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SECURITIES AND EXCHANGE COMMISSION

SEC FORM 20-IS

INFORMATION STATEMENT PURSUANT TO
OF THE SECURITIES REGULATION C

Check the appropriate box;
[ ] Preliminary Information Statement
[¥] Definitive Information Statement

Name of Registrant as specified in its charter

Province, country or other jurisdiction of incorporation
or crganization

SEC Identification Number
BIR Tax Identification Number

Address of Principal Office

Postal Code
Registrant’s telephone number, including area code

Date, time and place of the meeting of security holders

Approximaie date on which the Information Statement
is first to be sent or given to security holders

In case of Proxy Solicitations:
Name of Person Filing the Statement/Solicitor:

Address and Telephone No.
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COMMISSION
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JUN 13 2018
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LBC EXPRESS HOLDINGS, INC.
(Formerly Federal Resources
Investment Group, Inc.)
(“LBCEH” or the “Company”’)

Philippines

AS093-005277

002-648-099-000

LBC Hangar, General Aviation
Centre, Domestic Airport Road,
Pasay City, Metro Manila

1300

(632) 856 8510

08 July 2018
2:00 P.M.

Marriott Grand Ballroom
Executive Room 1&3

Resorts World

Newport, Pasay City, Metro Manila

13 June 2018

Not applicable

Not applicable

Securities registered pursuant to Sections 8 and 12 of the Code or Sections 4 and 8 of the RSA
(information on number of shares and amount of debt is applicable only to corporate registrants):

Title of each class

Common Shares

Number of Common Stock QOutstanding
or Amount of Debt Outstanding

{as of 30 June May 2017)
1,425,865,471




12. Are any or ali of registrant’s securities listed on a Stock Exchange?
Yes [v] No[ ]
If yas, disclose the name of such Stock Exchange and the class of securities listed therein.

The Common Shares of LBC Express Holdings, Inc. are listed on the Philippine Stock
Exchange.




NOTICE OF ANNUAL STOCKHOLDERS’ MEETING

GREETINGS:

Please take notice that the Annual Meeting of Stockholders of LBC EXPRESS HOLDINGS, INC. will
be held on 09 July 2018, 2:00 P.M. at Marriott Grand Ballroom Executive Room 1&3 at Resorts
World, Newport, Pasay City, Metro Manila, to discuss the following:

O Wb~

o

@~

9.

10.

11.

AGENDA

Call to Order

Proof of Service of Notice

Certification of Presence of Quorum

Approval of the Minutes of the Annual Stockholders’ Meeting held on 29 August 2017
Ratification of all acts of the Board of Directors and Officers since the 2017 Annual
Stockholders” Meeting adopted in the ordinary course of business

Approval of the Annual Report and Audited Firancial Statements of the Company for the
year ended 31 December 2017

Report of Management

Election of the Members of the Board of Directors including the Independent Directors
for the Ensuing Year and the Directors for the Newly Created Board Seats

Appointment of the Company’s External Auditors for Fiscal Year 2018

Approval of the Corporate Guaraniy to the leans and cbligations of LBC Express, Inc.
from Rizal Commercial Banking Corporation and CTBC Bank (Philippines) Corp.

Other Matters

For purposes of the meeting, only stockholders of record as of 31 May 2018 are entitied to
atiend and vote in the said meeting.

For your convenience in registering your attendance, please have some form of identification
such as a passport, driver's license or voter's 1.D,

The Company is not soliciting proxies.

s %&Aﬁw’%%ﬂ

Corporate Secretary




INFORMATION STATEMENT

A. GENERAL INFORMATION

Item 1. Date, Time, and Place of Meeting of Security Holders

Date : 09 July 2018
Time ;. 2:00 P.M.
Place : Marriott Grand Ballroom Executive Room 1&3

Resorts World
Newport, Pasay City, Metro Manila

Complete mailing address of the principal : LBC Hangar, General Aviation Centre, Domestic
office of the Company Airport Road, Pasay City, Metro Manila

Approximate date when the Information

Statement is first to be sent out to
stockholders of record: : 13 June 2018

WE ARE NOT ASKING YOU FOR A PROXY AND
YOU ARE REQUESTED NOT TO SEND US A PROXY.

Item 3. Interest of Certain Persons in or Opposition to Matters to be Acted Upon

Other than the election to office to include the nomination and election of directors and independent
directors, there are no matters to be acted upon in which any director or executive officer is involved or
had a direct, indirect, or substantial interest. Furthermore, no director has informed the registrant, in
writing or otherwise, that he/she intends to oppose any action to be taken by the registrant at the
Meeting.

B. CONTROL AND COMPENSATION INFORMATION

Item 4. Voting Securities and Principal Holders Thereof

As of 30 April 2018, the number of shares outstanding of LBC Express Holdings, Inc. (“LBCEH” or the
“Company”) is 1,425,865,471 shares with par value of One Peso (Php1.00) per share.

All stockholders of record at the close of business hours on 31 May 2018 (the “Record Date”) are entitled
to notice and to vote at the Annual Stockholders’ Meeting.

A common stockholder entitled to vote at the Meeting shall have the right to vote in person or by proxy
the number of shares registered in his name in the stock and transfer book of the Company as of the
Record Date. With respect to the election of directors, said stockholder may vote such number of shares
and give one candidate as many votes as the number of directors to be elected multiplied by the number
of his shares shall equal, or he may distribute them on the same principle among as many candidates
as he shall see fit, provided, that the total number of votes cast by him shall not exceed the number of
shares owned by him multiplied by the whole number of directors to be elected.



Security Ownership of Certain Record and Beneficial Owners as of 30 April 2018

The Company has no knowledge of any person who, as of 30 April 2018, was directly or indirectly the
beneficial owner of more than five percent (56%) of the Company’s outstanding shares of common stock
or who has voting power of investment with respect to shares comprising more than five percent (5%)
of the Company’s outstanding shares of common stock except as stated below:

. Name of
ite @ Name Address @ Bl SENES Beneficial Citizenship %
Class Held
Owner
LBC Hangar,
General The record
Common LBC Aviation owner is the
Development Centre, 1,206,178,232 | beneficial owner Filipino 84.59%
Shares : X
Corporation Domestic of the shares
Airport Road, indicated
Pasay City
TOTAL | 1,206,178,232 84.59%

Security Ownership of Directors and Management as of 30 April 2018

The following table shows the shareholdings beneficially held by the directors and executive officers of
the Company as of 30 April 2018.

Title of Name of Amount and Nature of | Citizenship | % of Total
Class Beneficial Owner Beneficial Ownership Outstanding
Direct Indirect Shares
Common | Rene E. Fuentes 1 N/A Filipino 0.0
Common | Enrigue V. Rey, Jr. 1 N/A Filipino 0.0
Common | Augusto Gan 1 N/A Filipino 0.0
Common | Miguel Angel A. Camahort 1 N/A Filipino 0.0
Common | Jason Michael Rosenblatt 1 N/A American 0.0
Common | Mark Werner J. Rosal 1,000 N/A Filipino 0.0
Common | Solita V. Delantar 1 N/A Filipino 0.0
Common | Luis N. Yu, Jr. 1 N/A Filipino 0.0
Common | Anthony A. Abad 101 N/A Filipino
TOTAL 1,107 0.0

Voting Trust Holders of 5% or More

As of 30 April 2018, the Company is not aware of any voting trust or similar agreements involving the
securities of the Company or of any person who holds more than five percent (5%) of a class of securities
under a voting trust or similar agreements.

Change in Control

On May 18, 2015, LBC Development Corporation subscribed to 59,101,000 common shares of the
Company (equivalent to 59.10% of the total issued and outstanding capital stock of the Company as of
said date) which resulted in LBC Development Corporation acquiring control of the Company.

On September 18, 2015, LBC Development Corporation subscribed to an additional 1,146,873,632
common shares which were issued on October 12, 2015 following the approval by the SEC of the
Company’s application to increase its authorized capital stock from £100,000,000.00 divided into
100,000,000 common shares with par value of 1.00 per share, to £2,000,000,000.00 divided into
2,000,000,000 common shares with par value of 1.00 per share. As of the date of this Report, LBC




Development Corporation holds a total of 1,206,178,232 common shares of the Company or 84.59%of
the Company’s total issued and outstanding capital stock of the Company.

Item 5. Directors and Executive Officers

The following served as Directors of the Company for the year 2017:

Name Age Nationality Position
Miguel Angel A. Camahort 55 Filipino Chairman of the Board
Enrique V. Rey, Jr. 47 Filipino Director

Rene E. Fuentes 44 Filipino Director

Mark Werner J. Rosal 43 Filipino Director

Augusto Gan 55 Filipino Director

Anthony A. Abad 54 Filipino Independent Director
Jason Michael Rosenblatt 41 American Director

Luis N. Yu, Jr. 62 Filipino Independent Director
Solita V. Delantar 74 Filipino Independent Director

The business experience of each of the directors is set forth below.

Miguel Angel A. Camahort
Chairman of the Board and President

Mr. Miguel Angel A. Camabhort is a Director, Chairman of the Board and President of the Company. He
is also the President of LBC Express Corporate Solutions, Inc., the subsidiary operating the “Print and
Mail” business of LBC Express, Inc. Mr. Camahort concurrently serves on the Board of Directors of the
United Football League. Prior to joining the LBC Group, Mr. Camahort was a Senior Vice President and
the Chief Operating Officer of Aboitiz One, Inc. from 2007 to 2009 and Aboitiz Transport System
Corporation (ATSC) Solutions Division from 2004 to 2007. He also served as a Senior Vice President
and the Chief Operating Officer of Aboitiz Transport System Corp. (formerly, William, Gothong & Aboitiz,
Inc.) in the Freight Division from 1999 to 2003, prior to which he was the President of Davao Integrated
Stevedoring Services Corporation (DIPSCCOR) from 1999 to 2003. Mr. Camahort holds a Bachelor of
Science degree in Business Administration and Economics from Notre Dame de Namur University
(formerly, the College of Notre Dame) in California, U.S.A.

Enrique V. Rey, Jr.
Director

Mr. Enrique V. Rey Jr. assumed the position of Investor Relations Officer of the Company in September
2015. Mr. Rey, Jr. was also a director of LBC Systems, Inc. from 2008 to 2010 and LBC Mundial Inc.
from 2005 to 2008. Prior to joining the Company, Mr. Rey, Jr. worked for Coca-Cola Phil ATS, where
he was the Senior Head of Sales from 2003 to 2005 and the Associate Vice President for Institutional
Sales from 2000 to 2003. Mr. Rey, attended De La Salle University and completed a Management
program at the Ateneo Business School. Mr. Rey, Jr. has also received training in Finance. Since 2010,
Mr. Rey, Jr. has been a member of the Institute of Internal Auditors.

Rene E. Fuentes
Director

Mr. Rene E. Fuentes is currently the Senior Vice President for Global Retail Operations of LBC Express,
Inc. Prior to joining the Company, Mr. Fuentes served as President of Documents Plus, Inc. from 1996
to 2001, and as Regional Manager, Vice-President of EFC Food Corporation from 1996 to 2001. Mr.
Fuentes attended De La Salle University and completed a Key Executive Program in November 2013
at the Harvard Business School.

Mark Werner J. Rosal
Director

Atty. Rosal became a director of the Company on 28 April 2015. Born in Cebu City, Atty. Rosal, prior to
taking up law, has a Bachelor’s Degree in Physical Therapy from Cebu Velez College and is a licensed



Physical Therapist. Atty. Rosal graduated in the top 5% of his law school batch at the University of San
Carlos, Cebu City, in 2002 and was admitted to the Philippine Bar in 2003. He spent his early years in
the practice of law at Balgos and Perez Law Offices and Angara Cruz Concepcion Regala and Abello
(ACCRALAW). Currently, he is the Managing Partner of Rosal Diaz Bacalla and Fortuna Law Offices,
a Cebu-based law firm. As part of his law practice as retained counsel of private corporations, he is a
director (holding nominal shares) of Cebu Agaru Motors Inc., Wide Gain Property Holdings, Inc., and
Sem-Ros Food Corp. (a non-operational corporation).

Augusto Gan
Director

Mr. Augusto G. Gan was appointed Director of the Company in November 2013. Mr. Gan concurrently
serves as a Director of Atlantic Gulf and Pacific Company, Investment and Capital Corp of the
Philippines, Pick Szeged ZRT, Sole-Mizo Zrt and Netvoice Inc. He is also the Managing Director of
Ganesp Ventures and the Chairman of the Board of Anders Consulting Ltd. Previously, Mr. Gan was
the President of the Delphi Group from 2001 to 2012 and the Chief Executive Officer of Novasage
Incorporations (HK) from 2006 to 2007. He has also served as a Director of AFP Group Ltd. (HK) from
2005 to 2007 and ISM Communication from 2003 to 2004, as well as the Chairman of the Boards of
Cambridge Holdings from 1995 to 2000 and Qualibrand Industries from 1988 to 2001. Mr. Gan holds
a Master in Business Management degree from the Asian Institute of Management.

Anthony A. Abad
Independent Director

Atty. Anthony A. Abad is currently the CEO and Managing Director of TradeAdvisors, as well as a
partner of Abad Alcantara & Associates. He graduated from the Harvard University — John F. Kennedy
School of Government with a Master’'s Degree in Public Administration, and a Fellow in Public Policy
and Management at the Harvard Institute for International Development. Atty. Abad graduated from the
Ateneo de Manila School of Law with a Juris Doctor degree, and a Bachelor of Arts degree, Major in
Economics (Honors). Other current engagements include: Bloomberg Philippines, Anchor; Ateneo
Center for International Economic Law, Director; Ateneo de Manila University, Professor; World Trade
Organization, Panelist. Previously, Atty. Abad was Key Expert, Trade Policy & Export Development
Trade Assistant for the European Union, Chairman and Secretary’s Technical Advisor at the
Department of Agriculture, and President and CEO of the Philippine International Trading Corporation.

Jason Michael Rosenblatt
Director

Mr. Jason Rosenblatt was appointed Director of the Company on March 2, 2018. He is currently a
Partner at Crescent Point, a private equity and investment firm based in Singapore. Mr. Rosenblatt
assumed a director position at LBC Express Holdings, Inc. in March 2018. His previous positions
include: Laurasia Capital Management, Director; Standard Bank, Global Head of Special Situations;
DKR Oasis, Head of Principal Strategies; Ritchie Capital Management, Director; McKinsey Company,
Associate; and Bank One, Associate.

Solita V. Delantar
Independent Director

Ms. Solita V. Delantar was appointed Director of the Company in March 2014. Previously, Ms. Delantar
served as Vice-President, Human Resources Management & Development Administration (November
1999 - September 2003), Consultant (July 1997 - July 1998), Vice-President, Finance & Administration
(May 1988 - June 1996) and various other positions at Honda Philippines, Inc. Ms. Delantar is a Certified
Public Accountant, Fellow in Personal Management and professional business mediator. From
September 1998 to March 2007, she served as a Member of the Professional Board of Accountancy,
which administers licensure examinations for CPAs. Ms. Delantar received her Bachelor of Science
degree in Commerce with a major in Accounting from Far Eastern University and participated in a
Bachelor of Laws program at Ateneo de Manila University.

Luis N. Yu, Jr.



Independent Director

Mr. Luis Yu, Jr. is the Founder and Chairman Emeritus of the 8990 Holdings, Inc. Mr. Yu is also the
Chairman Emeritus of IHoldings, Inc. (2012 to present). He is also the Chairman of 8990 Cebu Housing
Development Corporation, 8990 Visayas Housing Development Corporation, 8990 Davao Housing
Development Corporation, 8990 Mindanao Housing Development Corporation, 8990 lloilo Housing
Development Corporation and 8990 Luzon Housing Development Corporation (2009 to present), 8990
Housing Development Corporation (2006 to present), Ceres Homes, Inc. (2002 to present), N&S
Homes, Inc. (1998 to present), L&D Realty Holdings, Inc. (1998 to present), and Fog Horn (1994 to
present). Mr. Yu is currently the President of DECA Housing Corporation (1995 to present). Mr. Yu
holds a Master in Business Management degree from the Asian Institute of Management. Mr. Yu has
more than 30 years of experience managing and heading companies engaged in Mass Housing
subdivision development.

The following served as Officers of the Company for the year 2017:

Name Age Nationality Position

Miguel Angel A. Camahort 55 Filipino Chief Executive Officer and President

Enrique V. Rey, Jr. a7 Filipino Investor Relations Officer and Chief
Finance Officer

Rosalie Infantado 42 Filipino Treasurer

Cristina S. Palma Gil-

Fernandez. 49 Filipino Corporate Secretary

Mahleene G. Go. 37 Filipino Assistant Corporate Secretary, Corporate

........................................... Information Officer and Compliance Officer

Ma. Eloisa Imelda S. 31 Filipino Assistant Corporate Information Officer

Singzon

The business experience of each of the Company’s officers is set forth below.

Miguel Angel A. Camahort
Chief Executive Officer and President

Please refer to the table of directors above.

Enrique V. Rey Jr.
Investor Relations Officer and Chief Finance Officer

Please refer to the table of directors above.

Rosalie Infantado
Treasurer

Ms. Infantado assumed the position of Treasurer of LBCEH in September 2017. She graduated with a
Bachelor of Science degree, Major in Accountancy from the Polytechnic University of the Philippines in
1997. She is currently Vice-President - Financial Reporting and Analysis at LBC Express, Inc., and has
been a Certified Public Accountant since 1998. With 20 years of experience in accounting, audit, and
financial reporting, Ms. Infantado’s previous professional experiences include employment at
prestigious companies such as KPMG Philippines (Manabat Sanagustin & Co.), Concordia Advisors
(Bermuda) Ltd., CITI Hedge Fund Services, Ltd. (Bermuda), and PriceWaterhouseCoopers Philippines.

Cristina S. Palma-Gil Fernandez
Corporate Secretary

Atty. Palma Gil-Fernandez assumed the position of Corporate Secretary of the Company in September
2015. Atty. Palma Gil-Fernandez graduated with a Bachelor of Arts degree, Major in History (Honors)
from the University of San Francisco in 1989, and with a Juris Doctor degree, second honors, from the
Ateneo de Manila University in 1995. She is currently a Partner at Picazo Buyco Tan Fider & Santos



Law Offices and has over 22 years of experience in corporate and commercial law, with emphasis on
the practice areas of banking, securities and capital markets (equity and debt), corporate
reorganizations and restructurings and real estate. She serves as corporate secretary to a number of
Philippine corporation, including five (5) publicly-listed companies.

Mahleene G. Go
Assistant Corporate Secretary, Corporate Information Officer and Compliance Officer

Atty. Mahleene G. Go assumed the position of Assistant Corporate Secretary, Compliance Officer and
Corporate Information Officer of the Company in September 2015. Born on 25 April 1980, Atty. Go
graduated with the degree of Bachelor of Arts, Major in Political Science, from the University of the
Philippines in 2001, and with the degree of Juris Doctor from Ateneo De Manila University-School of
Law in 2005. She also received a Certificate of Mandarin Language Training for International Students
from 2011 to 2012 in Peking University, Beijing, China. She served as a Junior Associate at Picazo
Buyco Tan Fider & Santos Law Offices from 2007 to 2010 and 2012 and is currently a Partner at the
same office. She currently serves as Trustee and Corporate Secretary for Center for Empowerment
and Resource and Development, Inc.

Maria Eloisa Imelda S. Singzon
Alternate Corporate Information Officer

Atty. Singzon assumed the position of Alternate Corporate Information Officer of the Company in April
2015. Born on 18 September 1986, Atty. Singzon graduated cum laude with the degree of Bachelor of
Science, Business Economics, from the University of the Philippines in 2008, and with the degree of
Juris Doctor from Ateneo de Manila School of Law in 2012. She is a Senior Associate at Picazo Buyco
Tan Fider & Santos Law Offices from 2013 to present.

Audit Committee Nomination Remuneration
Committee Committee

Miguel Angel A. Camahort M M C
Rene E. Fuentes

Enrique V. Rey, Jr. M M M
Augusto G. Gan

Mark Werner J. Rosal
Solita V. Delantar C C M
Luis N. Yu, Jr.

Information Required of Directors and Executive Officers

Directors and Executive Officers

As of the date of this Information Statement, the following persons have been nominated to the Board
for election at the Annual Stockholders’ Meeting and have accepted their nomination:

MIGUEL ANGEL A. CAMAHORT RENE E. FUENTES
ENRIQUE V. REY, JR. AUGUSTO G. GAN
MARK WERNER J. ROSAL JASON MICHAEL ROSENBLATT

LUIS N. YU, JR. as independent director
SOLITA V. DELANTAR as independent director
ANTHONY A. ABAD as independent director

The nominees were formally nominated to the Nomination Committee of the Board by a shareholder of
the Company, LBC Development Corporation. Ms. Solita V. Delantar and Mr. Luis N. Yu, Jr. are being
nominated as independent directors. Mr. Anthony A. Abad is also being nominated as an independent
director but his term will be effective from the time the Securities and Exchange Commission approves
the amendment to the by-laws of the Corporation providing for a third independent director. The
nominated independent directors, having possessed the qualifications and none of the disqualifications
of an independent director, were nominated by Klarence Tan Dy in accordance with the guidelines for
the nomination and election of independent directors pursuant to Rule 38 of the Securities Regulation



Code (SRC). Klarence Tan Dy is not related to any of the nominees including Ms. Solita V. Delantar,
Mr. Luis N. Yu, Jr., and Mr. Anthony A. Abad.

The qualifications of all nominated directors, including the nominated independent directors, have been
pre-screened in accordance with the Corporate Governance Manual and By-Laws of the Company.
Only the nominees whose names shall appear on the final list of candidates are eligible for election as
directors (independent or otherwise), in accordance with the procedure set forth in the By-Laws of the
Company. No other nominations will be entertained after the preparation of the final list of candidates
and no further nominations shall be entertained or allowed during the Annual Stockholders’ Meeting.

Certifications of Independent Directors are attached hereto as Annexes “A”, “A-1”, and “A-2”.

The Secretary’s Certificate attesting to the fact that none of the directors and officers of the Corporation
holds any position in any capacity in any government agency or instrumentality is hereto attached as
Annex “B”.

Significant Employees

None at the moment. The intention, however, is to build a workforce to support the Company’s intended
expansion in operations or investment activity.

Family Relationships

None amongst the directors, executive officers and persons nominated to be directors and executive
officers of the Company have family relationships up to the fourth civil degree either by consanguinity
or affinity.

Involvement in Certain Legal Proceedings

The Company believes that, except as discussed below, none of the Company’s directors, nominees
for election as director, or executive officers have in the five-year period prior to the date of this
Information Statement: (1) had any bankruptcy petition filed by or against any business of which such
person was a general partner or executive officer either at the time of the bankruptcy or within a two-
year period of that time; (2) have been convicted by final judgment in a criminal proceeding, domestic
or foreign, or have been subjected to a pending judicial proceeding of a criminal nature, domestic or
foreign, excluding traffic violations and other minor offenses; (3) have been the subject of any order,
judgment, or decree, not subsequently reversed, suspended or vacated, of any court of competent
jurisdiction, domestic or foreign, permanently or temporarily enjoining, barring, suspending or otherwise
limiting their involvement in any type of business, securities, commodities or banking activities; or (4)
have been found by a domestic or foreign court of competent jurisdiction (in a civil action), the SEC or
comparable foreign body, or a domestic or foreign exchange or other organized trading market or self-
regulatory organization, to have violated a securities or commaodities law or regulation, such judgment
having not been reversed, suspended, or vacated.

On 9 September 2011, pursuant to Monetary Board Resolution No. 1354, the Monetary Board (MB) of
the Bangko Sentral ng Pilipinas (BSP) prohibited LBC Bank (which is controlled by the Araneta Family)
from doing business in the Philippines, ordered it closed, and placed it under the receivership of the
Philippine Deposit Insurance Corporation (PDIC) based on the following:

1. LBC Bank has insufficient realizable assets to meet liabilities;

2. LBC Bank cannot continue in business without involving probable losses to its depositors
and creditors; and

3. LBC Bank has willfully violated the Cease and Desist Order of the Monetary Board dated
12 March 2010 for acts or transactions which are considered unsafe and unsound banking
practices and other acts or transactions constituting fraud or dissipation of the assets of the
institution and considering the failure of the Board of Directors/management of LBC Bank
to restore the bank’s financial health and viability despite considerable time given to
address the financial problems, and that the bank had been accorded due process.
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The Philippine Deposit and Insurance Corp. (PDIC) thereafter stepped in as receiver and prepared its
report on LBC Bank’'s status. Based on the Rehabilitation Report of PDIC, the conclusion/
recommendation was that LBC Bank could not be rehabilitated or otherwise placed in such a condition
that it can be permitted to resume business with safety to its depositors, creditors, and the general
public considering that:

1.

the estimated realizable value of its assets (ERVA) as of 31 December 2011 in the amount
of Phpl.7 billion is deficient by Php4.96 billion to cover estimated liabilities aggregating to
Php6.6 billion. Additional capital infusion of Php5.96 billion is needed to meet the Phpl
billion minimum capital requirement for a thrift bank with head office located in Metro
Manila; and

the rehabilitation proposal submitted by the LBC Group of Companies and the Rizal
Commercial Banking Corporation via asset purchase agreement was found not viable.

On 5 July 2012, the MB of the BSP issued Resolution No. 1088 directing PDIC to proceed with the
liquidation of LBC Bank on the basis of the Rehabilitation Report.

The PDIC has filed various criminal and administrative complaints against certain members of the
Araneta Family in relation to the receivership of LBC Bank, which are described below:

Mr. Juan Carlos Araneta, Mr. Santiago Araneta, Mr. Fernando Araneta and Ms. Ma. Monica G.
Araneta (the “Araneta Siblings”) were named as respondents in their capacity as stockholders
and/or directors LBC Bank in a complaint for estafa, falsification of commercial documents and
conducting business in an unsafe and unsound manner that was filed by the PDIC with the
Department of Justice (the “DOJ”). PDIC alleged that the Araneta Siblings, in conspiracy with
the other respondents, made it appear that they infused capital into LBC Bank in the amount of
approximately Php39 Million to cover a capital deficiency as required by the BSP. The Araneta
Siblings denied the allegations, stating that they actually paid for the subscription, as shown by
PDIC’s own evidence, that no evidence was presented to show conspiracy, and that as mere
stockholders and/or directors, they are not involved with the day-to-day management of the
bank and how the bank used the money subject of the case. On April 18, 2016, the complaint
against all the respondents was dismissed by the investigating prosecutor. The PDIC filed a
Petition for Review with the Secretary of Justice (“SOJ”) on May 25, 2016. The appeal is
currently pending with the SOJ.

Mr. Juan Carlos Araneta, Mr. Santiago Araneta and Mr. Fernando Araneta were named as
respondents in their capacity as stockholders and/or directors of LBC Bank in a complaint for
syndicated estafa, falsification of commercial documents and conducting business in an unsafe
and unsound manner that was filed by the PDIC with the DOJ. PDIC alleged, among others,
that LBC Bank took out a Php30 Million loan from Chinabank “to generate funds for the purpose
of remittance.” The loan, however, was allegedly not recorded as “Bills Payable” nor as any
other liability in LBC Bank’s books. PDIC claims that the loan proceeds were transferred to
LBC Development Corporation who used the funds to partially pay LBC Bank for advances of
remittances. LBC Bank then allegedly paid the loan to Chinabank prior to maturity date using
LBC Bank’s own funds. The Aranetas denied the allegations, stating, among others, that the
approval of the resolution granting the corporation the authority to obtain a loan was a regular
action of the members of the board of directors in the normal and ordinary course of business,
and they cannot be held liable individually as directors for the mere approval of a regular
corporate action. The case was submitted for resolution of the investigating prosecutor on
March 28, 2016 and is still currently pending.

Mr. Juan Carlos Araneta, Mr. Santiago Araneta and Mr. Fernando Araneta were named as
respondents in their capacity as stockholders and/or directors of LBC Bank in a complaint for
syndicated estafa, falsification of commercial documents and conducting business in an unsafe
and unsound manner that was filed by the PDIC with the DOJ. PDIC alleged that LBC Bank
obtained three loans from Chinabank in the amount of approximately Php50 Million, which were
secured by a Hold-Out Agreement on LBC’s existing Foreign Currency Deposit Unit Time
Deposits of various LBC affiliate companies with Chinabank. The loans all indicated that the
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proceeds were intended for LBC Bank’s “working capital” and yet were not recorded as “Bills
Payables” or liabilities in the books of LBC Bank. The proceeds from the loan were allegedly
credited by Chinabank to LBC Bank’s Current/Savings Bank Account, and then used as partial
payment for “advance to affiliates”. Thereafter, LBC Bank used the proceeds of the matured
time deposits to pay the loans to Chinabank. The Aranetas denied the allegations, stating,
among others, that the approval of the resolution granting the corporation the authority to obtain
loans was a regular action of the members of the board of directors in the normal and ordinary
course of business, and they cannot be held liable individually as directors for the mere approval
of a regular corporate action. The case was submitted for resolution of the investigating
prosecutor on May 25, 2016 and is still currently pending.

Mr. Juan Carlos Araneta, Mr. Santiago Araneta and Mr. Fernando Araneta were named as
respondents in their capacity as stockholders and/or directors of LBC Bank in a complaint for
syndicated estafa, falsification of commercial documents and unsound business practices that
was filed by the PDIC with the DOJ. PDIC alleged that Foreign Currency Remittances received
by LBC Mabuhay were not deposited to LBC Bank’s Dollar Account with CalBank resulting in
funding gaps or “short remittances.” Despite this, LBC Bank continued to pay the full amount of
the remittance instructions resulting in Advances by LBC Bank in favor of LBC Mabuhay,
supposedly in violation of the Memorandum of Understanding between LBC Bank and the BSP.
The Aranetas denied the allegations, stating, among others, that as mere stockholders and/or
directors, they are not involved in the day-to-day management and operations of the bank and
thus could not have participated in the actions alleged in the complaint. The case was
submitted for resolution of the investigating prosecutor on May 25, 2016 and is still currently
pending.

Mr. Juan Carlos Araneta, Mr. Santiago Araneta, Mr. Fernando Araneta and Mr. Carlos G.
Araneta were named as respondents in their capacity as stockholders and/or directors of LBC
Bank in a complaint for unsafe and unsound business practices that was filed by the PDIC with
the prosecutor’s office. PDIC alleged that the respondents committed acts or omissions
constituting unsafe and unsound business practice by entering into Service Agreements with
LBC Express, Inc., whose terms were supposedly manifestly and grossly disadvantageous to
Bank. The respondents allegedly failed to enforce payment of service fees, thereby causing
undue injury and/or unwarranted benefits, advantage, or preference to LBC Express, Inc.
through manifest partiality and bad faith that resulted in a material loss or damage to the liquidity
or solvency of LBC Bank and to the latter’s depositors, creditors, and the general public. The
Aranetas denied the allegations, stating, among others, that as mere stockholders and/or
directors, they are not involved in the day-to-day management and operations of the bank and
thus could not have participated in the actions alleged in the complaint. They further allege that
the complaint does not actually impute any specific criminal action to each of them individually.
The case was submitted for resolution of the investigating prosecutor on August 11, 2016 and
is still currently pending.

An administrative complaint was filed by the PDIC before the Office of the Special Investigation
(OSI) BSP against Mr. Juan Carlos Araneta, Mr. Santiago Araneta, and Mr. Fernando Araneta,
together with other respondents in their capacity as stockholders and/or directors of LBC Bank.
The administrative complaint is based on the same complaint discussed in the preceding
paragraph. The Aranetas adopted the same defences as discussed in the preceding paragraph.
After a preliminary investigation, the OSI issued a Resolution dated September 14, 2017,
finding a prima facie case of unsound banking practice against the Aranetas and the former
LBC Bank president, while dismissing the case against the other respondents who were former
employees of LBC Bank for lack of evidence. The OSI denied the Aranetas’ motion for
reconsideration in a Resolution dated March 6, 2018. The OSI filed formal charges against the
Aranetas and the former LBC Bank president with the Supervised Banks Complaints Evaluation
Group (SBCEG) of the BSP on or about March 12, 2018. The Aranetas intend to file their
respective Answers to the formal charges and present their evidence when the case is set for
trial. The Aranetas also intend to pursue other remedies against the resolutions of the OSI.

Mr. Juan Carlos Araneta, Mr. Fernando Araneta, and Mr. Santiago Araneta were named as

respondents in their capacity as directors of LBC Bank in a complaint for violation of Section
55.1 (a) of the General Banking Law and Subsection X306.3 of the Manual of Regulations for
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Banks in relation to Section 36 of the New Central Bank Act that was filed by the BSP with the
DOJ. The complaint alleged that the amortizations for certain loans by related parties were
allegedly simulated and that the Bank did not receive actual payment. Furthermore, the same
loans by such related parties were allowed to be renewed and restructured under terms
favourable to the borrowers, to the prejudice of the bank. The case is currently undergoing
preliminary investigation before the city prosecutor. The Aranetas have denied the accusations
and emphasized that they were not aware of nor did they participate in any alleged simulation
of payments. They also maintain that the evidence filed by the BSP does not show their
knowledge or involvement. They also approved the renewal and restructuring terms only after
the Credit Group of LBC Bank performed due diligence and made recommendations. The case
was submitted for resolution of the investigating prosecutor on October 4, 2017 and is still
currently pending.

Certain Relationships and Related Transactions

The Company and its subsidiaries in their ordinary course of business, engage in transactions with
related parties and affiliates consisting of its parent company (LBC Development Corporation) and
entities under common control. These transactions include royalty, service and management fee
arrangements and loans and advances.

It is a policy of the Company that related party transactions are entered into on terms which are not
more favorable to the related party than those generally available to third parties dealing at arm’s length
basis and are not detrimental to unrelated shareholders. All related party transactions shall be reviewed
by the appropriate approving authority, as may be determined by the board of directors. In the event of
a related party transaction involving a director, the relevant director should make a full disclosure of
any actual or potential conflict of interest and must abstain from participating in the deliberation and
voting on the approval of the proposed transaction and any action to be taken to address the conflict.

Please refer to Note 15 (Related Party Disclosures) of the Notes to the 2017 Consolidated Financial
Statements.

The Company has the following major transactions with related parties:
Royalty Fee and Licensing Agreement with Parent Company

LBC Express, Inc. and LBC Development Corporation have entered into a trademark licensing
agreement dated November 29, 2007 under which LBC Development Corporation has
granted the Company the full and exclusive right within the Philippines to use LBC Marks
including the names “LBC Express, Inc.,” “LBC Express,” “LBC”, “Hari Ng Padala” (Tagalog
for “King of Forwarding Services”), “We Like to Move It”, and “WWW.LBCEXPRESS.COM” as
well as the “LBC” corporate logo, the “Team LBC Hari Ng Padala” logo, and the “We Like to
Move It” logo.

Cash Advances to and from Related Parties

LBC Express, Inc. regularly makes advances to and from related parties to finance working
capital requirements and as part of their cost reimbursements arrangement. These unsecured
advances are non-interest bearing and payable on demand.

