Quoted prices in active markets for identical assets or liabilities (Level 1);

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

e Those with inputs for the asset or liability that are not based on observable market data
(unobservable inputs) (Level 3)

2018

Total Level 1 Level 2 Level 3

Financial Assets

Financial assets at FVOCI £1,337,638,090 P P- P1,337,638,090

Financial Liabilities
Long-term at amortized cost 97,943,507 - 97,943,507
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As of December 31, 2017 and 2016, fair value of long-term debts amounts to 380,328 and
P424,612, respectively and falls under level 2 of the fair value hierarchy. As of December 31, 2017
and 2016, due from related parties - noncurrent amounts to £24,793,312 and £24,144,646,
respectively, and falls under level 3 of the fair value hierarchy.

For the years ended December 31, 2018, 2017 and 2016, there were no transfers between Level 1 and
Level 2 fair value measurements and no transfers into and out of Level 3 fair value measurements.

The following table demonstrates the sensitivity of a reasonably possible change in interest rates for
the year ended December 31, 2018, with all other variables held constant, in the Group’s
comprehensive income before income tax:

Increase (Decrease) in

Increase

Increase (Decrease) on

Income Before

Basis points Income Tax

December 31, 2018 +100 (®656,715,728)
-100 859,431,515

December 31, 2017 +100 (R18,968)
-100 18,968

December 31, 2016 +100 P673)
-100 673

The Group classifies its financial instruments in the following categories.

2018

Amortized Cost Financial Asset at FVOCI Total
Financial Assets
Cash and cash equivalents £25,828,933 P- £25,828,933
Trade and other receivables 205,585,127 - 205,585,127
Due from a related party 287,566,552 - 287,566,552
Advances to employees 1,828,959 - 1,828,959
Financial assets at FVOCI - 1,337,638,090 1,337,638,090
Total financial assets £520,809,571 £1,337,638,090 P1,858,447,661
Financial Liabilities
Accounts payable* £130,330,347 P- £130,330,347
Accrued interest on long-term debts 19,664,132 - 19,664,132
Due to related parties 265,667,135 - 265,667,135
Long-term debts 97,943,507 - 97,943,507
Total financial liabilities £513,605,121 P513,605,121
*Excluding statutory liabilities to the Government

2017

Amortized Cost AFS Total
Financial Assets
Cash and cash equivalents 210,694,196 P P£10,694,196
Trade and other receivables 166,534,628 - 166,534,628
Due from a related party 274,592,688 - 274,592,688
Advances to employees 1,408,596

AFS - equity investments

1,408,596

1,312,871,168

1,312,871,168

Total financial assets

453,230,108

P£1,312,871,168

P1,766,101,276

Financial Liabilities

Accounts payable* £147,780,972 P R147,780,972
Accrued interest on long-term debts 92,156 - 92,156
Due to related parties 151,454,345 - 151,454,345
Long-term debts 448,951 — 448,951
Total financial liabilities £299,776,424 P P£299,776,424

*Excluding statutory liabilities to the government
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2016
Amortized Cost AFS Total
Financial Assets
Cash and cash equivalents £4,396,419 P £4,396,419
Trade receivables 114,177,250 - 114,177,250
Due from a related party 99,526,454 - 99,526,454
Advances to employees 1,355,118

AFS - equity investments

1,355,118

1,312,871,168

1,312,871,168

Total financial assets

P£219,455,241

P1,312,871,168

P1,532,326 ,409

Financial Liabilities

Accounts payable* £109,655,203 P £109,655,203
Accrued interest on long-term debts 155,502 - 155,502
Due to related parties 77,520,582 - 77,520,582
Long-term debts 536,533 — 536,533
Total financial liabilities P187,867,820 P P£187,867,820

*Excluding statutory liabilities to the government

The table below demonstrates the income, expense, gains or losses of the Group’s financial
instruments for the years ended December 31, 2018, 2017 and 2016:

2018 2017 2016
Effect on Profit Effect Effect on Effect Effect on Effect
or Loss on Equity Profit or Loss on Equity Profit or Loss on Equity
Increase Increase Increase Increase Increase Increase
(Decrease) (Decrease) (Decrease) (Decrease) (Decrease) (Decrease)
Amortized cost
Interest
income on:
Cash in banks (Note 6) P251,561 P- P4,894 P P3,857 P
Provision for impairment losses
(Note 16) (724,729) (19,297,217) (1,940) — (685,685) —
(P473,168) (19,297,217) £2,954 P (P681,828) P
Financial assets at FVOCI
Equity investments:
Unrealized gain on financial
asset at FVOCI P-  P48,359,740 P P P P
Financial liabilities at
amortized cost
Interest expense on (Note 11):
Long-term debts, including
amortization of transaction
costs (B3,324,724) P- (P52,015) P (R572,962) P

Capital Management

The Group considers the equity presented in the consolidated statement of financial position as its
core capital. The primary objective of the Group’s capital management is to ensure that it maintains
strong credit rating and stable capital ratios in order to support its business and maximize

shareholders’ value.

The Group manages its capital structure and makes adjustments to it, in light of changes in economic

conditions. To maintain or adjust the capital structure, the Group may adjust the dividend payment to

shareholders, return capital to shareholders or issue new shares.

On October 28, 2010, PSE issued a memorandum regarding the rule for the minimum public
ownership for all listed companies. Based on the memorandum, listed companies shall, at all times,
maintain a minimum percentage of listed securities held by the public of ten percent (10%) of the
listed companies’ issued and outstanding shares, exclusive of any treasury shares or as such
percentage that may be prescribed by the PSE. The Group has complied with the minimum public
ownership as of December 31, 2018, 2017 and 2016.
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The Group considers the equity attributable to the equity holders of the Parent Company as presented

in the consolidated statement of financial position as its core capital.

As of December 31, 2018, 2017 and 2016, the Group was able to meet its capital management
objectives.

20. Business Segment Information

The Group’s operating segments are organized and managed separately according to the nature of the
services offered as follows:

e [T Manpower and Resource Augmentation - provides deployment of IT professionals to clients.
e Software Licenses and Services - provides high value products and services to clients.
e Broadband Services - provides high-speed broadband service of up to 700 Mbps to clients.

Management monitors the operating results of its business units separately for the purpose of making
decisions about resource allocation and performance assessment. Segment performance is evaluated

based on operating profit or loss.

Financial information on the operations of the various business segments are summarized as follows:

2018
IT Manpower and Software Licenses and
Resource Augmentation Services Broadband Services Total
Service fees P£35,251,680 P£104,240,513 £44,927,731 P184,419,924
Sales - 31,158,281 2,283,321 33,441,602
Total revenue P£35,251,680 135,398,794 P47,211,052 $217,861,526
Segment expenses £26,231,183 P75,814,887 P46,277,523 P148,323,593
General and administrative expenses 7,011,168 - - 7,011,168
Unallocated expenses — - - 50,817,609
Unallocated other charges - - - 1,802,986
Provision for income tax 622,238 1,129,935 17,228 1,769,401
Net income (loss) 1,387,091 58,453,972 916,301 8,136,769
Other information
Capital expenditures 182,705 5,985,567 4,115,559 10,283,831
Segment assets 22,160,442 544,926,966 9,204,376 576,291,784
Unallocated Financial asset at
FVOCI - - - 1,337,638,090
Segment liabilities 27,315,708 757,923,086 - 785,238,794
Depreciation and amortization 118,098 2,293,928 4,897,585 7,309,611
2017
IT Manpower and Resource Software Licenses and
Augmentation Services Broadband services Total
Service fees P42,274,212 £59,878,920 P£24,513,069 126,666,201
Sales — 21,698,063 — 21,698,063
Total revenue P42,274,212 P£81,576,983 P£24,513,069 P148,364,264
Segment expenses P£31,568,240 46,849,047 £7,386,191 P£85,803,478
General and administrative expenses 6,524,463 - - 6,524,463
Unallocated expenses - - - 47,553,397
Provision for income tax 1,590,187 1,080,771 - 2,670,958
Net income (loss) 2,591,322 33,647,165 17,126,878 6,290,216
Other information
Capital expenditures 83,572 1,285,658 5,088,817 6,458,047
Segment assets 18,318,317 335,499,397 5,088,817 358,906,531
Unallocated AFS financial
asset 1,312,871,168
Segment liabilities 19,207,375 296,763,180 - 315,970,555
Depreciation and amortization 90,535 1,150,261 3,170,205 4,411,001
Unallocated other income - - - 478,248
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2016
IT Manpower and Resource Software Licenses and

Augmentation Services Broadband services Total

Service fees P43,412,235 P£41,230,381 £5,981,141 90,623,757

Sales - 13,048,685 - 13,048,685

Total revenue P43,412,235 £54,279,066 5,981,141 P103,672,442

Segment expenses £36,610,332 £16,831,989 £3,204,621 £56,646,942

General and administrative expenses 6,456,689 - - 6,456,689

Unallocated expenses - - - 636,944,447

Provision for income tax 1,289,428 903,836 - 2,193,264

Net income (loss) (944,214) 36,543,241 2,776,520 2,498,509

Other information

Capital expenditures 133,928 970,358 4,347,551 5,451,837

Segment assets 2,456,753 228,347,368 3,442,034 234,246,155
Unallocated AFS financial

asset - - - 1,312,871,168

Segment liabilities 32,070,469 162,269,220 - 194,339,689

Depreciation and amortization 39,062 1,269,990 905,517 2,214,569

Unallocated other income - - - 1,067,409

21.

Notes to Consolidated Statements of Cash Flows

In 2016, the noncash financing activity involves the conversion of 264,000,000 advances from
Velarde, Inc. to the Parent Company’s common shares. As of December 31, 2018, the Group
presented the deposit for future stock subscription amounting to £264,000,000 as part of liability
since the since the conversion rate has not been finalized as of December 31, 2018. (see Note 13).

Changes in liabilities arising from financing activities:

January 1, 2018 Cash inflow Cash outflows Others December 31, 2018
Due to related parties P151,454,345 P133,442,010 (#19,229,220) P P265,667,135
Loans payable 448,951 97,287,870 (194,674) 401,360 97,943,507
Total liabilities from
financing activities P£151,903,296 £230,729,880 ($19,423,894) £401,360 £363,610,642
January 1, 2017 Cash inflow Cash outflow December 31, 2017
Due to related parties 77,520,582 P73,933,763 P P151,454,345
Loans payable 536,533 — (87,582) 448,951
Total liabilities from
financing activities 78,057,115 $£73,933,763 (P87,582) £151,903,296
January 1, 2016 Cash inflow Cash outflow Others  December 31, 2016
Due to related parties P238,078,380 160,557,798 (B57,115,596)  (P264,000,000) 77,520,582
Loans payable 44,500,000 44,500,000 (43,963,467) (44,500,000) 536,533
Total liabilities from
financing
activities P282,578,380 £160,557,798 ((101,079,063)  (B264,000,000) 78,057,115

22. Other Matter

Land Bank loan

On January 23, 2019, the Parent Company extended the loan agreement with Land Bank of the
Philippines amounting to 50,000,000 with an interest rate of 4.80% per annum for another
six (6) months with latest maturity date on July 23, 2019.

Equity restructuring

On March 8, 2019, the stockholders of the Parent Company approved the reduction of par value of
the common shares of the Parent Company from £1.00 per share to 0.75 per share and the
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application of the resulting additional paid-in capital to eliminate the accumulated deficit of the
Parent Company. For this purpose, the BOD and stockholders of the Parent Company approved the
amendment of the Articles of Incorporation for the reduction of the par value. As of April 12, 2019,
the equity restructuring is yet to be filed to the SEC.

Conversion of Velarde, Inc.

On March 8, 2019, the stockholders of the Parent Company approved the conversion into equity of
the advances from Velarde, Inc. amounting to £209,000,000. As of April 12, 2019, the conversion is
yet to be filed to the SEC.

Broadband Business Partnerships
In December 2018, the Parent Company entered into various business partnership agreements with
third party businesses for a period of five years starting 2019
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NOW CORPORATION AND SUBSIDIARIES

SUPPLEMENTARY SCHEDULE OF ALL EFFECTIVE STANDARDS

AND INTERPRETATIONS
DECEMBER 31, 2018

PHILIPPINE FINANCIAL REPORTING STANDARDS

AND INTERPRETATIONS Not Not

Effective as of December 31, 2018 Adopted Adopted | Applicable

Philippine Financial Reporting Standards

PFRS 1 First-time Adoption of Philippine Financial %
Reporting Standards

PFRS 2 Share-based Payment v
Amendments to PFRS 2, Classification and
Measurement of Share-based Payment v
Transactions

PFRS 3 Business Combinations v

PFRS 4 Insurance Contracts 4
Amendments to PFRS 4, Applying PFRS 9
Financial Instruments with PFRS 4 4
Insurance Contracts

PFRS 5 Non-current Assets Held for Sale and v
Discontinued Operations

PFRS 6 Exploration for and Evaluation of Mineral v
Resources

PFRS 7 Financial Instruments: Disclosures v

PFRS 8 Operating Segments 4

PFRS 9 Financial Instruments v

PFRS 10 Consolidated Financial Statements 4

PFRS 11 Joint Arrangements 4

PFRS 12 Disclosure of Interests in Other Entities v

PFRS 13 Fair Value Measurement 4

PFRS 14 Regulatory Deferral Accounts 4

PFRS 15 Revenue from Contracts with Customers v

Philippine Accounting Standards

PAS 1 Presentation of Financial Statements 4

PAS 2 Inventories v

PAS 7 Statement of Cash Flows 4

PAS 8 Accounting Policies, Changes in Accounting v
Estimates and Errors

PAS 10 Events after the Reporting Period v




PHILIPPINE FINANCIAL REPORTING STANDARDS

AND INTERPRETATIONS Not Not
Effective as of December 31, 2018 Adopted Adopted | Applicable
PAS 12 Income Taxes v
PAS 16 Property, Plant and Equipment 4
PAS 17 Leases v
PAS 19 Employee Benefits v
PAS 20 Accounting for Government Grants and v
Disclosure of Government Assistance
PAS 21 The Effects of Changes in Foreign Exchange v
Rates
PAS 23 Borrowing Costs v
PAS 24 Related Party Disclosures v
PAS 26 Accounting and Reporting by Retirement v
Benefit Plans
PAS 27 Separate Financial Statements v
PAS 28 Investments in Associates and Joint Ventures 4
Amendments to PAS 28, Measuring an
Associate or Joint Venture at Fair Value v
(Part of Annual Improvements to PFRSs
2014 - 2016 Cycle)
PAS 29 F inancia.l Reporting in Hyperinflationary v
Economies
PAS 32 Financial Instruments: Presentation
PAS 33 Earnings per Share v
PAS 34 Interim Financial Reporting 4
PAS 36 Impairment of Assets v
PAS 37 Provisions, Contingent Liabilities and %
Contingent Assets
PAS 38 Intangible Assets v
PAS 39 Financial Instruments: Recognition and v
Measurement
PAS 40 Investment Property v
Amendments to PAS 40, Transfers of v
Investment Property
PAS 41 Agriculture v
Philippine Interpretations
Philippine Changes in Existing Decommissioning,
Interpretation |Restoration and Similar Liabilities v

IFRIC-1




PHILIPPINE FINANCIAL REPORTING STANDARDS

AND INTERPRETATIONS Not Not
Effective as of December 31, 2018 Adopted Adopted | Applicable
Philippine Members’ Shares in Co-operative Entities

Interpretation |and Similar Instruments 4
IFRIC-2

Philippine Determining whether an Arrangement

Interpretation |contains a Lease 4
IFRIC-4

Philippine Rights to Interests arising from

Interpretation | Decommissioning, Restoration and 4
IFRIC-5 Environmental Rehabilitation Funds

Philippine Liabilities arising from Participating in a

Interpretation | Specific Market—Waste Electrical and 4
IFRIC-6 Electronic Equipment

Philippine Applying the Restatement Approach under

Interpretation |PAS 29 Financial Reporting in 4
IFRIC-7 Hyperinflationary Economies

Philippine Interim Financial Reporting and Impairment

Interpretation v
IFRIC-10

Philippine Service Concession Arrangements

Interpretation v
IFRIC-12

Philippine PAS 19—The Limit on a Defined Benefit

Interpretation | Asset, Minimum Funding Requirements and v
IFRIC-14 their Interaction

Philippine Hedges of a Net Investment in a Foreign

Interpretation | Operation v
IFRIC-16

Philippine Distributions of Non-cash Assets to Owners

Interpretation v
IFRIC-17

Philippine Extinguishing Financial Liabilities with

Interpretation | Equity Instruments v
IFRIC-19

Philippine Stripping Costs in the Production Phase of a

Interpretation | Surface Mine v
IFRIC-20

Philippine Levies

Interpretation v
IFRIC-21

Philippine Foreign Currency Transactions and Advance

Interpretation | Consideration v

IFRIC-22




PHILIPPINE FINANCIAL REPORTING STANDARDS

AND INTERPRETATIONS Not Not
Effective as of December 31, 2018 Adopted Adopted | Applicable
Philippine Introduction of the Euro

Interpretation 4
SIC-7

Philippine Government Assistance—No Specific

Interpretation |Relation to Operating Activities 4
SIC-10

Philippine Operating Leases—Incentives

Interpretation 4
SIC-15

Philippine Income Taxes—Changes in the Tax Status

Interpretation |of an Entity or its Shareholders 4
SIC-25

Philippine Evaluating the Substance of Transactions

Interpretation |Involving the Legal Form of a Lease 4
SIC-27

Philippine Service Concession Arrangements:

Interpretation | Disclosures v
SIC-29

Philippine Intangible Assets—Web Site Costs

Interpretation v

SIC-32
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CORPORATION

STATEMENT OF MANAGEMENT'S RESPONSIRILITY
FOR FINANCIAL STATEMENTS

the Management of Now Corporation and Subsidiaries s responsible for the preparation end fa

presentation of the financial statements including the attached therein for the yvears ended December 31, 2018
m accordance with the preseribed financial reporting framework indicated therein, and for such intermal
cutitral as managemenl determings is necessary to enable the preparation of the financial statements tiat are
free from muterial misstatement, whether due o froud or ermor,

In prepuring the finencinl statements, management is responsible for assessing the Company s shility 1o
comntinue as a going concern, disclosing, as applicable matters related 1o going concem and using the going
comcern hasis of accounting unless either management intends 1o liguidate the Company or to coasc
operations, or his ne realistic alismative fo do so,

I'he Hoard of Directors {Trustoes) is responsible for overseeing the Company”s financial reporting process.

Pve Board of Directors (Trustecs) reviews and approves the finsncial statements inluding the schedules
attached therein and submits the same to the Stockholders or members,

SwCip tiorres Velayo & Co., the independent auditors, appointed by the Stockholders. has audited the
financial statements of the company in accordance with Philippine Standards on Auditing, and in its repoet 1o
the Stockholders, has expressed its opinion on the faimess of presentation upon completion of such audit.

Signature ! égﬂm{fﬁfw
Thomas (:. Aqﬂh;’
Chairman of the Board

A

el V. Velarde

risident and Chicf Executive Officer TRl R i)
: APR 25 2019

KL.WJ'?WW .

Signature:

Signiture;

Vicente I, Penanueva el —— e
Chief Fancial Cfficer
e -
&1
Sigoed this day of April 20]9 e
(2=
SN

() 1632) 271 1072 () nowlteapplication@now-corp.com (@) now-telecom.com

NOW Corporation is a Philippine Stock Ewchange (PSE} listed companvy
unit 3-1, Sl Floor, OFL Bullding, 100 C. Palanca cormer Dola Rews and € Seremts
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REPUBLIC OF THE PHILIPPINES AMNEI C

Mlmbatn Ciy, iS & i R

SECRETARY'S CERTIFICATE

. ANGELINE L. MACASAET. Filipino. of legal age, with office address ot Linit 5., &
Floor OPL Building. 100 €. Palanca Street. Leanspi Villnge, Makati City, afler having been duly
sswarn i seeordange with law, do hereby state thar:

[ | am the incumbemt Carporate Seeretary of NOW Comporation, a corpormtion duly
areanized and existing under and by virtue of the laws of the Phatippines with principal adiress at
Uit 5-1, 5" Floor OPJ Building. 100 C. Palanca Streer Lepaspi Village, Makat; ity (il
“Lorporation™ )

d I 'am also o Director and the Secretary of the Management Committee. the by
authorized by the Board of Directors of the Corporation to handle the normal and CUstOmar
aperations of the Corporation:

i | hereby certify that at the 23 April 2008 meeting of the Executivie Commitice
i Esel'om) held at the business office: of the Corparation. in which MEEing & quorum was present, the
following resalutions were lenanitheously adopred:

“RESOLVED FURTHER, 35 11 1= héreby resolved. that the Chairmman.
of the Board, the President md the Chiel Finance Officer be authorized
te sign the Siatement of Management Responsibility in connection with
the Company’s Audited Consolidated Finaneial Statements and the
Audited Parent Comipany Finaneial Stutements for the periods ending
2017, 2016 and 2015, as sudited by its external abdator Sycip Giorres
Vilavo & Cip™

4 I further certify thar the toregomg resolutions have not been revoked, superseded,
ainended. und that these continue to be in force and effiet 15 of this dane,

5 This Certification is issued for whatever degal purpose it may serve,
IN WITNESS WHEREOF | have hereunto set my hand this 239 day of April 2019 in Mukari

City, Philippines

ANGELIN MACASAFT
Corpe Secreran

SUBSCRIBED AND SWORN TO hefore me this 3% day of April 2009, affiam prerscdu |y
dppeared and exhibited 10 me bor Phil, Passpart No. P3600193 A issued by DEA — Manila on (16 July
2UTT and valud unnil 65 July 2022, beari ng the affiant’s photograph and sienatuee.
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ANNEX_B

COVER SHEET

For AUDITED FINANCIAL STATEMENTS
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LUnit -1, th Floor, OFPL Building 1N C. Palanca Strect, Legaspi Village,
Makati City
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INDEFENDENT AUDITOR'S REPORT

e Bosrd of Directors and the Stockholders
NOW Corporation

L'nit 3-1, 2® Floar, OPL Building

00 < Palanca Swreet, Legaspn Villege
Makar City

Report on the Audit of the Parent Company Financial Statements
Oy pinion

We have audited the parent company financial statements of NOW Corporation (the Conspasny ), which
comprise the parent company statements of financial position as a1 December 31, 2018 and 2017, and the
parent company statements of income, parent company statements of comprehensive income, parent
company siatements of changes in equity and parent company statements of cash flows for the yEars then
chuled, and notes to the parent company financial statements, including a summary of significant
accounting poligies.