Fulfillment Fee

In the normal course of business, LBC Express, Inc. fulfills the delivery of balikbayan boxes,
documents, parcels and money remittances, and performs certain administrative functions on
behalf of its international affiliates. LBC Express Inc. charges delivery fees and service fees
for the fulfilment of these services based on agreed rates.

Guarantee Fee

LBC Express, Inc. entered into a loan agreement with BDO which is secured with real estate
mortgage on various real estate properties owned by the Group’s affiliate. In consideration of
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the affiliate’s accommodation to the LBC Express, Inc. request to use these properties as loan
collateral, the Group agreed to pay the affiliate, every April 1 of the year starting April 1, 2016,
a guarantee fee of 1% of the outstanding loan and until said properties are released by the
bank as loan collateral.

Dividends

The BOD of LBCEH approved the declaration of cash dividends amounting to #827.00 million
or P0.58 for every issued and outstanding common share. On June 9, 2017 through a
Memorandum of Agreement, LBCDC and LBCEH agreed to offset the dividends payable of
LBCEH to LBCDC against LBCDC’s payable to the Group amounting to £699.47 million. The
£699.47 million pertains to the share in dividends of LBCDC while the £127.54 million pertains
to the share of non-controlling interest.

Resignation of Directors

Except for Mr. Alexander Francis D. Deato who resigned as a director on 2 March 2018, no director
has resigned from, or declined to stand for re-election to the Board since the date of the 2017 Annual
Stockholders’ Meeting due to any disagreement with the Company relative to its operations, policies
and practices.

Item 6, Compensation of Directors and Executive Officers

EMPLOYMENT CONTRACTS

LBCEH has no special employment contracts with the named executive officers.

Standard Arrangements

Other than payment of reasonable per diem as may be determined by the board of directors for every
meeting, there are no standard arrangements pursuant to which directors of the Company are
compensated, or were compensated, directly or indirectly, for any services provided as a director and
for their committee participation or special assignments for 2010 up to the present.

Other Arrangements

There are no other arrangements pursuant to which any director of the Company was compensated,
or to be compensated, directly or indirectly, during 2017 for any service provided as a director.

Employment Contracts
The Company has no special employment contracts with the named executive officers.
Warrants and Options Outstanding

There are no outstanding warrants or options held by the President, the named executive officers, and
all officers and directors as a group.

ltem 7. Independent Public Accountants

The external auditor of the Company is the accounting firm of SyCip Gorres Velayo & Co. (“SGV &
Co.”). The Board, upon the recommendation of the Company’s Audit Committee, approved the
reappointment of SGV & Co. as the Company’s independent auditor for 2017 based on their
performance and qualifications.

The reappointment of SGV and Co. will be presented to the stockholders for their approval at the Annual
Stockholders’ Meeting.
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Representatives of SGV & Co. for the current year and for the most recently completed fiscal year are
expected to be present at the Annual Stockholders’ Meeting. They will have the opportunity to make a
statement if they desire to do so and are expected to be available to respond to appropriate questions.

Changes in and Disagreements with Accountants on Accounting and Financial Disclosure

The consolidated financial statements of the Company as of and for the year ended 31 December 2017,
2016, 2015 and 2014 were audited by SGV & Co., a member firm of Ernst & Young Global Limited.
The consolidated financial statements as of and for the years ended 31 December 2012 and 2013 were
audited by lIsla Lipana & Co., the Philippine Member Firm of the PriceWaterhouseCoopers Global
Network.

SGV & Co. has acted as the Company’s independent auditor since fiscal year 2014. Cyril Jasmin B.
Valencia is the current audit partner for the Company and has served as such since fiscal year 2014.
The Company has not had any material disagreements on accounting and financial disclosures with its
current independent auditor for the same periods or any subsequent interim period. SGV & Co. has
neither shareholdings in the Company nor any right, whether legally enforceable or not, to nominate
persons or to subscribe for the securities of the Company. The foregoing is in accordance with the
Code of Ethics for Professional Accountants in the Philippines set by the Board of Accountancy and
approved by the Professional Regulation Commission.

Audit and Audit-related Fees

The following table sets forth the aggregate fees billed for each of the last two years for professional
services rendered by SGV & Co.:

2017 2016
In millions
Audit and Audit-Related Fees® P3.45 £2.20
Transaction Support Services-Related Fees® 1.45 -
Total £4.90 £2.20
(1) Audit and Audit-Related Fees. This category includes the audit of annual financial statements,

review of interim financial statements and services that are normally provided by the
independent auditor in connection with statutory and regulatory filings or engagements for those
calendar years

(2) Transaction Support Services - Related Fees. This category includes the due diligence
performed in relation to the acquisition of ownership interest in another entity.

In relation to the audit of the Company’s annual financial statements, the Company’s Corporate
Governance Manual, provides that the audit committee shall, among other activities, (i) review the
reports submitted by the internal and external auditors; (ii) ensure that other non-audit work provided
by the external auditors are not in conflict with their functions as external auditors; and (iii) coordinate,
monitor and facilitate compliance with laws, rules and regulations.

The Audit Committee consists of at least three members of the board of directors, at least one of whom
is an independent director, including the chairman of the committee. The Audit Committee, with
respect to an external audit, shall:

0] Perform oversight functions over the Company’s external auditors. The Audit
Committee should ensure that the internal and external auditors act independently
from each other, and that both auditors are given unrestricted access to all records,
properties and personnel to enable them to perform their respective audit functions.

(i) Prior to the commencement of the audit, discuss with the external auditor the nature,
scope, and expenses of the audit, and ensure proper coordination if more than one
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audit firm is involved in the activity to secure proper coverage and minimize
duplication of efforts.

(iii) Evaluate and determine the non-audit work, if any, of the external auditor, and review
periodically the non-audit fees paid to the external auditor in relation to their
significance to the total annual income of the external auditor and to the Company’s
overall consultancy expenses. The committee shall disallow any non-audit work that
will conflict with his duties as an external auditor or may pose a threat to his
independence. The non-audit work, if allowed, should be disclosed in the Company’s
annual report.

(iv) Review the reports submitted by the external auditors.

Item 8. Compensation Plans

During the Annual Stockholders’ Meeting held on 13 August 2007, the stockholders owning or
representing at least two thirds (2/3) of the outstanding capital stock approved the stock option for the
Company’s deserving employees, officers and board members to be derived from the Company’s
unissued authorized capital stock up to the extent of ten percent (10%) of the outstanding capital stock
of the Company, subject for approval by the Securities and Exchange Commission (SEC) and the
Philippine Stock Exchange (PSE).

The terms and conditions governing the stock option plan still have to be determined and approved by
the Board of Directors. The application for said stock option plan has not been filed yet with the SEC
and PSE. There are no stock warrants or options outstanding.

While the Company currently does not have any intention of issuing stock option plans, it reserves the
right to issue the same in the future subject to applicable regulations.

C. ISSUANCE AND EXCHANGE OF SECURITIES

Iltem 9. Authorization or Issuance of Securities Other than for Exchange

There are no actions or matters to be discussed in the Annual Stockholders’ Meeting with respect to
the authorization or issuance of any securities.

ltem 10. Modification or Exchange of Securities

There are no actions or matters to be discussed in the Annual Stockholders’ Meeting with respect to
the modification of any class of securities of the Company, or the issuance or authorization for issuance
of one (1) class of securities of the Company in exchange for outstanding securities of another class.

Item 11. Financial and Other Information

0) Management’s Discussion and Analysis of Financial Condition and Results of
Operations are attached hereto as Annex “C”.

(i) The Annual Report for the year ended 31 December 2017 are attached hereto as
Annex “D”.

ltem 12. Mergers, Consolidations, Acquisitions, and Similar Matters

There are no actions or matters to be discussed in the Annual Stockholders’ Meeting with respect to
mergers, consolidations, acquisitions, sales, or other transfers of all or any substantial part of the assets
of the Company, liquidation or dissolution of the Company, and similar matters.

Description of the business of the registrant and its significant subsidiaries
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Below is the list of the subsidiaries of LBC Express, Inc.:

Country of
incorporation Principal activities
Philippines Logistics and money
LBC Express, Inc. remittance
Philippines Logistics and money
LBC Express - MM, Inc. remittance
Philippines Logistics and money
LBC Express - CL, Inc. remittance
Philippines Logistics and money
LBC Express - NL, Inc. remittance
Philippines Logistics and money
LBC Express - VIS, Inc. remittance
Philippines Logistics and money
LBC Express - SL, Inc. remittance
Philippines Logistics and money
LBC Express - SCS, Inc. remittance
LBC Express Corporate Solutions,  Philippines Logistics and money
Inc. remittance
Philippines Logistics and money
LBC Express - CMM, Inc. remittance
Philippines Logistics and money
LBC Express - EMM, Inc. remittance
Philippines Logistics and money
LBC Express - MIN, Inc. remittance
Philippines Logistics and money
LBC Express - SMM, Inc. remittance
Philippines Logistics and money
LBC Express - SEL, Inc. remittance
Philippines Logistics and money
LBC Express - WVIS, Inc. remittance
Philippines Logistics and money
LBC Express - SEM, Inc. remittance
Philippines Logistics and money
LBC Express - SCC, Inc. remittance
Philippines Logistics and money
South Mindanao Courier Co., Inc. remittance
Philippines Logistics and money
LBC Express - NEMM, Inc. remittance
Philippines Logistics and money
LBC Express - NWMM, Inc. remittance
Philippines Logistics and money
LBC Systems, Inc. remittance
LBC Express Bahrain, LLC Bahrain Logistics
LBC Express WLL Kuwait Logistics
LBC Express LLC ® Qatar Logistics

On March 19, 2018, the Board of Directors of the Company approved the following transactions:
1. Acquisition of thirty percent (30%) equity interest in Orient Freight International, Inc. ("OFI") by:

(a) purchasing 1,150,000 common shares held by Rayomar Management, Inc. in OFI; and (b)
subscribing to 3,285,714 unissued common shares of OFI; and
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2. Acquisition of shares of QUADX INC. in order to diversify the Company’s businesses by
acquiring the QUADX INC.'s debt to LBC Express, Inc. and converting the same to equity in
QUADX INC. QUADX Inc. owns, maintains and/or operates an e-Commerce website including
but not limited to an online marketplace, online marketing services, and an online retail store.

On April 4, 2018, the Board of Directors approved the investment and acquisition of eighty six percent
(86%) equity interest in QuadX Pte. Ltd. through the following: (a) the purchase of 862 ordinary shares
of QuadX Pte. Ltd. held by Fernando Gonzalez Araneta; and (b) the subscription to 85,248 unissued
ordinary shares of QuadX Pte. Ltd.

On March 7, 2018, the the Board of Directors approved the purchase of shares of some international
affiliates in line with the conditions to the issuance of the convertible bond. The acquisition is expected
to benefit the Company by contributing to its global revenue streams. On the same date, the share
purchase agreements were executed by the Company and the international affiliates with a total share
purchase price amounting to USD 8.55 million, subject to certain closing conditions.

Below is the list of entities that were acquired by the Company:

e |LBC Mabuhay Saipan, Inc. which operates as a cargo and remittance company in Saipan. The
Company purchased 120,000 shares or 100% of the total outstanding shares of the acquiree
at purchase price of USD 207,000. The transfer of the ownership of the shares and all rights,
titles and interest thereto shall take place following the payment of the consideration.

e | BC Mabuhay Hawaii Corporation which operates as a cargo and remittance company in
Hawaii. LBC Mundial Corporation operates as a cargo and remittance company in California.
The Company purchased 1,536,408 shares or 100% of the total outstanding shares from LBC
Holdings USA Corporation.

e LBC Mabuhay North America Corporation which operates as a cargo and remittance company
in New Jersey. The Company purchased 1,605,273 shares or 100% of the total outstanding
shares from LBC Holdings USA Corporation.

Patents, Trademarks, Licenses, Franchises, Concessions, Royalty, Agreement or Labor
contracts including duration

The Company uses a variety of registered names and marks, including the names “LBC Express, Inc.,”
‘LBC Express,” “LBC”, “Hari Ng Padala” (Tagalog for “King of Forwarding Services”) and
‘WWW.LBCEXPRESS.COM” as well as the traditional and the re-designed “LBC” corporate logos
(including the new slogan “We like to move it”), the “Team LBC Hari Ng Padala” logo and “LBC Remit
Express” logo in connection with its business. Except for the “LBC Remit Express” design and logo
registered on July 26, 2012 and expires on July 26, 2022) and the LBC in rectangular box and Pesopak
logo (registered on May 31, 2012 and expires on May 31, 2022), which are owned directly by the
Company, these marks (collectively, the “LBC Marks”) are owned and licensed to the Company by LBC
Development Corporation, the Company’s parent company, pursuant to a trademark licensing
agreement entered into on November 9, 2007. Under the terms of this agreement, the Company has
the full and exclusive right to utilize the LBC Marks in consideration for a fixed royalty fee of 3.5% of the
Company’s annual gross revenues (defined as all revenue from sales of products and services, direct
and indirect, relating to the Company’s business operations). Pursuant to an addendum signed on
October 25, 2013, the fixed royalty fee was lowered to 2.5%, effective December 1, 2013. Under the
agreement, the Company also has the right to extend the use of the LBC marks to its subsidiaries
(defined as companies in which the Company holds at least 67% of the voting rights) within the
Philippines, as well as to its remittance and cargo/courier/freight forwarding fulfillment service partners
and agents in the Philippines and abroad, subject to certain terms and conditions. In practice, foreign
agents of the Company are granted very limited use of the “LBC” brand and logos pursuant to the
individual agency agreements entered into between them and the Company.

Governmental approval of principal products and services

Republic Act No. 776 (“RA 776”) and Executive Order No. 514 (“EO 514”) are the principal statutes that
provide the regulatory framework for freight forwarding by air and sea, respectively.
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Freight Forwarding by Air

Under RA 776, an air freight forwarder is defined as an indirect air carrier which, in the ordinary and
usual course of its undertaking, assembles and consolidates or provides for assembling and
consolidating such property or performs or provides for the performance of break-bulk and distributing
operations with respect to consolidated shipments, and is responsible for the transportation of property
from the point of receipt to point of destination and utilizes for the whole or any part of such
transportation the services of a direct air carrier. As mandated by RA 776, an airfreight forwarder shall
only be allowed to engage in its allowed activities as stated in the law if it has, in force, a permit or any
other form of authorization issued by the Civil Aeronautics Board (“CAB”). RA 776 states that only
“citizens of the Philippines” may engage in domestic air commerce or air transportation, which includes
air freight forwarding. For this purpose, a "“citizen of the Philippines" means (a) an individual who is a
citizen of the Philippines, or (b) a partnership of which each member is such an individual, or (c) a
corporation or association created or organized under the laws of the Philippines, of which the directing
head and two-thirds or more of the Board of Directors and other managing officers are citizens of the
Philippines, and in which 60% of the voting interest is owned or controlled by persons who are citizens
of the Philippines.

Each permit/certificate issued by the CAB shall be effective from the date specified therein and shall
continue in effect until suspended or revoked or until the CAB shall certify that operation thereunder
has ceased. If any service authorized by a permit/certificate is not inaugurated within a period of 90
days after the date of authorization as shall be fixed by the CAB or after such other period as may be
designated by the CAB, the CAB may by order or direct that such permit/certificate shall thereupon
cease to be effective to the extent of such service. No permit/certificate shall be issued for a period of
more than 25 years.

Freight Forwarding by Sea

Under EO 514, the Philippine Shippers’ Council was converted into a regular agency of the Department
of Trade and Industry (“DTI”) known as Philippine Shippers’ Bureau (“PSB”).

Under the PSB Rules, an international freight forwarder (“IFF”) is defined as a local entity that acts as
a cargo intermediary and facilitates transport of goods on behalf of its client without assuming the role
of a carrier. An IFF can also perform other forwarding services, such as booking cargo space,
negotiating freight rates, preparing documents, advancing freight payments, providing packing/crating,
trucking and warehousing, engaging as an agent/representative of a foreign Non-Vessel Operating
Common Carrier (“NVOCC”) cargo consolidator named in a Master Bill of Lading as consignee of a
consolidated shipment, and other related undertakings. The required minimum paid up capital of an IFF
is £2,000,000.00 while its required minimum insurance coverage is £500,000.00. In contrast, a
domestic freight forwarder (“DFF”) is defined as an entity that facilitates and provides the transport of
cargo and distribution of goods within the Philippines on behalf of its client. The required minimum
capital of a DFF is £250,000.00 while its required minimum insurance coverage is £250,000.00.

An IFF and DFF shall secure an accreditation with the PSB in order to conduct sea freight forwarding
activities. The PSB issues a Certificate of Accreditation to a DFF and IFF to engage in the specific sea
freight forwarding functions and/or categoryl/ies it can operate. Every branch of a DFF and IFF must first
be accredited before said branch can legally engage in the freight forwarding business. The Certificate
of Accreditation has a life span of two years unless sooner cancelled under the PSB Rules. Its life span
may also be cut short when it is automatically, or deemed revoked. The said Certificate shall not be
transferred, alienated or inherited, in any manner. Official representatives of an accredited IFF or DFF
firm are required to obtain PSB IDs. The life span of a PSB ID is co-terminus with the life span of the
Certificate of Accreditation. Thus, the cancellation, suspension, expiration or automatic/deemed
revocation of the Certificate of Accreditation shall result in the automatic cancellation, suspension,
expiration or revocation of the PSB ID.

Regulation of Private Express and Messengerial Delivery Services in the Philippines

Under Republic Act No. 7354, otherwise known as the “Postal Service Act of 1992”, the Department of
Transportation and Communications (the “DOTC”) was given the exclusive power and authority to
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regulate the postal delivery services industry or those engaged in domestic postal commerce, including
the registration and prequalification of any natural or juridical person, other than freight forwarders, who
engage in the business of letter and parcel messengerial services, door-to-door delivery, or the
transporting of the property of others that are similar to mail or parcel. Pursuant to such authority, on
January 23, 2001, the DOTC issued Department Circular No. 2001-01 known as the “Rules and
Regulations in the Processing, Hearing and Adjudication of Applications for Authority to Operate Private
Express and/or Messenger Delivery Service, and in Investigation of Complaints in connection with the
Operation of such Services” (the “DOTC Rules”).

The DOTC Rules provide that only Filipino citizens or corporations or partnerships duly registered with
the Securities and Exchange Commission, at least 60% of whose capital stock or shares is owned by
Filipino citizens may apply to operate private express and/or messenger delivery services in the
Philippines. Further, the executive and managing officers of such applicant are also required to be
citizens of the Philippines. If assessed favorably, and after complying with the substantive and
procedural requirements under the DOTC Rules, the applicant may be granted an authority by the
Secretary of the DOTC to operate private express and/or messenger delivery services, which authority
may be renewed, upon application, on a graduated scale (i.e., 1 to 5 years) and shall be renewable
thereafter every five years. A copy of the authority granted shall also be furnished to the Private Express
and Messengerial Association of the Philippines. Moreover, the authority granted may be amended,
suspended, or cancelled when the public interest so requires or whenever the holder thereof has
violated any order, rule or regulation prescribed by the DOTC.

The Commission on Information and Communication Technology (“CICT”) was created in 2004 and
attached to the Office of the President by Executive Order No. 269. The CICT was the primary policy,
implementing, and regulating entity for the promotion and development of integrated and strategic
information and communications technology systems and communication facilities and services.
Among the functions transferred to the CICT included the responsibilities of the DOTC relating to
communications, and the authority to establish and prescribe rules and regulations for the operation
and maintenance of a nationwide postal system that shall include mail processing, delivery services,
and money order services.

In 2011, President Aquino issued Executive Order No. 47 renaming the CICT as the Information and
Communications Technology Office (“ICTO”), transferring the former’s functions to the latter, and placed
the ICTO under the technical and administrative supervision of Department of Science and Technology
(“DOST”). Among others, the ICTO is tasked with the implementation of the government’s ICT-related
initiatives.

Applications for authority or renewal of authority to operate private express and/or messengerial delivery
entities as described earlier, are currently dealt with by the ICTO.

Regulation of Remittance Agents in the Philippines

Under BSP Circular No. 471, series of 2005, all qualified persons or non-bank institutions who intend
to act as foreign exchange dealers/money changers and/or remittance agents are required to register
with the BSP, before they can operate as such. Upon approval of the application of the foreign exchange
dealer/money changer or remittance agent, a certificate of registration shall be issued by the BSP.

All foreign exchange dealers/money changers and/or remittance agents are likewise required to comply
with the applicable provisions of Republic Act No. 7653 (The New Central Bank Act) and Republic Act
No. 9160, as amended by Republic Act No. 9194, and further amended by Republic Act No. 10167, or
the Philippine Anti-Money Laundering Act of 2001.

Effect of existing or probable government regulations on the business

The Company has been intently monitoring the effects of Republic Act No. 10963, otherwise known as
the “Tax Reform for Acceleration and Inclusion” Act (the “TRAIN Act”) on prices, focusing on utilities
and oil as these have a direct and indirect effect on the Company’s costs. As the Company continues
to expand its branch network, warehouse & distribution network, an increase in utility and oil prices will
affect the Company’s costs which are directed to support increases in sales volumes. The Company is
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likewise preparing for the effects that an increase oil prices may have on its carriers and service partners
(airlines, shipping lines, trucking companies).

Aside from the TRAIN Law, there are no existing or probable governmental regulation that are
material to the business of the Company.

Major risks involved in each of the business of the company and subsidiaries.

A significant portion of the Company’s business activities are conducted in the Philippines and a
significant portion of its assets are located in the Philippines, which exposes the Company and its
subsidiaries to risks associated with the Philippines, including the performance of, and impacts of global
conditions on, the Philippine economy. Some of these risks include the following:

o Any political instability in the Philippines may adversely affect the Company’s business, results
of operations or financial condition.
. There is no guarantee that future events will not cause political instability in the Philippines.

Such instability may disrupt the country and its economy, as well as commercial traffic into and
out of the Philippines, which could materially and adversely affect the Company’s business,
financial condition and results of operations. Acts of terrorism, clashes with separatist groups
and violent crimes could destabilize the country and could have a material adverse effect on
the Company’s business and financial condition.

) Territorial and other disputes with China and a number of Southeast Asian countries may
disrupt the Philippine economy and business environment.

. Investors may face difficulties enforcing judgments against the Company.

. Corporate governance and disclosure standards in the Philippines may be less stringent than
those in other countries.

. The sovereign credit ratings of the Philippines may adversely affect the Company’s business.

. The occurrence of natural catastrophes could adversely affect the Company’s business,
financial condition or results of operations.

. Volatility in the value of the Peso against the U.S. dollar and other currencies could adversely

affect the Company’s business.
Legal Proceedings

Due to the nature of the Company’s business, however, it is involved in various legal proceedings, both
as plaintiff and defendant, from time to time. Such litigation involves, among others, claims against the
Company for non-delivery, loss or theft of packages and documents, mis-release of remittances, labor
disputes, as well as cases filed by the Company against employees and others for theft and similar
offenses.

Except as disclosed below, neither the Company nor any of its subsidiaries have been or are involved
in, or the subject of, any governmental, legal or arbitration proceedings which, if determined adversely
to the Company or the relevant subsidiary’s interests, would have a material effect on the business or
financial position of the Company or any of its subsidiaries.

On November 2, 2015, LBC Bank, through its receiver/liquidator, the PDIC, filed a case against LBC
Express, Inc. and LBC Development Corporation, together with other respondents, for a total collection
of #1.82 billion. The PDIC seeks to collect allegedly unpaid service fees due from June 2006 to August
2011 and service charges on remittance transactions from January 2010 to September 2011. The case
was raffled to Branch 143 of the Makati City Regional Trial Court.

On December 28, 2015, the summons, together with a copy of the Complaint of LBC Development
Bank, Inc., and the writ of preliminary attachment were served on the former Corporate Secretary of
LBC Express, Inc. The writ of preliminary attachment resulted in the (a) tagging of the 1,205,974,632
shares of LBC Express Holdings, Inc. owned by LBC Development Corporation and; (b) the attachment
of various banks accounts of LBC Express, Inc. totalling £6.90 million. The tagging of the shares in the
record of the stock transfer agent had the effect of preventing the registration or recording of any of the
said shares in the records, unless the writ of attachment is lifted, quashed or discharged.
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OnJanuary 12, 2016, LBC Express, Inc. and LBC Development Corporation filed with the court a Motion
to Dismiss the Complaint for the collection of the sum of £1.82 billion. On January 21, 2016, they also
filed an Urgent Motion to Dismiss the Complaint for the collection of the sum of #1.82 billion and on
January 21, 2016, filed its Urgent Motion to Approve the Counterbond and Discharge the Writ of
Attachment.

On February 17, 2016, the court issued an order to lifting and setting aside the writ of preliminary
attachment. The said order directed the sheriff of the court to deliver to LBC Express Inc. and LBC
Development Corporation all properties previously garnished pursuant to the writ of preliminary
attachment. The counterbond delivered by LBC Express, Inc. and LBC Development Corporation, which
is for an amount equal to £1.82 billion (the total amount of the claim) shall stand in place of the properties
so released and shall serve as security to satisfy any final judgement against LBC Express, Inc. or LBC
Development Corporation in the case. Furthermore, LBC Development Corporation has expressly
undertaken to both the Company and LBC Express, Inc. to fund, through additional equity in LBC
Express, Inc., any amount that the latter may be adjudged to pay in the case.

Pursuant to the said order setting aside the writ of preliminary attachment and garnishment, RCBC
Stock Transfer Department has effected, as of July 13, 2016, the lifting of the (i) tagging of LBC Express
Development Corporation’s 1,205,974,632 shares in the Company and (ii) garnishment of PLDT
preferred shares of LBC Development Corporation.

In a Joint Resolution dated June 28, 2016, the court resolved to deny the Motion to Dismiss filed by
LBC Express, Inc., as well as the other defendants. On July 18, 2016, LBC Express, Inc., together with
the other defendants, filed motions for reconsideration of the Joint Resolution. In its Resolution dated
February 16, 2017, the court resolved to deny the defendants’ Motion for Reconsideration and directed
the defendants to file their respective Answers within the remaining period. On 24, April 2017, LBC
Express Inc. and LBC Development Corporation filed a Petition for Certiorari with the Court of Appeals,
assailing the Joint Resolution denying the motions to dismiss. The Petition for Certiorari is pending
resolution with the Court of Appeals.

On April 10, 2017, the other defendants filed their respective Answers while LBC Express Inc. and
LBCDC filed their Answer on April 11, 2017. Initially, the court issued a resolution dated June 15, 2017
declaring the LBC Express, Inc., LBC Development Corporation and the other defendants in default.
OnJuly 7, 2017, LBC Express, Inc., LBC Development Corporation and the other defendants filed their
respective Verified Omnibus Motions for Reconsideration, to Lift the Order of Default, and to Suspend
Proceedings, praying for the reversal of the order of default and the suspension of the proceedings
pending such motion. The other defendants also filed an Urgent Motion for Inhibition. The court then
issued a Joint Resolution dated July 20, 2017, lifting the order of default and admitting all of the Answers
filed by the defendants, including LBC Express Inc. and LBCDC. The judge of Branch 143 also granted
the urgent motion for inhibition and the case was re-raffled to Branch 142. The PDIC filed a Motion for
Reconsideration dated August 7, 2017 of the Joint Resolution. The defendants, including LBC Express
Inc. and LBCDC, have filed oppositions and the said motion is currently pending resolution.

The parties were then referred to mediation and Judicial Dispute Resolution (JDR) in order to discuss
the possibility of amicable settlement. Although LBC Express Inc. is open to an amicable settlement,
negotiations did not prosper and mediation was terminated on 8 December 2017, while JDR was
terminated on January 19, 2018.

The case was re-raffled to Branch 134 of the Makati RTC. The Acting Presiding Judge issued an Order
dated April 12, 2018, setting the case for preliminary conference on May 31, 2018. However, the
counsels have agreed to file a joint motion to defer or suspend the preliminary conference, in order to
continue the discussion of an amicable settlement. The counsels expect to file such motion before May
31, 2018.

Item 13. Acquisition or Disposition of Property

There are no actions or matters to be discussed in the Annual Stockholders’ Meeting with respect to
the acquisition or disposition of any significant Company property.
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ltem 14. Restatement of Accounts

There are no actions or matters to be discussed in the Annual Stockholders’ Meeting with respect to
the restatement of any asset, capital, or surplus account of the Company.

D. OTHER MATTERS

Item 15. Action with Respect to Reports

The following are to be submitted for approval during the Annual Stockholders’ Meeting:

(i)  Minutes of the Annual Stockholders’ Meeting held on 29 August 2017,

(i)  President’s Report based on the Annual Report and 2017 Audited Consolidated Financial
Statements of the Company;

(i)  Approval of the Annual Report and Audited Financial Statements for the fiscal year ended
31 December 2017;

(iv) Election of Directors, including Independent Directors;

(v) Election/appointment of External Auditor;

(vi) General ratification of all the acts and proceedings of the incumbent Board of Directors
and Management from the date following the last annual stockholders’ meeting which are
covered by resolutions duly adopted in the normal course of trade or business such as:

a. Approval of the minutes of previous meetings;
b. Approval of the audited financial statements;

c. Changing of bank account signatories; and

d. Approval of the schedule, venue, and agenda of the Annual Stockholders’
Meeting.

ltem 16. Matters Not Required to be Submitted

There is no action to be taken with respect to any matter which is not required to be submitted to a vote
of security holders.

Item 18. Other Proposed Actions

(i)

(if)
(iii)

Election of the members of the Board of Directors, including independent directors, for the
ensuing calendar year

Reappointment of external auditors

Approval of the Corporate Guaranty in the form of suretyship in relation to: (a) Php1.314 Billion
Revolving Credit Facility of the Company’s wholly-owned subsidiary, LBC Express, Inc., with
Rizal Commercial Banking Corporation; and (b) Php170 Million and US$1Million Revolving
Credit Facilities of the Company’s wholly-owned subsidiary, LBC Express, Inc., with CTBC
Bank (Philippines) Corp. The loans from RCBC and CTBC will be used as working capital, for
the refinancing of existing term loan with BDO Unibank, Inc., and management of foreign
currency risks.

As a condition to the extension of the aforesaid facilities to LBC Express, Inc., the Company
has been required to guarantee (in the form of suretyship) fulfillment of the above-listed loan
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obligations of LBC Express, Inc. Under Philippine law, a surety obligates himself to pay the
creditors of a principal debtor in case the principal debtor fails to pay the secured obligations.

Under the secondary purpose set forth in the Articles of Incorporation of the Company, the
Company may guarantee or secure, whether as surety or guarantor either on its general credit
or on mortgage or pledge of any of its property, the whole or any part of the liabilities and
obligations of any of its subsidiaries. Considering that the power to guarantee is part of the
Company's secondary purposes, the Company seeks the approval of its stockholders to
exercise and implement the same.

Iltem 19. Voting Procedures

Manner of Voting

In all items for approval, except in the election of directors, each share of stock entitles its
registered owner to one vote.

For the purpose of electing directors, a stockholder may vote such number of his shares for as
many persons as there are directors to be elected or he may cumulate said shares and give
one candidate as many votes as the number of directors to be elected multiplied by the number
of his shares shall equal, or he may distribute them in the same principle among as many
candidates as he shall see fit.

Unless required by law, or demanded by a stockholder present or represented at the meeting
and entitled to vote thereat, voting need not be by ballot and will be done by show of hands.

The Corporate Secretary will be responsible for counting votes based on the number of shares
entitled to vote owned by the stockholders who are present or represented by proxies.

Vote Required

With respect to the election of directors, candidates who received the highest number of votes
shall be declared elected.

With respect to the adoption of the Audited Financial Statements for the year ended 31
December 2017, approval of minutes of the annual stockholders’ meeting held on 29 August
2017, the approval of the President’s Report, election of the members of the Board of Directors,
including independent directors, for the ensuing calendar year, and reappointment of external
auditors, the approval or ratification of the other actions set forth under item no. (vi) above, as
well as the approval of the corporate guaranty of the Corporation, the vote of majority of the
outstanding capital stock entitled to vote and represented in the meeting is required to approve
such matters.

Method
The Corporate Secretary will be responsible for counting votes based on the number of shares
entitled to vote owned by the stockholders who are present or represented by proxies at the

Annual Meeting of the stockholders.

Unless required by law, or demanded by a stockholder present or represented at the meeting
and entitled to vote thereat, voting need not be by ballot and will be done by show of hands.
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UNDERTAKING

UPON WRITTEN REQUEST OF A STOCKHOLDER, THE COMPANY WILL PROVIDE, WITHOUT
CHARGE, A COPY OF THE COMPANY’S ANNUAL REPORT ON SEC FORM 17-A DULY FILED
WITH THE SECURITIES AND EXCHANGE COMMISSION. SUCH WRITTEN REQUEST SHOULD

BE ADDRESSED TO:

THE OFFICE OF THE CORPORATE SECRETARY
Penthouse, Liberty Center,
104 H.V. dela Costa Street,
Salcedo Village, Makati City

UNDERTAKING

WE UNDERTAKE TO FURNISH THE STOCKHOLDERS DURING THE ANNUAL STOCKHOLDERS’
MEETING ON 9 JULY 2018 A COPY OF THE COMPANY’S QUARTERLY REPORT ON SEC FORM

17-Q FOR THE QUARTER ENDED 31 MARCH 2018.
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SIGNATURE PAGE

After reasonable inquiry and to the best of my knowledge and belief, | certify that the information set
forth 3n this éed)%)ré is frue, compleie and correct. This report is signed in Makaii City on
une »

' LBC EXPRESS HOLDINGS, INC.

By:

MIGUEL ANGEL A. CAMAHORT
esident




ANNEX A
CERTIFICATION OF INDEPENDENT DIRECTOR

I, SOLITA V. DELANTAR, Filipino, of legal age, and a resident of 7818 Beachwood Street,
Gemblock, Phase 2, Marcelo Green Village, Parafiaque City, after having been duly sworn to in
accordance with law do hereby declare that:

1. 1am a nominee for independent director of LBC EXPRESS HOLDINGS, INC. and have been
its independent director since 2014,

2. 1am affiliated with the following companies or organizations (including Government-Owned and
Controlled Corporations):

Company/QOrganization Position/Relationship Period of Service
PICPA - Integrity Initiative Advocacy Member July 2015 to July
Committee 2016
PMAP Council of Past Presidents Member 1995 to present

Girl Scouts of the Philippines President 2010t0 2012
Foundation, Inc, Treasurer 2013 to 2015
Anchor Land Holdings, Inc. Independent Director 2007 to 2015
Ponticelli, Inc. Vice President 2006 to 2015

3. 1 possess all the qualifications and none of the disqualifications to serve as an Independent
Director of LBC EXPRESS HOLDINGS, INC., as provided for in Section 38 of the Securities
Regulation Code, its Implementing Rules and Regulations and other SEC issuances.

4, 1am not related to any director/officer/substantial shareholder of LBC EXPRESS HOLDINGS,
INC. and its subsidiaries and affiliates.

5. To the best of my knowledge, 1 am not the subject of any pending criminal or administrative
investigation or proceeding.

6. 1 shall faithfully and diligently comply with my duties and responsibilities as independent director
under the Securities Regulation Code and its Implementing Rules and Regulations, Code of
Corporate Governance and other SEC issuances.

7. 1 shalt inform the Corporate Secretary of LBC EXPRESS HOLDINGS, INC. of any changes in
the abovementioned information within five days from its occurrence.
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ANNEX A-1

CERTIFICATION OF INDEPENDENT DIRECTOR

I, LUIS N. YU, JR., Filipino, of legal age, and a resident of the 2nd Floor, PGMC Building, 76
Calbayog Street, Mandaluyong City, after having been duly sworn to in accordance with law do hereby
declare that:

I am a nominee for independent director of LBC EXPRESS HOLDINGS, INC. and have been

its independent director since 2014.

I am affiliated with the following companies or organizations (including Government-Owned and

Controlled Corporations):

Company/Organization

Position/Relationship

Period of Service

8990 Holdings, Inc.

Chairman Emeritus and
Director

2012 to present

IHoldings, Inc.

Chairman Emeritus and
Director

2012 to present

8990 Cebu Housing Development
Corporation

Chairman and Director

2009 to present

8990 Visayas Housing Development | Chairman and Director | 2009 to present
Corporation

8990 Davao Housing Development Chairman and Director | 2009 to present
Corporation -

8990 Mindanao Housing Chairman and Director | 2009 to present

Development Corporation

8990 Iloilo Housing Development
Corporation

Chairman and Director

20109 to present

8999 Luzon Housing Development
Corporation

Chairman and Director

2009 to present

8990 Housing Development Chatrman and Director | 2006 to present
Corporation

Ceres Homes, Inc. Chairman and Director | 2002 to present
Fog Horn, Inc. Chairman and Direcior | 1994 to present

TRy
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I possess all the qualifications and none of the disqualifications to serve as an Independent Director
of LBC EXPRESS HOLDINGS, INC,, as provided for in Section 38 of the Securities Regulation
Code, its Implementing Rules and Regulations and other SEC issuances.

[ am not related to any director/officer/substantial shareholder of LBC EXPRESS HOLDINGS,

INC, and its subsidiaries and affiliates.

To the best of my knowledge, 1 am not the subject of any pending criminal or admmistrative

investigation or proceeding.




6. Ishali faithfully and diligently comply with my duties and responsibilitics as independent director
under the Securities Regulation Code and its Implementing Rules and Reguiations, Code of
Corporate Governance and other SEC issuances.

7. 1shall inform the Corporate Secretary of LBC EXPRESS HOLDINGS, INC. of any changes in
the abovementioned information within five days from its occurrence.
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CERTIFICATION OF INDEPENDENT DIRECTOR

I, ANTHONY A. ABAD, Filipino, of legal age and a resident of 2 Balmori Street, San Lorenzo
Village, Makati City, after having been duly sworn in accordance with law do hereby declare that:

{. Iam anominee for independent director of LBC EXPRESS HOLDINGS, INC.

2. I am affiliated with the following companies or organizations (including Government-Owned
and Controlled Corporations}):

COMPANY/ORGANIZATION | POSITION/RELATIONSHIP PERIOD OF
SERVICE

TRADEADVISORS CEO aud Managing Director 2005-present
ABAD|ALCANTARA |ASSOCIATES | Partner 2014-present
(TradeLawyers)
WORLD TRADE ORGANIZATION | Pauclist, Dispute Settlement Panel | 2011-present
(WTG/OMC)
BLOOMBERG TV PHILIPPINES Anchor/Host 2015-present
ATENEQO CENTER FOR Director 2006-present
INTERNATIONAL ECONOMIC
LAW (ACIEL)
ATENEO DE MANILA UNIVERSITY | Professor 1998-present

3. | possess all the qualifications and none of the disquahﬁcmons to serve as an Independent
Director of LBC EXPRESS HOLDINGS, INC., as provided for in Section 38 of the Securities
Regulation Code, its Implementing Rules and RG"U]&UO]}S and other SEC issuances.

4. 1 am not related to any director/officer/substantial shareholder other than the relationship
provided under Rule 38.2.3 of the Securities Regulation Code.

5. To the best of my knowledge, T am not the subject of any pending criminal or administrative
investigation or proceeding.

6. 1 shall faithfully and diligently comply with my duties and responsibilities as independent
director under the Securities Regulation Code and its Implementing Rules and Regulations,
Code of Corporate Governance and other SEC issuances.

7. 1 shall inform the Corporate Secretary of LBC EXPRESS HOLDINGS, INC. of any changes in
the abovementioned information within five days from ifs occurrence.

Done this 8" day of May 2018 at Makati City.

ANTHONY A. ABAD
Director

SUBSCRIBED AND SWORN TO before me this '~ * in Makati City, affiant
exhibited to me her Philippine Passport No, P4211923A issued on 30 August 2017 by the DFA Manila.
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REPUBLIC OF THE PHILIPPINES)
MAKATI CITY }S.S

SECRETARY’S CERTIFICATE

|, MAHLEENE G. GO, Filipino, of legal age, with office address at the Penthouse,
Liberty Center, 104 H. V. Dela Costa Street, Salcedo Village, Makati City, after being duly
sworn in accordance with law, hereby depose and state that

1. | am the incumbent Assistant Corporate Secretary of LBC EXPRESS
HOLDINGS, INC. (hereinafter the “Corporation”), a corporation organized and existing under
and by virtue of the laws of the Republic of the Philippines, with office located at LBC Hangar,
General Aviation Centre, Domestic Airport Road, Pasay City, Metro Manila, Philippines.

2. Based on the respective certifications of the directors and officers of the
Corporation, as well as the records of the Corporation presently in my custody, none of the
directors or officers of the Corporation holds any position in any capacity in any government
agency or instrumentality.

IN WITNESS WHEREOQF, | have hereunto set my hand this

in Makati City, Metro Manila. ) - ;
AL

AHLEENE G. GO
Assistant Corporaté Secretary

SUBSCRIBED AND SWORN to before me this day of in Makati
City, affiant exhibiting to me her Passport No. EC1941000 issued on 20 August 2014 by the

DFA NCR East. ST e
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MANAGEMENT'S DISCUSSION AND ANALYSIS OR PLAN OF OPERATION
KEY PERFORMANCE INDICATORS
Financial Ratios:

2017 2016 2015

Current ratio Current Assets/Current Liabilities 2.51 1.67 1.18

Debt ic eguity ratio Total Liabilities/Stockholders' Equity 2.98 1.74 2.66

Debt to total assets ratio Total Liabilities/Total Assets 0.75 0.63 0.73

Return on average assets Net income attributable to Parent 8.71% 14.52% 8.11%
Company/ Average assets

Book value per share Stockholders' Equity/ Total Number #1.66 B1.73 P1.14
Shares

Basic and Diluted Net Income/(Loss)/ Total Number #0489 P065 PBD.29

Earnings/{l_oss) per share Shares

RESULTS OF OPERATIONS

For the year ended December 31, 2017 compared with the year ended December 31, 2016

Service Revenues

The Company's service revenues increased by 15% to P10,020.1 millicn for the year ended
December 31, 2017 from #8,695.4 million for the year ended December 31, 2016, primarily due to
increase in revenues from the Logistics segment attributable to growth in both retail and corporate
sales.

Logisfics

Revenues from the Logistics segment grew by 19% to ©8,981.2 million for the year ended December
31, 2017 from #7,521.9 million for the year ended December 31, 2016, primarily due to growth in
retail and corporate revenue by 16% and 26%, respectively. The growth in volume of retail services
was mainly attributable to the herizental growth of the Company, evidenced by the addition of average
57 new branches in the Philippines. Corporate accounts’ growth was contributed by both large and
small-medium enterprise clients. There is also an incremental increase in the Company's volumes
from cargo forwarding services during the year.

Cost of Services

Cost of services increased by 18% fto P6,606.0 milicn for the vyear ended
December 31, 2017 from #5,590.5 million for the year ended December 31, 2016 relative to growth in
volume in logistic services. Moreover, truck rental rates are higher primarily due to increase in fuel
prices in 2017.

Gross Profit
Gross profit increased by 10% to P3,414.1 million for the year ended December 31, 2017 from

£3,104.9 million for the year ended December 31, 2016, primarily due to the increase in volume for
logistic services.



Operating Expenses

Operating expenses increased by 10% to P2,066.6 milion for the year ended
December 31, 2017 from #1,872.8 million for the year ended December 31, 2016.

Professional fee is higher by 35% mainly related to-.acquired services of consultants for process
improvement.

Rent expense increased by 21% primarily resulting from renewal of head office lease contract
effective Cctober 2016 with escalation on monthly fee and two new administrative warehouses
contract which started mid-2016.

Taxes and licenses increased by 18% primarily related to additional branches and increase in gross
receipts which are the basis for business permits.

Dues and subscription Is increased to 31.3 million for the year ended December 31, 2017 from P3.8
million for the year ended December 31, 2016, related to the new cloud services acquired and the
cost of support for migration.

Other Income, Net

Foreign exchange gain, net is lower by 36% which resulted from the foreign exchange trading,
revaluation of time deposit dencminated in US dollars and convertible insirument,

Loss on derivative amounting to P200.0 million is recognized as a result of higher esiimated fair
markef value of derivative liability as at December 31, 2017 as compared to the value on inception
date. This is primarily due to higher LBC stock price as compared to the stock price on the convertible
instrument transaction date which generally increase the value of the derivative.

Interest expense is higher by 115% or P73.3 million primarily due to bond payable aceretion and
current period inierest from notes payable, finance lease and other liabilities.

Income before Income Tax

Income before income tax decreased by 15% to #1,126.8 million for the year anded December 31,
2017 from #1,325.1 million for the year ended December 31, 2015, primarily dus to the losses
incusred related to convertible instrument during the year.

Income Tax Expense

Income tax expense increased by 2% to P418.9 milion for the year ended
Decernber 31, 2017 from ®411.2 millicn for the year ended December 31, 2016 because of lower
amount of deferred income tax expenses resulting from temporary differences between cash and
accounting methoed.

Net Income for the Year

The Company’s profit for the year decreased by 23% to #707.9 million for the year ended December
31, 2017 from #913.9 million for the year ended December 31, 2016 as a result of the foregoing
movements.

For the vear ended December 31, 2016 compared with the vear ended December 31, 2015

Service Revenues

The Company's service revenues increased by 13% to £8,695.4 million for the year ended December
31, 2016 from ©7,688.5 miltion for the year ended December 31, 2015, primarily due to an increase in
revenues from the Logistics segment aitributable to growth in both retail and corporate sales.



Logistics

Revenues from the Logistics segment grew by 20% to £7,521.9 million for the year ended December
31, 2018 from P6,290.3 million for the year ended December 31, 2015, primarily due to a growth in
the volume of courier services rendered. The growth in volume of services was mainly attributable to
the horizontal growth of the Company, evidenced by the addition of 48 new branches in the
Philippines. This growth also resulted in an incremental increase in the Company’s volumes from
cargo forwarding services during the year.

Price increase is also implemented at an average of 7% to 9% for Philippines, effective April, 2015,
respectively, which resulted to higher price variance for the months of January to March.

Cost of Services

Cost of services increasad by 9% to £5,590.5 million for the year ended December 31, 2016 from
#5,119.5 million for the year ended December 31, 2015 mainly attributable to higher revenue by 13%.
While the improvement in percentage to revenue to 64% in 2016 from 67% is primarily due to
favorable cost ratio which resulted from the lower average freight rates of major carrier for the
uiilization of mid-day flights and maximizing the use of sea carrier with lower rates. Other fixed costs
such as salaries and wages, rent, utilities and depreciation remain at a reasonable level with only 6%
increment,

Gross Profit

Gross profit increased by 21% to ®3,104.9 million for the year ended December 31, 2016 from
#2,567.0 millian for the year ended December 31, 2015, primarily dug to the increase in volume and
rate of air and courier services and improvement in costs of air and sea freight.

Operating Expenses

Operating expenses decreased by 4% to $1,872.8 million for the year ended December 31, 2016
from #1,847.8 million for the year ended December 31, 2015.

Significant reduction of advertising expense by 32% or P81.7 million is mainly atiributable to non-
incurrence of boxing sports sponsorship (Pacquiao) and decrease in media advertising and
production related to brand awareness.

The Company had assessed a lower amount of provision for impairment losses on receivables at
#15.8 million for 2016 while 31.5 million for 2015. Incidences that causes write-off of receivables
also lowered resulting to another #23.4 million reduction in expenses.

The above decreases are offset by increase in professional fees by 21% or #26.8 million which is
mainly relaied to acquired services of consultants for overall process improvement of the company.

Other Income, Net

Other income, net which comprise of foreign exchange gain, gain on saie of disposal of assets and
other miscellaneous expense increased by 41% to P154.1 million for the year ended December 31,
2016 from #109.6 million for the year ended December 31, 2015 primarily resulied from earnings
generated from foreign exchange trading.

Finance Costs, Net
Finance costs, net increased by 46% o #61.1 millicn for the year ended December 31, 2016 from

#41.8 millicn for the year ended December 31, 2015, which is related to availment of long-term loans
during the vear.



Income before Income Tax

Income before income tax increased by $3% to £1,325.1 million for the year ended December 31,
2016 from P686.9 million for the year ended December 31, 2015, primarily due to improvement in
revenue and costs.

Income Tax Expense

Income tax expense increased by 52% to #411.2 million for the year ended December 31, 2016 from
P270.6 million for the year ended December 31, 2015 in line with the growth in operating income
subject to income taxes.

Net Income for the Year

As a result of the foregoing, the Company’s profit for the year increased by 120% to £913.9 million for
the year ended December 31, 2016 from P416.3 million for the year ended December 31, 2015.

STATUS AND PLAN OF OPERATIONS

The Company plans to conduct capital raising activities to fund and support future plans for expansion
of operations of LBC Express, Inc., investment in other enterprises, research and development, and
investment in technology, ameng others.

As a result of the expected growth of the Philippine economy in the near term, increased
sophistication of Philippine corporates, improved technology and increased emphasis on E-
commerce, the Company anticipates many opportunities to expand into adjacent business segments
by leveraging its established business platforms and brand equity. These adjacent businesses
include, among others:

International Freight Forwarding. The Company has entered into a partnership agreement
with OHL, a global provider of air and sea freight forwarding services, effective August 1,
2013, to operate as a licensed non-vessel operating common carrier (“NVOCC”), whereby
each party has mutually appointed the other to serve as a non-exclusive sales and handling
agent for air and sea freight forwarding to and from the United States, China, Hong Kong,
Taiwan, Singapare, Malaysia, Vietnam, Australia znd the United Kingdom to Manila. Whereas
in the past, the Company was required to operate through an international freight forwarder
for international shipments, this agreement enables the Company to engage in the business
of international freight forwarding, transacting directly with international shipping companies,
through its partnership with OHL. This will enable the Company fo lessen its own reliance on
other international freight forwarders as well as provide international freight forwarding
services to others as a new service offering. The Company intends to expand its international
freight forwarding business in the future, exploring the possibility of forming partnerships with
other NVOCCs and international freight forwarders.

E-commerce Fulfiiment and Payment Solutions. The Company also aims to take advantage
of the growth in E-commerce in the Philippines, which it believes could franstate into
significant growth potential for both of its businesses. As E-commerce increases, the demand
from online retailers for warehousing, packaging, delivery, billing, payment and other services
that the Company provides will continue to grow. With its existing logistics and bills payment
collection platforms, the Company believes it is well-positioned to be the integrated logistics
and money services provider of choice for corporate E-commerce clients. The Company aims
to target direct sellers, online resellers and buyers, with services such as same day delivary,
SMS notifications, personalized packages and Send & Swipe options, among others. The
Company recently created shippingcart.com tc allow customers to shop anywhere in the
world by providing a personal P.O. box and payment solutions such as cash, credit card, and
bank transfer. The Company also intends to create a secure trade platform as an integrator of
payments, including cash, credit card and bank transfer. As of the date of this Prospectus, the
Company has already entered into contracts with certain E-commerce companies to provide
fulfillment and delivery services.



Integrated Port and Logistics Services. in addition, the Company pians to leverage its
experience in the logistics and sea cargo forwarding industries and intends to establish a
Super Hub. The SuperHub is an integrated port and logistics facility that conducts
warehousing activities customized to suit various customer needs. [t can accemmodate both
air cargo and sea cargo requirements originating from or destined for Metro Manila that
passes through the Port of Manifa or through the NAIA international airports (Terminals 1, 2,
and 3) and the domestic airport (Terminal 4). The Company seeks fo capture the potential
custormnized warehousing and logistics, and to provide a one (1)-stop hub to customers aimed
to increase efficiency by reducing costs for customers by offering services such as (a)
transportation, (b) storage (both regular and specialized temperature-controlled) facilities, (c)
distribution facilities, and (d) customs and quarantine services, among others. As of March 31,
2018, the Company has two (2) facilities located in Alabang and Cupang, both in Muntinlupa,
Metro Manila. These facilities have a combined floor space of approximately 10,000 sq.m. of
pallet space. The Company currently servies various customers and offer cross—docking
services, which minimizes the handling and storage for the distribution of the clients’ products
directly to their customers or retail chains. Moreover, the Company also provides
warehousing sofutions for goods, including product receipting and shipment, order
reguirements, and inventory management to ensure that stock management practices are in
place. Lastly, the Company also provides pick-and-pack services for select customers, which
involves sorting , assembly and disassembly, and repackaging of the clients’ goods.

Cold Chain Supply. The Company also intends to expand its existing cold chain business.
This refers to the uninterrupted series of pre-cooling, packaging, handling, transperiation,
storage and distribution of goods while maintaining a defined temperature range. Cold chain
capabilities are typically required for high-value craps, fishery, pouliry and livestock producis,
pharmaceuticals and other perishable goods. The Company believes that there is a significant
growth potential in this industry, and intends to continuously develop a logistics infrastructure
to support its cold-chain requirements by investing further into temperature-controlled
warehouses, reefer vans and reefer trucks. Currently these services include containerized
transfers using inter medal fransport for the distribution of frozen and chilled products , as well
as primary transport for both re supply and general trade deliveries. The service also includes
central booking services and administrative temperature data recording.

The Company aims to continue evolving its services and capabilities to anticipate and meet the needs
of corporate clients and capture value fram the growth of the general Philippine ecenomy.

The Company also has an extensive network of branches, affiliates and agents in over 20 countries
and territories worldwide. The Company believes that several of its existing international markets are
currently underserved in terms of both logistics and remittance services, particularly, the mid-western
United States, the Greater Toronto Area in Canada and the Middle East. As part of the effort to
capture market share in such underserved markets, the Campany plans to improve and renovate its
existing branches in order to more efficiently handle and process customer needs and provide service
excellence. In addition, the Company continucusly reviews opportunities to operate in markets where
QFWSs are deployed or where Filipinos are migrating, including Germany, Korea, Kuwait, Bahrain and
Qatar, where the company recently opened branches. As a part of its strategy to broaden its
international coverage, the Company will continue to prudently engage international remittance
fulfillment agents internationally, leveraging their existing networks to expand efficiently into overseas
markets.

In addition to its commitment to invest in organic growth, the Company also plans to augment its
breadth of service offerings and depth of operations by selectively and strategically pursuing sound
acquisition opportunities. In evaluating such opportunities, the Company wili consider, among other
factors, whether the potential target company has synergies with the Company's existing operational
platform, whether the potential target will enable the Company io grow its customer base and market
share in existing businesses, whether it will provide the Company with the platform or know-how to
expand into new business areas, and whether it will provide synergies in terms of efficiencies and
revenue generation. The Company believes that prudent investment in strategic acquisitions will bring
attractive returns to its revenues, profit and growth over the medium to long term.



FINANCIAL CONDITION

As of December 31, 2017 compared to as of December 31, 2016

Assets
Current Assets

Cash and cash equivalents increased by 185% to #3,778.4 million as at December 31, 2017 from
#1,327.8 million as at December 31, 2016. Refer to analysis of cash flows in “Liquidity” section below,

Trade and other receivables increased by 10% to P1,675.8 million as af December 31, 2017 from
P1,526.7 million as at December 31, 2016, primarily due to growth of receivables from customers
amounting to #166.0 million in relation to increase in revenue from corporate accounts.

Due from related parties decreased by 40% to P867.7 million as of December 31, 2017 from £1,108.0
million as at December 31, 20186, largely traceable to offsetting of dividend payment to existing
receivable of LBC Development amounting to #699.0 million.

Available-for-sale investments {current and noncurrent) is higher by 25% to #885.5 million as at
December 31, 2017 from P709.3 millich as at December 31, 2016 which resulted from net placement
UITF account during the year. LBCEH opened a dollar account and placed $4.0 million in December
2017. This is offset by loss resulting from lower market value of quoted shares.

Prepayments and other current assets increased by 15% to #445_1 million as at December 31, 2017
from #388.1 million as at December 31, 2016 mainly because of higher advance rental by P21.8
million resulting from additional Philippines branches (2017: 1,321 vs 2016: 1,249). Input VAT also
increased by £23.9 million. These increases are offset by decrease in marketable securities by 11.0
million. This is classified as “other current assets” since the maturity is more than three months.

Non-current Assets

Property and equipment, net increased by 16% to f976.1 milion as of
December 31, 2017 from ®840.5 million as at December 31, 2016, primarily due to business
expansion which led to net acquisilions of transportation equipment, leasehold improvements and
construction in progress resulting to an increase by 23%, 19% and 91%, respectively, based on net
book value.

Intangibles, net increased by 34% to #356.9 million as at December 31, 2017, from B266.0 million as
at December 31, 2016, mainly related to acquisition of new payroll and logistics system (RAMCO) and
IT security tool. This is offset by the increase in amortization charges for the year amounting to £65.0
million.

Deferred tax assets, net increased by 6% to 289.5 million as at December 31, 2017, from P274.4
million as at December 31, 2016, resulted from higher non-deductible expenses from retirement
benefit which are charged to other comprehensive income.

Security deposits, increased by 13% to £255.4 million as at December 31, 2017, from P226.3 million
as at December 31, 2018, primarily due to additional branches.

Other noncurrent assets, increased by 31% to £92.2 million as at December 31, 2017, from £70.2
million as of December 31, 2018, which resulted from the increase in noncurrent portion of input tax
on capital assets amounting to ®5.6 million, higher prepaid rental amounting to 7.4 million advance
payment for the development of Interblock software amounting to £9.0 million.

Liabilities
Accounts and other payables increased by 24% to 16031 million as at

December 31, 2017, from #1,295.1 million as at December 31, 2016. Trade payable from outside
parties is higher by 14% mostly from increase in customer deposits and cash bonds. Accruad



contracted jobs doubled as at year-end due to increase in headcount to cover the volume transacted
during peak season. Taxes payable is higher by 27% which comprise of VAT payable, expanded
withholding taxes and withholding taxes on compensation.

Notes payable (current and noncurrent) decreased by 23% to ®1,041.3 milion as at
December 31, 2017, from 1,359.2 million as at December 31, 2016, primarily due to settlements of
short and long-term notes during the year.

Transmission liability increased by 26% to #588.2 million as at December 31, 2017, from P467.3
million as at December 31, 2016, relative to higher volume of unremitted collection on delivery (COD)
transactions this year.

Income tax payable decreased by 51% to P125.0 million as at December 31, 2017, from to P254.8
million as at December 31, 20186, resulting from payment of 2015 annual income tax.

Finance lease liabilities (current and noncurrent) decreased by 5% to P117.7 million as at December
31, 2017, from P124.1 millicn as of Decembar 31, 2016, due to lease settlemants in 2017 amounting
to ®45.9 million and offset by additional liability for service vehicles acquired through finance leasa
during the year amounting to 39.6 million.

Bond payable and derivative liability recegnition amounting to P896.2 million and £1,860.4 million,
respectively, as at December 31, 2017 is the result of issuance of a seven-year secured convertible
instrument, in favor of CP Briks in the aggregate principal amount of US$$50.0 million, convertible into
192,307,692 common shares of the Company at the option of the holder at #13.00 per share
conversion price (using the US$1=F50 exchange rate). The instrument is due in 2024 or the seventh
anniversary from the issuance date. The proceeds from the issuance of the instrument shall be used
to fund the growth of the business of the Company including capital expenditures and working capital.
The convertible debt is a hybrid instrument containing host financial kability and derivative component
for the conversion and redemption options.

Retirement benefit obligation decreased by 2% to P705.3 million as at December 31, 2017, from
F721.0 miliion as at December 31, 2016 primarily due to contributions in the plan assets during the
year and benefits paid directly by the Group.

Cther liabilities account is higher by 243% or #83.8 million which comprise of IBM cloud subscription
obtigation, new payroll and logistics system of LBC and subscription of IT security software.

As of December 31, 2016 compared to as of December 31, 2015

Assets
Current Assets

Cash and cash equivalents increased by 36% to #1,327.8 million as December 31, 2016 from P979.1
million as of December 31, 2015,

Trade and other receivables increased by 4% to P1,526.7 million as of Decermber 31, 2016 from
71,466.8 million as of December 31, 2015, primarily due to growth of receivables from affiliates for the
company's fulfillment services. Amount of remittance and cargo service fees is higher by 4% to
#400.3 million for 2016 and ©386.4 million for 2015.

Due from related parties decreased by 16% to 1,108.0 million as of December 31, 2016 from
#1,321.3 million as of December 31, 2015, primarily due to settlement amounting to £198.0 million
before the end of the current year.

Available-for-sale investments amounting to #250.9 million represents the Company’s investment in
unqguoted unit investment trust fund.

Prepayments and other current assets decreased by 12% to 388.1 million as of December 31, 2016
from P443.3 million as of December 31, 2015, primarily due to the restricted cash of #135.3 million



representing cash deposit in bank in the name of the Company which was funded by a specific
customer in relation to the money remittance service in behalf of the said specific customer. The
Company availed of a loan from a bank specifically to service the said customer and the cash deposit
served as a guarantee to the bank. The cash balance is being diminished as the loan balance gets
repaid by the Company. This is fully setfled during the current year.

Non-current Assets

Property and equipment, net increased by 10% to P840.5 million as of December 31, 2016 from
P763.0 million as of December 31, 2015, primarily due to business expansion which led to net
acquisitions of leasehold improvement and furniture and fixtures resulting to an increase by 24% and
26%, respectively, based on net book value.

Intangibles, net decreased by 4% to B266.0 million as of December 31, 2016, from £276.4 million as
of December 31, 2015, primarily due to lower SAP related additions for this year.

Available for sale investment, higher by 116% to P458.4 million as of December 31, 2018, from
$212.6 million as of December 31, 2015, as market price increased from £1.09/share to 2.35 share.

Deferred tax assets, net increased by 22% to P274.4 million as of December 31, 2016, from £225.7
million as of December 31, 2015, as a result of higher non-deductible expenses from retirement
benefit and accrued bonus and leave credits.

Security deposits, increasad by 8% to #226.3 million as of December 31, 2016, from #2092.9 million
as of December 31, 2015, primarily due to increase in branches.

Other noncurrent assets, increased by 14% to 70.2 million as of December 31, 2018, from P61.8
million as of December 31, 2015, which resulted from the increase in noncurrent portion of input tax
on capital assets.

Liabilities

Accounts and other payables decreased by 29% to #1,285.1 miliion as of December 31, 2018, from
71,832.0 million as of December 31, 2015, primarily due to reduction in trade payable by 19%. This is
mainly attributable to improvement of operating expenses.

Due to related parties increased by 1% to #18.3 million as of December 31, 2016, from 18.1 millicn
as of December 31, 2015, primarily due to the revaluation of foreign denominated payable. There is
no additional payable for the year,

Notes payable (current and noncurrent) increased by 31% to #1,359.2 million as at December 31,
20186, from ©1,040.6 million as at December 31, 2015, primarily due to higher outstanding loan from
BDOC bank. The Company availed five-year term loan from the said bank during the year.

Transmission liability decreased by 8% to £467.3 million as of December 31, 2016, from B508.1
million as of December 31, 2015, primarily due to lower volume and amount of money remittance
transactions on the last day of the operations of the year.

Income tax payable increased by 95% to P254.8 million as of December 31, 2018, from #130.7
million as of December 31, 2015, in line with the growth in operating income subject to income taxes.

Finance lease (current and noncurrent) increased by 6% to P124.1 million as at December 31, 20186,
from #117.2 milion as at December 31, 2015, mainly fram additional vehicles acquired through
finance lease during the year.”

Retirement benefit liability increased by 12% to ®721.0 million as of December 31, 2016, from
#641.8 million as of December 31, 2015.



Other noncurrent liabilities decreased by 21% to #34.5 million as of Dacember 31, 2018, from £43.8
millicn as of December 31, 2015, primarily due to the amortization of long-term liability related to IT
infrastructure.

LIQUIDITY

Cash Flows

Years ended December 31, 2017 and December 31, 2016

Cash flow from operating activities

The Company’s net cash from operating activities is primarily affected by income before income tax,
depreciation and amortization, unrealized foreign exchange gain, retirement benefit expense, interest
expense, loss on derivatives and changes in working capital. The Company's net cash from
operating activities were #1,399.3 million, and #808.9 million for the vear ended December 31, 2017
and 20186, respectively.

For the year ended December 31, 2017, cash flow from operating activities were derived from the
normal operations.

Cash flows from investing activities

Cash flow used investing activities for the years ended December 31, 2017 and 2016 were P847.6
million and #611.3 million, respectively.

Cash used for acquisition of property and equipment and intangible assets during the year amounted
to P354.8 million and ®38.5 million, respectively. The Company also acquired available-for-sale
investments amounting to #1,394.0 million, gross of redemptions amounting to #1,206.4 million
during the year.

Cash flow from financing activities

Cash flow from financing activities for the years ended December 31, 2017 and 2016 were 1,922.97
million and #154.6 million, respectively.

For the year ended December 31, 2017, the inflow from financing activities is primarily from the
issuance of convertible instrument that generated cash amounting to 2,505.7 million.
MARKET FOR ISSUER’S COMMON EQUITY AND RELATED STOCKHOLDER MATTERS

MARKET INFORMATION

LBCEH common shares are listed with the PSE. As of the end of December 2017, the total number
of shares held by the public was 219,686,131 common shares or 15.41% of the total issued and
cutstanding capital stock of the LBCEH.

The following table sets forth the share prices of LBCEH's common shares for each quarter of the
years 2018, 2017 and 2016:

High L.ow
() ()

Quarter




2" 17.94 14.20
157 15.88 14.00
4™ 16. 11.50
3™ 14.88 10.50
2M 15.00 10.14
15T 12.20 8.20

The stock price of each common share of LBCEH as of the close of the latest practicable trading date,
June 6, 2018, is P15.04.

STOCKHOLDERS

As of end of March 31, 2018, LBCEH has 486 registered holders of common shares. The
following are the top 20 registered holders of the common shares:

1 LBC Development Corporation| Filipino 1,205,974 632 84 .58%
2 Lim, Vittorio Paulo P. Filipino 59,663,048 4.18%
3 Martinez Jr., Mariano D. Filipino 59,663,946 4.18%
4 Yu, Lowell L. Filipino 59,663,946 4.18%
§ |PCD Nominee Corporation Filipino 37,052,695 2.60%
5] Pcd Nominee Corporation Filipino 3,301,202 0.23%
7 {Ko Mei Nga Filipino 10,000 0.00%
8 |Tia, Tommy Kin Hing Filipino 10,000 0.00%
9 Santos, Ferdinand S. Filipino 10,000 0.00%
10 [Lantin, Andy Filipino 5,000 0.00%
11 [Leong, Jennifer H. Filipino 3,000 0.06%
12 [Cabual, Alfonso B. Filipino 3,000 0.03%
13 [Balo, Jimmy P. Filipino 2,000 0.02%
14 |Cabale, Roy V. Filipino 2,000 0.01%
15 | Bafalla, Wilfredo P. Filipino 2,000 0.01%
16 [Bordios Norman S, Filipino 2,000 0.01%
17 |Abapo, Wilfredo M. Filipino 2,000 0.01%
18 |Amoncio, Juhjeh P. Filipino 2,000 0.01%
19 |Apal, Rommel Filipino 2,000 0.01%
20 |Aquino, Agapito U. Filipino 2,000 0.01%
DIVIDENDS

Dividend Policy

The Company has adopted a dividend policy to distribute to its shareholders a portion of its funds that
are surplus subject to the operating and expansion needs of the Company, as determined by the
board of directors of the Company, in ihe form of stock and/or cash dividends, subject always to:

(a} All requirements of the Corporation Code of the Philippines as well as all other applicable
laws, rules, regulations andfor orders;

(b} Any banking or other funding covenants by which the Company is bound from time to time:
and
(c) The operating and expansion requirements of the Company as mentioned above.

The Company’s subsidiary, LBC Express, Inc. has adopted the same dividend policy.

10



Cash dividends are subject to approval by the Company's board of directors without need of
stockholders’ approval. However, property dividends, such as stock dividends, are subject to the
approval of the Company’s board of directors and stockholders.

The payment of dividends in the future will depend upon the earnings, cash flow and financial
condition of the Company.

Dividend History

On April 19, 2017, the BOD of LBCEH approved the declaration of cash dividends amounting to
F827.00 million from unappropriated retained earnings as of March 31, 2017 amounting to
F849.83 million.

On October 11, 20186, the BOD of LBCEH approved the declaration of cash dividends amounting to
R313.69 million {(nil in 2015).

The dividends atfributable to LECDC was settled through application against due from LBCDC.
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RECENT SALE OF SECURITIES

Please refer to the discussion under “Corporaie Reorganization” of item 1 (“Business”) of this Report
for a summary of recent issuances of shares by the Company.
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Unless othervise specified or the contexi otherwise requires, dll references.to-the “Company” are ta
LBC Espress Holdings. Inc. (LBCEH), ‘its subsidiary IBC Expiess, Inc. (LBC Express} and the
subsidinries of the latter on a consolidated basis. However, references to the “Clompany”, when used
i the context prior to the corporate Yeorganization, are to Federal Resources Investment Group, Tnc.

For plrposes of presenting the financial condition of the Company, the Company has applied the
reverse acquisition method of accounting in view of LBC Express Holdings, Inc.’s acguisition o LBC
Express, Inc. whereby ERC Express Holdings, inc. is treated as the accounting acquiree. Accordingly.
the consolidated financial statements of LBC Express Holdings, Inc. have been prepared as @
contincation of consotidated financial statements of LBC Express, [nc. and s suhsidiaries.

PART 1- BUSINESS AND GENERAL INFORMATION

Tiem 1. BUSINESS

BUSINESS DEVELOPMENT

CORPORATE REORGANIZATION

The Company was tncorporated and registered with the Securities and Exchange Commission {SEC)
a3 “Federal Chemicals, Ine.” on July 12, 1903, Atthe time, the Company was principaliy engaged in
the business of manufacturing various adhesives and sealants and other chemicais for hardware,
construction, do-it-yourself and industrial applications. The Company has besn a publicly-listed
company since December 21, 2001, and was waded under the ticker symbal “FED” on the Philippine
Stock Exchange (PHE).