[ our opinion, the accompanying parent company [mancial statements present fairly, m all material
respects, the financial position of the Company as at December 31, 201 8 and 2017, and its financial
pertormance and its cash flows for the years then ended in accordance with Philippine Financial
Reporting Standards (PFRSs)

Rasiz for Dpimion

We comducted our audits in accordance with Philippine Standards on Auditing (PSAs1 Our
responsiilinies under those standards are further described in the Auditor '« Responsibilities for the Audi
of the Pareat Comparny Financial Sratemente section of our report. We ase mdependent of the Conpany
n sccordance with the Code of Ethies for Professional Accountants in the Philippines (Code of Erhics)
together with the ethical requirements that are relevant 1o our asdic of the parent company financial .
statements i the Philippines, and we have fulfilled our other ethical responsibilities in aceordance with
Ihﬁfr requirements and the Code of Ethics. 'We belisve that the avdit evidence we have abrained i
sufficient and appropriate to provide a basis for our opinion.

Responsibilities of Management and Those Charged with Governance for the Parent Co mpany
Financial Statements -

Ma hagement is rﬁpnn:iihfe_l’ur the preparation and fair peesentation of the parent conipany {inancial
statements in sccordance with PFRSs, and for such intemal contro) as management determines 1
necessary 1o enable the preparation of parent company Ninancial statements that are free from material
mizstatement, whether due to froud or error,
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In preparing the parent company financial statements. management s résponsible for assessing the
Company’s ability to continue as a going concern, disclosing, as-applcable, matiers related to gong
coneern and using the going concern basis of accounting unless management gither intends to hiquidate
the Company or to cease operations, or has no realistic altlemative but tw do so.

Thosz charged with governance are responsible for overseeing the Company’s financial reporting process
Aunditor’s Responsibilities for the Aundit of the Parent Company Financial Statements

Lur ohjectives are 10 obtain reasonable assurance about whether the parent company finuncial statements
at a whaole are free from material misstatement, whether doe to fraud or error, and o 1ssue an auditor’s
report that includes our opinion. Reasonable assurance 5 a high level of assuranee, but 15 not & guaranics
thnt an nudit conducted in accordance with PSAs will always detect o material misststement when 1
exists Missiatements can arise from froud or error and are considersd material if, individually or i the
spzregale, they could reasonably be expected to influgnce the economic decisions of users taken on the
basis of these parent company financial statements.

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

¢ [dentity and assess the risks of material misstatement of the parent company financ il statements,
whether due to fraud or error, design and perform rudit procedures responsive to those risks, and
obtain audit evidence that s sufficient and appropriate to provide & hasis for our opinian. The risk af
not detecting a material misstatement resuiting from frand is higher than for one resulting from erar,

as frand may mvolve collusion, forgery, intentional omissions, miseepresentations, or the override of

internal control

¢ Obtain an understanding of internal control relevant to the audit in order to design audit procedures
that are appropriate in the circumstances, but ot for the purpose of expressing an opinion on the
effecriveness of the Company's internal control,

*  Evaluate the appropriateness of accounting policies used and the reasonableness of accounting
esinmates and related disclosures made by managemeant

* LUonclude on the appropriateness of management’s use of the going concern basis of dccounting and,
based on the audit evidence obtained, whether a material uncertainty exists related o events or
conditions that may cast significant doubt on the Company’s ability to continue &s a going congem,
I we conclude that a material uncertainty exists, we are reguired to draw attention in our auditor's
report 1o the related disclosures in the parent company financial statements or, if such disclosures ass
Iniacieqjuate, > modify our opinion, Our conclusions #re based on the audit evidence obtained up i
the: date of our auditor’s report. However, fiture events or conditions may cause the Company 1o
<EHAE [0 conhinue s 2 going conger,

. T-‘.r.:.rua_[e the overafl presentation, structure and content of the parent company financial statements,
imcluding the -:Im::iu_sur!a, and wh-nﬂ_urr the parent company financial statements represent the
underlying transactions and events in a manner that achioves fafr presentation,
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We communicate with those charged with governance regarding, among other matters. the planned scope
and timing of the audit and significant audit findings, including any sagnificant deficiencies m intemal
contral that we identify during our audit

W also provide those charged with govemance with a statement that we have complied with relevan
cthical requirements reparding independence, and to communicate with them all relmtionships and other
imnatters 1hat may reasonably be thought to bear on our mdependence, and where applicable. related
sateguards.

Hiport on the Supplementary Information Required Under Revenoe Regulations 15-20010

tJur gudits were conducted for the purpose of forming an opinion on the parent company financ ial
statemenls taken us a whole, The supplementary information required under Revenue Regulstions

32010 in Note 23 1 the parent company financial statements is presented for purpases of filing with the
Aureau of Internal Revenue and |s not a8 required part of the basic financial statements, Such information
i5 the responsibility of the mansgement of NOW Corporation. The information has been subjected to the
auditing procedures applied in our-audit of the basic financial statements. In our apinion, the infarmation
i= fairly suted, in all material respects, in relation 1o the basic finsncisl statements taken as a whale

| iz enpagement partner on the audit resulting in this independent auditor's report 1s
Ihannna Felea C. Ga.

SYCIP GORRES VELAYQ & CO.

e

Ihoanma Felizgg T, Go

Parmer

CPA Cenificate No, 0114122

SEL Accredianon No. 1414-AR-| (Group A),
March 2, 2017, valid until March 1, 2020

Fox Sdentiffcation Mo, 219-674-288

BIR Agcreditation No. 08-001998-103-2017,
Janeary 21, 2017, vilid until Japuary 30, 2020

FTR ™o, 7332556, January 3, 2019, Makati City

\pnl 12, 2019
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NOW CORPORATION

PARENT COMPANY STATEMENTS OF FINANCIAL qu
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ARSETS
Current Assers
Lash FI4,764,718 BT, 507 964
Trade and cther receivables (Nale €] 204591 821 84 140 258
Contract a5sets 1,520,541
P from-relited parties (Note %) 92318, 709 03812471
Lafer current assels (Note 3] 31,968,211 A2 636431
Fotal Cuarrent Assels 350,060,711 10,122,155
Soncurrent Asseis
Financiel asset ol fair value through other comprehensive income (Nole &) 1,337.638,09) -
Wwattlable-for-zale ivvestment (Note 8) 312871 108
Inyeitment in subsidipres (Mote &) BH84,12] LR
Diue frowm related parties (Wote §) ~ 17T 497 14
Hropery and equipment (Mote 7) 10,585 498 TATH 160
Ctker nonCIETens assets 1368, 110 §42.072
Fital Moncurrent Assets 1350475800 |d:_'|_-.'7 S
E_J Al HL'SETS F1,915,536,340 PLETE OS2 410
LIABILITIES AND EQUITY
Corrent Liabilities
Aciounts pavable and accrued expenses (Noto B) P13, 743 618 BI3E, IR, 730
D 1o reluted parties {(Note 9) 157,911,507 | 45,445 §4)
Lurrent portion of loans pavahle (Note 11) SL 064,543 G7137
Total Current Linhilities 441,719,708 JE4 BS1.TIR
“oncurrent Linbilivies
Loans pavahls (Note T1) 45878924 iaT.612
Retrement benefits obligation (Wote 12) R72,916
Seposit for future subscription - Hability (Note 13} 264,000,000
lotal Noncurrent Liabilities 30,751,850 i 15 Ble
Total Liabilities ) 752.471.558 25003 331
Ejirty
I apital stock (Mate [3) 1.517,278.350 L.S1T, 278,350
Ciepiosit for future stock subscription (Note. 13) = J44. D
Mt aceumuipted unrealized gaim an financial asser

at fair value through other comprehensive income (Note 63 4R350, 740 ~
Remeasurement loss on retirement benefits (Mote 12) [467.365) -
Leficyt (402,105,543)  (389.759.057)
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PARENT COMPANY STATEMENTS OF INCOME

b 01

_Hy

AR Bk 1o SEiEE P

FORM D COSTEHTY

T’;Jnr Ended Tecember X1

2018 2017
REVENLES (Note 14)
Service fees Fl14Y,.168,244 £E4.19] 085
Siles 33441602 21 698 053
182,609 846 | 06, 9 52
COSTS OF SALES AND SERVICES (Mate 15} . 122,092,409 84 255 238
GROSS INCOME 60517437 51,854,814
GENERAL AND ADMINISTRATIVE EXPENSES (Nate 16 SILB3IT 462 43357 943
UTHER INCOME (CHARGES)
Inrerest expense (Note 11) (3,324.724) (52.014)
Foreign exchange gain — et 0478
Cithers 1,536,479 472413
1’11?“|?{|T} 'I:'l..l. iq‘ﬁ
INCOME BEFORE INCOME TAX T.901,208 6022270
PROVISION FOR CURRENT INCOME TAX (Note 17) 1,147,163 | (180,
NET INCOME 6,754,045 Pe B 499
Busiv/Diluted Earnings Per Share (Note 15) PO.M45 B0 0038
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SNOW CORPORATION

PARENT COMPANY STATEMENTS OF I-:DMPREHENS['\"F. INCOME

Years Ended December 31
2018 )7
MET INCOME PG, TE4 S B4 541 40y
OTHER COMPEEHENSIVE LOSS
vty comprefensive losser met fa be reclassified to profi or lags in
SuayrgEd g p.i'r.'-_'ld'_ll'
L hanges m fair vahue of equity instruments designated at fair valye
through other comprehensive fncome Wotes & and 19} (136, 4498,637)
Hemeasurement of retirement benefits (Note 12) (467,565) =
TOTAL DTHER COMPREHENSIVE LOSS NOT TO BE
RECLASSIFIED TO PROFIT OR LOSS IN SUBSEQUENT
PERIODS (136,966,202 -
MOTAL COMPREHENSIVE INCOME (P130,212,157) el P

ser pocompraing Notes fo Parent Company Fisancial Statements
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NOW CORPORATION

PARENT COMPANY STATEMENTS OF CASH FLOWS

Years Ended December 1

AR 2011

CASH FLOWS USED OPERATING ACTIVITIES
Incie before income tak F7.001 208 fR922 20
Adjustments for:

Depreciation and amortization (Notes 7 and 16} 1015513 4.3 465

interest expense (Wote [ 1} Xazd, T

Interest income {1517, 745) 468212

Frriviston for impairment losses (Note 4) 114729

#elirement benefits expense (Nate 12) 405361

strwight-line pdfjustment on rent (Note 10] 18,300 5343
“Iperating mcome before working capital changes 18,048,090 I 780,436
Pecrease (Tnorease) in

Irade and other receivables (59,464,203 (35370553

Lonmrect sase (1,298, 660

Clther current assefs eI 240 {15, 187 297}
increase ([lecreass) m accounts payable and accrued EXPEREES {6.587,762) 21,253 708
wet cash geed in operations (39,606,295 (35523661}
wnlErest recdived 31}]1531 [Ti@
Ingerest paid (2,923,364 31014
Ineiwms s pald, including CWTs (1147163} AL )

Mat cash flows used | operating adtivities

(43.473,20)

139,655 268)

CASH FLOWS USED [N INVESTING ACTIVITIES

inerease m amounts doe from refatsd parties [135.959,012) (20,723 4501
hacitians 1 propesty and eguipment (Note 7) {10,101 ,125) 10.374.43%)
ImcTease m other noncurtent aasets {1.726,553) (33] 291
INCrelde m vesmenis - (23280 {101
Cash flows used i investing activities (147.826,690) (29.69%.414)
CASH FLOWS FROM FINANCING ACTIVITIES

rereass i due 1o telated partics 111,468,544 24,152,303
Vroceeds from loen avallment (Note | I3 97,187,870

mance chargss (194,674}
Yavenent of loan (Note 11) = L3 367
mved cish flows from linancing activities 0B S8, 540 Td, T 634
MET INCREASE IN CASH 17 261,760 A7) NS
LASH AT BEGINNING OF YEAR 7.501 968 2031014
CASH AT END OF YEAR F14,764,718 P7 502 968
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NOW CORPORATION

NOTES TO PARENT COMPANY FINANCIAL STATEMENTS

1. Corporate Information

Corporate Background

NOW Corporation (formerly Information Capital Technology Ventures, Inc.; the Company) started as
a duly licensed investment house when it was incorporated on June 5, 1996 and registered in the
Philippine Securities and Exchange Commission (SEC) as MF Shroder & Co., Inc. It was originally
a wholly owned subsidiary of Amalgamated Investment Bancorporation (AIB) and was initially
engaged in the purchase and sale of securities.

In 2000, AIB expanded the services of the Company by establishing an information technology (IT)
enabled facility geared towards servicing the private equity needs of small and medium enterprises by
matching them online with direct equity investors. Hence, the Company’s Article of Incorporation
(AOI) was changed to expand its primary purpose of engaging in the business of securities brokerage
through the use of IT.

On July 23, 2002, the Board of Directors and stockholders approved the offer of up to 28,000,000
shares from the Company’s unissued common stock through initial public offering (IPO). The
application for the IPO of the Company was approved by the Philippine Stock Exchange (PSE) and
SEC on June 11, 2003 and July 30, 2003, respectively. The Company was listed in the PSE on
July 23, 2003 with an issue/share price of £1.00 per share.

In 2008, the PSE approved the application for the listing of the additional 1,289,278,350 common
shares with an issue/share price of 1.00 per share to cover the share-for-share swap transactions with
NOW Telecom, Inc. (NOW Telecom) shareholders (see Note 6).

In July 2009, the SEC approved the amendment of the Company’s AOI which provides for the
change in its primary purpose of engaging in the securities brokerage business to a technology, media
and telecommunication (TMT) business.

In August 2010, the SEC approved further the amendment of the Company’s AOI, removing the
pre-emptive rights of shareholders with respect to subscription to any class of the Company’s shares
of stock.

On December 16, 2010, the Company’s Board of Directors (BOD) approved the amendment in its
AOI to include secondary purpose. The inclusion of the secondary purpose was subsequently ratified
by the Company’s stockholders on July 2, 2011 and was approved by the SEC on August 25, 2011.
The additional secondary purposes include:

a. Providing professional services and manpower in the field of TMT;

b. Acting as commission agent, manufacturer’s representative, or principal for the purpose, sale,
distribution, manufacture, assembly, import or export of any and all classes of materials,
merchandise, supplies and commodities of every kind and nature; and

c. Engaging in the business of general and retail merchants, traders, factors, agents, manufacturers,
processors, dealing in or with any and all classes of materials, merchandise, supplies and
commodities of every kind and nature.

On December 21, 2016, the Company’s BOD approved the filing of the Registration Statement,
Listing Application and the terms and conditions and such other relevant acts in connection with the
intended public offering of preferred shares of the Company (See Note 13).



Change in Corporate Name

The SEC approved the Company’s application to change its name from MF Shroder & Co., Inc. to
Cashrounds, Inc. in January 2002 and Information Capital Technology Ventures, Inc. in September
2006. Subsequently, on August 16, 2013, the SEC approved the change in the Company’s name to its
current corporate name, NOW Corporation.

Certificates and Memorandum of Understanding and Agreements

On March 22, 2005, a Memorandum of Agreement (MOA) was executed by AIB and Gamboa
Holdings, Inc. (GHI), whereby AIB agreed to sell and GHI agreed to purchase 18,171,286 shares of
the Company at an aggregate purchase price of £74,395,000. The sale of the Company’s shares
became effective on August 20, 2005 resulting to a 66.67% ownership interest of GHI in the
Company.

On March 10, 2006, the National Telecommunications Commission (NTC), through the efforts of
IMX Broadband Inc. (IB]), issued a Certificate of Registration (COR) to the Company to allow it to
operate and maintain value added services (VAS) and voice over internet protocol (VOIP) services in
all cities and municipalities nationwide.

On November 27, 2015, NTC issued COR to the Company that authorizes it as a VAS provider for
services such as cloud hosting services, virtual private network, multimedia content and program
services, online game services, cloud-based multimedia conferencing services, web hosting and
cloud-based mail and messaging services. The COR is valid for a period of five (5) years which will
expire on November 26, 2020.

In 2015, the Company entered into three (3) separate agreements with NOW Telecom, GHT
Network, Inc. (GHT) and News and Entertainment Network Corporation (Newsnet) (the Parties),
wherein the Parties mutually agreed to collaborate and interconnect their respective networks in order
for the Company to provide VAS to the public such as cloud hosting services, virtual private network,
multimedia content and program services, online game services, cloud-based multimedia
conferencing services, web hosting and cloud-based mail and messaging services (VAS contracts)
(see Note 9).

Registered Address
The Company’s registered address is Unit 5-1, 5 Floor OPL Building, 100 Carlos Palanca St.,
Legaspi Village, Makati City.

Authorization for Issuance

In the March 8, 2019 Special BOD Meeting, the BOD delegated to the Chairman, or in his absence
the Vice-Chairman, and President the authority to approve the issuance of the parent company
financial statements as of December 31, 2018 and 2017, and for the years then ended.

The parent company financial statements as of December 31, 2018 and 2017, and for the years then
ended were authorized for issue by the Chairman, the President and the Chief financial officer on
April 12, 2019.

Summary of Significant Accounting Policies

Basis of Preparation

The parent company financial statements have been prepared under the historical cost basis, except
for the financial asset at fair value through other comprehensive income that is measured at fair value.
The parent company financial statements are presented in Philippine peso (B), which is the
Company’s functional and presentation currency. Amounts are rounded to the nearest Philippine
peso, except when otherwise indicated.




Statement of Compliance
The parent company financial statements have been prepared in accordance with Philippine Financial
Reporting Standards (PFRSs) issued by Financial Reporting Standards Council (FRSC).

The Company also prepares and issues consolidated financial statements for the same period as the
parent company financial statements which are also prepared in accordance with PFRSs. These
consolidated financial statements may be obtained from the Philippine SEC.

Changes in Accounting Policies and Disclosures
The accounting policies adopted are consistent with those of the previous financial year, except that
the Company has adopted the following new accounting pronouncements starting January 1, 2018:

e Amendments to PFRS 2, Share-based Payment, Classification and Measurement of Share-based
Payment Transactions

The amendments to PFRS 2 address three main areas: the effects of vesting conditions on the
measurement of a cash-settled share-based payment transaction; the classification of a
share-based payment transaction with net settlement features for withholding tax obligations; and
the accounting where a modification to the terms and conditions of a share-based payment
transaction changes its classification from cash-settled to equity-settled. Entities are required to
apply the amendments to: (1) share-based payment transactions that are unvested or vested but
unexercised as of January 1, 2018, (2) share-based payment transactions granted on or after
January 1, 2018 and (3) modifications of share-based payments that occurred on or after January
1, 2018. Retrospective application is permitted if elected for all three amendments and if it is
possible to do so without hindsight.

The amendments do not have any impact on the Company’s financial statements as the Company
has share-based payment transactions.

e PFRS 9, Financial Instruments

PFRS 9 reflects all phases of the financial instruments project and replaces PAS 39, Financial
Instruments: Recognition and Measurement, and all previous versions of PFRS 9. The standard
introduces new requirements for classification and measurement, impairment, and hedge
accounting. Retrospective application is required, but comparative information is not
compulsory. For hedge accounting, the requirements are generally applied prospectively, with
some limited exceptions.

The Company has adopted this new standard without restating comparative information, which
continues to be reported under PAS 39.

The effect of adopting PFRS 9 as at January 1, 2018 is as follows:

Increase (decrease) in parent company

statements of financial position: Adjustments  As at January 1, 2018
Assets
Trade and other receivables (b) (219,297,217)
Available-for-sale investments (a) (1,312,871,168)
Financial assets at FVOCI (a) 1,497,729,545

Total assets P165,561,160




Equity
Net accumulated unrealized gain on
financial assets at fair value through

other comprehensive income (a) P184,858,377
Retained earnings (a), (b) (19,297,217)
Total equity 165,561,160

The nature of these adjustments is described below:

(@

Classification and measurement

Under PFRS 9 which is effective beginning January 1, 2018, there is a change in the
classification and measurement requirements relating to financial assets. Previously, there
were four (4) categories of financial assets: loans and receivables, fair value through profit or
loss, held to maturity and available for sale (AFS). Under PFRS 9, financial assets are either
classified as amortized cost, FVTPL or FVOCL

PFRS 9 requires that the Company classifies debt instruments based on the contractual cash
flow characteristics of the assets and the business model for managing those assets. These
factors determine whether the financial assets are measured at amortized cost, FVTPL or
FVOCL

The Company’s debt financial assets consist of cash and cash equivalents, trade and other
receivables and due from related parties. The Company assessed that the contractual cash
flows of its debt financial assets are solely payments of principal and interest (SPPI) and are
expected to be held to collect all contractual cash flows until their maturity. As a result, the
Company concluded these debt financial assets to be measured at amortized cost.

The Company elected to classify irrevocably its unquoted equity investment previously
classified as AFS financial assets under financial asset at FVOCI as it intends to hold these
investments for the foreseeable future. There were no impairment losses recognized in profit
or loss for these investments in prior periods. Upon transition, the AFS financial asset which
was previously carried at cost under PAS 39 was classified as financial asset at FVOCI which
resulted to the recognition of an adjustment for unrealized gain on changes in fair value of
financial asset at FVOCI amounting to 184,858,377 as at January 1, 2018.

There were no changes to the classification and measurement of financial liabilities. As of
December 31, 2018 and 2017, the Company does not hold financial liabilities designated at
fair value through profit or loss.

The table below illustrates the classification and measurement of financial instruments under
PFRS 9 and PAS 39 at the date of initial application.

Original Measurement _ Original Carrying New Measurement New Carrying
Category under Amount Under Category under Amount Under
Financial assets PAS 39 PAS 39 PFRS 9 PFRS 9

Cash and cash equivalents Loans and receivables P7,502,968 Financial assets at amortized cost £7,502,968
Trade and other receivables* Loans and receivables 165,149,265 Financial assets at amortized cost 145,852,048
Due from related parties Loans and receivables 131,311,215 Financial assets at amortized cost 131,311,215
Advances to employees Loans and receivables 1,991,958 Financial assets at amortized cost 1,991,958
Equity investments** AFS investments 1,312,871,168 Equity instruments at FVOCI 1,497,729,545

*The change in the carrying amount is a result of the new impairment requirements of PFRS 9. See discussion below.

**The change in the carrying amount is a result of new valuation requirements of PFRS 9.



(b) Impairment

The adoption of PFRS 9 has fundamentally changed the Company’s accounting for
impairment losses for financial assets by replacing PAS 39’s incurred loss approach with a
forward-looking Expected Credit Loss (ECL) approach. PFRS 9 requires the Company to
recognize an allowance for ECLs for all debt instruments not held at fair value through profit
or loss and contract assets.