On September 28, 2007, the changs in corporite name from Federal Chemicals, Inc, o Federal
Resources Investmeni Group, Inc. as well as the change in {he primary purpose of the Company to that
of 1 holding comparny was approved by the SEC.

On._April 23, 2015, the Board of Directors of the Company appraved the issuance of 59,101,000
coramon shares, at #1.00 per share, o of the wnissued portion of the Company™s. authorized capital
siock ta LBC Development Corporation, subject 1o acceptable documentation being arrved at, as well
as the flfiltment of such conditions agreed npon by the parties, including a mandatory tender offer,
where required under relevant laws and reguialions.

The Company needed to raise additional capital througlh the issuance of new shares out of the unissited
portion of fhe Company’s authotized capital stock for general corporate purposes. Further, such
infusion was preparslory 1o & potential additional investnent of LBC Development Corporation into
fhe Company as a result of the ongoing due diligence on-the Company.

On May 18, 2015, the Company and LBC Development Carpﬁra:ian entered Tnto a. Deed of
Subscription, whereby LBC. Devalopment Carporation, subject to the-cempletion of the mandatory
tender offer; subscribed to 59,101,000 comuam shares out of the unissued authorized capital stock of
the Company or 59.10% of the authorized capiml stock of the Company. The consideration for the
subscritied shares-was $59, 11,000 or #1.00 per shave,

On May 22, 2015, LBC Development Corporation filed with the SEC its mandatory tender affer report
for all the autstanding shares of the Covrpany fora tender offer price of P 1.00 per share. The mandatory
tendler offer period commenced on tune §, 2015 and ended on July 7, 2015, On July 14,2005, LBC
Development Corporation filed with the SEC its final tender offer report.




On July 22,2015, the Company issued the stock certificates covering the subseribed shares 10 LBC
Developmuornt Corporation.

On 29 July 2015 :and in consonance with sich change in control, the Board of Directors of the
Company approved the acquisition by the Company of afl the cutsianding shares of stock of LBC
Express, Ine., at the time & wholly-owned subsidiary.of LBC Development Corporation, at the book
value of-nor less than ¥ billion. The Board also appraved the following:

{i)  increase in the authorized capifal stock of the Company from P100 million to up 0 ¥3
bilfion in which subsequentty approved by SEC on Septersber 18, 2015 at P2 hillion;

(ii}  ihc issuance of shares out of the increase in authorized capital stock or out of -the
unissued capital stock to LBC Development Corporation and/or o other investors
and/or third parties for the purpose of {a) funding the acquisition by the Compzny of all
the outstanding shares of stack of LBC Express, Inc.; (b) funding the acquisition of
other poterttial investments, whether or not related to the business of LBC Express, Inc.;
and {¢) ensturing compliance by the Company with the mintmum public ownership
requirements of the PSE;

(iii) the change in-the name of the Company w “LBC Express Holdings, Inc.”; and

(iv) fhe change of the trading symbol “FED™ 10 “LBC”.

On 4 September 2015, the stockholders of the Company. approved all of the foregeing matters.

On 18 Septemiber 204 3, pursuant fo the autherity to issue shares out of the increase iy authorized
capital stock br oty of the unissued capital stock 10 LBC Development: Corporation, the Company and
LBC Development Corporation entered into Subscription Agreements, whereby LBC. Development
Corporation subscribed 1o, and the Compuny agreed to issue, 1,146,873,632 addiconal Common
Shares 4l a subscription price of BL.O0 per share or an aggregate subscription price of P1,146,873,632
{the Additional Subscriptions), consisting of 475,000,000 shares isseed from the increase in the
authorized capital stock of the Company and 671,873,632 shares issued out of the authorized and
unissued capital stock of the Company, following the approval by the SBC of the inerease in the
authorized capital stock of. the Company from #100.000,000.00 divided into 100,000,600 Common
Shares with par value of P1.00 per Share, 1o $2,000,000,000.00 divided intg 2,000,000,000¢ Common
Shares with parvahie of £1.00 per Share. Wotices of exemption Torthe Additional Subseriptions were
fited with the SEC on October 15, 2015,

On September 34, 2013, the Company purchased from LBC Development Corporation a toral of
1L041,180,493 shares of stock in LBC Express, [nc. for an aggregate purchase price of P1,384,670.966.

On 2 October 2015, the Company entered infy Subseriplion Agrezments with each of Vittorio P Lin,
Mariano D. Martinez, Ir,, and Lowell L. Yu {(collectively, the Subscribers), wherein subject to the
approval by the SEC of the Capital Increass, the Subscribers agreed to subscribe, and the Company
agreed to issue, a total of 178,991,839 Common Shares of the Company at the par value.of 81.00-per
share or an agaregate subscription price of #178,991,839:00 oot of'the authorized-and unissied capital
stock of the. Company. The foregding subseription was wndertaken to ensure sempliance by the
Company with the PSE Minimum Pubtic Ownership requirement of at least 10% of the outstanding
eapizal stock of the Company. A notice of exempiion for the subseription was filed with the SEC on
October 13, 2015,

Involvement in Bankraptey or Receivership Proceedings

As of the end of December 2017, the Company was not invalved in any pankruptey, receivership or
aty similar proceedings.




Murterial Reelassification. Merger; Consolidation or Purchase or Sole of & Significant Amtount-a;
Aswets (not in-fire oriinany coprse of business)

On 24 September 2015, the LBCEH purchased from 1.BC Development Corporation (LBCDC) a tetal
of 1,041,180,493 shares of stock in LBC Bxpress for an aggregate purchase peice of P1,384.670.966.

On June 29, 2017, the BOD approved the issuance of convertibie bond. Accordingly. on Augnst 04,
2017, LRCEH issued, in favor of CP Briks Ple. Ltd, a seven-year secured convertible instrument in
the agaregate principal amount of US$5(.0 million (P2,518.25 million) convertible at any 1ime into
107.307.692 cormmon shares of LBCEH at the option of CP Bricks Pte. Ltd at P13.00 per share
conversion price, subject to adjustments in accordance with the terms and conditions of the mstrument.
“The instrument is also redeemable, ar the option of CP Bricks Pte. Ltd, beginning on the 30t month
from issuauce date at the redemption price-equal to the principal amount plus internal vate of return
ranging from 10% 1o 13%. -

The convertible hond is a hybrid instument containing host financial Jiability and derivative
compornents for the squity conversion and redemption options. The-equity conversion and redemption
options were entified as embedded derivatives and were separated from the host contract.

As at December 31, 2017, the carrying vahie.of hand payable amounted to P896.19 million and the
fair value of the derivative Hability amounted to ¥1,860.37 million. The fair valve changes of the
derivative liability recognized as “Loss on derivative” amonnted to £199.93 million in 2017, Interest
expense arising from the aceretion of interest an the bond payable amcunied to P59.56 million in 2017,

The apreement related to the issuance of convertible bond indicated the following rights and

obligations: ' '

a) Within one month from Awgust 4, 2017, the Company shall discontinue any royally. paymenis to
LBCDC for ali trademarks. brands and licenses. This was airsady terminated in Septernber 2037

by Within threz months from closing date, LRCDC shall procare that LRCEH enters into a binding
sale and purchase agreement to nequire the equity interests of the 12 overseas entitios. Also, within
12 months from closing date, LBCDC shall procure that LBCEH closes the acquisition of the
eanity interest of the overseas sntilies;

o Within sixmonths following the wermination of rayalty pawnents, the Company shall be permitted
‘to make foans and advances to LBCDC and this shall not be considered 2 Reserved Matter.
LBCDC already made an advances amounting to P100.00 million as of December 31, 2017

d) Within six months from clesing date, LBCDC shall precure a dehbt Jor equity swap between LRC
Gxpress aad QUADN INC., a local affiliate; and

g) Within 3 menths from closing of the acquisition of the equity interests of the overseas enfity,
LBCDC procure te seltieo afl obligations to the Group.

The following board approvals and acquisitions oceurred after the fiscal year ended December 31,
2017 but before the filing of this report: :

On February 28, 2018, the BOD of LBCEHN approved the incorporation of Diez Equiz Pte Lid, 2
Singaporean private limited Company, through subscription of 862 shares or 86% of the tafal
outstanding shares of the-entity at USD 1.00 per share. On April 5, 2018, tite BOD approved the sale
of the same 86% equity interest of Diez Bquiz Pte Lid to Maleka, Inc. atthe sale price of USD 1,00
per shave,

On March 7, 2018, the BOD of LBCEH approved the purchase of shares of some international
affiliates in Hne with the conditions to the issuance of convertible bond. Theacquisition is expected to
bencfit the Company by contributing to iz plobal revenue streams. Cn the same date, the share
purchase agreements were execuied by LBCEH and the international affiliates with a total share
purchase price amounting fo USD §.55 million, subjeet to certain clostizg conditions,




‘Below is The fist of entities that were acquired by LBCEX: -

» LBC Mabuhay Saipan,.lnc. which opsrates.as a carga and. remittance company ir: Satpan.
LBCEH purchased 120,000 shares or 100% of the total putstanding shares of the acguiree at
purchase price-of USD 207,652, The transfer of the ownership of the shares and all nghts,
Hitles and interest thereto shall take place following the payment of the consideration.

e LBC Mabuhay Hawail Corporation which operates as a cargo and vemittance company in
Tiawaii. LBCEH purchased 1,536,408 shares or 100% of the tor! owtstanding shares from
LBC Holdings USA Comporation

«  L.BC Mundial Corporation which operates as a cargo and remittance company in California.
LBCEH purchased 4.192.546 shares or 100% or the total otstanding shares from LBC
Heldings USA Corporation.

»  LBC Mabuhay North America Corporation which operates asa cargo nnd remittance company
inNew Jersey. LBCEH purchased 1.605,273 shares or 100% or the total cutstanding shares
from. LBC Holdings USA Corporation.

LBC Mabuhay Hawail Cotporation, LBC Mundial Corporation and 1L.BC Mabuhay Worth America
Corporation were purchased by LBC Bxpress Holdmgs, Inc. at a purchase price of USD 8.432,000.
The pansfer of the ownership ofthe shares and ali rights, title and interests thereto shall take place
foltowing the payment of the consideration defined. and shal { be subject ta the necessary appsovals of
the. US regulators hodies that oversee and/or reglate the Companies.

On March 19, 2018, the BOD of LBCEH approved to-invest and acquire 3 0% equity interest in Orient
Freight International, Juc. (OFH) through the following: (a) by purchasing 1,150,000 common shares
held by Rayomar Management, Inc. in OFIL and (b) by subsoribing to 3,285,714 comwnon shares out
of the unissued capital stock of OFIL. This is to diversify the Company’s businesses and to realize
returns on ivestments.

On March 19, 2018, the BOD of LBCEH approved the acquisition of 86.11% equity interest m
QUADX Ine. inorder to diversify the Corporation?s businesses. LBCEH shall subscribe to 1,860,214
shazes of stock at a subscription price of P00 per share The Board also.approved the acquisition of
the receivables due to LBC Bxpress which is indended to by converted w0 equity in QUADX irc.
Correlatively, haséd onthe abjective of LBCEH to acquire shafes in QUADX Inc., the Jatter @5 apreed
1o comvert said debt o equity.

On Apeit 4, 2018, the BOD of LBCEM approved the investment and acquisition of $6%s equity inferest
or QuadX Pte. Ltd. through the following: (a) the purchase of $62 ordinary shares of QuadX Pre. Ltd.
held by Fernando Gonzalez Araneta, 4t the sale price of USDL.0Q per share; and (b the subscription
10 85,248 mdinary shares out of the unissued capital stoek of QuadX Pie. Lid. at fhe subscription price
of LUSD1.00 per share,

LBC HISTORY

LBC Express was ipitially faunded in 1950s as. “Luzen Brokerage Corporation.” 1t subsequently
changed its name fo “LBC Air Cargo, Inc.” and operated as a brokerage and air cargo agent. A few
vears after incorparation, LBC Express evolved oo an express delivery service, becoming the first
Filipino~owned private courier company to provide lime-sensitive deliveries in the Philippines and
offer customers an altermative to the Government-owned and operated postal service. In 1973, LBC
Fxpress pioneered 24-haur door-to-door express delivery and messengerial servioes in the Philippines,
providing sreater convenience {0 its existing customers and further expanding its market share. LBC
Fxpress’ mame was formally changed to “LBC Express, Inc.” on April 26, 1988 to reflect the express
delivery services that had come to form jts hallmagk husiness. In the 1990s, LBC Express adopted the
slogan “Harl ng Padala™, or Tagalog for “King of Forwarding Services.” LBC Express bas now
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become The market leader in the Philippine domestic air freight forwarding market-and, for the year
snded November 30,2012, had a market share of 41.8% of the domestic alr freight forwarding industry
in terms -of throughput by weight, according to- data from the CAB. While LBC BExpress’ Jogisties
business still primarily eomprises retai} express courier and freight forwardling services, it has also
expanded jte product mix to offer services targeied at eorporate cistomers, including full container
load and tess-than-container load sea freight forwarding and end-to-end logistics solutions.

In the early 1980s. LBC Express emered into the domestic remittance business, leveraging the existing
branch natwork of ils Iopistics business as customer contact points for remittance acceptarce wnd
fulfillment, growing this business at low marginal cost. Beginning in 1999, LBC Express expanded its
money transfer services segment by offering bill payment callection services in the Philippines by
serving as a third party colleetion agent for various vendors throughout the Phitippines. In 2006, L.BC
Express also began providing corporate remittance fulfillinent serviees, such as payouats of government
Soctal Security System benefits, payroll and insurace benefits on behalf of third parties, as well as
remittance encashments for customers of its local remittance pariner, Palawan Pawnshop.

LBC Express commenced its intemational momey transfer operations in 1987 by establishing
refationstips with agents. and affiliates in the United States and steadily expanding its metwork
slsewhere globally to provide fulfillment services for inbound international remittances. LBC Express
later leveraged the network of ity overseas affiliates 1o-expand its Logistics business internationafly as
well. Today, LBC Bapress gnovides courier and freight forwarding services in 22 couniries and
territories eutside of the Philippines and fulfillment services for inbownd remittances originating from
over 30 cotries and Lerriteries vutside the Philippines, including the Urired States, Canada, the Asia
Pacifie region, Furope and the: Middle Tast,
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Below is-the list of fire sibsidiactes of LBC Express, Inc.

- Comntry of Ownership Tnierest
incoporation Principal activities . 2017 2016
LBC Expiess, Ine. Philippines  Logistics-and money remittance 108% j60%
[(BC Express - MM, Inc. Phifippines  Logistis and money remitiance Ho% 100%:
LBC Express - CL. Inc, Philippines  Logistics and money reryittance 100% 100%,
[.2¢ Express - NL, Ine. Philippires  Logistics and money reniitincs 100% L00%
I.BC Express - VIS, Inc Ehilippines  Logisties snd money remitlance 100% {00%
L.RC Express-- SL. fne. Philippines  Logigtics eod mongy remiitance 108% Y04
LBC Express - SCS. . Philippines  Logistics and meney reminiance 100% 100%
LBC Bxpress Corporax Solutions: Ine. Philippines  Logistics end mbney rerittance 146% 100%
LBC Express - CMM, Inc. Plilippines  Lopistics and money faminance 100% 100%
LEC Express - EMM, Ine. Philippines  Logistics snd money remitiance 100% 100%
ILEC Express - MIN. Ing, Philippines  Logistics 2nd money remitamee 100% 100%
1.3C Express - SMM, Inc. Philippines  Logisties end money remitisoce TH0% 0
LBC Express - SEL. inc. Philigpines  Logistics and money remiftance 1060% 100%:
LBC Express - WVIS. Inc. Philippines  Logisties and money remitpce 160% 100%0
LBC Express - SEM. Int, Philippines  Lopistics and money remittance 100% 100%
LBC Express - 8CC, Tne, Philippines  [ogistivs snd money rongittance 100% 100
South Mindanan Courier Co., Ine. Philippines  Logistics and money renitfance 100% 100%
LBC Express - MEMM,_Inc. Philippines © Logistics end money renunance 100% FN0%
LBC Express - WM, Ine. Philippines  Logistics end mopey remitiance . 160% 100%
LBC Systems, Inc. Philippines  Logistics end money remit{ance 160%; 106%
LBC Express Bahoatn: LLC Bahrain Logistics 49% 49%
LBC Express WLL fawait Logistics 49%, A9%
LBC Express LLC Qatar Logisiics 4945 #49%

Nowe:

1) This entity is asubsidiary of LBC Express WLL which has 49% ownorship interest

Except for South Mindanae Courier Ce, Inc., the principal offices of the 18 other subsidiaries named
abiove are located inthe General Aviation Center, Domestic Road, Pasay City. The principal office of
South Mindanas Courier Co., Inc. is located in Door Na. 7, Yabon Building, Darimco Silawy,

Dadianges West, General Santos City.

The following enfities were approved or acquited afier the fiscal year ended December 31, 2017 bu

before the filing of this report:

Entities
LBC Mabuhay Saipan, Inc.

LBC Mabuhay Hawaii Corpoeration

LBC Mundial Corporation

LBC Mabihay North- America Corpora‘fi on
Orient Freight International, lac,

Quad ¥ Inc.
QuadX Pte. L.

Country of [ncorporation
Saipan

UsA
USA
USA
Philippines

Philippings
Singapore

Principal Activities
Logistics and  money
remittance

Logistics and ynoney
remitiance

Logistics and money
remittance
Logistics.and money
remittance

Logistics

Logistics

Logistics




BUSENESS
SERVICES

The Company®s business comprises two primary segments: (&) Togistics; .and (b) money transfer
SEEVices,

The table below presenis the componens of the Company’s ravenue associated with its business
segments for the years indicated.

For the yenrs ended December 33,
2017 2816 2013
{7 in millions)

Lingistics

Retdilinm e cvvsrarrreansmss enenensmsns 85,7557 4,984.0 40913
COTPOTALE 1.oeminetscanr v s sesrnes 3,2295 2,539 2,185.40
) 89812 73219 6,290.3

Money Transter Services
Domestic™ e ol 1,058.4 1,186
International Inbound® . 131.8 115.1 2093
1,038.2 1,173.5 1.396.2
Tota] Serviee Revenue 10620 8.095.4 7.684.5

Notes .
(1) Camprises e income frone domestic reniiliances aned hills pmament collection services.
(2} Comprisesjee insome fiam ternavional itbound remitierices.

As afDecamber 31, 2017, the logistics business of the Company account for approximately 89.6%6 of
its to1a] revenues while money transfer services account for the remaining H.4%.

Logistics

The logisties business is the Company’s primary source of revenne. The Company serves two primary
costomer segments within the logistics business: {a) ratatl customers; e () vorporate custommers. Tik
main services offered to retail customers include courier, air cargo forwarding and balikbayan boxes
services, The main services offered to corporute clients include, in addition o courier angd freight
forwarding services, specialized corporate sulultons, or corporate fogistics services tailered to the
specific needs of the client,

As of Decernber 31, 2017, the Company has offered Logistics services at 1,321 Company-owned
branches in the Philippines and 71 Company- and affiliate-owned branches in 22 other countries:and
territories worldwide.

Rerail- Logistics

Retail Logistics comprised 64%, 66% and 65%, respectively. ofthe Company’s. service revenue from
Logistics for the years ended December 31, 2017, 2016 and 2015, The Company’s primary vatail
logistics offerings are its “Express™ products (comprising courier and air cargo forwarding) and
balikbayan boxes,

Courier

Courier services are the Company’s gxpress messengerial services and rafer to deliveries.of parcels
(i.e. teticrs and simal) packages rypically weighing thres kilogeams or less) by tand and/or air on a Gme-
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sensitive basis, The Company generally mikes -domestic courier deliveries -within 24 hours of
acceptante and inemational courjer déliveries within one ta three days.of acceptance, depending-on
thes origin and destination country, The Campany is limited in Hability for-delays caused by certain
Jorce majeure and other events that may prevent. it from making an on-time-delivery. The fees for
ourier services are based on weight, dimensions and final destination, and the Company imposes add-
ou charges for extra services such as pick-up in certain arcas outside of the Nationai Capltal Region
of the Philippines, additional nsurance and same-day delivery service.

Air Cargo

Cavge vefers (o larger packages and boxes (typically weighing over three kilograrss). As with courier
services, the Company generally makes express deliveries of domestic air careo within 24 hours of
acceptanve, while International air cargo is generally delivered within one to three days of acceptance,
depending on the destination country. The Cornpany charges for air cargo forwarding and jtems
delivered by ground based on volumetric weight {a function of both the actual weight and dimensions
of the cargo) and final destination, as well as add-on charges for exira services such as-pick-up in
certain areas, additional mswrance and same-day delivery service.

Balikbovan Boxes

The balikbayan box is'a box shipment of personal effects cargo sent by retail customers to fiiends and
family domestically and internationally. Balikbayan boxes are forwarded by the Company by way of
sen. transport and generally delivered within 35 days of acceptance from. the sender, subject to force
mejeyre and other unforeseen events. Becausethe Clompany charges for sea freight forwarding based
on standard dimensions of the. boy. rather than weight, balikbayan bexes provide a low cost option o
customers making shipments. of various items, They are also a means for cusiomers to ship certait
items that cannot be shipped by air, such as liguids and asrosols. Accordingty, balikbayan boxes are
frequently used by overseas Filipino works to send large numbers or volumes of consumer products,
such as clothing, home goods and personal care iems, to recipients in the Philippines. Balikbayan
hoxes come i a variety of dimensions and iypically weigh between 3010 80 kilograms.

Corporate Logistics

The Company provides services to a varied portfolio of corporate cliems, which inciude consumer
goods manufacmrers. food products producers, pharmaceutical companies. educational institutions,
financial services companies and others, including several well-known multinational corporations. In
addition to fulfilling the express delivery needs of corporate ¢lients through courfer and alr cargo

forwarding servicss, the Company also pravides the fallowing services:
Specialized Corporate Solutions (SCS}

SCS pefers to the end-to-end tillored togistics services provided by the Company {o corporaie clients
with spectfic requirements.

As part of SCS, the Company provides transportation of mail, parcels and cargo via air, land and sea.
The Company offers:sea {reight forwarding services. domestically Tor bath full container load (FCL)
and lese-than-container lnad (LCL) shipmems. LCL services are particularly attractive for small and
medium-sized businesses with relatively tower volume shipping requirements. Corporate ¢lients have
the option of dropping off their shipmonts at {he Compamy’s container freight stations located near
loeal ports or requesting & pick-up from the Comypany. The Company also offees flexible payments
modes, including payment at origin. payment ai destination, payment on account of shipper, and
payment on account of consignes. Shipping times for sea freigit are more protracted than for ar
freight, ranging from three to seven days for domestic shipments ant:seven 1635 days for infernaiional.




siipments. In recent years, the valume of seai freight forwarding services provided by the. Company
has increased die to the growth in its corporate client portfolio.

The Cormapany aiso:expanded SCS to include valuc-added services such as onsite operations,
warehousing and print selutions. Thepalette ofavailable ongite operations includes warchousa storage,
ceoss-doeking (the temporary storage of arriving crder and subsegquent breaking-down and reassembly
for truck delivery), inventory management, reverse logistics, pick-up of pallets and containers, order
Sltillment services at the customer’ s own warehouse. specialized packaging and re-packaging (sach
15 jce gelling for pharmaceutical products), open-checking services, cash on delivery {collection of
vilue of tem from. consignee upon delivery and remittance of value to shipper) and dehvery and
discrepancy reporting, among, others, which are in addition to its customary cowrier and freight
forwarding services.

The Company, through its wholly-owned subsidiary LBC Express Corporate Solutions, [ne., oflers
Mrint and Mail Solutions. This involves end-to-end solutions for clients’ mailing and printing
tequirements, including the priniing, envelope-stuffing and  delivery of invoices, nofices,
advertisements, direct mail and other bulk mail as well as the issuancs of. proaf-of-delivery veporis.
Other potentisl services include full color variable printing, ranspromo printing (the combination: of
personalized materials with fransactional printing to ke nse of fransactional documents as a mediom
for: adveriisements), book printing, as wel as the printing and delivery-of documents, passports, visas,
socount statements and-credit cards. Clients who make use of the Company’s Print and Mail Solutiens
include financial tustitutions, retatlers; utitities companies and others.

The Company performs sexvices for corporate clients botl pursuant to long-term comntracts and on a
per-transaction basis. Print and Mall and SCS contracts typically have terms of one to three years. The
Campany exiends credit facilities to most of #ts corporate clierns, following a standard credit check
procedure when first engaging a new clie.

Tn vecent vears, the Company has increased its focus on the corporate Jogistics business and aims 10
continue expanding its corporate client partfolio and service offerings going forward.

Maowey Transfer Services

Money transfer services are tiie Company’s second primary business segment and comprise both
damestic and inferational money transfer services. For the vears ended December 31, 2017, 2016 and
M5, revenues from Money Transfer Services were F1LO38.9 mitllion, ¥1,173.5 million and #1.396.2
millios, representing 10%, 13% and [8% respectively. of the Company”s oversl} service revenue.

Domestic

Domestic money transfer services inelude (1) remittances and (b} bills payment collection and
corporate remittancs payout services. For the years ended December 31, 2017, 2016 and 2015, service
fees from domestic Money Transfer Services were P907.1 million, 11,058.4 million and P1,1869
million, representing 87%, 90% and 85%, respectively, of the Company’s total service revenues-fram
Money Transfer Services,

Remitiemces

Remittances are transfecs of funds bewween customers from one location to another. The Company is
licensed by the Bangko Senfral np Pilipinas (BSF) to serve asa remittance azent i the Philippines for
both domestic remittances (wherein both the sender and the beneficiary are located within the
Philippines) and international inbound remittances (wherein the sender is located outside the
Philippines and the beneficiary-i$ located within tiie Philippines). TRetail castomers in the Philippines,
particitiarly the unbanked population and others who are underserved by tradiiional banking
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institutions, arcount for the majority of the Company’s domestic remittance cnstomers, The Company
offers domestic remittange services in the form of () branch retail remittance services; (b pre-paid
remittance cards; and () online and mobile remit.

s Branch retail services enable cestomers who make remittances at any Company-ownedl branch in
the Philippines to clioose umongthe following fulfiliment options for their beneficiaries:

e Iustani branch pick-up, a real-time cash. pick-up remittance facility in which funds become
instantaneously avaifable for pick-up by the remiter’s beneficiary once the sending party has
rade the payment at a Company-owned branch; the sending party can designate any pick-up
location or geouraphic zove within the Company’s demestic network (including both
Company-owned branches and branches of its partoer, Palawan Pawnshop);

«  Pesapak, a service by which remittances arc délivered directly to the beneficiary’s doorstep,
providing su attactive option for situations in which beneficiaries cannot or do not want to
visit a branch; the Company offers next day delivery for Pesopak in almost all areas in the
Philippines; and

e Remirto-gccount, aservice by which funds accopted frem & sonder at a Company branch will
be directly deposited. to the designated local bank account of the beneficiary.

o Prepaid remittance cards are debit cards powered by VISA and issued by local barking
instituiions with whoor the Company has agreements, including RCBC, Philippine Veterans Bank
and Union Bank -of the Philippines, Through pre-paid remittance cards, senders can purchase a
-card on behall of the beneficiary and reload the eard instantly atany of the Company’s branches
or agent-operated Jocations. The beneficiary is then able to use the funds avany location where
VIBA cards are aceepted.

v AMdobile and onling remit services function in a similar mrannes as pre-paid phone eazds. A customer
can purchase a card with a confirmation cade, which can then be fexted to'a heneficlary or entered
oriline at fhe Company’s website. Feor mobile remit, the beaeficiary can then bring the code to the
branck location to encash the funds. For online remit, the sender can choose any-of the fulfillment
options available thraugh branch services (i.e. instant branch pick-up, Pesopak and remnit-to-
accounf) for the beneficiary. Mobile and oniine remit codes are sold in nsarly 5,000 locations
throughout the Philippines. including the Company’s branches, supermarkets and other retailers.

The Company charges & service fee for processing domestic remittances according o a progressive
schedile based on the value of (he remittance. Feess may also vary depending on the chosen method of
fulfiliment. For examnple, remisto-accoust and Pesopak deliveries may incur additional service
charges. The significant majority of remittances made by customers of the Company are for sums
equivalent to approximately P13.000 or Jess,

Bills Pepnument Collection and Corporale Remittance Payouts

The Company serves as a third party bills payment collection sub-agent for varioes credivors in the
Philippines, including major ntilities companies. insurance companies, certain Government agencies,
telecom providers and publishers, among ethers, through its contract witl LIS Bayad Center, Inc.
{Bayad}. Througlhthe Company’s bills payment collection service, customers af these merchants agd
other creditors can settle their acoowts by submitting their payment along with the billing notice issuad
by the merchant o any Company-pwned branch in the Philippines. The Company . processes hills
payment cotlections through the same integrated point-of-sale (POS) system used:bry the Company for
accepiance of parcels, cargo and remittances.

The Company alse provides payout services for various corporalions and organizations. Forexample,
beneficiaries of the Philippine Social Security System, as well as private insurance carriers with whem
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ihe Cempany hascontracted, can collect their-benefits at a Company-owned branch. Likewiss, the
Company provides payroll services for certain. companies, whereby employees can collect salary
checks at o branch office, As partof fis reciprocal agreement with Palawan Pawnshop, the Company
also provides encashroent services for beneficiaries of senders. who make 2 remittance at-a Palawan
Pawnshop branch. '

International

The Company provides fulfillment services for international inbound remittances from over 14
cotnitTies and territories overseas 1o the Philippines through its overseas branches and affiliates and its
network of international remittance agants.

To expand its international reach, LBC Express, nc. has alse entered into agreements with aftiliates
andl remittancs fulfillment agents in & dozen countries and territories owiside of the Philippines. These
agents inglude imernationa) remivance houses such as Money Fachange in Spain; Al Ghurair
Bxchange, Al Falah Exchange and Speed Remit in the United Arab Eiirates; TML Remittance Center
and Placid Express in Malaysia; Far East Txpress and RJ Mart in Tajwan; and Manila Trading in
Australiz; among others, as well as Philippine financial institrtions with.strong international pressnce
such as Metrobank, Land Bank of the Philippines and RCBC. Through the extended networks of its
agents, the Company provided fulfiilment services for inbannd semittances, although the it transacts
only with its direct agents. Under theterms of the fulfillment parmetship agreements that the Company
enters ito, direct agenis are permitted only Jimited use of the "LBC™ name, trademsrks and other
pratected signs when fransacting business on, behalf of the Company and stil] carrying on business
under their own corporate and trade names. The Company receives a fixed percentage of the agent’s
revennes in exchange for ifs services in relation 1o inbound international remittances. The Company
requires most of its remittance agents to wainiain a revolving fund for advance fandimg cover, which
must be replenished when the halance falls beneath a set threshold. Fiiis is to ensuge that the Compaiy
bears minimal credit risk when making payouts on. behaif of international agents. In addition, most of
the: agreements have in place a maximum remittance valve per ransaction as & further risk mitigation
wol, fypically ranging from F73,000 to P100,000.

The basic process for domestic remittances is as follows:

= Remiltances from origins are accepted via point-of-sale system. Encashment branch will
check the possible match using the Amo-Serabbing Process (Sender and Beneficiary names
are checked against the International Sanctions List) and ensure the vatidity of wansaction.
Data processing will be performed as well as fuad allocation. Payout, ‘delivery, credit to bank
et.al are the methods in fulfiliment of the transactions.

s Imernational BX Product. Associste from inlernational branches will enter the transaction
details and submit to partner bank (Basls of Commerce) for validation. Bank of Commerce
will send reference number and institution comfirmation wumber to the branch which
accepted the {ransactions and the latter wili coflect payment and print the receipl

As with domestic remittances, beneficiaries of international inbound remittances can avail.of instarsit
branch pick-up services at any foeation within the Compauy’s domestic network as soon as the
transaction is processed nto the Company’s POS system from itz overscas branch or agent-operated
location. Bencficiaries of inbound internasional Temittances can also arrange Tor the money © be
defiverad 10 their door. have the sums credited 1o a pre-paid remittance card or have proceeds deposited
directly inta a bank accoumt. The Company charges a service fee for processing international
remittances according to a progressive schedule based on value of the remittance and ‘pick-np
destination of the remittance. Although mobile remit confirmation codes art not yet sold
internationally, the Company does snable online remit services from the United States, in which the
sender can remit funds to a Philippine beneficiary through the Company’s website using a debit card.
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The significant majority of remittances made by customers of the Company are for sams equivalent to
sapproximately P10,000 to P15,000 or less,

As of the end of Decernber 2017, the Company does not procesy oithound remittances from. the
Philippioes. For the years ended December 31, 2017, 2016 and 2015, service fees.from International
inbound remittances were P13 1.8 million, P115.1 and $209.3 mitlion, accounting for 13%, 10% and
13%, respectively, of the Company’s total servies revenues from Maney Transfer Services.

OPERATIONS
Logistics

Logistics entails the manzgement of the flow of goods from a peint of origin to a specified destination,
incleding any ancillary services that may be required to facilitate the process, such as storage and
packaging, The Company’s courier and freight forwarding services utilize transport by air, sea.and
land and 2 set of strategically focated warehouses, distribntion- centers and delivery hubs to provide
encd-to-end delivery services for its retail-and corparate chients,

Alr Freight Forwarding
Borestic

The - Company’s end-ta-end domestic air freight forwarding services invoive the following steps: L
seceptance {by pick-up or drop-off a a branch) (2) ground fransport to a regional distribution cefiter,
(3) primary sorting, (4) loading to awerafts (for air tansport), (5) withdrawal by the recelving
distribution center, (6) secondary sorting (if required) and (7) ground transport for delivery to fmal
destination.

s Acceplance is the veceipt by the Cempany of the customer’s pareéls and cargo, either through
its pick-up gervice or at one of the Company’s 1.321 cusiomer contact points in the Philippines
where custamess.can drop off parcels and cargo. All parcels and argo must be-accompanied
by 2 waybill frem the customer providing the recipient’s name, shipping address, deseription
of contents, estimarsd value and other pertinent information. Upan receipt of the customer’s
parcel or carge, the receiving agent affixes a barcode onto the package and scans the package,
beginning the tracking process. The parcel or package is rescanned at every subsequent touch
point throughont the transport process until its final destination.

& Arthe close of business each day (approximately 7:00 p.an.), all packages are delivered by the
Company's vehicte flect 1o ¢ regional distribation center. The primary distribution venter is
the Central Exchange, focased at the Company’s corporate headquarters in the General
Aviation Center of the old domestic airport in Mavila, where all packages collected from,
passing through or destined for Mewo Manilaare aggregated. Packages coliected in other areas
are aggregated at one of 12 regional diswribution centers located near airports througnout the
couniry. Upon receipt, the exchange team: scans in all packages and printsa manifest (1.e. an
itemized fnventory) listing all of the barcodes, The manifest is used to check the number of
shipments scanned in against the number of shipments that are later scarmed out.

« Throughout the night, the exchange team engages in primary sorting at the distribution centers
and Iabels parcels and cargo bound for dif¥erent destinations regionally in the Philippines to
prepare them for onward fransmission by air or fand. All packagss 16 be trnsporied by alr are
scanned by X-ray machines for detection of illegal and contraband goods. In the Central
fixchange, the Company houses is own X-ray machines which are located inside the
Company’s hangar and operated by independent airtite emplayees- This'bypasses the need o
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teansport the cargo to the-aifline curriers’ facilities for scanning, increasing the effistency of
the: Company™s sOTHRE Process.

= By moming, all.packages bound for other provinees and cities are. toaded onto the first aud
secand flights of the.dav operated by Cebu Pacific Airand Philippine Alrfines.

»  When the planes arrive a1 the destination airport, a team of employees wilhdgaws shipmients
and again scans the barvodes and sorts the items, segregating parcels and cargo destined for
different zones. The items may also be sorted at the Company®s regional hubs {secondary
distribution centers) for-more efficient disiribution to smalier cities and municipalifies.

w  Packages arc then loaded onto the Company’s delivery velicles, whicl either vansport the
items to a delivery hub for secondary sorting, or directly to the final destination if already
within the zone of delivery.

mrernaiional

The Company’s internafional air freight forwarding and. courier services involve 4 shailar process as
its domestic air freight forwarding and comricr services, namely (1) acceptance (by pick-up or drop-
off at an international LBC Express, Inc.-owned; or &ffiliate-owned branch aragent-operated jocation).
(?) ground transport to 7 regional distribution conter, (3) primary sorting, (4) loading to international
afveraft, (5) withdrawal of cargo by Philippine associates al the Centra) Exchange in Mauila, (6)
secondary sorting, (7y Further forwarding by air to regional destinations {if nccessary) and (8)-ground
wansport, viaz Company-owned and third party trucks, for delivery to final destination. {n the case of
shipments originating from overseas, LBC Express, Inc’s overseas branch, affiliate or agent, as
appticable, is responsible for all of the steps from -acceptance of the parcelfcarge throngh loading of
the parcel/cargo onto the Philippine-bound aitline carrier.

In the vase of shipments originating from the Philippines and semt overseas, the overseas hrancls.
affiliate or agent, as applicable, is responsible for all of the steps from acceptance of the parcel/carge
at the international destination to secondary sorting and délivery of the jtew 1o its final destination by
ground.

International shipments utilize the same, integrated barcoding and seanning system as domestic
shipments, enabling a seamiess exchange berween the Company’s domestic eam and its overseds
2ams.

Ground Pelivery Flzef

Ground transport forms & key component of uearly all forms of delivery and forwarding services
offered by the Company. Motorcyeles mad nucks are used for deor-to-door pickup and delivary of
parcels, carge and money remnittances, as weil ag ground transport of-items destined for onward
forwarding by air or sea. The vehicle. fleet isalso an integral part of the Company”s contingency
plarnming o the event that zir and/or.sea transport become unavailable. The Company aiso from time
to-titne engages thivd pary trocking 2ud transportalion- compraniss.

For items that are transported entirsly by ground, parcels and packages undergo (1) accoptance (by
pick-up or drop off at a branch), (2) ground fransport to the regional distribution center, (3) primary
sorfing, (4) pround wanspor: o a delivery hub for secondary sorting {if required) md {5) ground
iranspotl to the final destination.

As of December 31, 2017, the Company bad a fleet of 1,417 velhicles (including 825 matoreycles and
502 vans), of which 39% were leased. The Company’s drivers and cowriers -are tramed in vehicle
operation safety, customer service, cash handling and other procedures. Vehicles are acquired on a
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lease~to-own basis purstiant 1o finance Jeases with a typical term. of'three to five years o ownership.
The Company’s véhicle fleet undergoes roaintenarice on. a regutarly scheduled basis, and vehicles are
typically replaced every five 10 seven-years. The Company began réfleeting of most of its delivery
trucks in 20714 and motoroyclesin latter part of 2017. Comprehensive insurance is maintained for all
of the vehicles.

Sea Curge Forwarding

As of the end of December 2017, the Company’s sea cargo forwarding services are available
domesticnily in Manila, Cebu, Bacolod, letlo, Davao, Cagayan de Oro and General Santos, aud
internationally in 22 counries and territories outside the Philippines.

The Company docs net own ships and contracts with third party shipping carriers for these services.
Domestic sea transport is provided by Oceanic Container Lines, lue., 2Go Freight, Lorenzo Shipping
Lines, Gothong Southermn and Asian Maring Transport Corporation, ammong others, while inlernational
g transport s provided through Orient Freight International (an international freight forwarding
agency which js acquired by LBCEI in 2018). The Company also entered into a parmership agreemertt
with OHL effective August 1, 2013 0 engage i international Sreight forwarding as an NVOCC, This
allows the Company to contract directly with international shipping carriers rather than rely on another
international freight forwarder, The Company’s sea carge forwarding services are separated into retai)
operations and corporate operations.

Rerarl

Retail sea carga comprises balikbayan boxes, which are primarily international inbound shipments-and
intra=Phitippine shipments.

The basic forwarding process for Balikbayan Boxes is as follows:

« Acceptance of Balikbayan Boxes is handled by the Company (in the case of domestic
shipments) or the LBC Express. Inc.’s overseas branch, or affiliate (in the case of inbound
international shipments). Balikbayan Boxes are typically picked up by deiivery trucks, as they
temd to be farger in terms of weight and volume.

e Upon aceeptance, abl cargo is nput into the Company’s INCA acceptance sysiem by a delivery
teaan, which produces a delivery dispatch tepori and cross checks each shipment for
discrepancies when mirs are cansigned to the international freight forwarder.

& Balikbayan Boxes arz sorted and placed into containers at the local warehouse or distribution
center of the LBC Express, Inc.'s branch or affiliste/agent. Once a comeiner is full, the
Company can arange Tor pick-up from the imternational freight forwarder or Tocal sShipping
partmer, 23 applicable. Becanse thethroughput of poods shipped by the Company is substantial,
coriziners are uspally filled within eneto twodays.

s The Company’s international freight forwarder (in the case of inbownd interpational
shipments) or the Company’s local shipping partners (in the case.of domestie shipments) will
then collectthe cargo from the warehouse or distribuiion center and load the iterns onto a ship.

s lIaternational .inbound Balikbayan Boxes are in transit for three to four days (for shipnients
within Asia) or 30 to 35 days (for shipments from Enrope or North America) prior to-arriving
i Manila. All sach Balikbavan Boxes are received by the imernational freight forwarder 2t
the Port of Marila and consigned to the Company at the Vitas Harbor Center Warehouse,
Tutra-Phifippine shipments, which generally take between two and five days to arrive.ar their
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destination, are received at regional warehouses and distribution centers.. For intemational
inbound shipments, the- Company’s customs brokers facilitate procedures necessary” to.be
pndertaken with the Philippine Bureau of Customs, while its international fretght forwarder
arranipes for customs brokerage in the international jurisdictions.

= At Vims Harbor Center Warshouse or regional warchouses and distribution centers, boxes arg
again scanned, inspecred for any damage and sorted for further forvarding fo their final
destination by ground transport or re-directed 1o a domestic shipping company for fuither sea
transportif necessary. International outhound Balikbayan Boxes ate received by LBCExpress,
Ine.'s overseas branches and affiliates and sorted for fina? delivery. Balikbayan Boxes are
randomly scanned in the United States and in the Philippines via X-ray machines to prevent
entry of illegdl goods and money Janadering.

Corporate

For corporate sea cargo shipments, the Cotapany provides forwarding services for poth FCL and LCL
shipments. The Company’s corporate ses carga forwarding services melude, among, others, pier-to-
pier service (in which & customer’s shipment is defivered to a Teceiving office at the destination pier
for pickup by the receiviag. party) and pier-to-door service (in which the pusiomer™s shipment is
delivered to the address of the receiving party}. Corporate clienis can either drop off their cargo at the
Campany’s container figight stations or arrange for pick-up by the Company’s delivery fleet.

For corporare customers who wish to make regular use of the Company™s services, the Company

sssigns an account -execntive 1o be in charge of obtaining details of the shipments and advising the

customer on the readiness process and approval of credit terms. In addition, afler shipments.are
completed, an accouit coordinator reports a summary of the transactions and the hilling and collection

department bills and collects payment forthe shipments.

All corparate shipments are aggregated and sorted at the Company’s container freight stations located
near the tocal ports, Container freight stations are separate from the receiving warehouse for the rerzil
baltkbayan bhoxes,

Speciatized Corporate Solations

Under SCS, the Company provides rransportation of mail, parcels andl cargo via air, land and sea for
its sorporate elients. as well as value-added services such as onsite operaticus. warshousing and print
solutions. The transportation service operates in substantially the sane manner as the general logistics
aperations described abave.

Money Transfer Services
Remitionses o

Infrastructure

Tie Company leverages the branch network and vehicle fleet used for its Logistics services as a
platform for its reminance services. The extensive geographic Teach of its branch network, its large
fleet. of delivery vehicles, the existing workforce of trained empioyees and the availability of cash
funds af each of the Company branches from its Tagistics aperations cnable the Company 10 offer
remittance services at very low additional operating cost. As the remittance business has grown into a
significant portion of its business, the Company has increased the number of cusiomer contact polats
fur its remitiance services by entoring into fulfitiment partnership agreements with agents and affiliates
domestically and internationally.




The Gilobal Remittance Tean is in charge of operating the Company’s romtittance business. - With
respect to domestic remitiances, its primary duties inchide, among others, revicwing daily acceptance
values; forecasting the- dally: funding needs of each branch to meat fulfiltment obligations; ensuring
the proper safeguarding of cash .at branches; overseeing the transport and. deposit of cagh into the
Corapany*s- regional bank. aceounts-{(from which local managers of the branch offices can withdraw
the “fundsy; establishing and training branch empioyees in cash acceptance, anti-maney laundering.
ctstomer identification and other policies; and reporting covered transactions and suspicious
wansactions 1o the BSP. With respect to international remittances. its primary duties inclide
monitoring balzaces of revolving acconnts and sertlement of payments, The.Glabal Remittance Team
uses data colflested from the Company’s frant-end POS software to analyze end-of-day acceptance

" jnformation at all of the branch locations. This enables the Global Remiltance Team to estiniate the
firiding requirements for each branch on a daily basis. The Company is in the process of fransitioning
its POS system into a more fully integrated system with the rest of its business operaling software,

Domwstic Pariners

Te expand its domestic natwork for remittance services, the Commpany and Gight Under Par, Inc. {2
Philippine corporation doing business under the trade name “Palawan Pawnshop™) entered into anon-
exelusive agreement in June 2012 to serve as veciprocal fulfiliment agents within the Phiiippines.
Through the agreement, all of Palawan Pawnshop's branches in the Philippines are svailabie to provide
instant hranch piok-up services for beneficiaries of the Cotnpany’s remitiance customers, and ajl of
the Company’s branches in the Philippines in wrn. provide the same service for Palawan Pawashop's
customers. Bota partners colleet a reciprocal percentage of the serviee fee far performing services on
behalf'the ather, ‘ :

The Company believes that iis strategic partmership with Patawan Pawnshop has enabled it to greatly
expand its geographical reach in the Philippines, particularly in aress where it has Tewer Company-
owned branches, at minimal sxpense, As of end of December 2017, Palawan Pawnshop is the
Company s only demestic fulfiltment agent, although the Company evaluates opportunities for other
strategic parmerships as they.arise from time to fime.

The Company alse has relatienships with loca! financiel mstitutions, inehiding RCBG; Philippine
Veterans Banl and Unian Bank of {he Philippines, which issue pre-paid remittance debit cards uffered
to the Company’s customers. With these cards, customens can toad the cards at any LBC branch and
beneficiaries can withdeaw cash From the remintanee cards ar any of the partner banks™ ATMs and
heanch offices. These cards, which are powered by VISA, aro also available for use at any location
where VISA cards are accepted.

The basic pracess for domestic remittances is as follows:

¢ Branch Retall gervices enable customers who make remiflances al any Company-owned
branch in the Philippines 10 choose among the fulfillment options for thehr beneficiaries, Upon
accepbmee from the sender. there is an online faciiity that would process the -request.
Encashment alert is sent to the specified branch and the Jatter ensures fimd availability to serve
the consignes.

o Peso pak, @ service by which remitrances are delivered directly to the beacficiary’s
doorstep.

o Instant broneh pick-up, a real-time cash pick-up remitance facility in which {unds
become jnstantaneously available for pick-up by the remitter’s beneficiary once the
sending party has made the paymentat a Company-owned branch; the sending party
can designate any pick-up location or -geographic zone within ihe - Company’s
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domestic network (inciuding both Company-owned branches and branches of its
partmer, Palawan Pawnshop):

o Remit-to-gceount, 4 service by which funds accepted from & sender at 4 Comipany.
branchr will be directly deposited. to the designated local bank account of the
beneficiary.

v Prepaid remitfance cards-are debit cards powered by VISA and issued by local banking
instdtutions witl whom the Company has agreements, including RCEC, Philippine Velerans
Bank and Union Bank of the Philippines. Through pro-paid remitiance cards, senders can
purchase a card on behalf of the beneficiary and reload the card instantly at any of the
Company's branches or agené-operated focations. The beneficiary is then able to nse the funds
at any Josation whers YISA cards are accepted,

International Remittanice Agents

To expand ils intemnational reach, LRC Express, Inc. has also entered into agreements with affiliates
and remittance fulfillment agents in a dozen couniries and temritories ontside of the Philippines. These
agents include international remittance houses such as Money Exchange in Spain; Philrem in:the
United - Kingdom; Al Ghurair Exchmige, Al Palah Exchange and Speed Remit in the United Arab
Emiraies; TML Remittance Center and Placid Express in Mataysia; Far East Bxpress and R Mart i
Taiwan; and Matila Trading in Ausiralia, among others, as well as Philippine financial institutions
with strong internationsd presence such as Meteobank, Land Bank of the Philippines.and RCBC.
Through the extended nétworks of ite ggents, the Company provides fidfillment services for inbannd
remittances originating from. 14 other countries and territories, although the Company transacts only
with its direet agents. Under the terms of the fislfiliment parmership agreements that the Company
enters intq, direct agents-are permitted only fimited use of the “LBC” mame, wrademarks and other
protected signs when wansacting business on behall of the Company and still carrying on business
under their own carporate and irade names. The Company veceives a fived percentage of the agent’s
revenues in exchange for its services in relaiion to inbound international remittances. The Company
requires 1most of its remiltance agents to mainiain a revoiving fund for advance fimding cover, whicl
must be replenished when the halance falls beneath & set threshold. This is to ensure that the Company
bears minimal eredit risk when making payouis on behalf of international agents. In addition, most of
fhe agreaments fave in place s maximum remittapee vaius per wansuction as a furiher risk mitigation
tool, typically ranging from 75,000 to P [UU,G00.

Ths basic process for domestic remittances is as Taliows:

¢ Remittances from origing are accepted via point-of-sale system. Encashment branch will
sheck the possible match usicg the Anto-Serubbing Process (Sender and Beneficiary names
are checked against the International Sanctions List) and ensure the validiyy of transaction,
Diata procossing will be performed as well as fund allocation. Payout, delivery, credit to bank
etal arethe methods in fulfillment of the transactions,

e International BX Product. Asseciste from international branches will enter the transaction
details and submit 1o partuer bank (Bank of Cominerce) for validation. Bank of Commerce
will send reference mymber and institniion confirmation number ro the branch which accepred
the transactions and the latter will coliest. payment and print the receipt.

Bills Bevment Collection and Corporute Remittance Payounis

The majority of the Company’s bills pavment. collection services arg governed by an agreement with
Bayad dated January 21, 2013, under which the Company subsontracts with Bayad to perform third-
party-bills collection services for a group of vendors, meluding wtifity companies, telecommunications
companies and others, with whom Bayad has contracted. The term of the agreement is thiee years with

20




arenewal option thereafter by mmtual consent of the parties. ‘The Company collects a service fee from
Bayad sach montl based-on the total number of valid transactions:it has processed that month. Atthe
dlorser of eanch business day, a payment. iransaction report is generated for gach verdor and transmitted
to- Bayad. The Company must then deposit the day’s collections into 1 designated bank account of
Bayvad by the following day.

Thve Company also vontracts directly with certain organizations, such-as the Philippine Social Security
System, private msurance companies and certrin employers, 10 serve s a corpordle payout agent

The basic process for bills payment collection and corporate remittatce payouts is-as follows:

«  Bills payment. The Company serves as a third party bills payment collection sub-agent for
various ereditors in the Philippines, meleding méjor utilities companies, insurance companies,
cerzain (Goverament agencies, telecom providers and publishers, among others, through fits
contract with CIS Bayad Center, Inc.

¢ Via POS. The cusfomer will fill cut details necessary to the transaction, in which the
branch associate will enter to the POS. Cash transaction amount and pass-on fee is
collected from the costomer, ifapplicable. The branch does the data sending {froin
togal server to produveiion server), LBC Backroom will perform 2li necessary
validation precedures before closing of transaction

o Via PCS/Bayad -Center. The customer will [l out details necessary to the
transaction, in which the branch associate will enter to the PCS. Cash transaction
amount and pass-on feo s collested from the customer, if applicable. The iransaction
will be uptoaded to CIS Bayad Cemier per PC/Terminat followed by date import and
sending. CIS Bayad Cemer, in retur, sends reportand confirmation of the validity of
transactions. LBC Backroom will perforn all necessary validation procedures before
closing of transaction.

e Corporate transactions. The Compawy alse provides payout services for various
carporations and organizations. The processor will acknowledge carporate transactions via
email and validate payments by corporate client, LBC backroom will confirm fund atlocation.
assign tracking numbers and perform recording to complete the ransaction processing.

MARKETING AND SALES

The Company believes that strategic marketing and targeted sales are crucial Lo maintaining its
competitive advantage over competitors. The Cormpany regularly advertises on felevision, radio and
billboards, as welt as in print and on the Internet. The Company also brands iis ground fleet with the
“LBCY logo. In addition. it has dedicated teams to promote fhe value of its brand:ameng general
consumers as well as o manage long-ferm corporate:client relationships. It also engages in several
community.outreach injttatives in line with its cornmitment to corporate soefal Tespensibility.

Brand Equity

The Company considers the “T.BC™ brand, which Tias besn cultivaied over the Com nany’s over GU-
year operating history, to be an integral component of its operational success. The Company believes
thal the brand, the distinctive red and white *LBC™ Jogo and the Company’s key marketing siogans
(formerly, “Hari ng Pagala,” and curcently, “We like to move it”") have become associated with s
repuation for being a convenient, affordable and reifable previder of its services. As pait of .its
marketing strategy, the Company outfits its delivery fleet, branch offices, advertisoments and other
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marketing materials with the “IBC” logo and believes that its brand equity is one asset that puts it
ahead of its corapétitorsin gaining market share in g fierce competitive eavironment,

The “LBC™ brand was one of Reader’s Digest’s Trusted Brand Winners- Philippine Airfreight/Courrer
Service Catggory in 2012 and one of Sockilbakers® fop Socially Devoted brands in 2012 and 2013
According to the LISBON Survey, a survey congucted by Market Research Solutions, inc.. an
independent markeling and research firm, the Company was considered ong of the Best-in-Class
Compamies in the Philippines for both the freipht forwardmg and remittance industries in 2012, the
Company achieved §1% brand awareness/market reach. for-sea cargo; the highest in the segment, with
the closest competitor achieving 47% recognition. Other prestigious .awards bestowed upon the
company include: Readers Digest Trusted Brand Platinum Award Airfreight and Cowrier Category
2017, Readers Digest Trusted Brand Gold Award Remittance Catepory 2017, The Filipine Times
Preferved Freight Forwarding Company in the Widdle East 2015-2016, The Filipino Times Preferred
Remittanee Service Provider in the Middle East 2015-20) 6, TFC Champion of the Filipino Consumer
Award 2015, Silver Anvil Award for LBC “Moving Spaces” Public Relations Category 2013, Silver
Anvil Award for LBC “¥moveitformanny” Public Relations Teols Category 2015, Araw Values
Bronze. Award for #moveitformanny, branded conmmunications category 2014,

In November 2013, the-Company and LRC Development Corporation undertook & re-launch of the
*LBC™ brand name to emphasize the entrepreneurial and adaptive spirit of the Company that is
complemenitary to its long heritage. The marieting campalzn features 4 new formutation of the
Company as not simply & mover of goods but alse a miover of space (“space where people can
reconmnect and relate™) with the aim of highlighting the haman cormection i the services provided by
the Company fo ity customers.. Pursuant to the same marketing campaign, the Company has also re-
designed its logo and changed its corporate slogan to ¥ We like to move it,” ighlighting the corporate
logistics segment of its business.

In 2017, the Company launched “Toroo ang Ligaya,” s global compaign particularly directed toward
its millions of customers in various parts of the world. This wasa follow-up to the widely successful
2016 canspaizs launched called “Aming Livaye.” Brevious campaigns also incheded, in 2013, “Paulo™,
a sales & marketing campaign Tighlighting the remittance business, and 2014°s Gilobal Brand
Amibassador Endarser Campaign #Bvervwhere,” featuring mega endorser Kris Aquiso.

Corporaie Sales Foree

The Company’s corporate sajes are conducted through its dedicated sales and marketing teams which,
as of December 31, 2017, comprised |1 field account managgrs in charge of client reletionship
management. To better manaye its corporate accourtts, the Company has also invested o sales order
management sofiware designed by SAP that helps the Comparry maintain records on the processing of
sales orders, accounts, inquiries, quotations, comtracts, billing, rerums processing, consignment, sales

planwing, sales reporting and customer analytics. In addition to automating severdl aspects of sales

tecord keeping, this program is aiso expected to help the sales force gain marketing and business,
wielligence as well as improve cnstemer retention.




Advertising

the: Company regularly advertises over media channels such.as TV, radio and print. The' Company
algn sponsors commumity events such as the Ronda Pilipinas, the largest Philippine cycling race, and
sporting events.

INFORMATION TECHNOLOGY
Operatiosal

The Company has invested in technology in recent years. The Company is corrently in the process of
implementing an npdated proprietary [T system that will integrare several componants of its existing
operational IT systems. The integrated system, VISTRA, will combine the POS system that the
Company currently uses to manage its front-end acceptances for coutier and cargo shipmonts. It would
integrate seamlessty 1o its wack and trace scanning system to allow for more efficient acking of
trangaciions, improve inveptary cantrol, and ceatralize customer management. In addition, the
Company has outfitted each of its comiers with handheld sqanners, which wili increass efficiency and
minimize human error in documenting daily pick-ups and deliveries. These handhelds will also utilize
GPS technology to improve-its délivery performance. The Company has alse implemented a put-to-
light sorting technclogy for its non-bulk mail, which will help- antomate some aspects-of the pavcel
sorting process. The Company has also signed up with Interblocks to update 1ts remittance platform
by creating an e-wallet for its customers allowing access viz any browser or mobile device.

The Company has also upgraded jts eurrent netwerk infrastruciure to allow for o more secure and
reliable environment. This has enabled the Company to improve its network availability significantly.

Business Management

The Company uses a comprehensive suite of customized business management-solutions software
designed and Ticensed by SAP: The Company has utilized 8AP’s Financial Accounting and
Controlling (SAP FICO), Sales and Distribation. (SAP 3D} and Materldls Management {SAP MM)
moditles. RAMCO systems for Human Resources Systems was implemented In second quarter nf
2017. 1t has recenfly signed another deal with RAMCO for a legistc syswm whick will be
impleamented in the fourth quarter of 2018

The Cormpany has also embarked on its own digital trapsformation. The Company has utilized Data
Analytics for both predictive and operational purposes. It has also utilized its GPS data ta create a
database for fast meter deliveries. It has also aliowed itself to do paperless transactions through its
handheid deviees. The Company is also maximizing the use of Power Bl (Business Intelligence) for
its aperational and financial reporis gllowing it to be able o make well informed decisions based on
real ime data.

Online and Mobile Platform

To enhance the customer experience, the Company has developed 2 digieat platform that enables online
realtime transaction processing and customer service through its website {(www . lbcexpeess.com).
Currently, the Compamy’s website contains several interactive featuves for its costomers, Including
package tracking, mate caleulators and scheduling of pick-ups for parcels and cargo, as well as.real-
tirmse customer service support through the “Live Talk™ capability. The website is mobiie TESPONSive
atlowing the same fimetionality from any mebile device.
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STATUS OF ANY PUBLICEV-ANNOUNCED NEW PRODUCT OR SERVICE

There are no new products -or services announced to fhe public that were not vet launched as of
December3 1, 2017,

COMPETITION
Logistics

The.Company believes that it is 2 Jeader in theretail logisties industry. In2017, the Company was the
leader in air freight forwarding in the Philippines, with 33.9% of domestic market share based on
throvphput by weight. according to the Civil Aeronautics Board, The Company believes that it has
been the top importer of balikbayan boxes in terms of throughput for the past 20 years. Althougls the
Company has a leading position and significant market share i the courier and air freight. forwarding
industry, the Company faces competition from AP Cargo Logistics Network Corporation, JRS
RBusiness Corporation, Airfreight 2100, Inc.. Cargo Padala Express Forwarding Service Corporation,
Libcap Super Express Corporasion and 2Go Express, Ine. The Company’s international comperitors
include DHL, FedEx and UPS. However, internafiona! freight forwarders have historically not been
srong competitars of the Company in the Philippines due fo certain restriciions on foreign ownership
inthe vargo industey in the Philippines, as well as the high barriers to entry created by the dispersed
geography of the archipelagic nation.

In the corporate logistics industry, the large industry players in the Philippines are 2Go Freight and
Fast Cargo, Inc. The main international competitors for the corporate sector arg DHL, FedEx and UPS.
Although the Company”s market share is still refatively small in the corporate Jopistics industry, -t
corporate Jogistics sezment hasmaintaingd strong growth singe the Company Tivst formally introduced
these services as @ separaic busiiess line in.2010. The Company seeks to increase its market share by
leveraging ts existing brand and network from its retail services.

Money Transfer Services

According to Ken Research, the Company is one of the top five non-bank providers of domestic
rempitiance services by Temittance volume as wedl as one of the top five non-bank providers of
infernational inbound remittances in the Phitippines by remittance volume in calendar year 2012, The
Company competes against Philippine banks and various non-banks, such as pawnshops, for its
international and domestic Temittance services. Philippine banks, such as BDO Unibank, fnc.. Bank of
the Philippive Islands, Philippine Natjonal Bank, Metrobank znd RCBC, account for the smmflcant
majority of market share in terms of volume for hoth domesticand internativnal remitances. I--iowevcr,

ecause {he Company targets the unbanked population i the Philippmes (which account for the
majority of Filipioes), the Company believes its domestic remitzance business has significant room for
additional growth. The Company’s main non-bank competitors in the remittance. industry include M.
Liwilfier, Cebuana Liwilfier, iRemit and Western Union. The Company believes that high barriers to
enry, including regulatory litenses and a distriburion netwark, make it unfikély that there will be
additional matenal competitors.in the future. For the bills payment segment, the Company’s mrgcsn
competitors are bills payment outlets owned and-operated by the $M group of companies at its various
malls, as well as varions banks.

QUALITY ASSURANCE AND INTERNAL CONTROLS
Quality Assurance

The Company is committed to providiag high quality service for customers in all areas of its busingss.
To this end, it bas in place standards and procedures to ensure s quality, reliable and seamless customer
experience, The Company has in place the following procedures o monitor the quality of its services
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onr a regular basis, as well as plan for contingencies that may otherwise cause an interruption i its
business.

Discrepuncy Reporting ond Undelivernble Items

To ensure that loss and damage is minimal, the Company trains all relevant employees in the proper
handling of parcels mid carge. It also has in place stringent procedures for scamning of shipments at all
touch points, Upon withdrawal of an item at a distribution center, 2 matiifest of all-scammed barcodes
is printed, which Js later chacked against ouigoing shipments. Pursuant to the Company”’s standard
operating procedures. ail shipping discrepancies must be yeported as they ocour, with teamn leaders at
the Central Exchange and vegional distribution centers responsible for preparing preventive and
cotrective action. as well .as compiling and providing discrepancy reports 1o the management on 4
regular basis, Discrepancies include damage, ineemplete addresses, misrouted parcels and cargo,
shipments to out~of-delivery-zone addresses, pitferage and improper acceplance,

When shipments are undeliverable because. for example. a recipient is unknown or ot found at the
destination address, or the destination: address is not Jocatable, the Company will send out multiple
notices to the sender, including initially an e-mail, followed up by a phone call and, as a lastresor, 2
letter by Tegistersd mail. Shipments that remain unclaimed following these procedures {(which typically
take place over the course of six months 10 a year) are anctinned, with proceeds generally donated to
charity after deducting costs incurred by the Company Tor storage and other related expenses.

Cash Collection and Management

The Company has impiemented siriét and comprehepsive cash collection and management. pelicies
and procadures to minimize operational errors- and promote customer s "For oxatople, every
Company branch office is required to set up “cash sanctuaries” to sniviize financial losy in the event
of « robbery. In addifion, the: Company also sets strict limits on the amount of cash each branch is

ermitted to hoid before the branch is required to make cash deposits at a bank, as well as valoe limits
an cash deliveries of Pesopak.

Compliance with the Company’s cash collection and management policies and procedores Is
monitored through randony Zudits vonducted by thie Company's general accomnting staff. Each branch
Qs « wam leader who s responsible for appointing two cash custodians, one primary cash custodian
and one back-up cash custodian, maintaining & team resolution (which is signed by alt branch
associates znd delineates the type of funds kept by the cash custodians) and producing readily-available
documents showing proper cash turn-over among associates. The primary cash custodian is required
tn properiy account, for cash under safekeeping on. 2 daily basts and ensure that there is no mingling of
Company funds with customer funds, Every branch associate is required to undenake precautions to
safeguard the cash within hiis or her branch vffice.

Business Confinuity

The snceess of the Company’s business is partioularly dependent on the efficient and uninterrupted
flow of its operations.

To safepnard agains( upanticipated merruptions in s business, the Company has insuted the
fallowing business continuity plans and procedires:

»  Information Technology. With respect 1o technology, the Company has back-up servers
managed by its T service provider with buili-in redundancies for 11s various systems in which
operational and customer data is stored. In ‘the event of system downtimes, the Company has
in place a back-up systern whereby communication s maintained through mohile text
messaging.

]
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= Dreansportation (Logisiics). Alikough the Company rélies on airline-and shipping carriers:for
its daily freight forwarding operations, it-alsd has in place alternative precedures {n the event
that an sirline or-shipping earrier Is unzvailable, For example, when flights-are grounded due
W severe weather, the Company’s vehicle fleér i capable of making deliveries hy ground.
Although ground deliveries may take longer than air cargo shipments, this enables the
Campany o contirue its service even when other modes of trangportation may be unavailabie.
When its usnal shipping carriers are vnavailable, the Company alsd mékesuse of its vehicle
fieel. The vehicles can make deliveries to any region accessible by land, or can make use of
RORO (“roll-on-roll-off"} car ferries 1o reach locations that require sea transport.

v Funding Insyfficiencies (Remitiances). Although the Global Remitfance Tearn monitors and
makes daily estimates of the funding needs of each branch, on occasion, there may be
insufficient funds at a given location to encash a remittance. In such a case, the Company has
in place procedures for either nearby branches to deliver the necessary sums, or for authorized
personnel fo withdraw the cash from oue of the Company™s local bank accounts.

SUPPLIERS

The Campany has a broad base of suppliers. The Company is not dependent on one or a linhited number
of suppliers.

CUSTOMERS

The Company has a broad market base, including Tocal and foréigr individual and institutional clients.,
The Company does net have a costomer that will accout for 20% oranore of its revenues,

TRAMNSACTIONS WITH RELATED PARTIES

Please refer to item 12 (*Certain Relationships and Related Transaciions™) of this Report.

INLELLECTUAL PROFERTY

The Company uses 2 variely of regisiered names and marks, including e names “ILBC Express, Inc.,”
L BC Express” “LBC”, “Harl Ng Padal” {Tagalop for “Ring of Forwarding Services™) and
W WW LRCEXPRESS.COM™ as weli as the traditional and the re-designed “LBC” corporate jogos
(including the new slogan “We like 1o move i), the “Team LBC Hari Ng Padala® logo and “LBC
Remit Bxpress™ logo in connection with its business. Exvept for the “LBC Remit Bxpress™ design and
logo (registered on July 26, 2012 and expires on fuly 26, 2022} and the LBC in rectangular box and
Pesopak Togo (vegistered on May 31, 2012 and expires on May 31, 2022), which are owned directly
by the Company, these marks {collectively, the “LBC Marks™) are owned and licensed to the Company
by LBC Development Corporation, the Company’s pareni company, pursuantio a trademank licensing
asreement. Under the terms of this agreement, the Company has the full and exciusive right to utilize
the TLBC Marks in consideration for a fixed royalty fee of 3.5% of the Company’s annual gross
revenues (defined as all revenue from sales of prodhucts and services, directand indirect, relating 1o the
Company’s business operations). Pursuant 1o an addendum signed October 25, 2013, the fixed royalty
fee was lowered to 2.5%, sffective December 1, 2013,

Under the agreement, the Conpany ulso has the right 10 extend the use of the LBC marks o its
subsidiaries (defined =5 companizs th which the Company holds at least 67% of the vofing rights)
within the Philippines, as well as to its remiltance and cargofcourier/freight forwarding fulfiliment
service partners'and agents in the Philippines and dbroad, subject to certain terms and condifions. In
practice, foreign agems of the Company are granted very Hmited nse of the “LBC™ brand and logos
pursuant to fhe individual agency agreements entered into between them and the Company.
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The LBC Marks have aiso. beer registered in each major findsdiction in-the Company®s international
netvork, LBC Development Corporation is currently in the prosess of registering the LBC Marks in
the Internationa) Register pursuant to the-Protoco] Relating to the Madrid Agreement {the “Profocal™),
which will grant the EBC Marks intéllectual property protection in the-jurisdictions of all Contracting
Parties {as such term is défined in the Protocal). LEC Development Corporafion is also eurrently in
the process of registering the LBC Marks in jurisdictions within the Company®s international network
not.covered by the Pretosol.

On August 4, 2017, the wade lcensing agreement was amended and both parties agreed to discontinue
rovally payments for the use of LBC Marks in recognition of LBCE s own contefbution 1o the value
and goodwill of the rademark effective September 4, 2017,

GOVERNMENT PERMITS AND LICENSES

The Company secures varfous approvals, permits and licenses from the appropriate government
agestcies or authorities as part. of the normal conrse of its business.

EMPLOYEES

As of December 31, 2017, the Company had. on a consolidated basis, 6,921 fuli-time emplovees,
compared to 6,539 full-time employees as of December 31, 2016, The Company continues toadd 1o
its warkforee on a regular basis in Tine with the groswth of its business.