Upon adoption of PFRS 9, the Company recognized an additional impairment loss amounting
to 19,297,217 from the remeasurement of its trade and other receivables which resulted in a
decrease in retained earnings of 19,297,217 as at January 1, 2018. As a result of the
remeasurement, the ending impairment allowance as at December 31, 2017 determined in
accordance with PAS 39 amounting to 212,689,387 was adjusted, which resulted to an
impairment allowance as at January 1, 2018 determined in accordance with PFRS 9
amounting to £31,986,604.

The Company has applied its existing governance framework to ensure that appropriate
controls and validations are in place over key processes and judgments in implementing
PFRS 9. The Company continues to refine its internal controls and processes which are
relevant in the proper implementation of PFRS 9.

(c) Hedge accounting

The Company has elected to adopt the new general hedge accounting model in PFRS 9.
However, the changes introduced by PFRS 9 relating to hedge accounting currently have no
impact, as the Company does not apply hedge accounting

Amendments to PFRS 4, Applying PFRS 9 Financial Instruments with PFRS 4 Insurance
Contracts

The amendments address concerns arising from implementing PFRS 9, the new financial
instruments standard before implementing the new insurance contracts standard. The
amendments introduce two (2) options for entities issuing insurance contracts: a temporary
exemption from applying PFRS 9 and an overlay approach. The temporary exemption is first
applied for reporting periods beginning on or after January 1, 2018. An entity may elect the
overlay approach when it first applies PFRS 9 and apply that approach retrospectively to financial
assets designated on transition to PFRS 9. The entity restates comparative information reflecting
the overlay approach if, and only if, the entity restates comparative information when applying
PFRS 9.

The amendments are not applicable to the Company since it does not have activities that are
predominantly connected with insurance or issue insurance contracts.

PFRS 15, Revenue from Contracts with Customers

PFRS 15 supersedes PAS 11, Construction Contracts, PAS 18, Revenue, and related
Interpretations and it applies to all revenues arising from contracts with customers, unless those
contracts are in the scope of other standards. PFRS 15 establishes a new five-step model that will
apply to revenue arising from contracts with customers which are as follows:

Identify the contract(s) with a customer

Identify the performance obligations in the contract

Determine the transaction price

Allocate the transaction price to the performance obligations in the contract
Recognize revenue when (or as) the entity satisfies a performance obligation.

Al e
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Under PFRS 15, revenue is recognized at an amount that reflects the consideration to which an
entity expects to be entitled in exchange for transferring goods or services to a customer.

The standard requires entities to exercise judgement, taking into consideration all of the relevant
facts and circumstances when applying each step of the model to contracts with the customers.
The standard also specifies the accounting for the incremental costs of obtaining a contract and
the costs directly related to fulfilling a contract. In addition, the standard requires extensive
disclosures.

The Company adopted PFRS 15 using the modified retrospective method, effective

January 1, 2018. Under this method, the standard can be applied either to all contracts at the date
of initial application or only to contracts that are not completed at this date. The Company
elected to apply the method only to contract with customers that are not yet completed as at
January 1, 2018.

The Company’s revenue from contracts with customers include (i) broadband service contracts
which are either offered separately or bundled with software licenses, (ii) contracts on sale and/or
installation of software licenses, and (iii) management service contracts.

The Company undertook a comprehensive analysis of the impact of the new revenue standard
based on a review of the contractual terms of its principal revenue stream with the primary focus
being to understand whether the timing and amount of revenue recognized could differ under
PFRS 15.

The effect of adopting PFRS 15 as at January 1, 2018 is as follows:

Increase in parent company statements of

financial position: Adjustments As at January 1, 2018
Asset

Contract asset (a) P226,881
Equity

Retained earnings (a) £226,881

For most of the Company’s revenue streams, the nature and timing of satisfaction of the
performance obligations, and, hence, the amount and timing of revenue recognized under PFRS
15, is the same as that under PAS 18. The adoption of PFRS 15 however, modified the way the
Company recognized its revenue from contracts with customers for broadband service contracts
bundled with software licenses beginning January 1, 2018 as described below:

(a) Broadband service contracts

Prior to adoption of PFRS 15, the Company recognizes revenue from the broadband service
contracts bundled with software licenses based on monthly fixed invoice amounts. Under
PFRS 15, the Company assessed that broadband services are separate performance obligation
from the bundled software licenses and are capable of being distinct and separately
identifiable. The Company performed a re-allocation of contract consideration based on the
relative stand-alone selling prices of each performance obligation which decreased the
amount allocated to broadband service.

Also, previously under PAS 18, revenue from the bundled software licenses were deferred
over the contract period. Under PFRS 15, revenue shall be recognized as the performance



obligations are satisfied by transferring a promised good or service. The impact of this
change on items other than revenue is an increase in contract asset and retained earnings.

Except for the effect of the above changes, the adoption of PFRS 15 has no other impact to
the parent company statements of financial position, statements of income, statements of
comprehensive income and statements of cash flows.

Amendments to PAS 28, Investments in Associates and Joint Ventures, Measuring an Associate
or Joint Venture at Fair Value (Part of Annual Improvements to PFRSs 2014 - 2016 Cycle)

The amendments clarify that an entity that is a venture capital organization, or other qualifying
entity, may elect, at initial recognition on an investment-by-investment basis, to measure its
investments in associates and joint ventures at fair value through profit or loss. They also clarify
that if an entity that is not itself an investment entity has an interest in an associate or joint
venture that is an investment entity, the entity may, when applying the equity method, elect to
retain the fair value measurement applied by that investment entity associate or joint venture to
the investment entity associate’s or joint venture’s interests in subsidiaries. This election is made
separately for each investment entity associate or joint venture, at the later of the date on which
(a) the investment entity associate or joint venture is initially recognized; (b) the associate or joint
venture becomes an investment entity; and (c) the investment entity associate or joint venture first
becomes a parent. Retrospective application is required.

These amendments do not have any impact on the parent company’s financial statements.

Amendments to PAS 40, Investment Property, Transfers of Investment Property

The amendments clarify when an entity should transfer property, including property under
construction or development into, or out of investment property. The amendments state that a
change in use occurs when the property meets, or ceases to meet, the definition of investment
property and there is evidence of the change in use. A mere change in management’s intentions
for the use of a property does not provide evidence of a change in use. Retrospective application
of the amendments is not required and is only permitted if this is possible without the use of
hindsight.

These amendments do not have any impact on the parent company’s financial statements since
the Company does not have investment property.

Philippine Interpretation IFRIC-22, Foreign Currency Transactions and Advance Consideration

The interpretation clarifies that, in determining the spot exchange rate to use on initial recognition
of the related asset, expense or income (or part of it) on the derecognition of a non-monetary asset
or non-monetary liability relating to advance consideration, the date of the transaction is the date
on which an entity initially recognizes the nonmonetary asset or non-monetary liability arising
from the advance consideration. If there are multiple payments or receipts in advance, then the
entity must determine the date of the transaction for each payment or receipt of advance
consideration. Retrospective application of this interpretation is not required.

This interpretation does not have any impact on the financial statement since the Company’s current
practice is in line with the clarifications issued.



Summary of Significant Accounting Policies

Current versus Noncurrent Classification
The Company presents assets and liabilities in the parent company statement of financial position
based on current or noncurrent classification. An asset is classified as current when it is:

Expected to be realized or intended to be sold or consumed in normal operating cycle;

Held primarily for the purpose of trading;

Expected to be realized within twelve months after the reporting period; or

Cash and cash equivalent unless restricted from being exchanged or used to settle a liability for
at least twelve months after the reporting period.

All other assets are classified as noncurrent.
A liability is classified as current when:

It is expected to be settled in normal operating cycle

It is held primarily for the purpose of trading

It is due to be settled within twelve months after the reporting period or

There is no unconditional right to defer the settlement of the liability for at least twelve months
after the reporting period.

The Company classifies all other liabilities as noncurrent.

Cash
Cash includes cash on hand and with banks.

Financial Instruments
A financial instrument is any contract that gives rise to a financial asset of one entity and a financial
liability or equity instrument of another entity.

Financial Assets

Initial Recognition and Measurement

Prior to January 1, 2018, financial assets within the scope of PAS 39 are classified, at initial
recognition, as financial assets at FVTPL, loans and receivables, held-to-maturity investments,
available-for-sale financial assets, or as derivatives designated as hedging instruments in an effective
hedge, as appropriate. All financial assets are recognized initially at fair value plus, in the case of
financial assets not recorded at fair value through profit or loss, transaction costs that are attributable
to the acquisition of the financial asset.

The Company determines the classification of its financial instruments on initial recognition and,
where allowed and appropriate, re-evaluates this designation of each financial reporting date.

Beginning January 1, 2018 upon adoption of PFRS 9, financial assets are classified, at initial
recognition, as subsequently measured at amortized cost, fair value through other comprehensive
income (OCI; FVOCI), and fair value through profit or loss (FVTPL).

The classification of financial assets at initial recognition depends on the financial asset’s contractual
cash flow characteristics and the Company’s business model for managing them. With the exception
of trade receivables that do not contain a significant financing component or for which the Company
has applied the practical expedient, the Company initially measures a financial asset at its fair value
plus, in the case of a financial asset not at FVTPL, transaction costs.
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In order for a financial asset to be classified and measured at amortized cost or FVOCI, it needs to
give rise to cash flows that are “solely payments of principal and interest (SPPI)” on the principal
amount outstanding. This assessment is referred to as the SPPI test and is performed at an instrument
level.

The Company’s business model for managing financial assets refers to how it manages its financial
assets in order to generate cash flows. The business model determines whether cash flows will result
from collecting contractual cash flows, selling the financial assets, or both.

Purchases or sales of financial assets that require delivery of assets within a time frame established by
regulation or convention in the market place (regular way trades) are recognized on the trade date,
i.e., the date that the Company commits to purchase or sell the asset.

Subsequent Measurement

Beginning January 1, 2018 under PFRS 9, for purposes of subsequent measurement, financial assets

are classified in four (4) categories:

¢ Financial assets at amortized cost (debt instruments)

¢ Financial assets at FVOCI with recycling of cumulative gains and losses (debt instruments)

¢ Financial assets designated at FVOCI with no recycling of cumulative gains and losses upon
derecognition (equity instruments)

¢ Financial assets at FVTPL

Financial Assets at Amortized Cost (Debt Instruments)

The Company measures financial assets at amortized cost if both of the following conditions are met:

o The financial asset is held within a business model with the objective to hold financial assets in
order to collect contractual cash flows; and

e The contractual terms of the financial asset give rise on specified dates to cash flows that are
solely payments of principal and interest on the principal amount outstanding

Financial assets at amortized cost are subsequently measured using the effective interest rate (EIR)
method and are subject to impairment. Gains and losses are recognized in profit or loss when the
asset is derecognized, modified or impaired.

The Company’s financial assets at amortized cost includes cash, trade and other receivables and due
from related parties. Prior to adoption of PFRS 9 on January 1, 2018, these financial assets were
classified as loans and receivables.

Financial Assets at FVOCI (Debt Instrument)

The Company measures debt instruments at FVOCI if both of the following conditions are met:

e The financial asset is held within a business model with the objective of both holding to collect
contractual cash flows and selling; and

e The contractual terms of the financial asset give rise on specified dates to cash flows that are
solely payments of principal and interest on the principal amount outstanding

For debt instruments at FVOCI, interest income, foreign exchange revaluation and impairment losses

or reversals are recognized in profit or loss and computed in the same manner as for financial assets

measured at amortized cost. The remaining fair value changes are recognized in OCI. Upon

derecognition, the cumulative fair value change recognized in OCI is recycled to profit or loss.

The Company has no debt instruments at FVOCI as of December 31, 2018 and 2017.
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Financial Assets Designated at FVOCI (Equity Instruments)

Upon initial recognition, the Company can elect to classify irrevocably its equity investments as
equity instruments designated at FVOCI when they meet the definition of equity under

PAS 32, Financial Instruments: Presentation and are not held for trading. The classification is
determined on an instrument-by-instrument basis.

Gains and losses on these financial assets are never recycled to profit or loss. Dividends are
recognized as other income in the statement of profit or loss when the right of payment has been
established, except when the Company benefits from such proceeds as a recovery of part of the cost
of the financial asset, in which case, such gains are recorded in OCI. Equity instruments designated
at FVOCI are not subject to impairment assessment.

The Company elected to classify irrevocably its unquoted equity investment under this category.
Prior to adoption of PFRS 9 on January 1, 2018, these unquoted equity investments were classified as
AFS investments measured at cost.

Loans and Receivables (Policy applicable prior to adoption of PFRS 9)

Prior to January 1, 2018, loans and receivables are non-derivative financial assets with fixed or
determinable payments 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 or designated as AFS financial
assets or financial assets at FVTPL.

After initial measurement, loans and receivables are carried at amortized cost using the EIR method
less any allowance for impairment. Amortized cost is calculated by taking into account any discount
or premium on acquisition and fees that are not integral part of the EIR. The amortization is included
in “Interest income” account in the parent company statement of income.

The losses arising from impairment of loans and receivables are recognized in the statement of
income. The level of allowance for impairment losses is evaluated by management on the basis of the
factors that affect the collectability of accounts. Loans and receivables are classified as current assets
when it is expected to be realized within 12 months after the financial reporting date or within the
normal operating cycle, whichever is longer. Otherwise, these are classified as noncurrent assets.
Classified under loans and receivables are cash, trade and other receivables, and due from related
parties.

AFS Investments (Policy applicable prior to adoption of PFRS 9)

Prior to January 1, 2018, AFS investments are those non-derivative financial assets that are
designated as such or are not classified as financial assets designated at FVTPL, HTM investments or
loans and receivables. These are purchased and held indefinitely, and may be sold in response to
liquidity requirements or changes in market conditions.

After initial measurement, AFS investments are subsequently measured at fair value with unrealized
gains and losses being recognized as other comprehensive income (OCI) in the “Net accumulated
unrealized gain on available-for-sale investments” account until the investment is disposed of or is
determined to be impaired, at which time the cumulative gain or loss previously recognized in equity
are recognized in the profit or loss. The Company uses the specific identification method in
determining the cost of securities sold. Interest earned on the investments is reported as interest
income using the effective interest rate method. Dividends earned on investment are recognized in
the profit or loss when the right to receive payment has been established.

AFS investments are classified as current if they are expected to be realized within 12 months from
the financial reporting date. Otherwise, these are classified as noncurrent assets.
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AFS investments include investment in unquoted equity investment.

HTM Investments (Policy applicable prior to adoption of PFRS 9)

Prior to January 1, 2018, HTM investments are quoted non-derivative financial assets with fixed or
determinable payments and fixed maturities for which the Company has the positive intention and
ability to hold to maturity. Where the Company sells other than an insignificant amount of HTM
investments, the entire category would be tainted and would have to be reclassified as AFS
investments. Furthermore, the Company would be prohibited to classify any financial assets as HTM
investments for the following two years. After initial measurement, HTM investments are measured
at amortized cost using the effective interest rate method. Amortized cost is calculated by taking into
account any discount or premium on acquisition and fees that are integral part of the effective interest
rate. Gains and losses are recognized in the profit or loss when the HTM investments are
derecognized or impaired, as well as through the amortization process. The effect of restatement of
foreign currency-denominated HTM investments are also recognized in profit or loss.

The Company has no HTM investments as of December 31, 2017.

Impairment of financial assets
Further disclosures relating to impairment of financial assets are also provided in the following notes:

e Disclosures for significant assumptions Note 3
e Trade and other receivables Notes 4 and 19
e Due from related parties Notes 9 and 19

Beginning January 1, 2018 upon adoption of PFRS 9, the Company recognizes an allowance for
expected credit losses (ECLs) for all debt instruments not held at fair value through profit or loss.
ECLs are based on the difference between the contractual cash flows due in accordance with the
contract and all the cash flows that the Company expects to receive, discounted at an approximation
of the original EIR. The expected cash flows will include cash flows from the sale of collateral held
or other credit enhancements that are integral to the contractual terms.

ECLs are recognized in two stages. For credit exposures for which there has not been a significant
increase in credit risk since initial recognition, ECLs are provided for credit losses that result from
default events that are possible within the next 12-months (a 12-month ECL). For those credit
exposures for which there has been a significant increase in credit risk since initial recognition, a loss
allowance is required for credit losses expected over the remaining life of the exposure, irrespective
of the timing of the default (a lifetime ECL).

For trade receivables, the Company applies a simplified approach in calculating ECLs. Therefore, the
Company does not track changes in credit risk, but instead recognizes a loss allowance based on
lifetime ECLs at each reporting date. The Company has established a provision matrix that is based
on its historical credit loss experience, adjusted for forward-looking factors specific to the debtors and
the economic environment.

The Company considers a financial asset in default when contractual payments are 90 days past due.
However, in certain cases, the Company may also consider a financial asset to be in default when
internal or external information indicates that the Company is unlikely to receive the outstanding
contractual amounts in full before taking into account any credit enhancements held by the Company.
A financial asset is written off when there is no reasonable expectation of recovering the contractual
cash flows.

Prior to adoption of PFRS 9, the Company assesses at each reporting date whether there is an
objective evidence that a financial or group of financial asset is impaired. A financial asset or a group
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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 occurred after the initial recognition of the asset (an incurred
loss event) and that loss event has an impact on the estimated future cash flows of the financial asset
or a group of financial assets that can be reliably estimated. Objective 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.

Objective evidences of impairment may include indications that the debtor 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 a measurable decrease in the estimated future cash flows, such as changes in arrears or economic
conditions that correlate with defaults.

The Company triggers its assessment whether its financial asset is in default when contractual
payments are past due. However, in certain cases, the Company may also consider a financial asset to
be in default when internal or external information indicates that the Company is unlikely to receive
the outstanding contractual amounts in full before taking into account any credit enhancements held
by the Company.

If there is objective evidence that an impairment loss has been incurred on an unquoted equity
instrument that does not have quoted price in an active market and that is not carried at fair value
because its fair value cannot be measured reliably, the amount of the impairment loss is measured as
the difference between the carrying amount of the unquoted equity instrument and the present value
of estimated future cash flows discounted at the current market rate of return for a similar financial
asset such impairment loss shall not be reversed.

In the case of debt instruments classified as AFS investments, impairment is assessed based on the
same criteria as financial assets carried at amortized cost. Future interest income is based on the
reduced carrying amount and is accrued based on the rate of interest used to discount future cash
flows for the purpose of measuring impairment loss. Such accrual is recorded as part of “Other
income” in the parent company statement of income. If, in a subsequent year, the fair value of a debt
instrument increases and that increase can be objectively related to an event occurring after the
impairment loss was recognized in profit or loss, the impairment loss is reversed through profit or
loss.

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

financial assets) is primarily derecognized (i.e., removed from the Company’s statement of financial

position) when:

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

e The Company has transferred its rights to receive cash flows from the asset or has assumed an
obligation to pay the received cash flows in full without material delay to a third party under a
‘pass-through’ arrangement; and either (a) the Company has transferred substantially all the risks
and rewards of the asset, or (b) the Company has neither transferred nor retained substantially all
the risks and rewards of the asset, but has transferred control of the asset.

When the Company has transferred its rights to receive cash flows from an asset or has entered into a
pass-through arrangement, it evaluates if, and to what extent, it has retained the risks and rewards of
ownership. When it has neither transferred nor retained substantially all of the risks and rewards of
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the asset, nor transferred control of the asset, the Company continues to recognize the transferred
asset to the extent of its continuing involvement. In that case, the Company also recognizes an
associated liability. The transferred asset and the associated liability are measured on a basis that
reflects the rights and obligations that the Company has retained.

Continuing involvement that takes the form of a guarantee over the transferred asset is measured at
the lower of the original carrying amount of the asset and the maximum amount of consideration that
the Company could be required to repay.

Write-offs

The Company’s write-off policy under PFRS 9 remained the same as it was under PAS 39. A
financial asset together with the associated allowance is written off either partially or in their entirety
when there is no realistic prospect of future recovery.

Financial liabilities

Initial recognition and measurement

Financial liabilities are classified, at initial recognition, as financial liabilities at fair value through
profit or loss, loans and borrowings, payables, or as derivatives designated as hedging instruments in
an effective hedge, as appropriate.

All financial liabilities are recognized initially at fair value and, in the case of loans and borrowings,
and payables, net of directly attributable transaction costs.

Beginning January 1, 2018 upon adoption of PFRS 9, the Company’s financial liabilities which
include accounts payable and accrued expenses, due to related parties and long-term liabilities are
classified as loans and borrowings. Prior to adoption of PFRS 9, these were classified as other
financial liabilities.

Subsequent measurement
The measurement of financial liabilities depends on their classification, as described below:

Financial liabilities at fair value through profit or loss
Financial liabilities at fair value through profit or loss include financial liabilities held for trading and
financial liabilities designated upon initial recognition as at fair value through profit or loss.

Financial liabilities are classified as held for trading if they are incurred for the purpose of
repurchasing in the near term. This category also includes derivative financial instruments entered
into by the Company that are not designated as hedging instruments in hedge relationships as defined
by PFRS 9. Separated embedded derivatives are also classified as held for trading unless they are
designated as effective hedging instruments.

Gains or losses on liabilities held for trading are recognized in the parent company statement of profit
or loss.

Financial liabilities designated upon initial recognition at fair value through profit or loss are
designated at the initial date of recognition, and only if the criteria in PFRS 9 are satisfied. The
Company has not designated any financial liability as at fair value through profit or loss.

Loans and borrowings

After initial recognition, interest-bearing loans and borrowings are subsequently measured at
amortized cost using the EIR method. Gains and losses are recognized in profit or loss when the
liabilities are derecognized as well as through the EIR amortization process.
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Amortized cost is calculated by taking into account any discount or premium on acquisition and fees
or costs that are an integral part of the EIR. The EIR amortization is included as finance costs in the
parent company statement of income.

Prior to adoption of PFRS 9, the Company categorizes its financial liabilities as other financial
liabilities.

This category is applied for those issued financial liabilities or their components where the substance
of the contractual arrangement results in the Company having an obligation either to deliver cash or
another financial asset to the holder, or to satisfy the obligation other than by the exchange of a fixed
amount of cash or another financial asset for a fixed number of own equity shares, which are not
designated as financial liabilities at FVTPL.

Derecognition

A financial liability is derecognized when the obligation under the liability is discharged or cancelled
or expires. When 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 the derecognition of the original liability and the recognition of
a new liability. The difference in the respective carrying amounts is recognized in the parent
company statement of profit or loss.

Offsetting Financial Instruments

Financial assets and financial liabilities are offset and the net amount reported in the parent company
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.