Unger the Company®s hicing policy, all branch emrployees must have st minimum a college degree,
while exchange associates-and drivers and couriers are generally required to have completed a two-
year vocational course or the szcond vear of college. Employees of the Company in the Philippines
are primarily trained m-houss,

The Company maintains a non-contributory defined benefit plan covering atl qualified employees in
the Philippines.

The following table sets out the muraber of employees of LBC Express, Inc. by job function as of
Derember 31, 2017

Nember of

Employecs
Management and ADDIESIATVE ASSOCHALES . iisrenerressnrineanee 170
Central Exchange and Repional Distribution Center Associates ... 3249
BIranch ASSOTIAIES uvv. v rrvecreseserseeasemrmsssasm sessmen b abtensssrssmars sarnmetessssens 3589
Drivers 208 COUTIEIS .....ceurreeeescenrorrasc smsrmerercressasrarmese pesesenstosmess 1,523
I E R e i s esimesesms st nt s esss e e cennsmar s s an e e g5 e nd o m etk are 1,39¢
Total 6,921

Nare

(L Figures presented-do-not include probatonal emplovees (ie, mdividuals ywhe had beew emplayed by the: Company

for fese tion sivamonths az of the period indicated],

As of the end of December 2017, four Company subsidiaries in the Philippines have entered into
coltective bargaining agreements with their respective employees, with approximately 805 employee
memberships. Approximately 400 of these employees in the Philippines belong 1o une of the six labar
unions (for four subsidigries) and the remaining approximately 131 employees belong to one of the
other five fabor upions. The Company believes that there is sufficient. coverage by its otifer, non-
unionized subsidiaries to provide back-up support in the event of a disruptive labor dispute at any
siven unionized subsidiary: In addition. bevause freight forwarding and messengerial services may be
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sonsidered indispensable to mational interest in the Philippioes; fiie Secretary of the Tiepartment of
Labor and Efmploymentin the Philippines has the diseretion to end sirikes or certify the swme to the
Mational Labor Relations Coremission for compulsory arbitvdtion pursnant to Asticle 263(e)} of the
Philipping Labar Code, even in cases involving private providers of such services. Such cessation
order or arhitration cerification would bave the effect of antomatically enjoining an intended or
impending sirike or, if one has already taken place, of requiring'alt striking or locked oui emplovees
to immediately retura to work and ali employers to immediately resume operations. The Company hias
aotexperienced any disruptive labor disputes, strikes ot threars of swikes for at least the past decade.
Management beligves that the Company’s relationship with fts employvees in general is satisfactory.

The Corzpany complies with minimum compensation and benefiis standards as well as ail other
applicable labor and employment regulations in all of the jurisdictions in which it opsrates. The
Company has in.place internal control systems and risk management pracedures, primarily overseen
by its Corporate Compliance Grouvp, Ldbor Depariment and Legal Department, to monitor its
continued compliance with labor, employment and other appteable regulations.

It addition to full-time employees, the Company relies on contractors for the peak seasons, such as
during the Faster and Christmas seasons, to satisfy Increased demand for services,

RISKS
The Company is subject to certain opersiional, regulatory and financial risks as follows:

+ A significant portion of the Company”s business activities me conducted in ‘the Philippines and 2
significant portion of tsassers are located in the Philippines, which exposes the Company (o risks
‘associated with the Philippines. including the performance of, and impacts of globdl cenditions
o1, the Fhilippine economy.

»  The Company’s business is particudarly dependent on the quality as weli as the efficient and
uninterrupted operation of its IT and computer network systems, and disnipiions fo these systems
could adversely affect ftg buginess, financial condition and results of eperations,

+  The Company may not be able 1o expand its domestic branch network and. its produet offerings
and expand into new geographical maskets or develop its existing intemnational operations
sucsessfidly, which could limir the Company™s ability to grow and increase its profitabilily,

s Il copsumer confidence in the Company and the “LBC” brand deteriorates, the Company’s
business, financial condition and results of operations conld be adversely affected,

s The Company relies on third patty conraciors o provide various services, and unsatisfactory or
fawdty performance of these conurastors cauld have a material adverse effect on the Companiy™s
business.

¢ The Company faces risks from inereases in freight and transportation-costs.

+  The Company operates in competitive industries, which could Hmit its ability to maintain or
increase itz market share and maimtain profitability.

*  Any deteriorasion in the Company’s employee relations, orany s'ignifi‘cant ncreases in the cost of
labor, could materially and adversely affect the Company’s operations.

«  The Company doss notown any real.property and the Compeny may be unable to renow leases at
the end of their lease perigds or-obiain new jeases on acceptable terms.

»  The Company may encounter difficulties. in managing the operations of its agents and affiliates
effectively.

+ The Compeny's businesses mre subject w vegolation in the Philippines, and any changes in
Government policies could adversely affect the Company's operations and profitability.

»  The Company is subject to numerous U.S, and international laws und regujations intended w help
deteet and prevent roongy taundering, terrorist financing, frand and other illicit activity. Failure by
the Company, its.agents and affiiates to comply with these laws and regulations and increased




costs or loss of business assooiatsd wih compliance with these Jaws and. regnldtionssould have 4
materisl adverse offect on:thé Company’ s business, financial condition and resultsof operations.

+  The Company faces riske from trade resiictions.

« Any inability of the Company o secure renswals or new licenses for its moneytransfer operations
may have a material adverse effect on its business, prospects, financial .condition and results of
operations.

+  Risks associated with the Company’s money transfer eperations outside the Philippies could
aclversely affect the Company’s business, financial condition and results of operations.

Item 2. PROPERTIES

REAL FROPERTY

s of fhe end of December 2017, the Company does not own any real-property.

The Company’s registered office is loeated at the LBC Hangar at the Gensral Aviation Center in the
0Old Domestic Airport, Pasay City pursuant to-a lease with the iapila International Ajrport Authority.
The LBC Hangar houses the Central Exchange. as well as the Campany’s Information Technology
Tezm -and Global Remittance Team. The aggregate floor space of the LBC Hangar is approximately
2,160 5. m.

ln addition, the Company leases the spaces for all of s 1,321 Cowmpany-owned branches n the
Philippines, as well as its regional distribution centers, delivery bs, container freight statiens and
wareheuses, The average term of these Teases s threeto seven years, with renewal options undermost
of the lease agreements. Branch effices are refurbished approximately every five to seven years, and
the Company considers strategic relocation of branch offices from fime to time to meet changing
mankel demands.

For its general and administrative activities, the Company leases. 2,600 sq. m. of office space in the
Siar Cruises Cenire in Pasay City, Manils, located nearits registered offtce at the LBC Hangar,

For the vears ended December 31, 2017, 2016 and 2015, the Company’s tota] rental expense were
£331.6 million, B711.0 million and #6592 million, respectively.

EQUIPMENT

Diher property and equipment owned by the Company in the Philippines primarily comprises its fleet
of 1,226 dalivery vehicies {excluding those acquired through operating lease), servers, compmiers and
peripheral equipment, software, vaulis, haodheld scanners, H-ray scanuars and.its bulk mai) SOTLINg
machive.

Item 3. LEGAL PROCEEDINGS

Dae to the nature of the Company’s business, it is mvolved in various legal proceedings, both as
plaintiff and defendant, from time to-time. Such litigation invelves, among others, ciaims against the
Company for non-delivery, loss or theft of packazes and documents, mis-Telease of remittances, labor
disputes, as well as cases filed by the Company against employees and others for theft and similar
offenses.

Except as disclosed below, neither the Company nor aiy of its subsiciarics have been orare invoived
i, or the subject of, any governmental, legal or arhitration proceedings which, if determined adversely
1o the: Company or the relevant subsidiary’s interests, would have a material effect on the business or
tinancizlposiiion of the Company orany: of its subsidiaries.
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On September §, 2011, the BEP, through Monetary- Board Resolution No. 1354, resolved to close and
place LBC Development Bank Inc.’s (the “Bank™) assets and affairs under receivership,

On December 8, 204 1, the Philippine Deposit Insurance Company (PDIC), as the-official receiver.and
liquidator of closed banks, demanded o behalf of the Bank that LBC Holdings USA Corporation
{(LBC US) pay for its alleged outstanding obligations to LBC Bank amounting to approximalely
?1.00 billion. a-claim that LBC US has denied as being baseless and unfounded. No further demand
on this matter has been made by the PDIC since then, although there are no assurances that the claim
has besn waived or abandoned in whole or in part, or that the PRMC will not institute relevant
proceedings in court or serve anotber demand letter to LBC US.

in relatiom to the Rank’s closure and recelvership, the receivables amounting to P295.00 million wers
written-off in 201 1.

On March 17 and 29, 2014, the PINC’s external counsel sent. letiers to LBCE, demanding collestion
of the alleged amounts totaling P1.79 billion. On March 24 and 29, 2014, Tuly 29, 2014, tune 17, 2015
and June 26, 2013, the same legal counse! sent collection letters addressed.to LBC Systems, Ine.
[Formeriy LBC Mundial Inc.] [Formerly I.BC Mabuhay USA Cerporation], demanding the payment
of smourtts aggregating to P9 11.59 million, all on behalf of the Bank.

On MNovember 2, 2015, the Bank, represented by the PDIC, filed a case against LBC Bxpress, Inc.
{LBCE) and LBC Development Corporation {LBCDC), togeliier with other respondents. before the
Makati City Regional Trial Couri (RTC)for atota! collestion of #1.82 billien. The case isin refation
to the March 17, 2014 demand letter representing collection of unpaid service fees due from June 2006
to August 2071 and serviee charges on remittance transactions from January 2010 to Sepreinher 2011,
Inthe Complaint, the PDIC justified the Increase in the amount from the demand letter to-tie amount
claimed in the case due to their discovery that the supposed payments of LBCE were ailegedly
wnsupported by actial cash inflow to the Bank. :

On December 28, 2013, the summons, together with a copy of the Complaint of LBC Development
Banl, Inc., and the writ of prefiminary attachment were served on the former Corporate Secratary of
LBCE. The writ of preliminary attachment resuited 1o the () attachment of the 1,705,974,632 shares
of LBC Eipress Holdings, hic. owned by LBCDC and {h) attachment of various baik accounts af
LBCE totaliing 6,90 wmiillion, T'he attackment of the shares in the record of the stack transter agent
had the effect of preventing the registration or recording of any transfers of shares i1 the records. unfil
the writ of attachmert 15 discharged.

LBRCE and LRCDC, the ultimate Parent Company, together wilh othes defendants, filed motions 1o
disimiss the Complaint on January 12, 2016 for the coliestion of the sum of 1.82 billion, On January
21,2016, LBCE and LBCDC filed its Urgent Motion to Approve the Counterbond and Discharge the
Writ of” Attachment.

On Febroary 17, 2016, the RTC issued the order to liftand set aside the-writ of prelintinary attachment.
The aréler to.1it and set aside the preliminary attachmen: directed the sherfl of the conrt to deliver o
LBCE and LBCDC all properties previously garnished pursuant to the writ. The counterbond
defivered by LBCE and .LRCDC: stands as security for all properties previously attached and 1o eafisfy
any final judgment in the case.

In a Join, Resolution dated Juse 28, 2016, the RTC denied the motions 1o dismiss filed by all the
defendants, including LBCE and LBCDC. Motions for reconsideration filed by the defendants were
subsequently denied by the RTC in the Resolution dated February 16, 2017

After filing motions for extension of 1ime, LBCE and LBCDC filed their Answer with Counterclaims
an April 10, 2017. 1n the Resolution dated June 15, 2017, the RTC denied the third motion for
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ectension, declared ali of the defendants including LBCE In defauit and ordered PDIC to- present
evidence ex-parte. LRCE and LBCDC filed a Verifted Omnibus Motion for reconsideration and to Lift
the order of defaull. The other defendants filed similar motions, ineluding a motion for inlibition. - On
Iuly 21, 2017, LBCErecsived the Joint Resolutton dated July 20, 2017, ranting the Verified Omnibas
Motions ard the Metion for Inhibition, thereby lifting the otder 0f default and admitting the Answers
fledd by all-defendants.

The PRIC filed 4 Motion for Reconsideration dated August 7, 2017, seeking to reconsider the Joint
Resolution dated Joly 30, 2017, The defendants, including. LBCE and LBCDC have filed their
respective comments thereto and the motion is eurrently pending resolution.

From August 19, 2017 1o January 19, 2018, LBCE, LBCDC, the other defendants and PDIC were
referred to mediation and Judicial Dispute Resotution (JOR) but were unable to reach a compramise
ageeement. The RTC ordered the mediation and YDR terminated and the case raffled to a osw Judge
wha will preside over the wial. To date, the parties are stifl awaiting the case 1o be raflled to another
branch of the Makati RTC.

On April 24, 2017, LBCE and UBCDC filed a Petition for Ceriiorar] with the Court of Appeals,
challenging the RTC’s June 28, 2016 Joint Resolution. The PDIC, LBCE, and LBCDBC have filed
their respective Comment, Reply, and Memoranda. The Petition for Certiorari was desmed submitred
for resolution as of October 26, 2017 and s slill pending. The uliimate outcome of the ease cannot
presenily be determined.

Inrelation T the above case, in the gpimion of management and in concarrence with its fegal counsel,
any liability of LBCE is nat probable and estimable. at this point in fime.

ltem 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS
Except for matters taken up during the annual meeting of the stockholders of LBCEH beld on August

29, 2017, there was no dthier matter submitied lo & vote of security holders during the pericd covered
by this Report.




PART H - OPERATIONAL AND FINANCIAL INFORMATION

kem5.  MARKET FORISSUER'S COMMONEQUITY ANDRELATED STOCKHOLDER

MARKET INFORMATION

LBCEH common shares are listed with the PSE. As of the end of Deceniber 2017, the total manber
of shares held by the publc was 219,686,131 common shares ov 15.41% of the total tasued and
outstanding capital stock of the LBCEH.

The following tzble sefs forth the share prices of LBCEH's common shares for each guarter of the
years 2017, 2016 and 2015:

‘ High Low
Quarter ® )
2017
4 17.00 14.80
3R 16:18 15.00
2ne 1794 14.20
157 R 14.00
AG16
4TH 16.00 ) 11.50
JRO 14.88 10.50
Hn 15:00 10.14
157 12.20 620
2015
ATH 14,50 11.50
3RD 16.08 11.32
2ND 2480 11.32
157 | 27.55 15.02

The stock price of each common share of LBCEFI as of the close of the latest practicable trading date,
April 4, 3018, is 214,80, '

STOCKHOLDERS

As of end of December 2017, LBCEH has 486 registered holders of common shares. The
following are the top 20 registered holders of the common shares:

Share
1 |LBC Development Corporation  Filipino | 1,205,974,637 84.58%
2 {Lim, Vittorio Paulo P. Filipino 59,663,048 4.18% |
3 IMariinez Jr., Mariaoe D. Filiping 59,663,046 4 18%
4 H¥y, Lowell L. Filipino 59,663,946 4.18%
5 iPcd Nominee Corporation Filipino 37,233,285 1.24%
& iPed Nomines Corporation Filipino 3.120,602 0.34%
7 1Ko Mei Nga Filipino 10,000 0.54%
8 |{Tia, Tomnmy Kin Hing Filiping 10,000 (.18%
¢ |Santos, Ferdipand 5, Filipino 10,000 0.12%
10 {Lantin, Andy Filipine 5,000 0.08%
Ul |Leong, Jennifer 11 Filiping 3,000 0.06% |




12 {Cabual, Alfonso B, Filipino 0.03%
13 |¥irtudes, Matites M. | Filjpino 0.02%
L4 | Balo, Jimmy B, Filipino 0.0 %
15 | Batalta, Wilfredo P. Filiping 0.01%
16 |Simbajon, Gliceria Filipino- $.01%
17 | Garcig, Janet G, Filipino 01%
L8 | Solis, Bdward A. Filipino 0.01%
19 {Villanueva, Erwin L. Filipine 0.01%
20 [Nombre, Ramil C. Filiping 0.01%
DIVIDENDS

Dividend Policy

The Company has adepted a dividend policy 1o distibute to its shareholders a portion of its funds thit
are surplus sublect to the operating and expansion needs of the Company, as determined by the board
of directors of the Company, tn the form of slock and/or cash dividends, sobject-always 1o:

{a} All requirements of the Corperation Code of the Philippines as well as all other applicable
aws, eules; reglations aud/or orders;

) Any banking or other funding covenants by which the Company is. bound from time to thae;
g
{c) The operating and expansion requirements of the Company a3 mentioned above.

the Company’s subsidiary, LBC Express, Inc. has adopted the same dividend polioy.

Casli dividends are subject 1o approval by the Company’s board of directors without need of
stockholders™ approval. Mowever, property dividends, such as stoek dividends, arc subyect 1o the
appreval of the Company’s beard of directors and stockholders.

The payment of dividends in the future will depend upen the earnings, cash flow and financial
condition of the Company.

Dividend History
Om April 19, 2017, the BOD of LBCEH approved the declaration of cash dividends amounting to
P=827.00 miilion from.unappropriatad retaimed earnings as of March 31, 2017 amounting to

P=849 83 millicn.

On October 11, 2016, the BOD of LBCEH approved the declaration of cash dividends amounting to
P=513.09 milkion {nil in 2G13).

The dividends attributable 10 LBCDC was seifted through application against due from LBCDRC.

Bl

(X}




RECENT SALL OF SECTRITIES

Please referto the discussion under “Corporate. Reorganization” of iters 1 (“Business™) of this Report
for a supmzey of recent issuances of shaves:by the Company.,

liem 6. MANAGEMENT?S IISCUSSION AND ANALYSIS ORPLAN OF OPERATION
KEY PERTORMANCE INDICATORS

Finamcial Ratios:

2017 2016
Current ratio Current Assets/Current Liabilities 251 1.67
Debt 1o cquity ratio Total Liabifities/Stocklolders' Equity 208 1.74
Debt to total assets ratio Total Liabililes/Total Assets 6.75 0.63
 Relumn on average assets Net income .aftvibutable to  Parent 8.71% 14.52%
Company/ Average nsseis
Book value pershare Sinckholders' Equity/ Toml Number P1.66 P1.73
Shares
. Pe49  PO.63
Basic and Diluted ‘Net Incomef{Lossy  Total Number '

Earnings/(Loss) per share Shares

RESULTS OF OPERATIONS
Year ended December 31, 2017 eompared i the vear ended December 31,2016
Servive Revenues

The Company’s service revenues increased by 5% to P10,020.1 million for the year ended
Decemper 31, 2017 fiom ¥8,695.4 million for the year ended December 31, 2016, primarily due te
increase in revenues {rom the Logistics sepment shributable to growth i both retail and corporate
sates.

Lugistics

Revenues from the Logistics segmenl.grew by 19% to P8,981.2 million for the year ended December
31, 2017 trom P7,521.9 milfion for the yearended Devember 31, 2016, primarily due 1o growth i
retail and corporate revenue by 16% and 26%, respectively. The growth in voltme of retail services
was mainly attributable to the hotizontal growth of the Company, evidenced by the addition -af
gverage 57 new branches in the Philippines. Corperate accounts’ growth was contributed by both
large and small-mediun enterprise clicnts. There is also an incremental increase in the Company”s
valwmes from cargo forwarding scrvicos during the year.

Cost of Services
Cost. of services increased hy 18% to ?6,606;0 million for the year ended

December 31, 2017 from P5.590.5 million forthe year endec Decerber 31,201 6 relative 1o growth
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in volame fn-logistic services. Moreover, tnick rental rates e Figher primarity due to inerease m
fuel prices in 2017,

-{Fross Profi

Gross profil increased by 10% to $3.414.1 milljoy for the year ended December 31, 2017 from
1#3,104.9 million for the year ended December 31, 2016, primarily ‘duetothe increase in vdlume for
lagistic services.

Operuzing Expenses

Operating  expenses increased by 10% to $2,066.6 million for the year ended
December 31, 2017 from $1.872.8 million forthe year ended December 31, 20186,

Professional fee is higher by 35% mainly related to acquited services of consultants for-process
fmprovement.

Rent expense increased by 21% primarily restilting from renewal of head office lease contract
effective Octaber 2016-with escalation on momnthly fee and two mew. administrative warehonses
contract which started mid-2016.

Taxes and licenses increased by 18% primarily related to additional branches and increase in gross
receipts which are the basis for husiness permits.

Puesand subscription is increased to P31.3 million for the vearended December 31, 2017 from £3.8
million for the year ended December 31, 2016, related to the new clotd services acquired and the
cost of suppart for migration.

Qther Inconte, Mel

Foreign exclunge gain, net is lower by 36% which resulted from the foreign exchange frading.
revaluation of time deposit denominated in US dellars and convertible instrament.

Logs on derivative amounting to 200.0 miltion is recognized as a result of higher estimated fair
marker value of dertvative Hability as at December 31, 2017 as compared ta the value on inception
date. This is primarily due to higher LBC stock price as compared to the stock price on the
convertible instrument ransaction date which generally increase the value of the derivative.

Interest expense is bigher by 115% or P75.3 million primarily due o bond payable aceretion and
current period interest fromn notes payable. fmanace lease and other liabilities.

Fucome before Income Tox

Income before income tax decressed by 15% to P1.126.8 milkion for the year ended December 31,
2017 from F1,325.1 miltion for the vear ended December 31, 2014, primarily due to the losses
incurred related to convertible instrumert during the year.

Inecome Tax Expense

Income tax expense increased by 2% to P418S  million for the wyear ended
December 31, 2017 from 411.2 million for the vear ended December 31, 2016 beeause of lower
amonnt of deferred income tax expenses resulting from temporary differences benwesn cagh and
accounting method. ‘




Net Iucome for the Fear

The Company’s profit for the year decressed by 23% to B707.9 million for the vear ended December
31, 2017 from FJ13.9 million for the year ended December 37, 2016 as a result of the foregoing
movements,

FINANCIAL CONDITION

As of December 31,2017, compared to 25 of December 31,2016
Assets

Curveni Assets

Cash and cash equivalente inoreased by 185% o ¥3,778.4 willion as at December 31, 2017 from
#1.327.8 million as at December 21, 2016, Refer wo analvsis of cash flows I “Liquidity” section
below. '

Trade and other receivables increased by 10% 1o £1.675.8 million as at December 31, 2017 from
£1,526.7 million as at December 31, 2016, primarily due io growth. of receivables from customers
amounring to PL66.0 millien in refation to increase in revente from corporate acoounts.

Due from related parties decreased by 40% to P667.7 million as of December 31, 2017 from
#1,108.0 roillion as at December 31, 2016, largely traceable to offsetting of dividend payvment to

. existing receivable of LBC Development amounting to $699.0 million.

Axvailable-for-sule invesiments {current and noncurrent) is higher by 24.8% ta P885.5 miltion-as at
December 31, 2017 from P702.3 million as at December 31, 2016 which resulted from net placement
UITE account dwing the year. LBUEH opened a dollar account and placed 4.0 million in
December 2017, This is-offset by loss resulfing from lewer matket value of guoted shares.

Prepayments and other cutrent assels increased by [5% to ®446.1 miliion as at December 31, 2017
Trom P388.1 million ns af December 31, 2016 mainly because of higher advance rental by P21.8
miliion resulting from additional Philippines branches (2017: {321 vs 2016: 1,249). Input VAT also
increased by P23.9 million. These increases are offset by decrease i marketable securines by P11.0
miflion. This is classified as “other current assets™ sinee the maturity is more than three months,

Non-current Assers

Property  and  equipment, ael  increased by 16% to P76 million as  of
December 31, 2017 froin PE40.5 million as 4t December 31, 2016, primarily due to business
expansion which ted 1o nel acqnisitions of transportation equipment, leasehdld Improvements and

consttuction. in progress resulting 1o an increase by 23%. 19% and 91%, respectively, based on oot

book value.

[otangibles, net increased by 34% to 336.9 miflion as at December 31, 2017, from P266.0 million
as at December 31, 2016, mainly related 10 acquisition of new payroll and logistics system
(RAMCO) and IT security tool. This is offset by the increase in amortizatien charoes Tor the year
arncunting to P65.0 million.

Deferred iax assets, net increased by 6% to P259.5 miliion as at December 31, 2017, from P274.4
millfon as at December 31, 2016, resulted from higher non-deductible expenses from retirernent
benefit whicl are charged to other comprehensive income.




Security deposits, increased by 13%to P255.4 million as at December 31, 2017, from P226.3 mi fion
as a1 December 31,2016, primarily due to additional branches.

Other noncurrent assets, increased by 31% to P22 million as at December 31, 2017, from $70.2
miliion as of December 31, 2015, which resulted from the inerease in noncurrerit portion. of input
tax on capital assets amounting to 3.6 million, higher prepaid rental ariotnting to ¥7.4 million
advance payment for fhe development of Interblack software amounting to 9.0 million.

Liehilitics

Accounts and  other pavables increased by 24% o PLE03] million a3 al
December 31, 2017, from #1,295.) million as at December 31, 2016, Trade payable from outside
parties is higher by 34% mostly from increase in costomer deposits and cash bomds, Acerued
contracted jobs doubled as at year-end due {0 increase in fieadcount to cover the valume fransactad
during peal season. In addiiien, pavable related to 1axes is kigher by 63% which comprise oFf VAT
payable, expanded withholding taxes and withholding taxes on compensation.

Notes pavable (current and nencurrent) -decreased by 23% to PLO4LI m iliion as at
Decentber 31, 2017, from P1,359.2 million as at December 31, 2016, primarily due to settlements
of short znd long-term notes during the year,

Transmission liability inereased by 26% to PS88.2 million as at December 31, 2017, from. P4673
million ag at December 31, 2016, relative to higher volume: of unremited colleotion on delivery
(COD) fransactious this year.

Incoms tax payable desreased by 51% to P125.0 million as at Decamber 31, 2017, from o PR54E
milton as # Dectmber 31, 2016, resuliing from payment of 2016 annual income ax.

Finance lease ligbilifies (current and noncurrent) decreased by 3% to #117.7 million as aiDecember
31, 2017, from PL24.1 million as of December 31, 2016, due to jease settlements in 2017 amounting
toP45.9 million and offset by additional Bability for service vehicles acquired tuough finance lease
during the year amounnting to P39.6 millien.

Bond payable and derivative fiability recognition amounting 1o P896.2 million and P1.860.4 million,
respectively, as al December 31, 2017 is the resuif of issuance of a seven-year secured convertible
instrament. in favor of CP Briks Pre. Lid, in the agaregate principal amount of US$50.0 mitlion,
converiible into 192,307,692 common shares of the Company at the option of the helder av P13.00
per share conversion price {using the USS1=P50 exchange cate). The instrument is-due in 2024 or
the seventh anniversary from the issuance date. The proceeds from the issuance of ihe instrument
shall be used to fund the growth of the business of the Group including capital expenditures and
working capiinl. The convertible debt is & hybrid instrument containing host financial [jability and
derivative component for the conversion and redemption options.

Retirement  bemefit  obligation  decreased by 2% w  P7053  miflin  ws at
December 31, 2017, from $721.0 million as at December 31, 2016 primarily due fo contributions in
the plan assets during the year and benufits paid divectly by the Group.

Other liabilities account is higher by 243% or #83.8 million which comprise of IBM cloud
subscription abligation, new payroll and logistics system of LBC and subscription of IT sseurity
software.




LIQUONTY

Cash Flows

Years ended Decemiber 31, 2017 and December 31,2016
Cash flow from operating aclivities

The Company’s net cash from operating activities is primarily. affected by income before income
sax, depreciation and amortization, vareatized foreign exchange gain, refirement benefit expense,
interest expense, loss on dertvatives and changes in working capital. The Company’s net cash fromn
operating activities were P1,399.3 million, and $808.9 million forthe year ended December 31,2017
and 2016, vespectively.

For the year ended Desember 31, 2017, vash fow from operating activities were derived from the
nomnal operations.

Cash flovws fromt invesiing aotivides

Cash flow used investing activities. for the years ended December 31, 2017 and 20186 were PE47.5
mitlion and P611.3 mitlion, respectively,

Cash used for acquisition of property and equipment and intangible assels during the year amounded
to B354.9 mitlion and $38.5 million, respectively. The Company also acquired available-for-sale
investoents amounting to P1.394.0 million, gross of redemptions amounting to P1,206.4 million
during the year.

Cush flow from financing ectivities

Cash flaw from financing activities for the years ended December31, 2017 and 2016 were P1,922.07
million and P154.6 milfion, respectively. '

For the year ended December 31, 2017, the inflow from financing activities is primarily Crom the
issuance of convernibie instrument that senerated cash amounting to P2.505.7 million.




Ytem 7. FINANCEAL STATEMENTS

The 2017 congolidated financial sttements of the Company are incorperated hersia the accompanying
ndex to. exhibits,

Item 8. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTE ON
ACCOUNTING AND FINANCIAL DISCLOSURE

The consofidated financial statemens of the Company as at and for the year ended December 31. 2017
and 2016 were audited by 8GV & Co., a member fivm of Emst & Young Global Limired.

SC3V & Co. has acted as the Company's independent auditor since fiscel year 2014, Cyril Jasmin B.
Valencia is the current audit partner for fhe Company and has served as such since fiscal year 2014. The
Company has not had awy material dissgresments on accounting sod financial disclosures with 1ts current
independent auditor for the same periods or any subsequent interim period. SGV & Co. has neither
shareholdings in the Company nor any right, whether legally enforceable or not, o nominate persons or
to subseribe for the securities of the Company. The foregoing is in accordance with the Code of Ethics
for Professional - Accountants in the Philippines sel by the Board of Accountancy and approved by the
Professional Regulation Comuussion.

The following table sets forth. the aggregate fes billed for each of the last two. years for professional
services rendered by GV & Ca.

2047 2016
[n miltions (B)
Audir and Audit-Related Feos'! P§,173,340 7987500
Total $8,173.340 P7,987,500
1) Audic and Andi-Relared Fees. Thiv category inedndes the wedit of mmsal financial swajesens,; review: of fmtering.

financiel statemenis ard services thar are normaly provided by the independent auditor in comection with sraery
and regeddaiory Jiings or engagements for ikase calendar yeors.

SOV & Co. did nat provide services for 1 accouniing, compliance, advice, planting and any ofner form
of tax services to the Company in the last two fiscal years. Other than the audiz of the annual financial
statements and the review of the interim financial sraterments, SOV & Co. did mot praovide any other
services to the Company in the last two fiscal years.

In telation to the audit of the Company®s annual Gnancial statements, the Company’s Corporate
Governance Manual, provides that the audit comimittes shall, amang other activities (1) review ihe reports
submitted by the infernal and external anditors; (1) ensuwre that other non-audit work provided by the
external suditors are not in conflict with thelr fumctions as. external auditors; and {(Fil) coordinate, monitar
and facilitate compliance with [aws, rules and reguiations'.

The nudit committes consists of at least fhree members of the board of direétors, at least one of whom is
an indeperdent ditector, including the chaivman of the committee. The auditcommittes; with respect to
an external audit;

. Perform oversight functions over the Company’s exterzal auditors; the Audit Commities should
ensure that the internal and external andiors act independently from each other, and that both
audhors are piven unrestricted accessto all records, properties and personnel 1o enable them to
perform their respective audit funcrions,
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» Prior to the cortmencement of the audit, discuss with the external auditor the nsture,; scope and
expenses of the andft, and ensure proper-coord ination if mote than one andit Foom is involved
the.activity to seoure proper coverage and minintize duplication of efforts.

= Evaluare and determine the non-audit work, i any, of the esternal auditor, and review
periodically the non-audit fees paid tothe external anditor in refation to their significance to the
torta] mmial meome of the external auditor-and to the Company’s averall consultancy expenses,
The commiittee shetl disaliow any non-audit work that will contlict with his duties as an external
auditor or may pose a threat 1o his independence. The non-audit work. if allowed. shotkd be
disclosed in the Company’s ananal report.

* Review the reports submitted by the external anditors.

The following are the members of the Company’s audit committec:

() Solita V. Delantar ~ Chatrman
(b)  Miguel Angel A, Camahort - Member
(¢} Enrigue V. Rey, Ir. - Member
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PART 1l - CONTROL AND COMPENSATION INFORMATION

Item 9. DIRECTORS AND EXECUTIVE OF¥FICTERS

PIRECTORS

L'BCEHs by-laws and articles of incorporation provide for the election of nine directors, two of whom
skrall be independent diractors. The board of disectors is responsible for the direction and control of the
business affairs, and management of the company, and the preservation of its assets and properties. No
person can be elected as a director of the company unless he 15 pre=screened by the nomination commitiee

arxd is 1 registercd owoer of at least one common share of the capital of LBCEH.

The Company’s romination. committee is composed of the following:

{a) Solita V. Delantar - Chairman
fhy  Miguel Angel A. Camahort - Member
{c) Earique V. Rey, I, - Member

The table below sets forth each member of the LBCEH s'heard of directars:

T Mamt 1 Natonaldy: |- ige Position
Miguel Angel A, Camahort Filipino 55 Chairman of the Board
Rene . Fusnies Filiping 44 Director
Earigue V. Rev,Jt, Filininp 47 DHrector
Augusto G. Gan Filipino 55 Director
Mark Werner 1. Rosal | Filipino 43 Direcior
Anthony A, Abad Filiping . 54, Independant Director
Jason Michael Rosenblatt Filipino 41 Director
Solita V. Delantar Filipino 74 Independent Director
Lurg N, Yu, lr. Filiping 62 independent Director

The business experience. of each of the divectors is set Torth below.,

wiignel Angel A. Camahort N N ]
Chairmen. of the Board. Chief Executive Officer and Presicent

ir. Miguel Angel A. Camahort is a Director, Chairman of the Board, and President of LBCEH. He is
al 5o the President of LBC Express Corporate Sojutions, lac, the subsidiary operating the “Print and Mail”
business of LBC Express, Inc, Mr. Cemahort coneurrently serves on the Board of Directors of the United
Faotball League. Prior to joining the LBC Group, Mr. Carmahort was a Senior Vice President and the
Chief Operating Officer of Aboitiz One, Inc. from 2007 to 2009 and Aboitiz Tramsport System
Corporation {ATSC) Solutions Division from 2004 3o 0017, He also served as & Senlor Viee President
and the Chief Gperating Officer of Abaitiz Transport System Corp. {formerly, William, Gothong &
Aboitiz, Tnc.} i the Freight Division rom 1999 to 2003, prior ¢ which be was the President of Davac
Integrated Stevedoring Services Corporation (DIPSCCOR) from 1999 to 2003. Mr. Camahort holds &
Bachelor of Science degree in Business Administration and Economics: from Notre Dame . de Namur
University- (formerly, the College of Notre Dame) in California, U.S:A.