Fair Value of Financial Instruments

The Company measures financial instruments, such as derivatives, financial assets through profit or
loss, financial assets through other comprehensive income and AFS investments, at fair value at each
reporting date.

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

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

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

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

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

All assets and liabilities for which fair value is measured or disclosed in the parent company financial
statements are categorized within the fair value hierarchy, described as follows, based on the lowest
level input that is significant to the fair value measurement as a whole:
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e Level 1 - Quoted (unadjusted) market prices in active markets for identical assets or liabilities

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

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

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

“Day 1” Differences

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

Creditable Withholding Taxes (CWTs)

CWTs, included under “Other current assets” account in the parent company statement of financial
position, are amount withheld from income subject to expanded withholding taxes. CWTs can be
utilized as payment for income taxes provided that these are properly supported by certificates of
creditable tax withheld at source subject to the rules on Philippine income taxation. CWTs which are

expected to be utilized as payment for income taxes within twelve months are classified as current
asset. CWTs are stated at NRV.

Value-added Tax (VAT)

Revenues, expenses, and assets are recognized net of the amount of VAT, if applicable.

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

Investment in Associate

An associate is an entity over which the Company has significant influence. Significant influence is
the power to participate in the financial and operating policy decisions of the investee, but is not
control or joint control over those policies. The considerations made in determining significant
influence are similar to those necessary to determine control over subsidiaries.

The Company’s investment in associate is accounted for under the cost method of accounting.

Under the cost method, the investment in the associate is carried in the parent company statement of
financial position at cost plus post-acquisition changes arising only from additional investments less
subsequent withdrawal of shares. The Company recognizes income from the investment only to the
extent that the Company receives distributions from accumulated profits of the investee arising after
the date of acquisition. Distributions received in excess of such profits are regarded as a recovery of
investment and are recognized as a reduction of the cost of the investment. After application of the
cost method, the Company determines whether it is necessary to recognize any additional impairment
loss with respect to the Company’s net investment in the associate.
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The reporting dates of the associate and the Company are identical and the associate’s accounting
policies conform to those used by the Company for like transactions and events in similar
circumstances.

Investment in Subsidiaries

A subsidiary is an entity in which the Company has control. Investments in subsidiaries are carried at
cost less accumulated impairment in value. Under the cost method, the Company recognizes income
from the investments in subsidiary when its right to receive dividends is established.

Below shows the Company’s direct ownership on its subsidiaries:

Percentage of Ownership

Name of Companies December 31, 2018 and 2017
[-Resource Consulting International, Inc. (I-Resource) 100%
J-Span IT Services, Inc. (JSIT) 100%
I-Professional Search Network, Inc. (I-Professional) 75%
Porteon SEA, Inc. (Porteon) 100%
Softrigger Interactive, Inc. (Softrigger) 67%

Property and Equipment

Property and equipment are stated at cost, net of accumulated depreciation and accumulated
impairment losses, if any. The initial cost of property and equipment consists of purchase price,
including import duties, nonrefundable purchase taxes and any directly attributable costs of bringing
the asset to its working condition and location for its intended use. Such cost includes the cost of
replacing part of such property and equipment if the recognition criteria are met.

Depreciation is computed on a straight-line basis over the estimated useful lives of the property and
equipment as follows:

Years
Transportation equipment 5
Office equipment 2
Furniture and fixtures 2

Leasehold improvements are depreciated over their useful lives of five (5) years or the term of the
lease, whichever is shorter.

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

Fully depreciated assets are maintained in the accounts until these are no longer in use. When assets
are retired or otherwise disposed of, the cost, related accumulated depreciation and any allowance for
impairment losses are removed from the accounts and any resulting gain or loss (calculated as the
difference between the net disposal proceeds and the carrying amount of the item) is credited to or
charged against current operations.

Computer Software
Computer software is initially recognized at cost. Following initial recognition, the computer
software is carried at cost less accumulated amortization and any accumulated impairment in value.

The computer software is amortized on a straight-line basis over its estimated useful economic life of
three (3) years and assessed for impairment whenever there is an indication that the intangible asset
may be impaired. The amortization commences when the computer software is available for use.
The amortization period and the amortization method for the computer software are reviewed at each
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financial year end. Changes in the estimated useful life is accounted for by changing the amortization
period or method, as appropriate, and treated as changes in accounting estimates.

The net book value of Computer software is recognized as part of “Other noncurrent assets” account
in the parent company statement of financial position.

Impairment of Nonfinancial Assets

Property and Equipment and Other Nonfinancial Assets

The Company assesses at each reporting date whether there is an indication that its property and
equipment and other nonfinancial assets may be impaired when events or changes in circumstances
indicate that the carrying values may not be recoverable. If any such indication exists or when annual
impairment testing for an asset is required, the Company makes an estimate of the asset’s recoverable
amount. An asset’s recoverable amount is the higher of an asset’s or cash-generating unit’s fair value
less costs to sell and its value in use and is determined for an individual asset, unless the asset does
not generate cash inflows that are largely independent of those from other assets. Where the carrying
values exceed the estimated recoverable amount, the assets or cash-generating units are written down
to their estimated recoverable amount. In assessing value in use, the estimated future cash flows are
discounted to their present value using a pre-tax discount rate that reflects current market assessments
of the time value of money and the risks specific to the asset. Impairment losses of continuing
operations are recognized in the parent company statement of comprehensive income in those
expense categories consistent with the function of the impaired nonfinancial 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, had no impairment loss been recognized for the asset in prior
years. Such reversal is recognized in the profit or loss.

Investment in Associate

The Company determines whether it is necessary to recognize any additional impairment loss with
respect to the Company’s net investment in associate. The Company determines at each financial
reporting date whether there is any objective evidence that these investments are impaired. If this is
the case, the Company calculates the amount of impairment as being the difference between the fair
value of the subsidiary and associate and its respective acquisition costs and recognizes the
impairment in the profit or loss.

Capital Stock
The Company has issued capital stocks that are classified as equity. Incremental costs directly

attributable to the issuance of new shares or options are shown in equity as a deduction from proceeds.
The excess of proceeds from issuance of share over the par value are credited to share premium.

Deficit

The amount included in deficit includes profits and losses attributable to the Company’s
stockholders and reduced by dividends. Dividends are recognized as a liability and deducted from
equity when they are approved by the Company’s stockholders. Dividends for the year that are
approved after the reporting date are dealt with as an event after the reporting date. Deficit may
also include effect of changes in accounting policy as may be required by the standard’s transitional
provisions.
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Deposit for Future Stock Subscription

Deposit for future stock subscription represents the amount received that will be applied as payment
in exchange for a fixed number of the Company’s own equity instruments. It is classified as an equity
item if there is sufficient unissued authorized capital stock, or if in case the unissued authorized
capital stock is insufficient to cover the amount of deposit, (a) the BOD and stockholders have
approved a proposed increase in authorized capital stock for which a deposit was received, and

(b) the proposed increase was filed with the SEC as of financial reporting date; otherwise, the deposit
is classified as a liability.

Revenue Recognition

Revenue from Contracts with Customers

The Company’s revenue from contracts with customers generally include broadband service contracts
which are either offered separately or bundled with software licenses, contracts on sale and/or
installation of software licenses, and management service contracts.

Revenue from broadband service contracts offered separately and management service contracts are
based on a fixed sales price and are recognized over time because the customer simultaneously
receives and consumes the benefits provided by the Company.

Meanwhile, revenue from contracts on sale and/or installation of software licenses are recognized at
the point in time when substantial control on the goods or service is transferred to the customer. The
revenue from these contracts are based on a fixed sales price.

Contracts from broadband service contracts bundled with software licenses are comprised of two
performance obligations because the promise to provide broadband service and transfer software
licenses are capable of being distinct and separately identifiable. Accordingly, the Company allocates
the transaction price based on the relative stand-along selling prices of the broadband services and
software license. The Company recognizes revenue from broadband services over time because the
customer simultaneously receives and consumes the benefits provided by the Company. Revenue
from the transfer of software licenses are recognized at a point in time, generally upon the delivery of
the software licenses when the control of the goods is transferred to the customers.

The revenues, which correspond to the amount billed monthly and point in time, are presented as
“Service fees” and “Sales” respectively, in the parent company statement of income for the year
ended December 31, 2018 and 2017.

The Company has concluded that it is acting as a principal in all its revenue arrangements since it is
the primary obligor in all the revenue arrangements, has pricing latitude and is also exposed to credit
risks.

The disclosures of significant accounting judgements, estimates and assumptions relating to revenue
from contracts with customers are provided in Note 3.

Interest
Interest income is recognized as interest accrues using the EIR..

Contract Assets

A contract asset is the right to consideration in exchange for goods or services transferred to the
customer. If the Company performs by transferring goods or services to a customer before the
customer pays consideration or before payment is due, a contract asset is recognised for the earned
consideration that is conditional.
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Contract Liabilities

A contract liability is the obligation to transfer goods or services to a customer for which the
Company has received consideration (or an amount of consideration is due) from the customer. If a
customer pays consideration before the Company transfers goods or services to the customer, a
contract liability is recognised when the payment is made or the payment is due (whichever is
earlier). Contract liabilities are recognised as revenue when the Company performs under the
contract.

Cost and Expenses

Cost and expenses are decreases in economic benefits during the accounting period in the form of
outflows or decrease of assets or incurrence of liabilities that result in decreases in equity, other than
those relating to distributions to equity participants. Cost and expenses are recognized when the
services are used or the expenses are incurred.

Cost of Sales
Cost of sales is recognized when the significant risks and rewards of ownership of the goods have
passed to the buyer upon delivery. This pertains to the cost of software licenses sold.

Cost of Services
Cost of services are direct costs incurred in relation to service revenues. This mainly consists of
bandwidth and personnel costs.

General and Administrative Expenses

General and administrative expenses consist of expenses incurred in the direction and general
administration of day-to-day operation of the Company and are generally recognized when the
services are used or the expenses arise.

Retirement Benefit Plan
The Company operates a defined retirement benefit plan in the Philippines. These benefits are
unfunded.

The defined benefit obligation is the aggregate of the present value of the defined benefit obligation at
the end of the reporting period. The cost of providing benefits under the defined benefit plan is
actuarially determined by an independent qualified actuary using the projected unit credit method.

Defined benefit costs comprise the following:

e Service cost
e Interest expense on the defined benefit obligation
e Remeasurements of defined benefit obligation

Service costs which include current service costs, past service costs and gains or losses on
non-routine settlements are recognized as expense in profit or loss. Past service costs are recognized
when plan amendment occurs.

Interest expense on the defined benefit obligation is the change during the period in the defined
benefit obligation that arises from the passage of time which is determined by applying the discount
rate based on government bonds to the defined benefit obligation. Interest expense on the defined
benefit obligation is recognized as expense in profit or loss.

Remeasurements comprising actuarial gains and losses (excluding interest expense on defined benefit
obligation) are recognized immediately in OCI in the period in which they arise. Remeasurements
are not reclassified to profit or loss in subsequent periods.
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Taxes

Current Tax

Current tax liabilities for the current and prior periods are measured at the amount expected to be paid
to the tax authority. The tax rates and tax laws used to compute the amount are those that have been
enacted or substantively enacted at the reporting date.

Deferred Tax

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

Deferred income tax liabilities are recognized for all taxable temporary differences. Deferred income
tax assets are recognized for all deductible temporary differences and carry forward benefits of
unused tax credits in the form of net operating loss carryover (NOLCO) and minimum corporate
income tax (MCIT) 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 income tax assets is reviewed at each reporting date and reduced to
the extent that it is no longer probable that sufficient taxable profit will be available to allow all or
part of the deferred income tax assets to be utilized. Unrecognized deferred income tax assets are
reassessed at reporting date and are recognized to the extent that it has become probable that future
taxable profit will allow the deferred income tax assets to be recovered. Deferred income tax assets
and liabilities are measured at the tax rates that are expected to apply to the period when the asset is
realized or the liability is settled based on tax rates (and tax laws) that have been enacted or
substantively enacted as of the reporting date.

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

Leases

The determination of whether an arrangement is, or contains, a lease is based on the substance of the
arrangement at inception date and involves as assessment of whether the fulfilment of the arrangement
is dependent on the use of a specific asset or assets or the arrangement conveys a right to use the asset.

Operating Leases

Operating leases represent those leases under which substantially all the risks and rewards of ownership
of the leased assets remain with the lessor. Lease payments under an operating lease are recognized as
an expense on straight-line bases over the term of the lease.

Provisions

Provisions, if any, are recognized when the Company 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 the amount of the
obligation. If the effect of the time value of money is material, provisions are made by discounting
the expected future cash flows at a pre-tax rate that reflects current market assessments of the time
value of money and, where appropriate, the risks specific to the liability. Where discounting is used,
the increase in the provision due to the passage of time is recognized as an interest expense.

Where the Company expects some or all of a provision to be reimbursed, the reimbursement is
recognized as a separate asset but only when the reimbursement is virtually certain. The expense
relating to any provision is presented in profit or loss, net of any reimbursement.
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Contingencies
Contingent liabilities are not recognized in the parent company financial statements. These are

disclosed unless the possibility of an outflow of resources embodying economic benefits is remote.
Contingent assets are not recognized in the parent company financial statements but disclosed in the
notes to parent company financial statements when an inflow of economic benefit is probable.

Earnings Per Share (EPS)

Basic EPS is computed by dividing net income for the year attributable to common stockholders by the
weighted average number of common shares issued and outstanding during the year adjusted for any
subsequent stock dividends declared. Diluted EPS is computed by dividing net income for the year by
the weighted average number of common shares issued and outstanding during the year after giving
effect to assumed conversion of potential common shares.

Segment Reporting
For management purposes, the Company’s operating segments are organized and managed separately
according to the nature of the services offered.

The Company’s identified operating segments are consistent with the segments reported to the BOD,
which is the Company’s chief operating decision maker. Financial information on the operating
segments are presented in Note 20.

Events After the Financial Reporting Date

Events after the financial reporting date that provide additional information about the Company’s
financial position at the financial reporting date (adjusting events) are reflected in the parent company
financial statements. Events after the financial reporting date that are not adjusting events are
disclosed in the notes to the parent company financial statements.

Future Changes in Accounting Policies

Pronouncements issued but not yet effective are listed below. Unless otherwise indicated, the
Company does not expect that the future adoption of the said pronouncements to have a significant
impact on the parent company financial statements. The Company intends to adopt the following
pronouncements when they become effective.

Effective beginning on or after January 1, 2019
e Amendments to PFRS 9, Prepayment Features with Negative Compensation

Under PFRS 9, a debt instrument can be measured at amortized cost or at fair value through other
comprehensive income, provided that the contractual cash flows are ‘solely payments of principal
and interest on the principal amount outstanding’ (the SPPI criterion) and the instrument is held
within the appropriate business model for that classification. The amendments to PFRS 9 clarify
that a financial asset passes the SPPI criterion regardless of the event or circumstance that causes
the early termination of the contract and irrespective of which party pays or receives reasonable
compensation for the early termination of the contract. The amendments should be applied
retrospectively and are effective from January 1, 2019, with earlier application permitted.

These amendments have no impact on the Company’s financial statements.
e PFRS 16, Leases
PFRS 16 sets out the principles for the recognition, measurement, presentation and disclosure of

leases and requires lessees to account for all leases under a single on-balance sheet model similar
to the accounting for finance leases under PAS 17, Leases. The standard includes two (2)
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recognition exemptions for lessees - leases of ’low-value’ assets (e.g., personal computers) and
short-term leases (i.e., leases with a lease term of 12 months or less). At the commencement date
of a lease, a lessee will recognize a liability to make lease payments (i.e., the lease liability) and
an asset representing the right to use the underlying asset during the lease term (i.e., the
right-of-use asset). Lessees will be required to separately recognize the interest expense on the
lease liability and the depreciation expense on the right-of-use asset.

Lessees will be also required to remeasure the lease liability upon the occurrence of certain events
(e.g., a change in the lease term, a change in future lease payments resulting from a change in an
index or rate used to determine those payments). The lessee will generally recognize the amount
of the remeasurement of the lease liability as an adjustment to the right-of-use asset.

Lessor accounting under PFRS 16 is substantially unchanged from today’s accounting under
PAS 17. Lessors will continue to classify all leases using the same classification principle as in
PAS 17 and distinguish between two (2) types of leases: operating and finance leases.

PFRS 16 also requires lessees and lessors to make more extensive disclosures than under PAS 17.
A lessee can choose to apply the standard using either a full retrospective or a modified
retrospective approach. The standard’s transition provisions permit certain reliefs.

The Company is currently assessing the impact of adopting PFRS 16 in the Company’s financial
statements.

Amendments to PAS 19, Employee Benefits, Plan Amendment, Curtailment or Settlement

The amendments to PAS 19 address the accounting when a plan amendment, curtailment or
settlement occurs during a reporting period. The amendments specify that when a plan
amendment, curtailment or settlement occurs during the annual reporting period, an entity is
required to:

e Determine current service cost for the remainder of the period after the plan amendment,
curtailment or settlement, using the actuarial assumptions used to remeasure the net defined
benefit liability (asset) reflecting the benefits offered under the plan and the plan assets after
that event

e Determine net interest for the remainder of the period after the plan amendment, curtailment
or settlement using: the net defined benefit liability (asset) reflecting the benefits offered
under the plan and the plan assets after that event; and the discount rate used to remeasure
that net defined benefit liability (asset).

The amendments also clarify that an entity first determines any past service cost, or a gain or loss
on settlement, without considering the effect of the asset ceiling. This amount is recognized in
profit or loss. An entity then determines the effect of the asset ceiling after the plan amendment,
curtailment or settlement. Any change in that effect, excluding amounts included in the net
interest, is recognized in other comprehensive income.

The amendments apply to plan amendments, curtailments, or settlements occurring on or after the
beginning of the first annual reporting period that begins on or after January 1, 2019, with early
application permitted. These amendments will apply only to any future plan amendments,
curtailments, or settlements of the Company.

The Company is currently assessing the impact of adopting these amendments in the Company’s
financial statements.
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o Amendments to PAS 28, Long-term Interests in Associates and Joint Ventures

The amendments clarify that an entity applies PFRS 9 to long-term interests in an associate or
joint venture to which the equity method is not applied but that, in substance, form part of the net
investment in the associate or joint venture (long-term interests). This clarification is relevant
because it implies that the expected credit loss model in PFRS 9 applies to such long-term
interests.

The amendments also clarified that, in applying PFRS 9, an entity does not take account of any
losses of the associate or joint venture, or any impairment losses on the net investment,
recognized as adjustments to the net investment in the associate or joint venture that arise from
applying PAS 28, Investments in Associates and Joint Ventures.

The amendments should be applied retrospectively and are effective from January 1, 2019, with
early application permitted. Since the Company does not have such long-term interests in
associate and joint venture, the amendments will not have an impact on the parent company
financial statements.

e Philippine Interpretation IFRIC-23, Uncertainty over Income Tax Treatments

The interpretation addresses the accounting for income taxes when tax treatments involve
uncertainty that affects the application of PAS 12, Income Taxes, and does not apply to taxes or
levies outside the scope of PAS 12, nor does it specifically include requirements relating to
interest and penalties associated with uncertain tax treatments.

The interpretation specifically addresses the following:

Whether an entity considers uncertain tax treatments separately

e The assumptions an entity makes about the examination of tax treatments by taxation
authorities

e How an entity determines taxable profit (tax loss), tax bases, unused tax losses, unused tax
credits and tax rates

e How an entity considers changes in facts and circumstances

An entity must determine whether to consider each uncertain tax treatment separately or together
with one or more other uncertain tax treatments. The approach that better predicts the resolution
of the uncertainty should be followed.

The Company is currently assessing the impact of adopting this interpretation in the Company’s
financial statements.

Annual Improvements to PFRSs 2015-2017 Cycle

e Amendments to PAS 12, Income Tax Consequences of Payments on Financial Instruments
Classified as Equity

The amendments clarify that the income tax consequences of dividends are linked more directly
to past transactions or events that generated distributable profits than to distributions to owners.
Therefore, an entity recognizes the income tax consequences of dividends in profit or loss, other
comprehensive income or equity according to where the entity originally recognized those past
transactions or events.
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An entity applies those amendments for annual reporting periods beginning on or after January 1,
2019, with early application is permitted. These amendments are not relevant to the Company
because dividends declared by the Company do not give rise to tax obligations under the current
tax laws.

e Amendments to PAS 23, Borrowing Costs, Borrowing Costs Eligible for Capitalization

The amendments clarify that an entity treats as part of general borrowings any borrowing
originally made to develop a qualifying asset when substantially all of the activities necessary to
prepare that asset for its intended use or sale are complete.

An entity applies those amendments to borrowing costs incurred on or after the beginning of the
annual reporting period in which the entity first applies those amendments. An entity applies
those amendments for annual reporting periods beginning on or after January 1, 2019, with early
application permitted.

The amendments have no impact on the Company’s financial statements.
Effective beginning on or after January 1, 2020

e Amendments to PAS 1, Presentation of Financial Statements, and PAS 8, Accounting Policies,
Changes in Accounting Estimates and Errors, Definition of Material
The amendments refine the definition of material in PAS 1 and align the definitions used across
PFRSs and other pronouncements. They are intended to improve the understanding of the
existing requirements rather than to significantly impact an entity’s materiality judgements.

An entity applies those amendments prospectively for annual reporting periods beginning on or
after January 1, 2020, with earlier application permitted.

The amendments are not expected to have any impact on the parent Company’s financial
statements.

Effective beginning on or after January 1, 2021
e PFRS 17, Insurance Contracts

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

The overall objective of PFRS 17 is to provide an accounting model for insurance contracts that
is more useful and consistent for insurers. In contrast to the requirements in PFRS 4, which are
largely based on grandfathering previous local accounting policies, PFRS 17 provides a
comprehensive model for insurance contracts, covering all relevant accounting aspects.

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

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

e A simplified approach (the premium allocation approach) mainly for short-duration contracts
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PFRS 17 is effective for reporting periods beginning on or after January 1, 2021, with
comparative figures required. Early application is permitted.

The amendments are not expected to have any impact on the Company’s financial statements.
Deferred effectivity

e Amendments to PFRS 10, Consolidated Financial Statements, and PAS 28, Sale or Contribution
of Assets between an Investor and its Associate or Joint Venture

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

On January 13, 2016, the Financial Reporting Standards Council deferred the original effective
date of January 1, 2016 of the said amendments until the International Accounting Standards
Board (IASB) completes its broader review of the research project on equity accounting that may
result in the simplification of accounting for such transactions and of other aspects of accounting
for associates and joint ventures.

Significant Accounting Judgements and Estimates

The parent company financial statements prepared in accordance with PFRSs require management to
make judgments and estimates that affect amounts reported in the parent company financial
statements and related notes. The judgments and estimates used in the parent company financial
statements are based upon management’s evaluation of relevant facts and circumstances as of the date
of the parent company financial statements. Actual results could differ from such estimates.

Judgments
In the process of applying the Company’s accounting policies, management has made judgments,

apart from those involving estimation, which have the most significant effect on the amounts
recognized in the parent company financial statements.

Determination of Significant Influence over an Associate

The Group considers its 50% equity interest in Softweb Consulting, Inc. (Softweb) as investment in
an associate. Critical judgment was exercised to assess the facts and circumstances indicating the
elements of control or level of influence of the Company over Softweb. The Company has two (2)
representatives out of the five (5) members of the board. Thus, the Company has determined that it
has significant influence, but no control nor joint control, over the financial and operating policy
decisions over Softweb.

Revenue from Contracts with Customers (Applicable upon adoption of PFRS 15)
Beginning January 1, 2018, the Company applied the following judgements that significantly affect
the determination of the amount and timing of revenue from contracts with customers:

a) Identifying Performance Obligations
The Company identifies performance obligations by considering whether the promised goods or
services in the contract are distinct goods or services. A good or service is distinct when the
customer can benefit from the good or service on its own or together with other resources that are
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readily available to the customer and the Company’s promise to transfer the good or service to the
customer is separately identifiable from the other promises in the contract.

The Company assesses performance obligations as a series of distinct goods and services that are
substantially the same and have the same pattern of transfer if:

1. each distinct good or services in the series are transferred over time; and
2. the same method of progress will be used (i.e., units of delivery) to measure the entity’s
progress towards complete satisfaction of the performance obligation

The Company provides broadband services that are either sold separately or bundled with
software licenses. The software licenses are a promise to transfer goods and are part of the
negotiated exchange between the Group and the customer.

The Company determined that both the broadband services and transfer of software licenses are
capable of being distinct. The fact that the Company regularly sells both broadband services and
software licenses on a stand-alone basis indicates that the customer can benefit from both
products on their own. The Company determined that the promise to provide broadband services
and to transfer software licenses are distinct within the context of the contract. Consequently, the
Company allocated a portion of the transaction price to the broadband services and the software
licenses based on relative stand-alone selling prices

b) Revenue Recognition
The Company recognizes revenue when it satisfies an identified performance obligation by
transferring a promised good or service to a customer. A good or service is considered to be
transferred when the customer obtains control. The Company determines, at contract inception,
whether it will transfer control of a promised good or service over time. If the Company does not
satisfy a performance obligation over time, the performance obligation is satisfied at a point in
time.

The Company concluded that revenue from broadband services, management services and
manpower augmentation services are to be recognized over time, since customers simultaneously
receive and consume the benefits as the Company provided the services. Other revenue sources
are recognized at a point in time.

¢) Identifying Methods for Measuring Progress of Revenue Recognized Over Time
The Company determines the appropriate method of measuring progress which is either through
the use of input or output methods. Input method recognizes revenue on the basis of the efforts or
inputs to the satisfaction of a performance obligation while output method recognizes revenue on
the basis of direct measurements of the value to the customer of the goods or services transferred
to date.

Revenue from broadband services is recognized through the use of input method wherein
recognition is over time based on the customer subscription period since the customer
simultaneously receives and consumes the benefits as the seller renders the services.

Operating Leases - Company as Lessee

The Group has entered into commercial property leases on its offices. Based on an evaluation of the
terms and conditions of the lease agreements, there will be no transfer of ownership of assets to the
Group at the end of the lease term. The Group has determined that all significant risks and rewards of
ownership are retained by the lessors. Thus, the leases are classified as operating leases.
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Finance Lease Commitments - Company as Lessee

The Company has entered into leases of transportation equipment. The Company has determined that
these lease arrangements (i.e. lease term is for the major part of the economic useful life of the asset)
are finance leases since the significant risks and rewards of ownership related to these properties are
transferred to the Company from the date of the lease agreement.

Valuation of Investment in NOW Telecom, Inc.

PFRS 9 requires all investments in equity instruments and contracts on those instruments to be
measured at fair value. However, in limited circumstances, cost may be an appropriate estimate of
fair value. That may be the case if insufficient more appropriate information is available to measure
fair value, or if there is a wide range of possible fair value measurements and cost represents the best
estimate of fair value within the range.

Based on management’s judgment, there is a sufficient information available to measure fair value of
the investment in NOW Telecom, Inc. and while there is a wide range of possible fair value, the cost
does not represent the best estimate of fair value. Accordingly, the Company is measured the
investment in NOW Telecom, Inc. at fair value as of December 31, 2018.

Estimates

The key assumptions concerning the future and other key sources of estimation uncertainty at the
statement of financial position date that have a significant risk causing material adjustments to the
carrying amounts of the assets and liabilities within the next financial years are discussed below:

Fair Value Measurement of Financial Instruments

The fair values of financial instruments that are not quoted in active markets are determined using
valuation techniques including discounted cash flow model. 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. To the extent practicable, models use only observable data;
however, areas such as credit risk (both own and counterparty), volatilities and correlations require
management to make estimates. Changes in assumptions about these factors could affect the reported
fair value of financial instruments (see Note 19)

For the fair valuation of the investment in NOW Telecom, the key assumptions used by the Company
in determining the present value of estimated future cash flows generated by frequencies with no
comparable market value are as follows:

e Discount rate
The discount rate is based on NOW Corporation’s weighted average cost of capital. This rate
is further adjusted to reflect the market assessment of any risk for which future estimates of
cash flows have not been adjusted.

e Long-term growth rate
Cash flows beyond the five-year period are extrapolated using a determined constant growth
rate to arrive at the terminal value.

e Revenue growth rate
Revenue for the five-year period are forecasted using a growth rate which is within the
industry outlook.
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Provision for Expected Credit Losses on Trade Receivables and Other Receivables and Contract
Assets (Applicable upon adoption of PFRS 9)

Beginning January 1, 2018, the Company uses a provision matrix to calculate ECLs for trade

receivables. The provision rates are based on days past due for groupings of various customer

segments that have similar loss patterns such as by product type and customer type and rating.

The provision matrix is initially based on the Company’s historical observed default rates. The
Company then calibrates the matrix to adjust the historical credit loss experience with forward-
looking information. For instance, if forecast economic conditions (i.e., inflation rate) are expected to
deteriorate over the next year which can lead to an increased number of defaults in similar sector, the
historical default rates are adjusted. At every reporting date, the historical observed default rates are
updated and changes in the forward-looking estimates are analyzed.

The assessment of the correlation between historical observed default rates, forecast economic
conditions and ECLs is a significant estimate. The amount of ECLs is sensitive to changes in
circumstances and of forecast economic conditions. The Company’s historical credit loss experience
and forecast of economic conditions may also not be representative of customer’s actual default in the
future.

The information about the ECLs on the Company’s trade and other receivables is disclosed in Note 4.

Provision for Expected Credit Losses on Due from Related Parties

(Applicable upon adoption of PFRS 9)
Beginning January 1, 2018, ECL on due from related parties is measured on either a 12-month or
lifetime basis depending on whether a significant increase in credit risk has occurred since initial
recognition or whether an asset is considered to be credit-impaired. The Company considers the
probability of its counterparty to default its obligation and the expected loss at default after
considering the effects of collateral, any potential value when realized and time value of money. The
assumptions underlying the ECL calculation are monitored and reviewed at every reporting period.

The Company incorporates a forward-looking information into both its assessment of whether the
credit risk of an instrument has increased significantly since its initial recognition and its
measurement of ECL. To do this, management considered a range of relevant forward-looking
macro-economic assumptions for the determination of unbiased general industry adjustments and any
related specific industry adjustments that support the calculation of ECLs.

No provision for ECL on due from related parties was recognized in 2018. Due from related parties
amounted to 292,218,709 as of December 31, 2018 (see Note 9).

Impairment of Trade and Other Receivables and Due from Related Parties

(Applicable prior to adoption of PFRS 9)
Prior to January 1, 2018, the Company maintains an allowance for impairment of receivables at a
level that management considers adequate to provide for potential uncollectibility of its trade and
other receivables. The Company evaluates specific balances where management has information that
certain amounts may not be collectible. In these cases, the Company uses judgment, based on
available facts and circumstances, and based on a review of the factors that affect the collectibility of
the accounts including, but not limited to, the age and status of the receivables, collection experience
and past loss experience. The review is made by management on a continuing basis to identify
accounts to be provided with allowance. The specific allowance is re-evaluated and adjusted as
additional information received affects the amount estimated.

In addition to specific allowance against individually significant receivables, the Company also
provides a collective impairment allowance against exposures, which, although not specifically
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identified as requiring a specific allowance, have a greater risk of default than when originally
granted. This collective allowance is based on historical default experience.

The aggregate carrying amount of trade and other receivables amounted to £204,591,522 and
£165,149,265 as of December 31, 2018 and 2017, respectively (see Notes 4 and 19). The aggregate
carrying amount of due from related parties amounted to £292,218,709 and £131,311,215 as of
December 31, 2018 and 2017, respectively (see Notes 9 and 19). The total amount of provision for
impairment recognized amounted to 724,729 and nil in 2018 and 2017, respectively

(see Notes 4 and 16).

Recoverability of Investment in NOW Telecom, Inc. (Applicable prior to the adoption of PFRS 9)
The Company assesses at each reporting date whether there is any objective evidence that the
investment in NOW Telecom is impaired. The Company has determined that NOW Telecom’s
continuing losses over the past several years is an objective evidence that the investment may no
longer be recoverable.

When there is objective evidence of impairment, the Company is required to determine the
recoverable amount of the investment, which is the sum of the (i) market value of comparable radio
frequencies, and the (ii) present value of estimated future cash flows that can be generated by
frequencies with no comparable market value.

1. Market value of comparable radio frequencies

Market value of comparable frequencies is the estimated market value of the radio frequencies
owned by NOW Telecom based on the implied price per MHzPop of the most recent comparable
market transaction involving buy-outs of entities with radio frequencies.

ii. Present value of estimated future cash flows generated by radio frequencies with no comparable
market value

The key assumptions used by the Company in determining the present value of estimated future
cash flows generated by frequencies with no comparable market value are as follows:

e Discount rate
The discount rate is based on NOW Corporation’s weighted average cost of capital. This rate
is further adjusted to reflect the market assessment of any risk for which future estimates of
cash flows have not been adjusted.

e Long-term growth rate
Cash flows beyond the five-year period are extrapolated using a determined constant growth
rate to arrive at the terminal value.

e Revenue growth rate
Revenue for the five-year period are forecasted using a growth rate which is within the
industry outlook.

No impairment loss on the investment in NOW Telecom was recognized in 2017. The carrying
amount of the investment in NOW Telecom amounted to £1,289,278,350 as of December 31, 2017
(see Notes 6 and 19).
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Estimating Useful Lives of Property and Equipment, and Computer Software

The Company estimates the useful lives of significant parts of property and equipment based on the
period over which the assets are expected to be available for use. The estimated useful lives of
property and equipment are reviewed periodically and are updated if expectations differ from
previous estimates due to physical wear and tear, technical or commercial obsolescence and legal or
other limits on the use of the assets. In addition, the Company’s estimation of the useful lives of
property and equipment is based on collective assessment of industry practice, internal technical
evaluation and experience with similar assets. It is possible, however, that future results of operations
could be materially affected by changes in estimates brought about by changes in factors mentioned
above. The amounts and timing of recorded expenses for any period would be affected by changes in
these factors and circumstances. Depreciation and amortization charged to operations amounted to
£7,191,513 and £4,320,465 for the years ended December 31, 2018 and 2017, respectively

(see Note 7 and 16). The aggregate net book value of property and equipment amounted to
£10,585,498 and £7,675,160 as of December 31, 2018 and 2017, respectively (see Note 7). The net
book value of computer software as of December 31, 2018 and 2017 amounted to 21,624,335 and
9,965, respectively.

Estimating Realizability of Deferred Income Tax Assets

The Company reviews the carrying amounts of deferred income tax assets at each reporting date and
reduces the amounts to the extent that it is no longer probable that sufficient taxable profit will be
available to allow all or part of the deferred income tax assets to be utilized. However, there is no
assurance that the Company will generate sufficient taxable profit to allow all or part of its deferred
income tax assets to be utilized.

The Company did not recognize deferred income tax assets on temporary differences amounting to
35,784,224 and 26,347,834 as of December 31, 2018 and 2017, respectively (see Note 17). The
Company believes that it is not probable that sufficient taxable profit will be available to allow all or
part of the deferred income tax assets to be utilized.

Estimating Retirement Benefits

The cost of the defined benefit pension plan and other post-employment medical benefits and the
present value of the pension obligation are determined using actuarial valuations. An actuarial
valuation involves making various assumptions that may differ from actual developments in the
future. These include the determination of the discount rate, future salary increases, mortality rates
and future pension increases. Due to the complexities involved in the valuation and its long-term
nature, a defined benefit obligation is highly sensitive to changes in these assumptions. All
assumptions are reviewed at each reporting date.

The parameter most subject to change is the discount rate. In determining the appropriate discount
rate, management considers the interest rates of corporate bonds in currencies consistent with the
currencies of the post-employment benefit obligation with at least an ‘AA’ rating or above, as set by
an internationally acknowledged rating agency, and extrapolated as needed along the yield curve to
correspond with the expected term of the defined benefit obligation. The underlying bonds are
further reviewed for quality. Those having excessive credit spreads are excluded from the analysis of
bonds on which the discount rate is based, on the basis that they do not represent high quality
corporate bonds.

The mortality rate is based on publicly available mortality tables and is modified accordingly with
estimates of mortality improvements. Future salary increases are based on expected inflation rates.

Future salary increases and pension increases are based on expected future inflation rates for the
respective countries.
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Further details about assumptions used are provided in Note 12.

In 2018, the Company recognized retirement benefit expense amounting to £405,361. The Company
has recognized retirement benefit obligation amounting to 872,926 as of December 31, 2018
(see Note 12). No retirement benefit expense was recognized in 2017.

Trade and Other Receivables

2018 2017

Trade:
Related parties (Note 9) £165,444,536 £151,895,294
Third party 70,080,341 21,739,629
Others (Note 9) 1,777,978 4,203,729
237,302,855 177,838,652
Less allowance for impairment loss 32,711,333 12,689,387

£204,591,522 P165,149,265

Trade and nontrade receivables from third parties are noninterest-bearing and are generally on
30 to 60 days’ term.

Trade receivables from related parties are unsecured, noninterest-bearing and are to be settled upon
demand.

Others include advances to officers and personnel and outstanding loan receivable from Holy Cow
Animation, Inc. (Holy Cow) (see Note 9).

Movements in allowance for impairment loss on trade receivables from third parties are as follows:

2018 2017
Balance at beginning of year P£12,689,387 P12,694,882
Impact of adoption of PFRS 9 (Note 2) 19,297,217 —
Balance at the beginning of the year, as adjusted 31,986,604 12,694,882
Provisions for the year (Note 16) 724,729 —
Recovery of previously recognized doubtful
accounts — (5,495)
Balance at end of year £32,711,333 P12,689,387
Other Current Assets
2018 2017
Prepayments £19,023,451 £35,860,636
Creditable withholding tax 10,491,825 2,201,594
Deferred input VAT 1,893,143 1,735,627
Input VAT —net 1,556,792 2,858,594

£32,965,211 P42,656,451

Prepayments include deferred transaction costs amounting to 213,379,420 and 10,763,277 incurred
as of December 31, 2018 and 2017, respectively, in connection with the Company’s planned offering
of redeemable, convertible, non-participating and non-voting Peso-denominated preferred shares
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(see Note 13). This also includes the prepayments made in purchasing IBM Licenses related to
installation of email system for the Supreme Court of the Philippines amounting to nil and
P£23,638,466 as of December 31, 2018 and 2017, respectively.

Investments and Advances

2018 2017
Financial asset at FVOCI £1,337,638,090 P
Investment in subsidiaries 8,884,131 8,884,131
AFS investment - 1,312,871,168

P1,346,522,221 21,321,755,299

Financial assets at FVOCI
a. NOW Telecom

The Company has an investment in NOW Telecom classified as financial asset at FVOCI
beginning January 1, 2018.

On April 28, 2006, the Company entered into a MOA with NOW Telecom and five (5)
controlling stockholders of NOW Telecom namely, Top Mega Enterprise, Ltd, Joycelink
Holdings, Ltd (Joyce Link), GHI, Emerald Investment, Inc., Food Camp Industries and
Marketing, Inc. (the five companies are collectively referred to hereafter as NOW Telecom
stockholders) to swap or exchange shares of stock.

Under the MOA, the Company shall issue its shares in exchange for interest in NOW Telecom.
The agreed upon swap of shares was subject to certain conditions, including necessary corporate
and regulatory approvals. The MOA was approved by the Company’s stockholders on

June 2, 2006.

However, certain amendments were subsequently made to the MOA in view of the fact that upon
further consultation with the PSE, it was determined that the Company could not revise its
primary purpose at that time. Hence, the stockholders approved the amendment in the MOA that
there will be no change in the Company’s primary purpose. Moreover, the Company’s
stockholders also approved the proposal that the Company shall only acquire 19% equity interest
in NOW Telecom and not 97% as originally intended. As a result, the Company acquired
2,656,580 NOW Telecom shares constituting 19% equity interest in NOW Telecom, in exchange
for new shares of the Company, with par value of 21 with an aggregate value of £1,289,278,350,
or effectively, at a price of P485.32 per NOW Telecom share.

The Company applied for an increase in its authorized capital stock to accommodate the
foregoing transaction (see Note 13).

In September 2006, the SEC issued Certificate of Approval of Valuation of Shares of Stock of
NOW Telecom and Certificate of Increase in Capital Stock of the Company.

In 2008, the PSE approved the application for the listing of the additional 1,289,278,350 common
shares to cover the share-for-share swap transactions with the NOW Telecom shareholders.

On February 22, 2018, the franchise granted to NOW Telecom has been extended for another
25 years or until year 2043 under Republic Act No. 10972 which was signed for approval into
law by the President of the Republic of the Philippines. With the said law, NOW Telecom, as a
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telecommunications company, now has privileges similar to those granted to existing dominant
players in the industry.

b. Thumbmob Philippines, Inc. and Holy Cow Animation, Inc.

The Company entered into agreements with Thumbmob and Holy Cow for the subscription of
Thumbmob and Holy Cow shares. Holy Cow is a full service animation studio that produces 2D,
3D, Flash and HTMLS5 animation and special effect animation for the media and entertainment
business. Thumbmob develops, publishes, and distributes games and applications for social
networking and mobile environments. It serves brands, businesses, and institutions.

On September 27, 2018, the advances made for the subscription are sold to Joyce Link Holdings,
Ltd. (Joyce Link) (see Note 9).

Set out below is the reconciliation between the carrying amounts of AFS investment reported under
PAS 39 to the balances reported under PFRS 9 as at January 1, 2018:

AFS investment as at December 31, 2017 P1,312,871,168
Impact of adoption of PFRS 9

Reclassifications to financial asset at FVOCI (Note 2) (1,312,871,168)
AFS investment as at January 1, 2018 P

As at December 31, 2018, the movements in the financial asset at FVOCI is as follow:

Reclassification to financial asset at FVOCI (Note 2) P1,312,871,168
Adjustment on FVOCI as at January 1, 2018 184,858,377
Financial assets at FVOCI as at January 1, 2018 1,497,729,545
Changes in fair value of equity instrument at FVOCI (136,498,637)
Sale of equity instruments at FVOCI (Note 9) (23,592,818)
Financial assets at FVOCI as at December 31, 2018 P1,337,638,090

In 2018, the Company sold its equity interest in Thumbmob and Holy Cow as these investments no
longer coincides with the Company’s investment strategy. The fair value on the date of sale is
£23,592,818 which is equal to the carrying value of the investments. No gain or loss was recognized
in the sale. No accumulated gain or loss recognized in OCI was transferred to retained earnings.

The movements of the net accumulated unrealized gain related to financial asset at FVOCI in 2018
are presented in the 2018 parent company statement of comprehensive income with details as follows:

Impact of adoption of PFRS 9 as at January 1, 2018 (Note 2) P184,858,377
Changes in fair value of equity instrument at FVOCI during the year. (136,498,637)
Net accumulated unrealized gain on financial asset
at FVOCI as at December 31, 2018 £48,359,740
AFS financial assets

Prior to adoption of PFRS 9, the Company’s investment in NOW Telecom, Thumbmob and Holycow
amounting to £1,312,871,168 was previously classified as AFS investment measured at cost. No
impairment loss was recognized in 2017.
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Investments in Subsidiaries and Associate

2018 2017
Investments in:
Subsidiaries (net of allowance for impairment
loss of £23,400,000 as of
December 31, 2018 and 2017) £8,884,131 8,884,131
Associate (net of allowance for impairment loss
of 26,000,000 as of December 31, 2018 and
2017) — —
Balance at end of year P8,884,131 P8,884,131
Percentage of
Ownership Cost
Name of Companies 2018 and 2017 2018 and 2017
Subsidiaries
I-Resource Consulting International, Inc. 100% £5,000,000
(I-Resource)
J-Span IT Services, Inc. (JSIT) 100% 2,634,131
I-Professional Search Network, Inc. 75% 1,000,000
(I-Professional)
Porteon SEA, Inc. (Porteon) 100% 250,000
Softrigger Interactive, Inc. (Softrigger) 67% 23,400,000
Associate
Softweb Consulting, Inc. (Softweb) 50% 6,000,000
I-Resource

On May 25, 2011, the SEC approved the incorporation of I-Resource Consulting International, Inc. as
a wholly-owned subsidiary of the Company. The primary purpose of I-Resource is to provide
consulting, technical advice and professional advisory services to persons, firms, association,
corporations, partnerships and other entities.

JSIT

On March 17, 2011, the Company’s BOD confirmed/ratified the establishment of the Company’s
wholly-owned subsidiary named JSIT in Tokyo, Japan. The primary purpose of JSIT is to provide IT
services.

Softrigger
As of December 31, 2018 and 2017, investment in Softrigger has been fully-impaired.

Porteon

On June 10, 2011, the SEC approved the incorporation of Porteon SEA, Inc., a wholly-owned
subsidiary of the Company with the primary purpose of engaging in the business of manufacturing,
marketing and selling of vehicles of all types, including but not limited to electric vehicles.

I-Professional

On August 15, 2012, the SEC approved the incorporation of I-Professional Search Network Inc., a
wholly-owned subsidiary of the Company. The primary purpose of I-Professional is the recruitment
and placement of workers in the Philippines.
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On January 25, 2017, Velarde, Inc. entered into a subscription agreement with i-Professional for the
subscription of 6,750 common shares of the latter, representing 25% interest, thereby reducing the
ownership of the Company in i-Professional from 100% to 75%.