Rene E. Fnentes
Drygctor

®r. Rene E. Fueates i curcently the Senior Vice President for Gilobal Retail Operations of LBC Express,
Inc. Prior to joining the Company, Mr. Fuentes served as Presidens of Documents Plus, Inc. from 1996
ta 2001, and as Regional Manager, ¥V tce-President af EFC Food Corporation from 1996 to 2001 ir,

Frentes attended De-La Salle University and completed a Key Executive Program in November 2013 at
the Harvard Business Schoot.
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Exrigue V. Rey, Jr.
Director
C hief Finanee Qfficer and Investor Relations Officer

Mir. Enrique V. Rey Jr. assumed the position of Investor Relations Officer of the Company on September
2015 and elected as the Chief Finance Officer of LBCEH on September 2017 after betrg an officeran-
charge for the same position since December 2015, Mr. Rey, Ir. was also a dirsctor of LBC Systems,
lne. from 2008 to 2610 and LBC Mundial Inc. from 2005 to 2008. Prior to joiring the Company, Mr.
Rey, Ir. wotked for CoeaCola Phil ATS, where he was the Senior Head of Sales from 2003 to 2005 and
the Associate Vice President for Instinsional Sales from 2000 to 2003, Mr. Rey, Ju attended De 1.a Salle
U niversity and completed a Management program at the Ateneo Business School. Mr: Rey, Jr. has alse
received training in Finance. Since 2010, Mr. Rey, Ir. has been a member of the Institute of Internal
Audifors.

Angusto G, Gan
Director

Mr. Augusto G. Gan wasappointed Director-of LBCEH in September 2015, Mr. Gan concurrently serves
a5 a Divector of Atlanfic Cuulf nad Pacifie Company, [nvestment and Capital Corp of'the Philippines. Pick
Sweged ZRT and Sole-Mizo Zrt. He s dlsa the Managing Director 6f Ganesp Ventures and the Chairman
of the Board of Anders Consulting Lid. Previously, Mr. Gan was the President of the Delphi Group from
20001 o 2012 and the Chief Executive Officer of Novasage Ineorporations (HK) from 2006 to 2007 He
hasalso served as a Director of AFP Group Lid. (HE) from 2005 to 2007 and IS Comraunication from
2003 to 2004, as well as the Chainnan of the Boards of Cambridge Boldings from 19935 to 2000 and
Qualibrand Industries from 1988 10 2001, Mr. Gan holds a Master in Business Management degree from
the Asian Institute of Management.

Mark WernzerJ. Rosal
Drirector

Actty, Rosal hecame a divector of LBCEH on April 28, 2075, Bomn in Cebu City, Afty. Rosal, prier fo
taking up iaw, has a-Bachelor’s Degree m Physical Therapy from Cebu Velez College and is a licensed
Physical Therapist. Ay, Rosal yracdugted in the lop 5% ol his law sohool baleh ab the University of San
Carlos, Cebu City, in 2002 and was admitzed to the Philippine Ba in 2003. He spent his early vears in
thie practice of taw at Balgos and Petex Law Offices and Angara Cruz Concepeion Regala and Abello
(ACCRALAW). Currently, he is the Managing Parmer of Rosal Dinz Bacalla and Fortuaa Law Offices,
a Csbu-baged iaw firm. As part of his law practice as retained counsel of private corporations, he is a
director (holding nominal shares) of Cebu Agaru Mators Inc., Wide Gzin Property Holdings, Inc., and
Sem-Ros Foed Corp. (a non- operational corporatian }.

Anthory A. Abad
Jradependent Director

Adtly. Anthony A, Abed is currentlirthe CEO and Managing Director of TradeAdvisors, as well 35 a
parmer of Abed Alcantara & Associates. He graduated from the Harvard Uiitversity — fohn F. Kennedy
School of Government with & Master’s Dejree i Pubilic Administration, and & Fellow in Public Folicy
and Management at the Harvard Institute for International Development. Atty, Abad graduated from the
Adeneo de Manila Schooi-of Law with & Jusis Doctor degree, and a Bachelor of Arfs degree, Major in
Econemics {Honors), Cther cutrenf engagemerss include: Bloomberg Philippines, Anchor; Ateneo
Center for internationa] Economic Law, Director; Atenco de Manila University, Professor; World Trade
Carganization, Panelist, Previously, Atty. Abad was Key Expert, Trade Policy & Export Development




Trade Assistant for the Europeén Union, Chairman and Secretaty’s Technical Advisor-at tire Department
of Agriculiure; and President and CED of the Philippine International Trading Co rporation.

Jason Wiichael Rosenblatt
Drecror

8ir Jason Rosenblatt is carrently a Partner at Crescent Point, a private equity and investmentfirm based
i Singapore. Mr. Rosenblatt assumed a director position at LBC Express Holdings. Ioc. in March 2018.
His previous positions include: Laurasia Capital Management, Director; Standard Bank, Giobal Head of
Special Situations; DKR Oasis, Head of Principal Strategies; Ritchie Capital Management, Director;
M chinsey Company, Associate; and Bank One, Assooiate.

Solila V. Delantar
Independent Direcror

Ms. Solita V. Delantar was appointed Director of LBCEH in March 2014. She voncurrently: serves as
independent Divector on the Board of Directors at Anchor Land Holdings, Inc., Executive Direetor at
PMAP Humon Resoutces Managemen: Foundation (since [fuly 2013) and Viee President at
PONTICELLE, Tnc. (since 2006). Previously, Ms. Delantar served. as Vics-President, Fuman Resources
Management & Devefopment Administration (November 1999 - September 2003). Consultant {Juky 1997
- July 1998), Vice-President, Finance & Administration {(May 1988 - June 1996) and various other
pasitions at Honda Philippines, 1o, Ms. Delantar is a Cerfified Public Accountant, Fellow in Personal
M anagement and professional business mediator. From Seplember 1998 to March 2007, she served as'a
Member of the Professional Board of Accoumtancy, which administers licensure wxamingtions for CPAs.
e Deiantar received her Bachalor of Science dagree in Gommerse with 2 major in Accouming from
¥ar Bastern University.and participated in a Bachelor of Laws program al Atenso de. Manila University.

Lais . Y, Jr.
Independent Direclor

Mr. Lais Yu, Ie. is the Founder and Chaiyman Emeritus of the 8990 Holdings, Inc. Mr, Yu is also the

Cliairman Emeritus of 1Holdings, Inc. (2012 to present). He {s alsothe Chairman of 8990 Cebuy Housing

Development Corporation, 8990 Visayas Housing Developroent Corporation, 8990 Davao Housing

Deveiopment Corporaticn, 8990 Mindamo Hensing Development Corporation, 8944 tloile Housing -
Development Corporation and 899 Luzon Housing Drevelopment Corporation (2009 fo present), 8990

Housing Development Corporation (2006 to presend), Cares Homes, Ine. (2002 to presert), N&S Hames.

Ine. (1998 to present), L&D Realty Holdings, Inc. (1998 to present), and Fog Hom {1994 to present). Mr,

Yu is custently the President of DECA Housing Corporation (1995 o present), Mr. Yu holds a Master in

Rusiness Managemen( degres from the Asian fnstiuree of Management. Mr. Yu has more than 30 years

of experiesice managing and heading companiss engaged in Mass Housing subdivision developmenit.




MEANAGEMENT AND OFFICERS

LBCEH's executive officers and management team cooperate: with its Board by preparing appropriate
information and documents concerning the Conipany®s business operations, financial.condition and
results of operations for its review. Thetable befow sets forth each memberofthe LBCEH's management:

ationiilie FRosition
Miguel Anget A. Camahort Filipino | 55 Chief Execative Officer and
President
. e Chief Finange (fficer and
nrique V. Rey. b Filipine 47 Investar Relations Officer
Cristina S. Palma Gil-Fermandez|  Filipine 49 Corporate Secretary
Rosalie H. Infantado Filipino 42 Treasurer
Agaistant Corporate
! . s . Secrefary, Corporate
Mahl L€ ! 7
ahleens G. Gu Filipino 37 Information Officer-and
Compliance Officer
e e C L mp n Assistant Corporste
Maria Eimsa‘In'.n,!.da 5. Singzon | Filipino 34 Information Officer

The business experience of each of the LBCEH's officers is set {orth below.

Migael Aagel A. Camabort
Chief Exccutive (fficer and President

Please refer to the fable of ditectors above.

Enrigue V. Rey Jr.
Investor Reletions Officer, Chief Finance Officer

Pieasa refer to die table of directars above.

Cristina S. Palma-Gil Fernandez
Cerporare Secretor)

Atty. Paima Gil-Fernandez assumed the position of Corporate Secretary of LBCEH in September 2013,
Atly. Palma Gil-Femandez praduated with a Bachelor of Ans degree, Major in History (Honors} from
the University of San Francisca tn 1989, and witha J uris Dactor degree, second honozs, frony the Ateneo
de Manila University in 1995, She is cursently & Partner at Picazo Buyeo Tan Fider & Sanios Law Offices
and has more than 20 vears of experience in corporate and commercial law, with emphasis on the praciice
aress of banking, sccurifies and capital markets {equity and debt), corporste reqgrganizations and
restnichurings angd real estare.

Trosalie H, Infantado

T-easurer

M. lnfantado assurned the position of Treasurer of LBCEH in September 2017. She graduated with a
Bachclor of Science degree, Major in Accountancy from the: Polytechnic University of the Philippines in
1907, She is currently Viee-President - Financial Reporting and Analysis at LBC Express, inc., and has
been a Certified Public Accountant since 1998, With 20 years of experience in aceounting, andit, and
financial reporiing, Ms. Infantado’s previous professional experiences include employment at prestigloss
companies such as KPMG Philippines (Manabat SanAuusiin & Co.), Concordia Advisors {Bermuda)
Ltd., CYTT Hedge Fund Services, Lid. (Bermuda), and PriceWarerhouseCooper Philippines.
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Malleene G. Go
Aissistant Corpovase Secretary, Corporate Tnformation Officer and Compliance Officer

Azty. Mahleene G. Go assumed the position of Assistant Corperate Secretary, Complianes Officer and
-Comorate Information Officer of LBCEH-n September 2015. Born on April 25, 1980, Atty. Go graduated
with the degres.of Bachefor af Arts, Major in Political Seiencé, from the University of the Philippines in
20001, and with the degree of Juris Doctor fromt Atenec De Manila University-School of Law in 2005,
She also received a Certificate of Mandarin Language Training for International Students from 2011 to
2012 in Peking University, Beijing, China. She served as a funior Associate at Picazo Buyeo Tan Fider
& Santos Law Offices from 2607 to 2010 and 2012 and is currently a Senior Associate at the same office.
She curreally serves as Trustee and Corporate Secrstary for Ceater for Empowerment and Resouwree and
Development, Inc.

M aria. Eloiga ¥melda 8. Singron
Al ternare Corporate formation Qfficer

Atty. Maria Tloisa Imélda S. Singzon assumed the position of Altiernate Corporate Information Officer
of LBCEH in April 2015, Bomn on Septernber 18, 1986, Atty. Singzon graduated cum taude with the
-de gree of Bachelar of Science, Business Econemics, from the. University of the Philippives in 2008, and
withthe degreeof Furis Doctor from Ateneo de Manita School of Law in 2012. Sheis aJ wmior Associate
it Picaro Buyce Tan Fider & Santos Law Offices from 2013 to present. :

The Board has estzbiished committess & assist in exercising its authority in monitoving the performance
of the business of the. Company, The committces, as detailed belose, provide specific and focused means

for-the Board 1o address relevant issues including those related to corporate governance,

SIGNIFICANT - EMPLOYEES

- The Company considers its entire work force as significant employess. Bveryons is expected-to work
together as a team to achisve 1he Company’s goals and objectives.

FAMILY RELATIONSHIPS

Aw of the date of this Report, thers are 1o family relafionships betiéen Directors and members of the
Company’s seaior management known to the Company.

INVOLVEMENT IN CERTAIN LEGAL PROCIEDINGS

The Company believes that none of the Company™s direstors, nominees for election as director, or
executive officers have in the five-year period prior to the date of this Report: (1) had any petition filed
by or against any business of which such person was a general pariner or executive officer eitherat the
time of the bankruptoy or within a two-vear period of that time; (2) have been convicted hy final judgment
in a criminal proceeding, domestic or foreign. or have been subjected o a perding judicial procesding of
- criminal nature, domestic or foreign, excluding raffic viclations and other miner offenses; (3) have
been the subject of any order, judgment. or decree, not subsequently reversed, suspended or vacated, of
wiy court of competent jurisdiction, domestic or foreign, permanently or temporarihy-enjoining, barriog,
sospending or otherwise: limiting their iavolvement in any type of business, securities, commoditics or
banking activities; or (4) have been found by a domestic or foreign court of competent jurisdiction (in 2
civil action), the SEC or comparable foreign bedy, or a domestic or Foreign exchange or other organized
trading market or self-regulatory organization, to have violated 2 securities or commnodities law or
regulation, such judgment having not bean reversed, suspended. or vacated.

On 9 September 2011, pursnant w Monetary Board Resolution No. 1354, the Memetary. Board prohibited
1.BC Bank (which is controlled by the Aranete Famity) from doing business in the Phiflippines, ordered
it ¢losed, and placed it under the recsivership of the PDIC based on the followhig:
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LB Barik has insofficient realizable assets to meet Habilities;

LBC Bank cannot continue in businese: without involving, protuble losses t its depositors
ardd creditors; and

LBC Barik has will fully vieinted the Ceuse and Desist Order of the Monetary Board dated 12
March 2010 for acts or transactions witich ave considered. unsafe and unsound banking
practices and other acts or fransactions constituting fraud or dissipetion of the assets of the
ingtitation and considering the failure of the Board of Directors/management of LBC Bank
1o restore the bank’s financial health and wiability despite considerable time given to address
the financial problems, and that the bank had been accorded due process.

The PDIC thereafter stepped i as receiver and prepared its report on LBC Bank’s status. Based on the
Reshabilitation Report of PDIC, the conclusion/ recommendation was that LBC Bank could not be
retabilitated or otherwise placed in such a condition that it can be permitted to resume business with
safety Lo s depositors, creditors, and the general publie considering that:

L

|3

the estimated realizable value of its assets (ERVA) as of 31 December 2011 in the amount
of Phpl.7 billion is deficient by Phpd 96 billion 1o cover estimated Habilities aggregaiing to
Php6.6 billion. Additionsl capital infusion of Phpi 86 billion is nieaded:to meet the Phpl
billion minimum capital requirement for a thrift bank with head office lecated i Metro
Nanita: and

the rehabilitation: proposal snbmitted by the LBC Group of Companies and the Rizal Banking
Carporation via zsset purchase agreement was found not. viable.

Or' 5 July 2012, the MB of the RSP issued Resolution No. 1088 directing PDIC to proceed with 'the
liquidation of LBC Bank on the basis of the Rehabilitation Report.

The PDIC fas filed various criminal and administrative complainis against certain membeors of the
Araueta Family in relation 1o the receivership of LBC Banlk, which are described below:

*

Wit Juan Carlos Avaneta, Mr. Sardiupo Aramety, Mr.-Feroando Araneand s Ma. Mootea &

Araneta {Lhe “Araneta Sibiings™) were named as respondents in their capacity as stockholders

andfar direciors LBC Bank in a complaint for estafa, falsification of comnercial documents and
comducting business in an unsafe and unsound manner that was filed by the BDIC with the
Deparoment of Justioe (DOF). PDIC allesed that the Araneta Siblings, m -conspiracy with the
other respondents. made it appear that they infused capital into LBC Bank i the amount of
approximately 39 Milljon' Pesos to cover a capital deficiency as required by the BSP. The
Araneta Siblings dended the allegations, stating that they actually paid for the subscription, as
shown by PDIC’s own evidence. that no evidenee was presented o show conspicacy. and that.as
mere stockholders and/or divectors, they are not involved with the day-to-day management afthe
bank and how the bank used the money subject of the case. On 18 April 2016, the complaint
against all the respondents was dismissed by the investigating prosecutor. The PDIC filed a
Petition for Review with the Secretary of Justice (SOT) on 25 May 2016. The appeal is currently
pending with the SOI. :

M. Juan Carlos Aranera, Mr. Santiago Araneta. and Mr. Fernando Araneta were named as
respondents in their capacity as stockholders and/or divectors of LBC Bank in a complaint for
syndicated estafz, Blsification of commercial documents and conducting business in an unsafe
and unsound manner that was filed by the PRIT with the DOJ. PDIC alleged, among others, that
LBC Bank rook out 2 30 Million Peso loan frenn Chinabank “to generare funds for the purpose
of remittance.” The loan, hewever, was allegedlynot recorded as “Bills Payable™ nor as any other
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Hability i LBC. Bank's books, PDIC clains that the loan proceeds were ransferred 10 LBCDC
who used the: funds 0. partially pay LBC Bank for advdnees. of vemittances. LBC. Bank then
allezedly paid the loan to Chinabank prior to maturity date using LBC Bank’s own funds. The
Aranetas denied the:allegations, stating, amang otirers; that the approval of the resolution granting
the corporation the authority to obtain 4 loan was a regular.action of the members of the-board of
directors in the normal and erdinaty course of business, and they cannot be held lable
individually as divectors for the mere approval of a regular corporate action. The case was
submitted for resolution of the investigating prosecutor on 28 Mereh 2016 and is still currently
pending.

Mr. Juan Carlos Araneta, Mr. Santingo Araneta and Mr. Fernando Aysneta were named as
respondents i their capacity as stockholders and/or directors of LBC Bank in a complaint for

syndicated estafa, falsification of commercial documents and conducting business.in an unsafe

and unsound manmer that was filed by the PDIC with the D). PDIC alleged that LBC Bank
obleined three loans from Chinabank in the amount of approximately 50 Million Pesos, which
were secured by a Hold-Put Agreement on Foreign Currency Deposit Unit Time Deposits of
various LBC affiliate companies with Chinabank. The loans all.indicated that the procegds wers
intended for LBC Bank's “working capital” and vet were not recorded as “Bills Paydbles™ or
liabilities in the books of I.BC Bank. The proceeds from the loan were allegedly credited by
Chinabank te LBC Bank's Curzgnt/Savings Bank Account, and then used as partial payment for
“advanees to affiiiates”. Thereafter, LBC Bank used the praceeds of the matured time deposits
to pay the loans to Chinabank. The Aranetas denied the allegations, stating, among others, that
the approval of the resolution granting the corporation the anthority to obtain loans was a reguilar
action of the members of the board of directors in the normal and ordinary course of business,
and they cannot be held Jiable individually as directors for the mere approval of a regular
corporate aciion. The case was submitted for vesolution of the investigating prosecutor on 25 May
2016 and is still currently pending.

Mr. Juan Carlos Araneta, Mr. Samtiago Araneta and M, Fernando Araneta were named as
respondents in their capacity as stockholders and/or directors of LBC Bank in 2 complaint for
syndicated estafa. falsification of commercial documents. and unsound business praciices that
was filed by the PDIC with the DOI PDIC alieged that Foreign Corrency Remittances received
by LBE Mabuhay wereniot deposited 10 LBC Bank's Dollar Accourt with CalBank Tesulting in
funding gaps or “short remittances.” Despite this, LBC Bank continued to pay the full amount of
fhe remittance instructions resulting in advances by LBC Bank in favor of LBC Mabubay,
supposedly in violation of the Memorandum of Understanding between 1L.BC Bank and the BSP
The Araneras denied the allegations, stating, among others, that us mere stockholders and/or
directars, they are not imvolved in the day-to~day management and operations of the bank and
thus could not have participated in the actions alleged in the complaint. The case was submitted
for resolution of the investigating prosecutor on 25 May 2016 and is still currently pending.

Wir. Juan Carlos Araneta, Mr. Samizpo Aransta, Mr. Femando Araneta and Mr. Carlos G, Araneta
were named as respondents in their capacily as stockholders and/or directors of LBC Bank in &

- gomplaint for unsafe and uisound business practices that was filed by the PDIC with the

prosecitor’s office. PDIC alisged that the respondents committed acts or omissions constiniting
unsafe znd unsound business practice by entering into Service Agreements. with LBC Express,
ino. whoss tarms were supposedly manifestly #nd grossly disadvantageous to Bank. Tie
respandents allegedly failed to enforce payment of service fees, thereby causing undue injury
and/ar unwarranted benefits, advanzage, or preference to LBC Express, Tnc. through manifest
partiality and bad faith that resulted in a material loss or damage t¢ the Hquidity or solvency of
LBC Bank and to the latter's depositars. creditors, and the general public. The Aranetas denied
the allegations, stating, among others, that 28 mere stockholders and/or directors, they are 1ot
involved in. the day-to-day management and operations of the bank and thus conid pot have
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participated. fu the actions alleged in the complaint. They further allage that the .complaint does
not actually impute any specific criminal action to each of them individually. The.case was
stbmitted for resolurion of the investigating prosecutor on 11 August 2016 and is-still comrently
pending.

Arn administative complaiit was filed by the PDIC before the Office of Special Invesitzation
(OSY) of-the Bangko Sentral ng Pilipinas (BSP) against Mr. Juan Carlos Araneta. Mr. Santiago
Araneta, and Mr. Ferando Araneta, together with other respondents in their capacity as
stockholders and/or directors of LBC Bank. The administrative complaint is based on the same
complaint discussed in the preceding paragraph. The Aranetas adopted the same defences as
discussed in the proceding paragraph, Afier a preliminary investigation, the (S issued &
Resolution dated 14 September 2017, finding a prima facie case of unscund banking practice
against the Aranetas and the former LBC Bank president, while dismissing the case against the
other respondents who were former emplayees- of LBC Bank for tack of evidence. The OS]
denied fhe Aranetas’ motion for reconsideration iu a Resolution dated 6 March 2018. The OS]
fited formal charges against the Avanetssand the former LBC Banlk president with the Supervised
Banks Complaints Evaluation Group (SBCEG) of the-BSF an ar about 12 March 2018. The
Araneias intend to file their respective Answers 1o the format charges and present their evidence
when the case is set for trial. The Aranetas also intead 1o pursue other remedies against the
resolutions of the OSLL

Nir. Juan Carlos Araneta, Mr. Ferando Araneta, and Mr, Santiago Araneta were named as
respondents in their capacity as directors of LBC Bank in a complaint. for violaiion of Section
531 (4) of the General Banking Law and Subsection X306.3 of the Manual of Reglations for
Ranks in relation to Section 36.of the New Ceentral Bank Act that was filed by the BSP with the
DOJ. The complaint alleged that the amortizations for certain loans by related parties were
#legedly simulated antt that the Bank did not receive actual payment. Furthermore, the same
Joans by such related parties were allowed to be renewed and restructured under terms favourable
to the barrowers, to the prejudice of the bank. The Aranetas have denied the accusations and
emphasized that they were ot aware of vor did they participate in any aileged stmutation of
payments. They also maintain that the cvidencs filed by the BSP does not show their knowtedge
or involvement. They also approved fhe Tenewal and restructuring terms only after the Cradit
Group of IBC Bank perfomped due- diligenee and made recornmendations. The case was
subimitted for resotution of the investigating prosecutor on 4 October 2017 and 1 stili currently
pending.

48




Ttem 10, EXBECUTIVE COMPENSATION

COMPENSATION

There zre no employees under LBCEH.

Standard Arvangements

Oriher than payment of reasonable per diem as may be determined by the board of directors for svery
waeeling, there are no standard arrangements pursuant 1o which directors of LECEH are compensated, or
wrore compensated, directly or indizectly, for any services provided as a director and for their commiites
pariicipation or special assignments for 2018 up to the present.

Orher Arrangenients

There are no other arrangements pursuant to which any director of LECEH was compensated, or to be
compensited, directly or indirectly. during 2017 for any service provided as a director.

EMPLOYMENT CONTRACTS

. BCHH has no special employment contracts with fhe named executive officers.

WARRANTS AND OPTIONS OUTSTANDING

Thers are no cwrstanding warrants or options held by the President, the named exeentive officers, and all
officers and directors as & group,

Trem 11 SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND
MANAGEMENT

Security Ownership of Certain Record and Beneficial Oswners of more than 5% of {he LBCE s
voling seeurifies as of 31 December 2017,

Name and
Address of
Recovd Ovwner : MNo. of % of Total
and Comnion Outstanding
Relationship Name of Beneficial ‘Shares Held Shares of
Title of Class to Issuer Owaer Citizenship  in LBCEH LBCEH
Common LBC The record owner 15 Filipina 1,206,178232 54,5549
Developmeni the beneficial owner of
Corporaticn the shares indicaled
General
Aviation
Center,
Domestit.
Airport
Compount,
Pasay City
(stovkholder)
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Security Ownership of Pirectors and Officers.as of 31 December 2017

Amount and Watiere % of Total
o1 Benelicial Outstanding

“Title of Class Nante of Beneficial Owner Onwnership Citizenship Shares

Comaioen Rene E. Fuentes y- direct Filipino 0.0%
Common Encigue V. Rey, JT. i- direet Filipino G.0%
Comnmon Angusto G. Gan 1w direct Filipino 0.0%
Comnmon Miguel Angel A. Camahort 1- Airect Fiiipino 0.0%
Cammor Mark Wemer . Rosal 1,000 - direct Filipino 0.0%
Common Solita V. Deiapiar 1- direcy Filipino 0.0%
Common Tads N, Y, F. I- direct Filipino (.0%
Coemmon Antonio A. Abad 101 ~direct Filipino G.0%
Common lason Michael Rosenblact 1-direct Filipino 0.0%

Voting Trust Helders of five percent or More

Tlere were no persons holding more than five percent of a class of shares of LBCEH undera voling trust
‘or similar agresment as of the date of this Prospeetus.

CHANGE IN CONTROL

On May 18, 2013, LBC Developmestt Corporation subscrived to 59,101,000 commoen shares of the
Company {equivalent to 59.10% of the tofal issned and outstanding capital stock of the-Company as of
said date) which resulted in LBC Development Corparation acquiring control of the-Company’,”

O Septerdber 18, 2015, LBC Development Corporation subscribed to an additional 1,146,873,632
commoan shares which were issued on October 12, 2015 following the approval by the SEC of the
Gompany's application 1o increase tts authorized capital stock from P100,000.000.00 divided into
100,000,000 common shaces with par vale of P1:00 per share, tor P2,000,000,000.00 divided nio
2.000.000,000 common shares with par valic of P1.00 per share. As of the date of this Report, LBC
Development Corporation holds a total of 1,205.974.632 common shares of the Company or $4.58% of
the Company’s total Tssued and outstanding capital stock of the Company.

Asaf Degember 31, 2017, there are no arranpements which would delay defer or prevent 2 change in
conral of the Company.

¥tem 12. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS

RILATED PARTY TRANSACTIONS

The Company and its subsidiaries in-their ordinary cotwse of business, engage in transactions with refated
parties and affiliates consisting of its parent company (LBC Development Corporation) and entities under

cemmon control. These fransactions inchide royalty, service and managsment fee arrangements and loans

and advances.

It iz a policy of the Company that related party wansactions are entered nto on terrs which are netmore
Favorabie to thre related party than those generally available w third parties dealing at arm’s. length basis
and are not detvimental to unrelated shareholders. All related party transactions shall be reviewed by the
appropriate approving anthority, as may be determined by the board of directors. In the event of a related
oty transaction involving w direeter, the relevant director shogld make 2 full disclosure of any actual or
patential conflict of interest and must abstain from participating in the deliberation and voting on-the

‘approval of the proposed transaction and any action to be taken to address the confiict.
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Please yeler 1o Nowe 15 ("Related Party Transactions™) to the notes-to the 2017 consciidated. financizl
statements of the Company which i$incorporated herein in the accompanying index to-exhibits.

The Company has the following mejor trapsaciions with related parties:
Royalty Fee and Licensing Agreement with Parent Company

LBC Express, Inc. and LBC Development Corporation bave entered into 2 irademark leensing agreement
dested Novesaber 29, 2007 under which LBC Devéiopment Corporation has granted the Company the fufl
and exclusive right within the Philippines to use LBC Marks inctuding the names “LBC Bxprezs, Inc..”
“LBC Express,” “LBC”, “Hari Ng Padala” (Tagalog for “King of Forwarding Services™) and
SWWW.LBCEXPRESS.COM™ as well as the “LBC* corporate logo and the *Team LBC Har Ng
Padala” logo.

OnAugust 4, 2017, LBC Express, Inc. and LBCDC eniered into 2 trademark licensing agreement, which
amended and restated the trademark licensing agresment entered by the same parties on November 9,
2007, Both parties agreed ro discontinue royally payments for the nse of LBC Marks in recognition of
LBCE’s own contribution 10 the value and goodwill of the trademark sffective September 4, 2017,

Cash Advances to and from Relafed Parties

The Company regularly makes advances to and from related parties to finance working, capital
requirements and as part of their cost reimbursements arrasgement, These unsecured advances are non-
interest beating and payable on demand.

Fulfiliment Fee

In the normal course of business, the Company fulfilis the delivery of balikbayan boxes and money
remittances, and performs certain admimisirative functions on behalf of its imernational affiliates. The
Company charges delivery fees and service fees for the fulfillment of these services based on agreed
rates.

Guaraniee Fee

LPBCE entersd into & Joan apreement with BDXO which is secured with real estate mortgage on various
real estate propertics owned by the Group’s affiliate. Tn consideration of the affiliate’s accommodation o
the Company™s request 1o use these properties as loan coflateral, the Group agreed 10 puy the affiliate,
every April 1 of the vear starting April 1, 2016, a guarantee fee af 1% of the outstanding loan and wmtil
said properties are released by the bank as loan callateral.

Dividends

Ths BOD of LBCEH approved the declaration of cash dividends amounting to $827.0¢ miliion-ar
PO.58 for every issued and oustanding common share: On June 9, 2017 through a Memorandum-of
Agresment, LBCDC and LBCEH agreed to offset the dividends payable of LBCEH 1o L.BCDC against
LBCDCs pavable to the Group amounting to $699.47 miltion. The P699.47 wmillion pertains to the
share in dividends of LBCDC while the T127.54 million pertains (o the shave-of non-controlling
inierest.

PARENT COMPANY/MAJOR HOLDERS

A of the date f this Report, LBC Desvelopment Corporation owns 84.3%% of the towl issued and
custanding capital stock of the Company.
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PART IV~ CORPORATE GOVERNANCE

Ttem 13, CORPORATE -GOVERNANCE

Please refer to the Revised Manudl on Corporate Governance submitted on May 20, 2017,

PART V- EXHIBITS AND SCHEDULES

Item 4. REPORTS O SEC FORM 17-C

(=}

(b}

[
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Exhibits - Please accompanyhg index to exhibits

Reports on SEC Form 17-C

The following.current reports have been reported by LBC Express Holdings, Toe. during the year

2017

Disclosure
SEC {7-C (Material Information/ Transaction) (Declaration of cagh dividends by the
Cowspairy’s subsidiary, LBC Express, Tne,)
SEC 17-C {Clarification of News Report) (Charification on-the naws article-entifled
“SEC rejects LBC Express share saie™ pasted in Maaila Standard net on April
11,2017}
SEC 17-C (Material Joformation/Transactions} (SEC Order)
SEC I'-C (Declaration of Cash Dividends)
SEC 17-C (Press Release) {Press releass on the Company's performance for 2016)
SET 1 7-C (Mative of Annual or Special Stockholders® Meeting) { Rescheduling of
the Annual Steckiolders’ Meeting)
SEC | 7-C (Material Informations Transactions) {Listing Applications of LBC
Express Holdmgs, Inc,)
8EC L7-C (Material fnformation/Transactions) {Board approval on the issuance of
a secured Converdble Ingirument due 2024 {ihe “LBC Converlible Instrument™)
and ™e execution of an Omnibus Agreement pursuant theretn)
SEC 17-C (Natice of Annual or Specizl Stockholders' Meeting) (Further
vescheduling of the Annual Stockholders' Mecting) .
SEC17-C {Legal Proceedings) (Further update on Civil Case Mo. 15-1238 against,
amanyg otiers, LBC Development Corporation aerd LBC Express, Inc.)
SEC 17-C (Malerial Information/Transactions) (Re-Bling of the Registration
Statement in relarion to the public afferiog by the Compuny (the “Foliow-on
Offering™ of up 10 69,101,000 common shares {the “Offer Shares™))
SEC 17-C (Legal Proceedings) (Purther update on Civil Case Mo, 15-1258 against,
among others, LBC Development Corporation and LEBC Express, Ing.)
SEC 17-C (Notice of Annual or Special Stockholders” Meeting) (Furiher
rescheduling of the Annnal Stockholders' Meeting)
SEC 17-C ((Notics of Annual or Special Steckholders' Meering) (Amendrment of
Record Date)
SEC 17-C¢issuance of Debt Securides) (Issuanee by LBC Bxpress Holdings. Inc.
(the “Company™} of 2 USSS0.0 mitlion convertible instrumenty
SEC 17-C {(Material Information/Transactions) (Amended and Restated Trademark
Licensing Agreement dated 4 August 2017)
SEC 17-C {Amend} (Issnance of Diebt Securities) (Yssuance by LBC Express
Holdings, ne. (the “Company™) of & US$50.0 million: convertible instrument)

SEC 17-C {Material Informasion/Transactions) (Isseance by the Company of o
UI$850,000.000 Convertible lnstrument due 2024 (the "Instrament™) on 4 August
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SEC 17-C (Comprehensive Carporate Disclosute on Issuance of Shares {(Private

Placements, Share Swaps, Property-for-Share Swaps

bate of Report

08 March 2017
12 April 2037
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) Disclosure
or Conversion of Linbilities/Debt into Equiity)) (Yssuance by LBC Express Holdings.
Inc. {the “Company™) of & U$550.0 million convertible instrument)
SEC 17-C- (Amendmens to By-Laws) (Amendment of the By-Laws &f the LBC
Express Eoldings, Inc. {the "Cempany™)
SEC 17-C {Results of Armual or Special Stockholders' Meeting)
SEC 17-C{Clarification of News Reportsy (Clarificetion on the news article entitled
“LBC Expross on track to exceed core profit target for this year” published in: the
August 30, 2017 issue 6F Business World)
SEC 17-C {Amend) (Results of the Annua! Stockbolders' Mecting of LBC Express
Hoidings, Inc.)
SEC 17-C (Resuts of the Organizationsl Meeting of the Board of Directors)
SEC 17-C (Updaw on Corporate Actions/ Maerial Transacrions/Agresments)
{Replacement security for the USDS0 million Convertible Instrument ddue 2024 {the
“Instrument™) issted by the Company on 4 August 2017)
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SIGNATURES

Pursuant to the requirements. of Seclion 17 of the Code and Section 141 of'the Corporation Cods,
1his report is signed on behalf of the issuer by the undersigned thereunto duly authorized, in the City

of on s 9nid
FPR Y & o

LBC EXPRESS HOLDINGS, INC.

By:

Miguel Angel Al Camaliort
President and Chiel Fxecutive Officer

AR 1L AR

SUBSCRIBED AND SWORN to before me this ____ day of 2018, affiants exhibiting 1o
e their respective-competent evidence of identities, as fotlows:

MName Competerst 11 Date and Piace af issue
Miguel Anoel A, Camahort Passport Mo, P1510481A | June 27,2022 / DFA Manila

Do No. A3 -
Boak No. ﬁ‘:[_'__ A
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SIGNATURES

Persuant to the requirements of Section 17 of the Code and Section 141 of the Corporation Code,
thisreport is signed on beialf of the issuer by the undérsigned thersunte duly authorized, in the
City of Pasay on April 5, 2018.