Softweb
On December 20, 2010, the Company entered into a subscription agreement with Softweb for an
investment amounting to 26,000,000, representing a 50% interest in Softweb.

Softweb specializes in Lotus consulting and training services as well as comprehensive Domino
working solutions. As an IBM partner, Softweb offers the full range of IBM services and licensed
products integrated in its own list of business solutions, software development and training.

As of December 31, 2018 and 2017, the Company's share in losses of Softweb have already exceeded
the cost of investment. The Company only recognizes the loss to the extent of the cost of investment.
Accordingly, the carrying amount of investment in Softweb as of December 31, 2018 and 2017 is nil.
The Company does not have any legal or constructive obligation to make payments on behalf of
Softweb.

The unrecognized share in net loss amounted to 7,077,304 as of December 31, 2018 and 2017.
The Company has advances to Softweb amounting to £5,000,000. This pertains to deposit for future

stock subscription in Softweb pending the increase in its authorized capital stock. As of
December 31, 2018 and 2017, the advances to Softweb has been fully impaired (see Note 9).

Property and Equipment
2018
Leasehold Transportation Office Furniture and
Improvements Equipment Equipment Fixtures Total
Cost:
Balances at beginning of
year £3,325,710 P15,989,027 £17,066,711 £730,199  £37,111,647
Additions - 3,835,982 6,209,169 55,974 10,101,125
Balances at end of year 3,325,710 19,825,009 23,275,880 786,173 47,212,772
Accumulated depreciation:
Balances at beginning of
year 2,836,734 15,337,824 10,656,545 605,384 29,436,487
Depreciation and
amortization
(Note 16) 488,976 735,537 5,926,982 39,292 7,190,787
Balances at end of year 3,325,710 16,073,361 16,583,527 644,676 36,627,274

Net book values P- P£3,751,648 $£6,692,353 P141,497  P10,585,498
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2017
Leasehold Transportation Office  Furniture and
Improvements Equipment Equipment Fixtures Total
Cost:
Balances at beginning of
year P3,325,710 215,860,277 £10,820,987 730,199  £30,737,173
Additions - 128,750 6,245,724 - 6,374,474
Balances at end of year 3,325,710 15,989,027 17,066,711 730,199 37,111,647
Accumulated depreciation
Balances at beginning of
year 2,401,505 15,191,753 7,036,039 536,462 25,165,759
Depreciation and
amortization (Note 16) 435,229 146,071 3,620,506 68,922 4,270,728
Balances at end of year 2,836,734 15,337,824 10,656,545 605,384 29,436,487
Net book values P488,976 P651,203 P6,410,166 P124,815 P7,675,160
Cost of fully depreciated assets still in use amounted to 22,472,068 and 17,836,276 as of
December 31, 2018 and 2017, respectively.
Accounts Payable and Accrued Expenses
2018 2017
Trade payables:
Third parties £20,586,529 £34,326,360
Related parties (Note 9) 3,584,576 8,212,678
Accrued expenses
Interest (Note 9) 59,903,586 59,903,586
Others 19,659,265 18,679,671
Deferred output VAT 25,320,246 14,954,494
Withholding tax 986,246 1,301,959
Others 1,703,170 929,982
P131,743,618 138,308,730

Trade payables from third parties are noninterest-bearing and are generally on 30 to 60 days’ term.
Trade and nontrade payables from related parties are unsecured, noninterest-bearing and are to be
settled upon demand.

Others pertain to broadband customers’ security deposits which are refundable upon termination of
contract.

Related Party Transactions

Enterprises and individuals that directly, or indirectly through one or more intermediaries, control or
are controlled by or under common control with the Company, including holding companies,
subsidiaries and fellow subsidiaries, are related parties of the Company. Associates and individuals
owning, directly or indirectly, an interest in the voting power of the Company that gives them
significant influence over the enterprise, key management personnel, including directors and officers
of the Company and close members of the family of these individuals, and companies associated with
these individuals also constitute related parties. In considering each possible related entity
relationship, attention is directed to the substance of the relationship and not merely the legal form.
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The Company entered into transactions with related parties, principally consisting of the following:

a.

In 2018, the Company entered into a deed of sale with Joyce Link to sell the following advances
and receivables to the latter in exchange for a one-year 8% convertible promissory note at the
option of the holder amounting to £88,653,377 which corresponds to the total carrying amount of
the advances and receivables. Accordingly, no gain or loss was recognized on the transaction.

Related Party Category Amount
Thumbmob Advances P14,344,369
Holycow Advances, loans and interest 11,616,220
Softweb Trade receivables 31,991,451

Loans and interest 714,000
Advances (4,116)
IBI Advances 15,567,752
Interest 12,263,401
Porteon Loans 2,160,300

Interest income earned from the promissory note amounted to £980,802 in 2018 and is recognized
as part of the advances to Joyce Link.

On August 30, 2005, the Company entered into a Loan Agreement with IBI for research and
development purposes in connection with IBI’s plan to expand its IT platform and introduce
IT-related products and services. The loan is subject to 9.0% interest per annum and is payable
no later than August 30, 2010. Partial pre-payments on the principal may be made prior to this
date. The interest is due and demandable only on maturity date. Interest was reduced by the
parties to 5.5% per annum in 2007 and shall be subject to annual repricing subsequent to 2007.

On June 25, 2010, both parties agreed to extend the maturity of the loan from August 30, 2010 to
August 30, 2012. On August 31, 2012, both parties agreed to further extend the maturity of the
loan up to August 30, 2015, with the interest rate further reduced to 3% per annum starting
January 1, 2013. On August 31, 2015, both parties agreed to extend the maturity of the loan to
five (5) years ending August 30, 2020. Interest was retained at 3% per annum.

On September 27, 2018, the loan and the corresponding interest was transferred to Joyce Link
which effectively terminated the loan agreement between the parties.

Interest income amounted to 333,409 and £467,033 in 2018 and 2017, respectively, and is
reflected as part of “Others” in revenue. As of December 31, 2018 and 2017, amounts owed by
IBI, including interest, amounted to nil and £27,497,744 in 2018 and 2017, respectively. IBI is
an entity under common control.

As of December 31, 2018 and 2017, the Company has outstanding liabilities to Emerald
Investment, Inc. (EI) amounting to £2,902,918 which arose from the Company’s sub-lease
agreement with EII that ended in 2011.

On January 1, 2013, the Company renewed its service agreement with KPSC for a period of four
(4) years beginning January 1, 2013 to December 31, 2016. On January 3, 2017, the Company
renewed its service agreement with KPSC for a period of five (5) years beginning

January 3, 2017 to January 2, 2022.

Under the service agreement, KPSC shall provide consultancy and manpower services depending
on the services specifically required by the Company. Amounts payable to KPSC, in relation to
the service agreement, amounted to £226,114 and 4,854,216 as of December 31, 2018 and 2017,
respectively.
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The Company’s administrative and management functions, including key management personnel,
are previously being handled by personnel of KPSC. Outside services incurred by the Company
for the provision of key management personnel services that are provided by the KPSC amounted
to nil and £2,863,646 in 2018 and 2017, respectively. In February 2017, the administrative and
management functions, including key management personnel, were transferred from KPSC to the
Company.

Compensation of identified key management personnel both from the Company and under KPSC,
classified as short-term and post-employee benefits, amounted to 210,296,316 and £9,124,721,
in 2018 and 2017, respectively.

Amounts due from KPSC amounted to 209,708 as of December 31, 2018 and 2017 which
represents working capital funding.

Due to related parties include interest bearing advances from Velarde, Inc. for working capital and
investment requirements.

On January 22, 2015, Velarde, Inc. agreed to convert its advances amounting to 200,000,000
into equity interest in the Parent Company for 200,000,000 common shares with a par value of
P1. It was further agreed that the remaining balances and subsequent advances from Velarde,
Inc. shall no longer be subject to interest and shall be due on demand (see Note 13).

On April 29, 2016, the Parent Company’s BOD approved the conversion into equity of the
advances from Velarde, Inc. amounting to 264,000,000 at a conversion price of £1.22 per share
computed on the volume-weighted average price of the Parent Company’s shares for a 30-day
trading period ended April 14, 2016. On June 2, 2016, the stockholders of the Parent Company
approved the said increase in the Parent Company’s authorized capital stock.

On June 20, 2016, additional advances were incurred from Velarde Inc., through the latter’s
payment of the loans payable to bank on behalf of the Parent Company amounting to
£44,500,000 (see Notes 11 and 19). On October 11, 2018, the Parent Company’s BOD approved
the conversion into equity of the advances from Velarde, Inc. amounting to £209,000,000 at a
conversion price of £6.50 per share computed on the volume-weighted average price of the
Parent Company’s shares for a 30-day trading period ended October 11, 2018. The conversion is
approved by the shareholders on March 8, 2019 and is yet to be filed in SEC as of April 12, 2019
(see Note 13).

Outstanding accrued interest presented as part of the “Accounts payable and accrued expenses”
amounted to £59,903,586 as of December 31, 2018, 2017 and 2016 (see Notes 8 and 19).

Due to Velarde, Inc. presented as part of “Due to related parties” amounted to 254,558,589, and
£141,326,966 as of December 31, 2018 and 2017, respectively.

The Company used to sell IBM licenses to Softweb, an associate. There were no sale of IBM
license in 2018 and 2017.

Outstanding trade receivables as of December 31, 2018 from Softweb totaling to £31,991,451
was transferred to Joyce Link in 2018. The Company has outstanding receivables from Softweb
amounting to nil as of December 31, 2018 and £31,991,451 as of December 31, 2017. The
Company also transferred to Joyce Link its advances to Softweb amounting to 714,000 and its
payable amounting to 24,116.
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g. The Company entered into agreements with Thumbmob, Holy Cow and Softweb for the
subscription of their respective shares. Please see Note 6 for detailed discussion.

h. Infrastructure build-up and technical services
In January 2015, the Parent Company entered into two (2) separate one-year service agreements
with GHT Network, Inc. (GHT) and News and Entertainment Network, Inc. (Newsnet) to provide
bandwidth services to its customers. The Parent Company provided the infrastructure build-up
and technology design and consultancy.

In 2016, the Parent Company amended its contracts with GHT and Newsnet, and includes NOW
Telecom whereas the Parent Company will provide project management services, design and
planning services and installation services covering up to 10 major network hubs for a contract
price of 45,000,000 each. Right to receive payments arise upon acceptance of GHT, Newsnet and
NOW Telecom of completed hubs. Payments are due upon receipt of invoice. In 2018, the
contracts were amended to include an additional one (1) and two (2) network hubs for Newsnet
and GHT, respectively, with the same terms and conditions as the contract entered in 2016.

A total of four (4) and nine (9) network hubs were completed in 2018 and 2017,

respectively. Service revenue recognized related to infrastructure build-up amounted to
£10,000,000 each for GHT and Newsnet in 2018, 220,000,000 for GHT and £25,000,000 for
Newsnet in 2017.

i.  Technical services
Included in the contract entered in 2016, the Company will provide technology consultancy
services for a period of ten (10) years with a monthly fee of 50,000 each for GHT and Newsnet.
The parties mutually agreed to defer this arrangement in 2018 since no technical services related
to the project was provided to GHT and Newsnet during the year. Service revenue recognized
amounted to 600,000 and 450,000 each for GHT and Newsnet in 2017. No such revenue was
recognized in 2018.

j.  Value-added services (VAS)
In 2015, the Company entered into three (3) separate 3-year service agreements with NOW
Telecom, GHT and Newsnet (the Parties), wherein the Parties mutually agreed to collaborate and
interconnect their respective networks in order for the Company to provide VAS to the public
such as cloud hosting services, virtual private network, multimedia content and program services,
online game services, cloud-based multimedia conferencing services, web hosting and
cloud-based mail and messaging services (VAS contracts).

On December 5, 2016, the Parties agreed to amend Chapter 5 of their VAS contracts to add
provision on revenue sharing from the broadband revenue.

On December 23, 2016, the Parties further agreed to amend their VAS contracts to include
additional for the use of the network equipment of NOW telecom, GHT and Newsnet.

In January 2018, the Parties further agreed to amend their VAS contracts to include additional
fees for the use of the network equipment of NOW telecom, GHT and Newsnet.

Total cost of data services charged to cost of services amounted to 15,664,294 and £3,121,774
in 2018 and 2017, respectively (see Note 15).
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k. Management fees
The Company entered into a contract with Asian Institute of Journalism and Communication
(AIJC) to provide management services commencing from January 1, 2018 to December 31, 2020
with an agreed monthly fee of £20,000. Service revenue related to management consultancy
services to AIJC amounted to £240,000 in 2018.

The Company also entered into a contract with GHT for the management of the latter’s renewal
of franchise in 2018 in exchange for an amount totaling to £12,000,000 in 2018. The contract
was finalized in September 2018 after the approval of renewal of franchise of GHT.

In March 2018, Company also entered into a contract with NOW Tel for the services rendered in
relation to the latter’s renewal of franchise in 2018 amounting to £10,000,000. The contract was
finalized in March 2018 after the approval of renewal of franchise of NOW Tel.

Another management service contract was entered into by the parties in January 2018 for
NOW Tel’s bidding on the selection of new major player (NMP) in the public
telecommunications market as spearheaded by NTC. Revenue recognized in 2018 from the
contract amounted to 215,000,000 after the completion of the selection of NMP in

October 2018.

The Company also entered into a contract with NOW Telecom to provide management
consultancy services commencing from January 2017 to January 2020 with an agreed monthly fee
of £650,000. Service revenue related to management consultancy services to NOW Telecom
amounted to 27,800,000 each in 2018 and 2017.

The Company charges Velarde, Inc. management fees for the administration and operations of the
companies. Payments are due within five (5) days upon receipt of invoice. Management fees
charged to Velarde, Inc. amounted to £240,000 in 2018 and 2017. Outstanding trade receivables

from Velarde, Inc. amounted to 1,920,000 and 21,680,000 as of December 31, 2018 and 2017,
respectively.

1. The Company grants interest-free advances to NOW Telecom for working capital and
administrative requirements. Amounts due from NOW Telecom as of December 31, 2018 and
2017 amounted to 151,175,391 and 61,414,356, respectively.

The Company entered into a non-interest bearing loan agreement with Porteon Electric Vehicles,
Inc. (Porteon). As of December 31, 2018 and 2017, the outstanding amount due from Porteon
Electric Vehicles, Inc. amounted to 22,160,300 which is due on demand. The loan was sold to
Joyce Link during the year which effectively terminated the loan agreement between the two (2)
parties.

As of December 31, 2018 and 2017, the outstanding amounts due from GHT amounted to
5,945,973 and 8,058,945, respectively. The Company also has an outstanding amount due
from Newsnet amounting to 32,351,091 and 218,712,857 as of December 31, 2018 and 2017,
respectively.

The Company made various advances to AIJC, Porteon, JSIT, I-Resource and Softrigger, for
working capital requirements
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Trade and Other Trade and Advances to
Due from Receivables Due to  Other Payables Affiliates
Related parties Category Amount Related Party (Note 4) Related Party (Note 8) (Note 6) Terms Conditions
Stockholders
Velarde, Inc. Advances 2018 P113,231,623 P P- P254,558,589 P- P- On demand Unsecured
2017 £3,004,050 P P £141,326,966 P P On demand Unsecured
Management fees 2018 240,000 - 1,920,000 - - On demand Unsecured, no impairment
2017 240,000 - 1,680,000 - - - On demand Unsecured, no impairment
Interest 2018 - - - - 59,903,586 - On demand Unsecured, no impairment
2017 - - - - 59,903,586 - On demand Unsecured, no impairment
EIl Advances 2018 - 6,140 On demand Unsecured, no impairment
2017 - 6,140 - - - - On demand Unsecured, no impairment
Lease 2018 - - - 2,902,918 - - On demand Unsecured
2017 - - - 2,902,918 - - On demand Unsecured
Affiliates
NOW Telecom (formerly
NMI) Advances 2018 89,761,033 151,175,391 - On demand Unsecured, no impairment
2017 10,938,359 61,414,356 - - - - On demand Unsecured, no impairment
Services 2018 27,384,393 - 40,486,900 - - - On demand Unsecured, no impairment
2017 7,800,000 - 13,102,508 - - - On demand Unsecured, no impairment
KPSC Advances 2018 - 209,708 On demand Unsecured, no impairment
2017 5,000 209,708 - - - - On demand Unsecured, no impairment
Services 2018 5,411,406 - - - 226,114 On demand Unsecured
2017 11,756,110 - - - 4,854,216 - On demand Unsecured
Asian Institute of
Journalism and
Communication (AIJC) Advances 2018 81,087 570,196 - - - - On demand Unsecured, no impairment
2017 18,048 489,109 - - - - On demand Unsecured, no impairment
Management Fee 2018 240,000 - 240,000 - - - On demand Unsecured, no impairment
2017 - - - - - -
(Forward)
IBI Advances 2018 P— P P- P- P- P—  Due within 5 years Unsecured, no impairment



-4 -

Trade and Other Trade and Advances to
Due from Receivables Due to  Other Payables Affiliates
Related parties Category Amount Related Party (Note 4) Related Party (Note 8) (Note 6) Terms Conditions
2017 P 15,567,752 P P P - Due within 5 years Unsecured, no impairment
Interest 2018 333,409 - - - - — Due within 5 years Unsecured, no impairment
2017 467,033 11,929,992 - - - —  Due within 5 years Unsecured, no impairment
Joyce Link Advances 2018 88,653,377 88,653,377 - - - —  Due within 1 year Secured
2017 - - - - - - - -
Interest 2018 980,802 980,802 - - - —  Due within 1 year Secured
2017 - - - - - - - -
Porteon Electric Vehicles, Inc. Loans 2018 - - - - - - On demand Unsecured, no impairment
2017 - 2,160,300 - - - - On demand Unsecured, no impairment
Paradiso Verde Advances 2018 - - - - 3,358,462 - On demand Unsecured, no impairment
2017 - - - - 3,358,462 - On demand Unsecured, no impairment
Newsnet Advances 2018 13,638,233 32,351,091 - - - - On demand Unsecured, no impairment
2017 7,975,897 18,712,857 - - - - On demand Unsecured, no impairment
Services 2018 - - 48,681,799 - - - On demand Unsecured, no impairment
2017 25,600,000 - 53,441,589 - - - On demand Unsecured, no impairment
GHT Advances 2018 - 5,945,973 - - - - On demand Unsecured, no impairment
2017 1,881,644 8,058,945 - - - - On demand Unsecured, no impairment
Services 2018 21,300,256 - 65,332,304 - - - On demand Unsecured, no impairment
2017 20,600,000 - 44,032,048 - - - On demand Unsecured, no impairment
Holy Cow Loans 2018 - - - - - - On demand Unsecured, no impairment
2017 - - £2,211,771 - - - On demand Unsecured, no impairment
(Forward)
Interest 2018 o P o P o o On demand Unsecured, no impairment
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Trade and Other Trade and Advances to
Due from Receivables Due to  Other Payables Affiliates
Related parties Category Amount Related Party (Note 4) Related Party (Note 8) (Note 6) Terms Conditions
2017 P— £156,000 P— P— P— P— On demand Unsecured, no impairment
Advances 2018 - - - - - - On demand Unsecured, no impairment
2017 - - - - - 9,248,449 On demand Unsecured, no impairment
Thumbmob Advances 2018 - - - - - - On demand Unsecured, no impairment
2017 - - - - - 14,344,369 On demand Unsecured, no impairment
I-College Loans 2018 59,631 - 183,435 - - - On demand Unsecured, no impairment
2017 44,837 - 123,805 - - - On demand Unsecured, no impairment
Associate

Softweb Advances 2018 - - - - - - On demand Unsecured, no impairment
2017 600 - - 4,116 - - On demand Unsecured, no impairment
Loans 2018 - - - - - - On demand Unsecured, no impairment
2017 - 714,000 - - - - On demand Unsecured, no impairment
Sales 2018 - - - - - - On demand Unsecured, no impairment
2017 - - 16,401,451 - - - On demand Unsecured, no impairment
Management fees 2018 - - - - - - On demand Unsecured, no impairment
2017 - - 15,590,000 - - - On demand Unsecured, no impairment

Subsidiaries
Porteon Advances 2018 - 3,442 - - - - On demand Unsecured, no impairment
2017 - 3,442 - - - - On demand Unsecured, no impairment
JSIT Advances 2018 - 4,700,917 - - - - On demand Unsecured, no impairment
2017 - 4,700,917 - - - - On demand Unsecured, no impairment
i-Resource Advances 2018 - 434,185 - - - - On demand Unsecured, no impairment
2017 1,666,363 - - 1,761,651 - - On demand Unsecured, no impairment
Softrigger Advances 2018 - 2,331,659 - - - - On demand Unsecured, no impairment
2017 - 2,331,659 - - - - On demand Unsecured, no impairment

(Forward)
Loans 2018 P £4,855,828 P P P P On demand Unsecured, no impairment
2017 o 4,856,038 o P o o On demand Unsecured, no impairment
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Trade and Other Trade and Advances to

Due from Receivables Due to  Other Payables Affiliates
Related parties Category Amount Related Party (Note 4) Related Party (Note 8) (Note 6) Terms Conditions
Management fees 2018 - - 2,452,800 - - - On demand Unsecured, no impairment
2017 - - 2,452,800 - - - On demand Unsecured, no impairment
i-Professional Advances 2018 1,076,205 - 6,147,298 450,000 - - On demand Unsecured, no impairment
2017 627,560 - 5,071,093 450,000 - - On demand Unsecured, no impairment

2018 £292,218,709 P£165,444,536 £257,911,507 £63,488,162 P

2017 R131,311,215 P£154,107,065 P146,445,651 P68,116,264 P23,592,818




- 45 -

Summary of related party transactions affecting the Company’s statement of income:

General and
Cost of sales and administrative

Related parties  Category Year Revenues services expenses
Velarde Inc. Management Fee 2018 £240,000 P P
2017 £240,000 P P
NOW Telecom Management fee 2018 32,800,000
2017 7,800,000
Cost of data services 2018 - 3,922,957 -
2017 - 1,757,720 -
Lease 2018 - - 120,000
2017 - - 120,000
Newsnet Services 2018 10,000,000 - -
2017 25,600,000 - -
Cost of data services 2018 - 10,041,776 -
2017 - 1,364,054 -
GHT Services 2018 10,000,000 1,699,561 -
2017 20,600,000 - -
Management fee 2018 12,000,000 - -
2017 - - -
IBI Interest 2018 333,409 - -
2017 467,033 - -
KPSC Outside services 2018 - 4,173,343 1,238,063
2017 - 8,411,946 3,344,164

Asian Institute of
Journalism and

Communication ~ Management Fees 2018 240,000 - -
2017 - - -
Joyce Link Interest 2018 980,802 - -
2017 — — —
2018 £66,594,211 P£19,837,637 P£1,358,063
2017 P54,707,033 11,533,720 P3,464,164

*SGVES035890*
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10. Lease Commitments

The Company has entered into operating lease agreements in respect of its office premises. There are
no restrictions placed upon the Company by entering into these leases. Operating lease payment
recognized in the statement of comprehensive income are included under “Rental”.

a. On April 1, 2017, the Company entered into a contract of lease with monthly rental fee of
23,067 for its principal office. Said lease contract is effective for one (1) year and may be
renewed upon mutual agreement of both parties. On May 7, 2018 renewed the contract of lease
with a new monthly rental fee of 224,912 for its principal office. Said renewal is effective for one
(1) year starting April 1,2018. On April 1, 2019, the lease agreement was renewed for another
one (1) year.

b. On January 1, 2017, the Company entered into a contract of lease with monthly rental fee of
£10,000 for an office from NOW Telecom for five (5) years ending December 31, 2020.

e. The Company entered into contract of lease with various building owners for the common areas
and facilities of the latter for the Company’s fiber optic cable facilities and its value-added
services for the period ranging from November 11, 2016 to December 31, 2022. The monthly
rental payment ranges from £5,000 to 215,000 with annual escalation rate of 5% after the first
and second year. Accrued rent amounting to 218,300 as of December 31, 2018 represents
straight-line adjustment on rent.

Future minimum lease payment related to the lease as of December 31, 2018, 2017 and 2016 are as
follows:

2018 2017

Within one (1) year £831,954 £249,202
After one (1) year but not more than five

(5) years 3,022,947 195,000

3,854,901 P444.,202

Total rent expense recognized in 2018 and 2017 amounted to 338,763 and £379,250, respectively
(see Note 16).

1.

Loans Payable
2018 2017
Land Bank £50,000,000 B
PSBC 47,591,893 —
BDO 351,614 448 951
97,943,507 448 951
Less current portion 52,064,583 97,337
Loans payable P£45,878,924 P351,614
Land Bank loan

On January 30, 2018, the Company secured a short-term loan agreement with Land Bank of the
Philippines amounting to 50,000,000 with an interest rate of 4.80% per annum. The loan, including
the interests incurred, will mature on July 27, 2018. On the maturity date, the loan was renewed for
with the same terms and conditions. The latest maturity date of loan is on June 23, 2019.
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Interest expense recognized on this loan amounted to 2,299,212 in 2018.

Producers Savings Bank Corporation (PSBC) loan

On October 31, 2018, the Parent Company signed a five-year £50,000,000 loan agreement with
PSBC maturing on October 31, 2023. The loan is secured by a real estate and carries an interest rate
of 12.23% per annum.

Interest expense recognized including amortization of transaction cost on this loan amounted to
P981,801 in 2018.

BDO loan

On December 22, 2016, the Parent Company availed a chattel mortgage loan amounting to
£564,800 from BDO Unibank, Inc. for the purchase of a vehicle, which serves as the property
mortgaged. The new loan requires 60 monthly payments until November 23, 2021, has a term of
five (5) years and bears an interest rate of 9.44% per annum.

Interest expense recognized on this loan amounted to 43,711 and 52,015 in 2018 and 2017,
respectively.

Metropolitan Bank and Trust Company and Bank of Makati loan

In September 2012, the Parent Company availed of short term loan from Metropolitan Bank and Trust
Company (MBTC) amounting to £44,500,000. In December 2013, the said loan was extended for
another two (2) years with a maturity date of January 2016. The loan bears of 2.40% in 2016.

Interest is payable every 30 days.

On March 1, 2016, the Parent Company availed of a £44,500,000 loan from the Bank of Makati to
settle the loan from MBTC. The new loan, which will mature on March 1, 2018, has a term of
2.03 years and bears a fixed interest rate of 1.75% per annum.

On June 20, 2016, the loan from Bank of Makati was paid by Velarde, Inc. on behalf of the Parent
Company (see Note 9).

12.

Retirement Benefits Obligation

The Company has an unfunded non-contributory defined benefit plan covering substantially all of its
qualified employees. The defined benefit obligation is determined using the projected unit credit
method.

The amounts recognized in the statement of financial position and the components of retirement
benefit expense recognized in the statement of comprehensive income are based on the latest actuarial
valuation as of December 31, 2018.

The Company recognized retirement benefit in the statements of financial position amounting to
P872,926 as of December 31, 2018.

Retirement benefit expense recognized in profit or loss consists of current service cost amounting to
£405,361 in 2018 (see Note 16).

The components the present value of the defined benefit obligation includes current service cost
recognized in profit or loss amounting to 405,361 and actuarial loss arising from change in financial
assumptions recognized in OCI amounting to 467,565 in 2018. As of December 31, 2018, the
balance of defined benefit obligation amounts to £872,926.
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The principal actuarial assumptions used in determining the projected benefit obligation for the
Company in 2018 are as follows:

2018
Discount rate 7.38%
Salary increase rate 5.00%

The sensitivity analysis below has been determined based on reasonably possible changes of each
significant assumption on the defined benefit obligation as of December 31, 2018, assuming if all
other assumptions were held constant:

Increase (Decrease)
Increase/Decrease in Defined Benefit

in Percentage Point Obligation
Discount rate +1% (R105,464)
-1% 124,853
Salary increase rate assumption +1% 126,931
-1% (109,365)

The maturity analysis of the undiscounted benefit payments as of December 31, 2018 are as follows:

Less than 1 year B-
More than 1 to 10 years 3,518,213
More than 10 to 15 years 9,866,765
More than 15 years 26,329,657
Total £39,714,635

The average duration of the defined benefit payment as of December 31, 2018 is 17 years.

13.

Capital Stock

In accordance with SRC Rule 68, as Amended (2011), Annex 68-D, below is a summary of the Parent
Company’s track record of registration of securities.

Number of shares registered  Issue/offer price Date of approval
Common shares 28,000,000 £1.00 July 30, 2003
Common shares 1,289,278,350 £1.00 December 10,2008

On April 28, 2006, the BOD and stockholders approved the increase in the authorized capital stock
from 40,000,000 shares to 1,320,000,000 shares at 1 par value per share. This was subsequently
approved by the SEC on September 19, 2006.

On May 12, 2010, the BOD and stockholders of the Company approved proposal to increase its
authorized capital stock from 1,320,000,000 shares to 5,320,000,000 shares at 1 par value per
shares. On November 7, 2014, the BOD and stockholders of the Company approved the amendment
in the proposal to increase the authorized capital stock up to 2,700,000,000 shares. On January 22,
2015, the Company’s BOD approved a new proposal to supersede previous increase in authorized
capital stock plans. It was decided for the Company to apply for an increase of 800,000,000 shares at
£1 par value per share (i.e., 1,320,000,000 shares to 2,120,000,000 shares). The SEC approved the
Company’s application to increase its authorized capital stock on December 17, 2015.
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As discussed in Note 9, Velarde, Inc. subscribed to 200,000,000 shares of the Company and this
subscription was settled through the conversion of its advances to the Company amounting to
£200,000,000.

On April 29, 2016, the Company’s BOD approved the increase in the authorized capital stock of the
Company from 2,120,000,000 shares at 1 par value per share to 3,000,000,000 shares at 1 par
value per share. The BOD also approved the conversion into equity of the advances from Velarde,
Inc. amounting to £264,000,000 at a conversion price of £1.22 per share computed based on the
volume-weighted average price of the Company’s shares for a 30-day trading period ended

April 14, 2016. On June 2, 2016, the stockholders of the Company approved the said increase in the
Company’s authorized capital stock. On March 15, 2018, the stockholders of the Company approved
the change in the conversion price of the advances from £1.22 per share to a range of 21.50 to £1.70
per share. As of December 31, 2018, the presented the deposit for future stock subscription
amounting to £264,000,000 as part of liability since the conversion rate has not been finalized as of
December 31, 2018.

On September 2, 2016, the Parent Company’s BOD approved the amendment in the Articles of
Incorporation of the Company to reclassify 60,000,000 unissued common shares to redeemable,
convertible, non-participating and non-voting Peso-denominated preferred shares, with or without
detachable warrants, with a par value of 1 per share. On November 8, 2016, the stockholders of the
Company representing two-thirds of its outstanding capital stock approved the amendment.

On January 6, 2017, the Company filed an application with the SEC for the approval of the said
amendment. This was approved by the SEC on January 10, 2017.

On May 21, 2018, the BOD approved and ratified the designation of the 5,000,000 redeemable
convertible cumulative non-participating non-voting peso-denominated preferred shares as the
Preferred “A” shares. On the same date, the BOD approved the offering of the 5,000,000 Preferred
“A” shares with an oversubscription option of 5,000,000 Preferred “A” shares, with 25,000,000
underlying common shares and an additional 25,000,000 common shares upon the exercise of the
oversubscription option, which common shares shall be issued upon conversion of the Preferred “A”
shares, with detachable warrants.

On June 1, 2018, stockholders of the Company ratified and approved the features, terms, conditions
and offering of the Preferred “A” shares. On June 22, 2018, the SEC issued the Certificate of Filing
of Enabling Resolution for the Preferred “A” shares which approved the designation and offering of
Preferred “A” shares. As of April 12, 2019, the PSE has yet to approve the offering of Preferred “A”
shares in the exchange.

On December 28, 2018, the BOD approved the reduction of the par value of common shares of the
Company from £1.00 per share to £0.75 per share and the application of the resulting additional paid-
in capital to eliminate the accumulated deficit of the Company. As of April 12, 2019, the equity
restructuring is yet to be filed to the SEC.

Information on the Company’s authorized capital stock is as follows:

Number of shares

2018 2017 2016
Common stock, B1 par value 2,060,000,000 2,060,000,000 2,120,000,000
Preferred stock, 1 par value 60,000,000 60,000,000

Balance at end of the year 2,120,000,000 2,120,000,000 2,120,000,000
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Issued and outstanding capital stock consist of 1,517,278,350 common stocks amounting to
P1,517,278,350 as of December 31, 2018 and 2017.

Information on the Company’s issued and outstanding capital stock is as follows:

2018 2017
Number of Number of
shares Amount shares Amount
Balance at beginning
and end of year 1,517,278,350 $1,517,278,350 1,517,278,350 $£1,517,278,350

14. Revenue

Set out below is the disaggregation of the Company’s revenue from contracts with customers for the
year ended December 31, 2018:

Type of contracts Service fee Sales Total
Broadband service contracts £44,927,731 £2,283,321 £47,211,052
Management service contracts 65,280,000 - 65,280,000
Sale and/or installation of software licenses 38,960,513 31,158,281 70,118,794

P149,168,244 P33,441,602 182,609,846

Set out below, is the reconciliation of the revenue from contracts with customers with the amounts
disclosed in the segment information for the year ended December 31, 2018:

Software
Licenses and
Management Broadband
services services Total
Revenue from:
Broadband service contracts P P47,211,052 P47,211,052
Management service contracts 65,280,000 - 65,280,000
Sale and/or installation of  software
licenses 70,118,794 — 70,118,794

P£135,398,794 P47,211,052  P182,609,846

Broadband service contracts

Company entered into various broadband service contracts with commercial and residential
customers with contracts ranging from one (1) year to two (2) years as of December 31, 2018. These
contracts are either offered separately or bundled with software license. Under these contracts, the
Company will provide broadband services to its customers based on a fixed monthly fee, which may
also include delivery of software license.

Sale and/or installation of software license

Company entered into various short-term contract of sale with commercial customers to transfer
software licenses. The Company also entered into various service contracts to install software
licenses.
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Management service contracts

Company entered into various management service contracts with related parties to provide
management services with contracts ranging from year to three (3) years to five (5) years as of
December 31, 2018. Under these contracts, the Company will provide management services to the
customers based on a fixed monthly fee.

15. Costs of Sales and Services

2018 2017

Cost of service
Software collaboration services (Note 9) £51,265,623 P14,868,156
Cost of data services (Note 9) 46,277,523 7,386,191
Cost of sales 24,549,263 31,980,891
P122,092,409 £54,235,238

16. General and Administrative Expenses

2018 2017
Salaries and other employee benefits (Note 12) P13,152,463 P12,801,542
Advertising and promotion 8,290,546 2,367,961
Depreciation and amortization (Note 7)* 7,191,513 4,320,465
Entertainment, amusement and recreation 5,480,858 5,583,865
Communication 4,627,834 4,136,146
Transportation and travel 4,352,770 4,591,181
Taxes and licenses 2,197,699 3,615,665
Professional fees 1,663,007 2,201,653
Office supplies 1,241,693 687,925
Provision for impairment loss (Note 4) 724,729 —
Rental (Note 10) 338,763 379,250
Outside services - 3,344,164
Others 1,575,587 1,323,125
£50,837,462 P45,352,942

*Includes amortization of software cost under “Other noncurrent asset” amounting to 726 and £49,737

in 2018 and 2017, respectively

17. Income Taxes

The Company’s provision for current income tax in 2018 represents the Regular Corporate Income
Tax (RCIT) while the provision in 2017 represents the Minimum Corporate Income Tax (MCIT).

The reconciliation of the Company’s statutory income tax to provision for income tax follows:

2018 2017
Statutory income tax at 30% £2,370,362 £2,076,681
Additions to (reductions in) income tax resulting from:
Movement of unrecognized deferred income tax
assets (1,370,799) (2,505,063)
Nondeductible expenses 208,660 1,509,507
Interest income subject to final tax (61,060) (354)

P1,147,163 £1,080,771
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No deferred income tax assets were recognized on the following deductible temporary differences,
carryforward benefits from unused NOLCO and unused tax credit from excess MCIT as it is not
probable that sufficient taxable profit will be available to allow the benefit of the deferred income tax
assets to be utilized in the future:

2018 2017

Allowance for impairment losses £32,711,333 R3,972,716
Excess MCIT - 2,248,207
Others 3,072,891 126,911
P35,784,224 6,347,834

As of December 31, 2018, excess MCIT can be claimed as deduction from future taxable income and
income tax liabilities, respectively, amounted to nil.

There are no movements in NOLCO in 2018. The Company fully applied its NOLCO amounting to
P11,199,273 as deduction to taxable income in 2017.

The following are the movements in excess MCIT:

2018 2017
Excess MCIT:
Balances at beginning of year $2,248,207 21,649,013
Additions - 727,806
Application (2,248,207) -
Expirations — (128,612)
Balances at end of year £2,248,207

Republic Act (RA) No.10963 or the Tax Reform for Acceleration and Inclusion Act (TRAIN) was
signed into law on December 19, 2017 and took effect January 1, 2018, making the new tax law
enacted as of the reporting date. Although the TRAIN changes existing tax law and includes several
provisions that will generally affect businesses on a prospective basis, the management assessed that
the same will not have any significant impact on the financial statement balances as of the reporting
date.

18. Basic/Diluted EPS

The following table presents information necessary to compute the basic/diluted EPS:

2018 2017
Net income (a) £6,754,045 P5,841,499
Weighted average number of
outstanding common shares for both basic and
diluted EPS (b) 1,517,278,350 1,517,278,350
Basic/dilutive earnings per share (a/b) £0.0045 £0.0038

As of December 31, 2018 and 2017, the Company does not have any dilutive potential common
shares.
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19. Financial Instruments

The Company’s financial instruments are composed of cash, trade and other receivables, due from
related parties, financial asset at FVOCI, accounts payable and accrued expenses, due to related
parties, and loans payable.

The BOD has overall responsibility for the establishment and oversight of the Company’s risk
management framework. The Company’s risk management policies are established to identify and
manage the Company’s exposure to financial risks, to set appropriate transaction limits and controls,
and to monitor and assess risks and compliance to internal control policies. Risk management
policies and structure are reviewed regularly to reflect changes in market conditions and the
Company’s activities.

The main risks arising from the Company’s financial instruments are liquidity risk, credit risk and
interest rate risk. The Company is not exposed to cash flow interest rate risk since a significant
portion of the Company’s due from affiliates and finance lease obligations has fixed interest rates.

The BOD reviews and approves the policies for managing each of these risks and they are
summarized below.

Credit Risk

Credit risk is the risk of financial loss to the Company if a customer or counterparty to a financial
instrument fails to meet its contractual obligations, and arises principally from trade receivables and
amounts owed by related parties.

Trade receivables

The Company’s management believes that there is no significant risk in the amounts due by related
parties. The BOD continually reassures the Company’s strategies for managing accounts with
creditors, including related parties. Advances are monitored on an ongoing basis with the result that
the Company’s exposure to impairment and account discrepancies is not significant. In addition, the
Company manages credit risk by monitoring its credit exposures and assessing the creditworthiness
of counterparties.

Set out below is the information about the credit risk exposure on the Company’s trade receivables
using a provision matrix for the year ended December 31, 2018:

| | Current | <30 days | 30-60 days | 61-90 days | >91 days | Total |
Expected credit

loss rate 0.15% 0.74% 2.07% 4.51% 15.34% 14.14%
Estimated total

gross carrying

amount at

default (Note 4) 1,777,978 P27,164,416 £2,803,405 P63,180 $203,715,892 $235,524,877

Expected credit
loss £2,667 £201,016 P£58,030 £2,850  £32,446,770 £32,711,333
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The following tables show the aging analysis of the Company’s financial assets as of
December 31, 2018 and 2017.

2018
Neither past due Past due but not Past due and
nor impaired impaired impaired Total
Financial assets:
Cash £24,764,728 B- B- £24,764,728
Trade and other receivables 1,777,978 202,813,544 32,711,333 237,302,855
Due from related parties - 292,218,709 - 292,218,709
Financial asset at FVOCI 1,337,638,090 - 1,337,638,090

P£1,364,180,796  £495,032,253 £32,711,333 £1,891,924,382

2017
Nether past due Past due but not Past due and
nor impaired impaired impaired Total
Financial assets:
Cash P7,502,968 P P £7,502,968
Trade and other receivables 1,991,958 163,157,307 12,689,387 177,838,652
Due from related parties 27,497,744 103,813,471 - 131,311,215
AFS - equity investments 1,312,871,168 — —  1,312,871,168

P1,349,863,838  P266,970,778  P12,689,387 P1,629,524,003

As at December 31, 2018 and 2017, the Company’s maximum exposure to credit risk is equal to the
carrying amount of its financial assets.

Credit Quality per Class of Financial Asset

Financial assets are classified as high grade if the counterparties are not expected to default in settling
their obligations. Thus, the credit risk exposure is minimal. These counterparties normally include
customers, banks and related parties who pay on or before due date. Financial assets are classified as
a standard grade if the counterparties settle their obligation with the Company with tolerable delays.
Low grade accounts are accounts, which have probability of impairment based on historical trend.
These accounts show propensity of default in payment despite regular follow-up actions and extended
payment terms.

The Company considers its financial assets that are neither past due nor impaired amounting to
£1,364,180,796 and £1,349,863,838 as of December 31, 2018 and 2017, respectively as high grade
financial assets.

The Company considers its financial assets that are past due but not impaired amounting to
£495,032,253 and £266,970,778 as of December 31, 2018 and 2017, respectively, as standard grade
financial assets.

The Company has impaired trade and other receivables amounting to £32,711,333 and 12,689,387
as of December 31, 2018 and 2017, respectively.

Concentration of Credit Risk

The Company’s exposure to concentration of credit risk arises from the default of the counterparties,
with a maximum exposure equal to the carrying amounts of the receivables from GHT Network, Inc.,
NOW Telecom and Newsnet (see Note 9).

The table below shows the risk exposure in respect to credit concentration of the Company as of
December 31, 2018 and 2017:
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Trade receivable from: 2018 2017
GHT Network, Inc. P54,332,304 P44,682,048
NOW Telecom 51,486,901 13,102,508
Newsnet 48,681,799 53,441,589
Total credit concentration risk P£154,501,004 £110,576,145
Total receivables £237,302,855 P167,943,224
Credit concentration percentage 65.11% 64.80%
Interest Rate Risk Table
The following tables provide for the effective interest rates and interest payments by period of
maturity of the Company’s long-term debts:
2018
More than 4
More than 1 Years but
Interest Within  year but less less than 5 More than
Rates 1 Year  than 4 years Years 5 Years Total
Fixed Rate
PBS £50,000,000 Loan 12.23% P4,055,556  £11,500,000 P4,055,556 P-  P19,611,112
BDO £706,000 Loan 10.79% 29,081 23,939 - - 53,020
Landbank £50,000,000 Loan 5.61% 2,805,000 - - - 2,805,000

Liquidity Risk

Liquidity risk is the risk that the Company will not be able to meet its financial obligations as they
fall due. The Company’s objective to managing liquidity risk is to ensure, as far as possible, that it
will always have sufficient liquidity to meet its financial liabilities when they fall due, under both
normal and stressed conditions, without incurring unacceptable losses or risking adverse effect on the
Company’s credit standing.

The tables summarize the maturity profile of the Company’s financial liabilities as of

December 31, 2018 and 2017, based on contractual undiscounted cash flows. The tables also analyze
the maturity profile of the Company’s financial assets that can be used to finance maturing financial
obligations. The analysis into relevant maturity groupings is based on the remaining period at the end

of the reporting period to the contractual maturity dates.

2018
More than
On demand  Within 1 year 1 year Total
Financial assets:
Cash £24,764,728 P- - £24,764,728
Trade and other receivables 202,813,544 - - 202,813,544
Due from related parties 202,584,530 89,634,179 — 292,218,709
£430,162,802 £89,634,179 P—  P519,796,981
Financial liabilities:
Accounts payable and accrued
expenses* £105,437,126 P- P- P105,437,126
Due to related parties 257,911,507 — — 257,911,507
Future interest on loans payable - 4,084,637 15,579,495 19,664,132
Loans payable — 52,064,583 45,878,924 97,943,507
£363,348,633 £56,149,220 P61,458,419 P480,956,272

*Excluding government payables
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2017
More than
On demand  Within 1 year 1 year Total
Financial assets:
Cash P7,502,968 P P P7,502,968
Trade and other receivables 160,945,536 - - 160,945,536
Due from related parties 103,813,471 - 27,497,744 131,311,215
P272,261,975 P P27,497,744  $299,759,719
Financial liabilities:
Accounts payable and accrued
expenses * P122,052,277 P P-  PI122,052,277
Due to related parties 146,445,651 - - 146,445,651
Future interest on loans payable - 39,134 53,021 92,155
Loans payable — 97,337 351,614 448,951
P268,497,928 P136,471 P404,635 £269,039,034

*Excluding government payables

Fair Value of Financial Instruments

Set out below is a comparison of carrying amounts and fair values of the Company’s financial
instruments as of December 31, 2018 and 2017other than those with carrying amounts that are
reasonable approximations of fair values.

2018 2017

Carrying Carrying

Amounts Fair Values Amounts Fair Values
Financial Assets
Due from related parties - noncurrent P- P27,497,744 £24,793,312
Financial Liabilities:
Financial liabilities at amortized cost:

Long-term debts £97,943,507 £89,889,124 P448,951 P£380,328

The following methods and assumptions were used to estimate the fair value of each class of financial
instruments for which it is practicable to estimate such value:

Cash and Cash Equivalents, Trade and Other Receivables, Due from Related Parties, Trade and
Other Payables, Loans Payable and Due to Related Parties

The carrying amounts of cash, trade and other receivables, due from related parties, accounts payable

and accrued expenses and due to related parties approximate their fair values due to the short-term

maturity of these financial instruments.

AFS Investment
Unquoted equity security is carried at cost since fair value of this AFS investment cannot be reliably
determined as this is not listed in active market and have no available bid price.

Financial Asset at FVOCI
Fair value of unquoted equity security was determined using discounted cash flow based on
market observable rates.
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Noncurrent Amounts Due to Related Party

The fair value of noncurrent amounts due from related party were based on discounted value of future
flows using applicable credit-adjusted risk-free rates of 6.98% and 5.7% as of December 31, 2018 and
2017, respectively (Level 3).

Noncurrent Loans Payable

The fair values for the Company’s long-term debts are estimated using the discounted cash flow
methodology with the applicable rates ranging from 6.98% and 5.70% as of December 31, 2018 and
2017

The following tables show the fair value information of financial instruments classified under
financial assets at FVOCI and financial liabilities at amortized cost and analyzed by sources of inputs
on fair valuation as follows:

* Quoted prices in active markets for identical assets or liabilities (Level 1);
Those involving inputs other than quoted prices included in Level 1 that are observable for the
asset or liability, either directly (as prices) or indirectly (derived from prices) (Level 2); and

e Those with inputs for the asset or liability that are not based on observable market data
(unobservable inputs) (Level 3)

2018
Total Level 1 Level 2 Level 3
Financial Assets
Financial assets at FVOCI P£1,337,638,090 P P- P1,337,638,090
Financial Liabilities
Long-term at amortized cost 97,943,507 - 97,943,507 -

As of December 31, 2017, fair value of long-term debts amounted to 380,328 and falls under level 2
of the fair value hierarchy

For the years ended December 31, 2018 and 2017, there were no transfers between Level 1 and
Level 2 fair value measurements and no transfers into and out of Level 3 fair value measurements.

The following table demonstrates the sensitivity of a reasonably possible change in interest rates for
the year ended December 31, 2018, with all other variables held constant, in the Group’s
comprehensive income before income tax:

Increase
Increase (Decrease) on
Increase (Decrease) in Income Before
Basis points Income Tax
December 31, 2018 +100 (#656,715,728)
-100 859,431,515
December 31, 2017 +100 (R18,968)
-100 18,968
December 31, 2016 +100 B673)

-100 673
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The Company classifies its financial instruments in the following categories.

2018
Amortized Cost  Financial Asset at FVOCI Total

Financial Assets
Cash and cash equivalents £24,764,728 P- £24,764,728
Trade and other receivables 202,813,544 - 202,813,544
Due from related parties 292,218,709 - 292,218,709
Advances to employees 1,777,978 - 1,777,978
Financial assets at FVOCI — 1,337,638,090 1,337,638,090
Total financial assets P521,574,959 £1,337,638,090 £1,859,213,049
Financial Liabilities
Accounts payable* £105,437,126 - £105,437,126
Accrued interest on long-term

debts 19,664,132 - 19,664,132
Due to related parties 257,911,507 - 257,911,507
Long-term debts 95,878,924 - 95,878,924
Total financial liabilities P478,891,689 P478,891,689
*Excluding statutory liabilities to the Government

2017
Amortized Cost AFS Total

Financial Assets
Cash and cash equivalents P£7,502,968 P £7,502,968
Trade and other receivables 163,157,307 - 163,157,307
Due from related parties 103,813,471 - 103,813,471
Advances to employees 1,991,958 - 1,991,958
AFS - equity investments 1,289,278,350 — 1,289,278,350
Total financial assets P£1,565,744,054 P P1,565,744,054
Financial Liabilities
Accounts payable* P122,052,277 P- P122,052,277
Accrued interest on long-term

debts 92,156 - 92,156
Due to related parties 146,445,651 - 146,445,651
Long-term debts 351,614 — 351,614
Total financial liabilities £268,941,698 P— £268,941,698

*Excluding statutory liabilities to the government

The table below demonstrates the income, expense, gains or losses of the Company’s financial
instruments for the years ended December 31, 2018 and 2017:

2018 2017
Effect on Profit or Effect Effect on Effect
Loss on Equity Profit or Loss on Equity
Increase Increase Increase Increase
(Decrease) (Decrease) (Decrease) (Decrease)
Amortized cost
Interest income on:
Cash in banks £203,532 P- P4,894 P
Provision for impairment losses (Note 16) (724,729) (19,297,217) (1,940) —
(B521,197) (£19,297,217) £2,954 P
Financial assets at FVOCI
Equity investments:
Unrealized gain on financial asset at FVOCI P £48,359,740 f P
P— £48,359,740 P P
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2018 2017
Effect on Profit or Effect Effect on Effect
Loss on Equity Profit or Loss on Equity
Increase Increase Increase Increase
(Decrease) (Decrease) (Decrease) (Decrease)
Financial liabilities at amortized cost
Interest expense on (Note 11):
Long-term debts, including amortization of
transaction costs (P3,324,724) P- (P52,015) P

Capital Management

The Company considers the equity presented in the statement of financial position as its core capital.
The primary objective of the Company’s capital management is to ensure that it maintains strong
credit rating and stable capital ratios in order to support its business and maximize shareholders’
value.

The Company manages its capital structure and makes adjustments to it, in light of changes in
economic conditions. To maintain or adjust the capital structure, the Company may adjust the
dividend payment to shareholders, return capital to shareholders or issue new shares.

On October 28, 2010, PSE issued a memorandum regarding the rule for the minimum public
ownership for all listed companies. Based on the memorandum, listed companies shall, at all times,
maintain a minimum percentage of listed securities held by the public of ten percent (10%) of the
listed companies’ issued and outstanding shares, exclusive of any treasury shares or as such
percentage that may be prescribed by the PSE. The Company has complied with the minimum public
ownership as of December 31, 2018 and 2017.

The Company considers its equity as presented in the company statement of financial position as its
core capital.

As of December 31, 2018 and 2017, the Company was able to meet its capital management
objectives.

20.

Business Segment Information

The Company’s operating segments are organized and managed separately according to the nature of
the services offered as follows:

e Software Licenses and Management Services - provides high value products and services to
clients.
e Broadband Services - provides high-speed broadband service of up to 700 Mbps to clients.

Management monitors the operating results of its business units separately for the purpose of making
decisions about resource allocation and performance assessment. Segment performance is evaluated
based on operating profit or loss.
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Financial information on the operations of the various business segments are summarized as follows:

2018
Software Licenses
and services Broadband services Total
Service fees £104,240,513 £44,927,731 £149,168,244
Sales 31,158,281 2,283,321 33,441,602
Total revenue £135,398,794 £47,211,052 P£182,609,846
Segment expenses P75,814,886 P46,277,523 £122,092,410
General and administrative expenses - - 50,837,462
Unallocated other charges - - 1,778,767
Provision for income tax 1,129,934 17,229 1,147,163
Net income 6,649,858 104,186 6,754,044
Other information
Capital expenditures 1,285,657 5,088,817 6,374,474
Segment assets 358,272,570 5,548,692 363,821,262
Unallocated AF'S financial
asset - - 1,337,638,090
Segment liabilities 284,007,714 - 284,007,714
Depreciation and amortization 2,293,928 4,897,585 7,191,513
2017
Software Licenses and
services  Broadband services Total
Service fees 259,878,920 £24,513,069 P£84,391,989
Sales 21,698,063 — 21,698,063
Total revenue P81,576,983 £24,513,069 £106,090,052
Segment expenses P46,849,047 £7,386,191 P54,235,238
Unallocated expenses - - 45,352,942
Provision for income tax 1,080,771 - 1,080,771
Net income 33,647,165 17,126,878 5,841,499
Other information
Capital expenditures 1,285,657 5,088,817 6,374,474
Segment assets 358,272,570 5,548,692 363,821,262
Unallocated AFS financial
asset - - 1,312,871,168
Segment liabilities 284,007,714 - 284,007,714
Depreciation and amortization 1,150,260 3,170,205 4,320,465
Unallocated interest expense and
other charges — — 124,868
21. Changes in Liabilities Arising from Financing Activities
January 1,2018 Cash inflows Cash outflows Others December 31, 2018
Due to related parties £146,442,753 P- (R97,531,246) P £48,911,507
Loans payable 448,951 97,287,870 (194,674) 401,360 97,943,507
Total liabilities from
financing activities £146,891,704 £97,287,870 (P97,725,920) £401,360 £146,855,014
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January 1,2017 Cash flows  December 31, 2017
Due to related parties P146,442,753 P74,762,203 P146,442,753
Loans payable 448,951 (87,582) 448,951
Total liabilities from financing activities P146,891,704 P74,674,621 P146,891,704

. Other Matters

Land Bank loan

On January 23, 2019, the Company extended the loan agreement with Land Bank of the Philippines
amounting to £50,000,000 with an interest rate of 4.80% per annum for another six (6) months with
maturity date on July 23, 2019.

Equity restructuring

On March 8, 2019, the stockholders of the Company approved the reduction of par value of the
common shares of the Company from £1.00 per share to £0.75 per share and the application of the
resulting additional paid-in capital to eliminate the accumulated deficit of the Company. For this
purpose, the BOD and stockholders of the Company approved the amendment of the Articles of
Incorporation for the reduction of the par value. As of April 12, 2019, the equity restructuring is yet
to be filed with the SEC.

Conversion of Velarde, Inc.

On March 8, 2019, the stockholders of the Company approved the conversion into equity of the
advances from Velarde, Inc. amounting to £209,000,000. As of April 12, 2019, the conversion is yet
to be filed with the SEC.

Broadband Business Partnerships
In December 2018, the Company entered into various business partnership agreements with third
party businesses for a period of five years starting 2019.

. Supplementary Information Required Under Revenue Regulations (RR) No. 15-2010

On November 25, 2010, the BIR issued RR No. 15-2010 which amends certain provisions of
RR No. 21-2002 prescribing the manner of compliance with any documentary and/or procedural
requirements in connection with the preparation and submission of financial statements
accompanying the tax returns. It requires the disclosures of taxes, duties and license fees paid or
accrued during the taxable year.

The Company reported and/or paid the following type of taxes in 2018:

Value Added Tax
Output VAT
Gross Receipts Output VAT
Taxable sales 95,966,600 P11,515,992
Exempt sales 1,988,823

Balance at December 31 £97,955,423 P11,515,992
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Input VAT
Balance at January 1 P2,858,594
Current year’s domestic purchases/payments for services: 10,214,190
13,072,784
Application of output VAT (11,515,992)
1,556,792

Other Taxes and Licenses

This includes all other taxes, local and national, including real estate taxes, licenses and permit fees
lodged under the “Taxes and licenses” account in the company statement of comprehensive income:

Business permit P744,360
Documentary stamp tax 613,474
PSE annual listing maintenance fee 553,497
Others 286,368
£2,197,699

Withholding Taxes

Details of withholding taxes for the year are as follows:

Expanded withholding taxes $£2,949,891
Withholding taxes on compensations 2,706,594
P5,656,485

Tax Assessment and Cases

The Company has no pending tax cases outside of the administration of the BIR as of
December 31, 2018.
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Schedule of all effective standards and interpretations under PFRS as of
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NOW Corporation
SUPPLEMENTARY SCHEDULE OF ALL THE EFFECTIVE STANDARDS AND
INTERPRETATIONS
PHILIPPINE FINANCIAL REPORTING STANDARDS
AND INTERPRETATIONS Not Not
Effective as of December 31, 2018 Adopted Adopted | Applicable
Philippine Financial Reporting Standards
PFRS 1 First-time Adoption of Philippine Financial %
Reporting Standards
PFRS 2 Share-based Payment v
Amendments to PFRS 2, Classification and
Measurement of Share-based Payment v
Transactions
PFRS 3 Business Combinations 4
PFRS 4 Insurance Contracts 4
Amendments to PFRS 4, Applying PFRS 9
Financial Instruments with PFRS 4 v
Insurance Contracts
PFRS 5 Non-current Assets Held for Sale and v
Discontinued Operations
PFRS 6 Exploration for and Evaluation of Mineral v
Resources
PFRS 7 Financial Instruments: Disclosures 4
PFRS 8 Operating Segments 4
PFRS 9 Financial Instruments 4
PFRS 10 Consolidated Financial Statements 4
PFRS 11 Joint Arrangements 4
PFRS 12 Disclosure of Interests in Other Entities 4
PFRS 13 Fair Value Measurement
PFRS 14 Regulatory Deferral Accounts 4
PFRS 15 Revenue from Contracts with Customers 4
Philippine Accounting Standards
PAS 1 Presentation of Financial Statements v
PAS 2 Inventories v
PAS 7 Statement of Cash Flows 4
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PHILIPPINE FINANCIAL REPORTING STANDARDS

AND INTERPRETATIONS Not Not
Effective as of December 31, 2018 Adopted Adopted | Applicable
PAS 8 Accounting Policies, Changes in Accounting v
Estimates and Errors
PAS 10 Events after the Reporting Period 4
PAS 12 Income Taxes v
PAS 16 Property, Plant and Equipment v
PAS 17 Leases 4
PAS 19 Employee Benefits v
PAS 20 Accounting for Government Grants and %
Disclosure of Government Assistance
PAS 21 The Effects of Changes in Foreign Exchange v
Rates
PAS 23 Borrowing Costs 4
PAS 24 Related Party Disclosures v
PAS 26 Accounting and Reporting by Retirement v
Benefit Plans
PAS 27 Separate Financial Statements v
PAS 28 Investments in Associates and Joint Ventures v
Amendments to PAS 28, Measuring an
Associate or Joint Venture at Fair Value v
(Part of Annual Improvements to PFRSs
2014 - 2016 Cycle)
PAS 29 Financial Reporting in Hyperinflationary v
Economies
PAS 32 Financial Instruments: Presentation
PAS 33 Earnings per Share v
PAS 34 Interim Financial Reporting v
PAS 36 Impairment of Assets 4
PAS 37 Provisions, Contingent Liabilities and v
Contingent Assets
PAS 38 Intangible Assets v
PAS 39 Financial Instruments: Recognition and v
Measurement
PAS 40 Investment Property v
Amendments to PAS 40, Transfers of v
Investment Property
PAS 41 Agriculture v
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PHILIPPINE FINANCIAL REPORTING STANDARDS

AND INTERPRETATIONS Not Not

Effective as of December 31, 2018 Adopted Adopted | Applicable
Philippine Interpretations

Philippine Changes in Existing Decommissioning,

Interpretation |Restoration and Similar Liabilities 4

IFRIC-1

Philippine Members’ Shares in Co-operative Entities

Interpretation |and Similar Instruments 4

IFRIC-2

Philippine Determining whether an Arrangement

Interpretation |contains a Lease 4

IFRIC-4

Philippine Rights to Interests arising from

Interpretation | Decommissioning, Restoration and v

IFRIC-5 Environmental Rehabilitation Funds

Philippine Liabilities arising from Participating in a

Interpretation | Specific Market—Waste Electrical and 4

IFRIC-6 Electronic Equipment

Philippine Applying the Restatement Approach under

Interpretation |PAS 29 Financial Reporting in v

IFRIC-7 Hyperinflationary Economies

Philippine Interim Financial Reporting and Impairment

Interpretation v

IFRIC-10

Philippine Service Concession Arrangements

Interpretation v

IFRIC-12

Philippine PAS 19—The Limit on a Defined Benefit

Interpretation | Asset, Minimum Funding Requirements and v

IFRIC-14 their Interaction

Philippine Hedges of a Net Investment in a Foreign

Interpretation | Operation v

IFRIC-16

Philippine Distributions of Non-cash Assets to Owners

Interpretation v

IFRIC-17

Philippine Extinguishing Financial Liabilities with

Interpretation |Equity Instruments v

IFRIC-19

Philippine Stripping Costs in the Production Phase of a

Interpretation |Surface Mine v

IFRIC-20
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PHILIPPINE FINANCIAL REPORTING STANDARDS

AND INTERPRETATIONS Not Not
Effective as of December 31, 2018 Adopted Adopted | Applicable
Philippine Levies

Interpretation v
IFRIC-21

Philippine Foreign Currency Transactions and Advance

Interpretation | Consideration v
IFRIC-22

Philippine Introduction of the Euro

Interpretation v
SIC-7

Philippine Government Assistance—No Specific

Interpretation |Relation to Operating Activities v
SIC-10

Philippine Operating Leases—Incentives

Interpretation v
SIC-15

Philippine Income Taxes—Changes in the Tax Status

Interpretation |of an Entity or its Shareholders v
SIC-25

Philippine Evaluating the Substance of Transactions

Interpretation |Involving the Legal Form of a Lease v
SIC-27

Philippine Service Concession Arrangements:

Interpretation | Disclosures v
SIC-29

Philippine Intangible Assets—Web Site Costs

Interpretation 4

SIC-32
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CORPORATION

STATEMENT OF MANAGEMENT'S RESPONSIBILITY
FOR FINANCIAL STATEMENTS

The Management of Now Corpormtion is responsible for the preparation and famr presentation of the financial
starements including the attached therein for the years ended December 31, 2018 in accordance with the
prescribed financial reporting framework indicated therein, and for such intemal conirol as management

ceibrmnes 1 necessary (o enable the preparation of the financial stastements that are free from material
missraternent. whether due to fraud or error.

I preparing the financial statements, management is responsible for assessang the Company's abiiy 1
continie 45 g gomg concern, disclosing, as applicable matters related to going concern and using the poing

concert basis of accounting unless either management mtends 1o liquidate the Company or 10 cease
eporatis, or hns no realistic altemative todo so,

Ui Boand of Directors {Trustess) is respansible for overseemg the Company s financial reportme process,

e Board of Dhrectors (Trustees) reviews and approves the hnancial sttements including the schedubes
arteshead therein and submits the same to the Stockholders or members.

alip Gormes Velayo & Co., the independent auditors, appointed by the Stockholders. has audired the
Dnancial statements of the company in accordance with Philippine Standards on Auditing. and in is report i

e Stockholders, has expressed its opinion on the faimess of présentation upon completion of such audis
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CORPORATION
STATEMENT OF MANAGEMENT'S RESPONSIBITLITY
FOR ANNUAL INCOME TAX RETURN
e Mimapement of NOW Corporation is responsible for all information il representations conlaised (0

e Annual Incomme Tax Return for the vear ended December 31, 2018, Management i Itkewise respoaaili

‘o all information and representations contained in the fipancial statements accompany g the Annuai income
vav Retirn or Annual Information Retrn covering the same reponting period. Furthermore, the Management
o responsible for all information and representations contained i all the ather tax retums filed fog the

ceporming persod, including, but not lmited, to the value added tax and’or percentage tis rEims. W ithhslding
e relrns, documentary stamp tax retums, and any and all other @y returms

[ thes regard, the Management affirms that the attached sudited financial statements for the year eaded
lecermber 31, 2008 and the sccompanying Annual Income Tix Remm are m accordanoe with the hooks and

records of NOW Corperation complete and correct in all matenal respects
Slamieement likewise affirms thi

ja} The Annual Income Tax Retum has been prepared m accordance with the provisions aff the Mational
Internal Revenue Code, as amended and pertinent tas regulations and other issuances of the Depariment
il Finance and the Buresu of Internal Revepue:

(b any dispartty of figures i the submitted reports ansing from the preparation of finincial suermens
pur=uant to fingncial accounting standards and the preparation of the income tax returmn pursuznt G ta
aceoenting rabes has been reported as reconciling items and mrintained m the Gompany s books and
records in acocordance with the regquirements of Revenue RBegulanons

Wi 82007 and ot relevant jsspances;

1
(o) the NOW Corporation has filed all spplicable tax returns, repons and statements required o be filed
under Philippine tax laws for the reporting period. and all taxes and other impositions shown thereon 4
be due 2nd payable have been paid for the reporting period, except those contested i good fanh
L
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REPUELIC OF THE PHILIPPINES )
City of Makati ) 5.8

SECRETARY'S CERTIFICATE

. ANGELINE L. MACASAET, of legal age. and with office address at Unit 5 L 5™ Flogr
CPL Building, 100 C. Palanca Street, Legaspi Village, Makati City, Filipino citizen, after being
Auly sworn in accordance with law, do hereby depose and state that

1 | am the incumbent Corporate Secretary of NOW CORPORATION. 2 corporation
duly organized and existing under and by vidue of the laws of the Republic of the Philippines
#ith principal office address at Unit oI, 5" Floor, OPL Building, 100 C. Palanca Street Legasp|
Village, Makati City (the “Corporation™),

2. ! am also a member and the Secretary of the Management Committee, the body
authorized by the Board of Directors of the Corporation fo handie the normal and customary
Speratens of the Camoration.

3 | hereby certify that at the Special Meeling of the Management Committee held
on 12 April 2019 at the business office of the Corparation, in which meaeting a quorum was
oresent; the following resoiutions ware unanimously adopted

‘RESOLVED, as it is hereby resolved, that in connection with the
Corporation's submissionfiling of BIR Form Mo. 1702-RT (Annual Income Tax
Retum) as well as the Audited Financial Statements together with the
Statement of Management Responsibility (SMR) for the perod ending 31
Uecember 2018 before the Bureau of Internal Revenue and the Securities and
=xchange Commission, Mr. Vicentye |. Penanueva is hereby authorized to sign
for himself as Chief Finance Officer and Treasurer and also in bahalf af the
Corporation's Chairman, Dr Thomas G. Aguing, the above-mentioned BIR Farm
1702-RT and SMR:

RESOLVED FINALLY, as if is hereby finally resolved, to confirm and
ratify the acts and things done by the signatory of the Corporation pursuant to
and in accordance with the foregoing authorities -

IN WITNESS WHEREOF, this certification has been signed this 12t day of Apnl 2018 in

ANGELIN MACASAET
Corperate Secrelary
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