LEBC EXPRESS HOLDINGS, INC.

By

Forigue V, Rey, Jr.
Chitel Finance Officer

SUBSCRIBED AND'SWORN o beforeme this__ cad bl | 2 2002015, affiants exhibiting 10
miethelr Tespective somipetent evidence of identities, as follows:

Name ' Competent ID Date and Place of Isaue
Enrigue V. Rey, Jr. Passport No. P3355001A 09 June 2017 / DFA Manila

Do Na. 465 .
BookNe. [ - ; dt AT
PageNe. b ; :
Series of 2018.

_ Rl 9
PIR o, 55195098

\ 27 Mo (206845




SIGNATURES

Pursuant to the requirements of Section 17 of the Code and Section 141: of the Corporation Code,
thisreport is sisned on behalf of the issuer by the undersigned therounto duly authorized, in the
City of on I

LBC EXPRESS HOLIVINGS, INC.

Treasurer

APR 12 201D

SERSCRIBED AND SWORN 1o before me this day of 2018, affiants exhibiting
to me their respestive conpetent evidence of {dentities, as follows:

MName Competent ID Date.and Place of Yssue |
Rosalie H. Infantado Passport No, BC2893626 03 Pecember 2014/ DEA Manila__l

i
{
|
I

Doe.No. U r, :
BookNo.’% :
Page No. gl __
Series of 2018.

PTE Mo, 561050375 dkati Crigd1-03-2016
IBF No. B20684/PF 0401032018
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Pursuant 1o the requirements-of Section 17 ofthe Code and Section 141 of the Corporation Cade,
thuis repart is signed on behalf of the issuer by the undersigned thereunto duly authorized, ir the
Chy of on

LBC EXPRESS HOLDINGS, INC.

. . e
Assistant Corporate Secrerary

o RTImg,
SUBSCRIBED AND SWORN to befors me this day of 20138, afftants exhibiting
to me their Tespective competent evidenes of identitios_ as follows:

MName Competent ID Date and Place of lssue
viahleene G. Go Philippine. Passport 20 Auvgust 2014
MNo. EC1941000 |- DFA NCR East

|

Doe, No. ‘ﬂﬂﬁl N
Book Na. | :
PageNo. 4%,
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) Express

Holdings, inc.

STATEMENT OF MANAGEMENT'S RESPONSIBILITY
FOR FINANCIAL STATEMENTS

The management of LBC Express Holdings, int. and its subsidiaries is responsible far the
preparation and fair aresentation of the consolidated financial statements including the
schedules attached therein, for the years ended December 31, 2017 and 2018, in accordance
with the prescribed financial reporting framework indicated therein, and for such Internal
cantrol as managemenl detersnines 1§ necessary (0 anable the preparation of consolidated
financial statements that are free from material misstatement, whethet due to fraud or afror.

In preparing the consolidated financial statements, management s responsible for assassing
the Group's ability to continue as a going concern, disclosing, as applicable matters related to
paing concern and using the going concern hasis of accaunting unkess management glther
iniends to liquidate the Graup or to cease operations, or his no reallstic alternative but to do
0.

The Buard of Directars is rasponsible for overseelng the Group's financial reporting process.

The Buard of Directors reviews and approves the consolidated financial statements inclucling
the schadules attached therein, and suhmits the same o the stockholders.

sGY & Co.,, the independent zuditor appointed by the stockholders, has audited the
consolidated financial statements of the Group in accordance with Philippine Standards on
Auditing, and in its report to the stockholders, has expressed Its opinion on the fairness of
presentation upon completion of such audit,

i

Signature: Al
MIGUEL ANGEL A, CAn}{AHoRT
Chairman of the Board,\President, and Chief Executive Officer

Signature:
ENRIGUE V. REY, IR. @
Chief Finance Officer

Signed this MARda\sz% i 2018,
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Holdings, ine.

A CERTIFICATE ON THE COMPILATION SERVICES
FOR THE PREPARATION OF THE FINANCIAL STATEMENTS AND
NOTES TO THE FINANCIAL STATEMENTS

| hereby certify that [ am he Certified Public Accountant who porformed the
compitation services related to the preparaiion and presentation of financiad information of
LBC Express Holdings, Ine. and Subsifiiarics (the “Group™ in accordance with an
applivabie Gnancial reporting frameowork and reports as required by accounting and suditing
standlards for the Group Tor the year ended December 31, 2017,

in discharging this responsibility, | hereby declare that 1 am the Trensurer of
LBC Express Holdings, Tne,

Furthermore, in my compilation sepvices for prepatation of the Financial Statements and noles
to the Fitancial Staterments, 1-was not assisted by or did not avail of the services of

S8GY & Co., who is the external suditor who rendered the audil apinion for the said Financial
Statementy and notes to {he Financiat Statements, -

[ hereby declare, under penaliivs of perjury and violation of the Revised Accountancy Law, (hat
my statemens aro (ree and correct,

ROSALIE . JNFANTADC
PRC License No.: 0096620
Valid until: April 3, 2022
Accreditation No.: 3683
Valid yutil: April 3, 2020
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.' AR SyCip Goves Veloyo & Co,  Tal {6323 891 0307 BOMPRC Reg. Na, 0001,
E o G760 Avaln Averius Fax; (332) 816 OR7Z Dacamber 14, 2015, vatid unlll Decombar 31, 2019

Busilding a hetta 1226 Mekall Gty @y, comiph BEC Accreditalion Ne. 0012-FR-4 (Gratip A),
; r hilippines it 10, 2044, vatid untit i o & pOAs
warlting veorld Phifippines Movernbar 10, 2014, valid until Moveniber 9, 2048

INDEPENDENT AUDITOR’S REPORT

The Stockholders and the Board of Directors

LBC Express Holdings, Tne. and Subsidiaries

LBC Hangar, General Aviation Cenire,

Domestie Airport Road A
Pasay City, Mciro Manila

Opiulon

We have audited the consolidated financial statements of LBC Bxpress Holdings, lnc. and its subsidiaries
{the Group), which comprise the consolidated statements of financial position as at December 31, 2017
and 2046, and the consolidated statements of compr shengive imeaine; consoljgaterfstatements of changes
in equity and consolidated statements of cash flows ’f)!‘l'é‘di:"iii‘{ifﬂftﬁ‘lf}?_l,itllfaEé_é-§=éatfsi?ihl thelpeviod ended
Frecember 31, 20 t7, and notes to the consolidated 1 iﬂlbw]?@@‘?ﬂéw@ﬁi@’m slimmary of
stgnificant secounting policies, %) fant e

o | pR 7 b o
[n our opinion, the accompanying consolidated financial statoments present fairly, in ull materint respects,
the consolidated financial position of the Group as at December 31, 2017 and 2016, and its consotiduted
financial performance and its consolidated cash flows for vach of the three yeats in the period eaded
December 31, 2017 in accordance with Philippine Financial Reporting Standards {(PFRSs).

Basis for Opinion

We sonducted our audits in accordanoe with Philippine Standards on Auditing (PSAs). Our
responsibilities under those standards are further described in the duditor's Responsibilities for the Audit
of the Consolidated Financial Statements section of our report. We are independent of the Group in
aceordance with the Cade of Ethics for Professional Accountants in the Philippines (Code of Ethics)
together with the ethical requirements that are relevant to our audit of the consolidated financial
statements in the Philippines, and we have fulfilled our other sthical responsibitities in aceordance with
these requirements and the Code of Bthics, We believe that the audit evidence we have oblained is
sufficient and appropriate to provide o basis for our opinion,

Emphasis of Matter

Without quadifying our opinion, we draw attention to Note 26 of the Financial statoments which deseribes
the uncertainty related fo the ouleome of the case filed against LBC Express, Ine. (LBCE), among other
respondents, by LBC Development Bank, Inc., as repragented by its receiver and liquidator, the Phifippine
Deposit Insurance Corporation (PDIC) for collection af an alleged amount of B1.82 billion, The claim
partains to allegedly unpaid service fees from June 2006 o August 2011 and unpaid service charges on
remittance ransactions from January 2010 to September 2011,

T

©apmrras bew oy Seest 4 Y ang Siatal L




“

5GY

Builtfing o betjer
warking vrorid

LBCE and LBC Development Corporation (LBCNC), the ultinate parent company, together with other
tetendants, filed motions ta dismiss the Complaint on January 12, 2016. Tn a Joint Resolution dased

June 28, 2016, the Regional Trial Court (RTC) denied the motions to dismiss {iled by all the defendnnis,
including LBCE. Motions for reeonsideration filed by the defendants were subsequently denied by the RTC
in‘the Resolution dated Fobruary 16, 2017,

Afler fillng motions for extension of time, LBCE and LBCDC filed their Answer with Counterelaims on
April 16,2017, In the Resolution dated June €5, 2017, the RTC denied the third motion for extension,
declared all of the defendants including LBCE in default and ordered PDIC to preseni evidence ex-parle,
LBCE and LBCDE filed a Verificd Omnibus Molion for reconsideration and to [ift the order of default, The
other defendants filed similar imotions, including 4 motion for inhibitlon, On July 21,2017, LBCE received
the feint Resolution dated July 20, 2017, granting the Verified Omnibus Motions and the Motion for
Inhibition, thereby tifting the order of dofiwlt and admilting the Answers filed by ail defondnats. '

The POIC filed a Motion for Reconsideration dated August 7, 2017, seeking to reconsider the Jaint

Resolution dated July 20, 2017, The defendants, including LBCE and LBCDC have filed their respective
conmeits therefo and the motion is currently pending rssolution,

From Angust 10, 2017 to January 19, 2018, LBCE, LBCDC, the other defendants and PDIC were referrecd
lo mediatipn and Judicial Dispute Resolution (JDR) but were unable to reach a comproimise agresment, Tha
RTC ordered the mediation and JOR terminated and the case raffled to a new judge who will preside over
the trial. To date, the parties are still awaiting the case o be raffled (o another branch of fie Makati RTC,

On April 24, 2017, LBCE and LBCDC filed a Petition for Certiorari with the Caurt of Appesls, challenging
the RTC’s June 28, 2016 Joint Resolution. The PRIC, LBCE, and LBCDC have filed their respective
Comment, Reply, and Memoranda, The Petition for Certiorari was deemed submitted for rasalufion as of
October 26, 2047 and is still peading,

The ulimate outeorne of the case cannot presently be defermined. In the apinion of management and in
concurrence with its fegal counsel, any Hability of LBCE arising from the cuse is not probable and estimable
at this point in time.

Key Audit Matters

Key audit matters wre those matters that, in our professional judgment, were of most significance in cuy
audit of the consolidated financial statements of the current peried, These matters were addvessed in the
context of our audil of the consolidated financial stalements as a whole, and.in forming oue opinion
thereon, and we do not pravide a separate opinion on {hese matters, For the matter belaw, onr description
of how our awdit addressed the matter is provided in thal context.

We have fullilled the responsibilities described in the Awditor's Responsibilities for the Audit of the
Consolidated Financial Statements section of var repor, inchuding in refation to these matters.
Ascordingly, aur audit inctuded the performance of procedures designed to respond to our assessment of
the risks of inaterial misstalement of1he consolidated Fnancial statements, The resulls of our audil
proeeduces, including the procedures performed 1o nddress the matter below, provide the basis far our
audit opinion on ths accompanying consolidated financial statements,
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Assesyment of potestial abillty fn relation fo the closare of LBC Development Bank, Ine,

The Parent Company’s subsidiary, LBC Express, Ine. (LBCE), among other respondents, is involved in a
eage filed by LIBC Develepment Bank, Ino., as represented by is receiver and liquidator, the Philippine
Deposit Insurance Corporation (PDIC), for collection of an alieged amount of #1.82 billion. This is
stgnificant 1o our audit because the estimation of potential liability resulting from this case requires
significant judgment by the management given the inherent uncertainty over its outcome, The Group’s
disclosures about the case and basis of management’s assessments are included in Note 26 to the
consolidated fmancial statements.

Audit Response

Our audit procedures focused on the evaluation of the menagement's sssessment on whether any
provigion for potential tighility shoufd be recognized and the estimation of such amount, We held
discussions with and obtained the written reply of the Group's external lepai counsel on the status of the
case and Lheir assessment of any potential Hability. We alse sent a éenfinnation letter to PDIC and
ablained their reply whicly we provided to the Group for them {o reconcite with their records.

Otlier Information

Management is respansible for the other information. The ather informalion ¢omprises the information
inchided i the SEC Form 20-18 {Definisive Information Statement), SEC Farm 1 7-A and Annual Report
for the year ended December 31, 2017, but does not inctude the consalidated financial statements and our
auditar's veport thereon, The SEC Farm 20-18 (Definitive Information Stadement), SEC Form [T-A and
Annual Report for the year endod December 31, 2017 are expecled to be made available to.vs after the
date of this audifor’s report,

Our opinion on the consolidated Nnancial statements dogs not sever the other information and we will not
express any form of assuranee eonclusion thereon,

In cornection with cur audils of the consolidated financial siatements, our responsibility is to read the
other informatien identified above when it becomes avaliable and, in doing so, consider whelher the other
information is materially inconsistent with the consolidated financial statements or our knowledge
obtained in the audits, ar otherwise appears (o be maferially misstated.

Rexponsibilities of Management and Those Charged with Governance for the Consolidated
Finaneial Statemenis

Management is responsible for the preparation and tair presentation of the consolidated financial
statoiients in aceordance with PFRSs, and for such internat contro) ag managemont determines is
necessary (o enable the preparation of consolidated iinancial statements that are free from material
misstatement, whether dug o fraud or error,

[y praparing the cousolidated financinl statements, management is responsible for assessing the Group’s
ability to continug as a goiog concorn, diselosing, as applicable, matlers relnted to going concern and
nsing the going concern bagis of accounting unless managemont either intends fo Houidate the Group or to
wease operations, of has no realistic alternative but to do so,

Those charged with governance ave responsibic for overseeing the Group’s financial reporting process.
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Auditor's Responsibilities for the Audit of ihe Consolidated Firancial Statements

Our objectives are to obtain rensonable nssurance about whether the consalidated financial statements as a
whole are free [rom material misstatement, whether due te fraud or erfor, and 6 issue an auditor's report
that includes our opinjon. Reasonable assurance is a high (evel of assurance, but is not a guarantse thal an
augit condueted in accordance with PSAs will always detect a matorial niisstatement when 1t exists,
Misstatements can arise from fraud or error and arc considered material if, individually or in the
aggregate, they could reasonably be expectad to influence the ssonomic. decisions of users taken on the
bagis of these financial stalements,

As parl of an audit in accordance with PSAs, we exercise professional judgmenl and muintain
professional skepticism thvoughout the audit. We also:

»  ldenlify and assess the risks of material misstalement of the consolidated financial statements,
whether due to {raud or orror, design and perform audit procedures responsive to those risks, and
obtain audit evidence that is sufficient and appropriate (o provide a basis for our opinion. The risk of
not defecting a materinl misstatement resulting from fraud is higher than for one vesulling from error,
as fraud may invelve collusion, forgery, infewtional omissions, misrepresentations, of the ovetride of
internal control,

*  Obtain un understanding of internal control relevant to the audit i order to design audit procedures
that are appropriate in the cireumstances, but not for the purpose of expressing an opinion on the
effectiveness of the Group's internal control.

+  fvafuate the approprinteness of necounting policies used and the veasonableness of actounting
estimates and ralated disclosures made by management,

»  Conclude on the appropriatencss of management’s use of the poing concern basis of nccounting and,
based on the audit evidence oblained, whether a material uncertaingy exists related to events or
condilions that may cast significant doubt an the Group’s abllity to continue as  going concern. Ifwe
conclude that a material uncertaindy exists, we are required to draw attention in our auditor’s reportto
the refated disciosures in the consolidated financial statements or, if such diselogures are inadequats,
te modlify our opinion. Qur conclusions are based on (he audit evidence obfained up to the date of our
auditor’s report, However, fliture events or canditiong may cause the Group to cease to conthiue as a
L0INE CONCEel.

*  Evaluate the overall prosentation, structure and content of the consolidated financial stalements,
ineluding the disclasures, and whether the consolidated financial statements represent the underlying
transaetions and eventy in o manner that achieves fair presentation,

»  Obtain sufficient appropriate audit evidence regarding the financial information of the entities or
business activities within the Group to express an opinion an the songolidated financial statements.
We are responsible for the direction, supervision and performance of the group sudit. We remain
solely responsible for our audit upinien,

We communicate with those charged with govemnance regarding, among other matters, the planned scope
and fiming of the audit and significant audit fndings, including any significant defleieneies in internal
control that we identify during onr audit.
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We also provide those charged with governance wilh a statement that we have cosmplied with relevant
athical requirements regarding independence, and to cammunicate with them all refationships and other
malters that may reasonably be thought to bear on our independence, and where applicable, related
sategiards,

from the matters communieated with those charged will governance, we determing those matters that
were of most sigrificance in the audil of the consolidated financial statements of the current period and
are thercfore the key aodit matters. We deseribe these matters in our audifor’s report unless law or
regulation preelades public diseiosure nbout the matter or when, in extrethiely rare circumstances, we
determine that a matter showd not be communicated in our veport beeause the adverse consequences of
doing se would reasonably be expected.to ontweigh the public interest benefits of sveh communication,

The engagement partner on the audit resuiting in (his independent aaditor™s report is
Cyril Jasmin B. Valencia,

SYCIP GORRES VELAYO & CO,

& (/ Prpvad A itreeray
(%Jasn}i B, Valencta

Pariner

CPA Certificate No, 90787

SEC Acereditation No. 1229-AR-1 (Group A),
May 12, 2015, valid wntil May [ 1, 2018

Tax Identifteation No. 162-410-623

BIR Accreditation No, 08-001998-74-2018,
February 26, 2018, vatid until February 25, 2021

PTR No. 6621337, Jamuary 9, 2018, Makali Cily

darch 15, 2018
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We also provide those charged with sovernance with a statement that we have complied with relevan
ethical requirements rogarding independence, and to communicate with then al! relationships and other
maiters that may reasonably be thought to bear on our independences, and where appileable, related
sttieguards,

From the matters communicaled with those clarged with governance, we determine [hose niatters thal
were of most significanee in the audit of the consolidated tinancial statements of the current peried and
are therefore the key aadit matters. We deseribe these matters in our auditor’s report unless law or
regulation preelodes public disclosure nbout the matter or wheu, in exiremely rare circumstances, we
determine that & matter should not be communicated in o report because e adverse consequences of
doing sa would reasanably be oxpested.to outweigh the pablic interest besiefits of such communication.

The engagement partner on the audil resulting in this independent audior's repoit is
Cyrit Jagmin B, Valencin,

SYCIP GORRES VELAYO & CO.

27 gl A, Litlrecsr
CHrit JasmiiB. Valencia ’

Partner

CPA Certificate Mo, 90787

SEC Acereditation No, 1220-AR-1 {Group A},
May 12, 2015, valid unsil May 11, 20018

Tax Idertification No, 162-410-623

BIR Accroditation No. 08-001998-74-20 1 8,
February 26, 2018, valid wisti] Febroary 25, 2021

PTR-No. 6621337, January 9, 2018, Makati Cily

March 15, 2018
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LBC TXPRESS HOLDINGS, INC, AND SUBSIDIARIES
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CONSOLIDATED STATEMENTS OF FINANCIAL PJOSITION-" *
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ARBETS
Current Assets
Cush and cash equivalents (Notes 4, 21 and 22) P, T78,408,497  R1 327,790,727
Trade and other receivables (Noles §, 13, 2§ and 22) L,675,801,822 1,426,719,110
Due from related parties (Mates 15, 21 and 22) 667,717,635 1,107,999 119
Available-for-sale investmends (Notes 9, 21 and 22) 440,763,495 250,937,154
Prepayments and otber current assets (Nates 6, 2! and 223 446,131,160 388,089,197
Total Cwrent Assels 7,008,823.604 4,601,535,717
Nowcurrent Assets
Praperty and equipment (Note 7) 976,083,401 840,476,927

Intangible assets (MNole 8)

Awviilable-for-sate mvestments (Nates 9,21 and 22)
Deferred tax assets « net (Note 18)

Security deposits (Note 19)

Other noncurrenl assads (Note 6)

RGN BG4 56
Wbl PRGAIGD mee1d 58,101 1174

24950 1Y

W ET3R0,070

226,255,249

Aﬁgeg,éé?:’i%iﬁ:zmso 04

Tota) Noncurrent Assets

2,414,736,316

2,135,701,945

29,423,578,920

%56,737,237,682

LIABILITIES AND EQUITY
Current Liabllities

Accounts and other payables (Notes 10, 15, 21 and 22) B1,603,110,735  R1,295,158,891
Due 1o related parties (Motes 15, 21 and 22) 2,543,585 18,254,029
Cuerent portion of notes payable (Noles 12, 21 and 22) 440,080,004 466,715,500
Transinissions liabiiity (Notes 11, 21 and 22) 588,203,650 467,284,795
Incanme lax payable 125,020,186 234,758,265
Cureent portion of lease tiabilities (Notes 19, 21 and 22 30,681,524 50,826,683
Total Curvent Liabilities 2,789,618,686 2,752,908 165
Noncurrent Lisbilities
Derivative liability (Notes 13, 21 and 22) 1,860,373,479 -
Bond payatle Notes 13, 21 and 22) 896,185,059 -
Retivement benefit Hability (Note 20) 05,325,767 721,026,661 -
Motes payable - net of current portion (Notes 12, 21 and 22) 60,250,000 692,500,000
Lease Uabilities - net of current portion (Mofes 19, 21 and 22y 87,031,857 73,242,401
Other noneurrent Habilities (Notes 7, 8, 21 and 22) 118,327,058 34,477 444
Total Noneureent Liabilities 4,268,493,217 1,521,246,50
7088, 111303 4,274,244 647

Equity (Note 14)
Equity attributable to shareholders of the Parent Company
Cuptial stock

1,425,865,471

1,425,865,471

Retained eamings (59,288,179 782,414,079
Aceumutated comprehensive income 326,920,318 305,677,402
2412,073,969 2,513,956,952

Non-controlling interests (46,606,952} (50,961,937
Tatal Lauity 2,365.467,017 2462,991.015
PHAD5T8;920 P6,737,217,682

See aceampanying Naies fo Comsolidated Financial Slatements.
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LBC EXPRESS HOLDINGS, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME

Yearg Ended December 31

2017 3016 2015
SERVICE REVENUE (Note 23) RIO020,0 16,486  P8,695402,622  P7,686,474464
CO8T OF SERVICES (Note 16} 6,606,032,273 5,990,513,089 5,119,531.467
GROSE PROFIT 3,H14,084,213 3,104,889,333 2,506,942,997
OPERATING EXPENSES (Note |7) 2,066,636,094 1,872,803,197 1,947,792,99¢
OTHER INCOME (CHARGES) N
Foreign exchange gaing - nel (Nole 21) 91,081,180 143,233,563 108,110,678
Interest income (Neates 4 and §) o E TR Toer AREI Ol 1,539,553

lterest expense (Notes 12, 13, 15 and 19)
Loss on derivative (Note 13)

(I3EBI95ME ) SR 3T7)

il £ V&L,

(43,314,337

Hasio/Diluted

(Others - net (Mate 9) 1,447,367
2aaR TR B3 ,00655 67,783,063
INCOME BEFORE INCOME TAX 1026, 7h 845 1,325,090,791 636,933,070
PROVISION FOR INCOME TAX (Woto £8) © 414,854,463 411,150,046 270,632, 1M
NETINCOME . 787915382 913,940,745 416,300,896
OTHER COMPREHENSIYE {NCOME (LOSS)
ttents net to be reelnssified to profit or Joss i
subsequent periods
Remensurement gains (losses) on retirement
Lonedit plan - net of tax (Mates L4 and 20) 37,895,818 {11,989,538) {42,898,526)
Ttemas that may e veclassified te profit or loss In
subsequent peefnds
Uhrenlized fiv value gain (loss) on available-for-sale .
investments (Notes. @ and 14) (13,473,623) 246,305,907 (64,364,214)
Curreney Wranglation gain ([os§) - avt (Note 14) 2,861,600y 725,008 9,391,034
21,560,593 235,041 467 (D7,868,106)
TOTAL COMPREHENSIVE INCOME P720,475,975 B1,148,982,212 B318,432, 190
NET INCOME ATTRIBUTABLE TO:
Sharshaldets af the Parent Company £70.35,876,073 921,605,612 P439.811,352
MNen-conrotine inlerests 4,039,309 (7,664,867} (23,510,636)
NET INCONE r707,915,382 P13, 940,745 g 300,896
TOTAL COMPREHENSIVE INCOME
ATTRIBUTABLE TO:
Shaveholders of the Parest Company (Note 25) B715,118,%90 B1,158,871,864 P343,474,642
Naon-vonirolling interesls 4,356,985 (2,889,657) (25.042,452)
TOTAL COMPREHENSIVE INCOME 27249,475,575 £1,148,982,212 F318,432,1%90
EARNINGS PER SHARE (Note 25)
0,49 ~ POBS Ppo.dl

See accompanying Notes to Consolidated Finaeial Stafentents.
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LBC EXPRESS HOLDINGS, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF CASH FLOWS

Years Ended Dacember 11

017 2016 2015
CASH FLOWS FROM OPERATING '
ACTIVITIES
Income hefore income tax B1,126,769,845 P1,325,090,7H Pa86,233,070
Adjustments for:
Depreciation and amoytization
(Muotes 7, 8, 15 and 17) 320,756,856 295,145,105 259,384 441
Loss on derfvative (Note £3) 190,950,820 - -
Interest exponse (Motes 12,13, 15 and 19) 136,816,952 63,493,537 43,314,517
‘Retirement expense, net of benefits paid and
contribition 1o retirement plan
(Moles 16,17 and 20) 38,435,948 62,086,673 18,622,205
Unrenlized foreign exchange gais (loss) - net 14,978,028 (3,949,6023) (170,474)

Gain on disposal of property and equipment and

intangible assets (Notes 7 and 8) (2,145,151} (443.662) {1,736,918)
Realized gain on redemption/sale of
available-for-gale mvestinents (4,361,208} {879,659 -~
[nterest income {Notes 4 and 6) {16,169,680 {2,365,500) {1,539 53%)
Operaling incoma befors changes in working capital 1,815,629,354 1,738,678,862 £,024 807,104
Chiatiges in working, capital; ' N '
Decrease (increase) in:
Tratle and other reseivables (146,353,368} {55,959,808) (17,585,164
Prepayments and other current bssets (58,04 1,963) 55,215,242 (173,309,80D)

Security deposity (29,171,710} (16,324,275) (37,118,492)
Inerease (decrease) in

Ascounts and pther payables _
{Notes 7, § and 24) 203,449,497 (538,852,457 35,268,161
Trupsmissions Jiability 12{,918,861 {40,854,962) 149 181,418
Net cash generated from operations 1,965,830,671 1,137,902,602 1,03§,242,173
Eegrest received 13,440,508 2,305,500 1,539,555
Income tay paid {§79,977,270). (331,353,486) {99,689, 702}
Met cagh provided by operting activities 1,399,293,96(0 308,914,616 933,002,624

CASH FLOWS FROM INVESTING ACTIVITIES
Proceeds firom:
Redemption of investiments in UITE clagsified os
avaitabie-for-sale investments (Note 9)
Disposal of property and equipment and
intangible assels
Sale of available-for-sale investments
Acquisitions of}
Intingible assets (Notes § and 24)
Property and equipment (Nuotes 7 and 24)
Available-for-sale investments (Note 9)

1,206,361,295
4,539,802
(38,449,650

(354,905,072)
(1,394,016,400)

150,000,600

13,454,66)
091,323

(20,471,368)
(204,255,624
(400,757,920)

7,707,641

(36,693,506)
{312,060,184)

Increase in other noneurrent assets {Note 6) (13,014,373} (8,344,313) (0,445,494)
Ingrease in dug from redated partfes (Note 24) {259,183,593) (51,967,083) {523 ,484,110)
Advanees (o a stockholder (Note 1) — - {58,805,i65)
Payment of caslt to effact reverse acegisition - ~ (1,325,865,800
Net cash usad in fnvesting aclivities (R847,567,001) #611,350,322)  (P2,245,646,619)

(Forvard)

T
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Years Ended December 31

2017 2016 015

CASH FLOWS FROM FINANCING

ACTIVITIES
Tssusnee of convertible bond (Notss 13 and 243 B2,505,658,750 p- B
Proceeds from notes pavabie 369,899,521 1,423,701,286 1,791,790,300
Pragecds from issuance of stocks (net of slock

ISSUAnCY cost) - - 1,369,305,608
Decrouse in due to velated panties (Note 243} {15,711 ,444) 371346 147,200,107
Payments of lesse and olher nonetrent abilities

(Mole 24} (45,924,991} (53,894,308) (84,858,055
Inlerest pmd (Note 243 N (75,601,767} (61,771,899) (43,1143
Dividends puid (Nate 24} ' ¢127,536,686) {48,375 985) -
Payments of noles payable (Noles 12 and 24) (687,815,021) (1,105,103,619) (1,465,952,467)
Net cash provided by financing aclivities 1,922,968,362 154,924,321 1,754, 170,956
NET INCREASE IN CASH AND

CASH EQUIVALENTS 2,474,694,421 152,488,615 441,616,905
EFFECT OF FOREIGN CURRENCY

EXCHANGE RATE CHANGES ON CASH

AND CASH EQUIVALENTS {24,076,656) (3,800,377 9,570,984
CASH OF THE PARENT COMPANY UPDN

OBTAINING CONTROL - - 23,120
CASH AND CARH EQUIVALENTS AT .

REGINNING OF YEAR 1,527,790,727 979,102,489 527,891,420

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

P3,778,408 462

P1,327,790,727

1979,102,489

See accompanying Notes (o Qonsofidated Finaueial Statemenis.
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LBC EXPRESS HOLDINGS, INC, AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

I, Corporate Tnformation

LRBC Express Holdings, Ine, (referred to as the “Parent Company” or “LBCH™), formeriy Federal
Resources Investment Group fne, (FED), wiy registered with the Seenrities and Tigchange
Comnaission (SBC) on July 12, 1993 with a corporate life of 50 years,

‘The ultimate parent of the Parent Campany is LBC Development Carporation (LBCDC).

The Parent Company undertack an Mitial Public O Ffering and on Docemller 21, 2001, LBCH s shares
were listed on the Philippine Stock Exchange (CSE).

The Parent Company invests, purehases or disposes real and parsonal propeity of every kind and
deseripsinn, ineiuding shares of stock, bonds, debentures, notes, svidences of indebtedness, and other
securities of ohligations of any vorporalion, association, domestic and foreign.

The Parent Company is a public holding company with investments in businasses of messengerial
either by sea, nir or land of lelters, parcels, cargoos, wares, and merchandise; acoeplance and
remittance of money, bills payment and the like; and performance of aiber allisd gencral sorvices
from one place of destination to another within and outsids of the Philippines.

The Parent Company’s registered office address is at LBC Hangar, General Aviation Centre,
Domestic Airport Road, Pasay Cily, Metro Manila, Philippines,

On April 22, 2015, the Parent Company veceived deposits for future slocks subscription frem LBCDC
amounting to 259,104,000,

On April 23, 2015, the Board of Directors (BOD) of the Parent Company approved the isswance of
50,104,000 common shares, al #1.00 por shave, out of the unissued portion of the Farent Company’s
avthorized capital stogk to LBCDC, '

On May 18 2015, 1he Parent Company and LECDC entered imto a Deed of Subseription, wherehy
LBECDC, subject to the completion of the mandatory tender offer, subseribed to 59,101,000 common
shares ous of the unissued anthorized capital stock of the Parent Company ar approimately 59.10%
of the total anthorized capital stock of the Parent Company by applying the deposits for fiure stocks
subsoription received on April 22, 2015 as the consideration Tor the subseribed shares at one poso
(P1.00) per share, Accordingly, on the same date, the Parent Company's previous offivers and
directors resigned from their respective positions and majorty weie replaced by the representatives
ftom LBCDC.

On May 18, 2015, a former stockhelder entered inte a Deed of Assumption of Advances wilh
LBCDC; whereln, LBCDC agreed io assume the cash advances from the Parent Company by &
former stockhalder which tranapired on April 28, 2015 amounting to E58,805,165, Aceordingly,
the Parent Company agreed {o such assumption.

On May 22, 2015, LBCDC filed with the SEC its mandatory tender offer report for all the
outstanding shares of the Company for n tender offer prick: of ane peso (B1.00) per shiare, The
mandatory tender offer period commenced on-June 8,2015 and ended on July 7, 2015, during which
period, none of the Tender Offer Shares were tendeved by the shareholders.of the Parent Company.

Hil!ll!ilm||Ill\|lllll‘ii\iﬂilﬂ!ﬁllllhhllﬂl!Eﬂ\llﬂﬂl
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On July 14,2015, LBCDC filed with the §BC its final tender effer report, With the complstion of the
Tender Offer, LBCDC now owns 59,101,000 commeon shares representing approximately 59.10% of
the issued and outstanding und authorized capital stock of the Parent Company,

On July 22, 2015, the Parent Company issucid the stoek certificates to LBCDC covering the
59,101,000 common shares subjeet of the said subseription,

On }uly 29, 2015 and September 4, 2015, the BOT and stockhalders, respectively, approved the
following regolutiens on the amendment to Charter, By-Laws and other doctiments;

» ‘The change in the nama of Parent Company to “LBC Express Holdings, Ine.™

+  The amendment of ths seeéidary purpose of Parent Compariy which is primanly to align the
purpose to {hat of a liolding company:

« The teanafer of Tarent Campany's principal office nddress to LBC Hangar, General Avintion
Centre, Domestio Airport Road, Pasay City, Metro Manila, Philippines;

¢« The increase in the number of directors of Parent Company from soven to ning;

»  The increase in the aulliorized capital stoel of Parent Campany from R108,000,000 divided into
£00,000,000 shares with ger value of P1.00 per share up te B3,000,000,000 divided inta
3,000,000,000 shares with par valus of B1.00 per share;

»  The change in the fiseal year of Pavent Company from calendar year to fivst day of December of
sach year to the last day of Novewber of the suceeoding year; and '

+  The definition of dividends, ‘

On July 29, 2015, the BOD approved the change of the rading symbel of the Paremt Company's
shares in the PSE from “FED” to "LBC™.

On September 18, 2015, the BOD determined and fixed the amount of the increase in authorized
eapital stock of Parent Company from P100,000,000 divided into 100,000,000 shares with par value
of B1.00 per share to 82,000,000,000 divided info 2,000,000,000 with par value ef B1.00 per share,
and authorized the filing of the increase in authorized capital stock with the SEC,

Mareover, the BOD of Parent Company, in meetings held on July 29, 2015,

September 18, 2015 and October 2, 2015, as refevant, and the stockholders of LBCH in the annual
general mesting held on September 4, 2015, also approved among others the following
transactions:

«  The acquisition by the Parent Company of 1,041,180,493 issued and outstanding shares of LBC
Express, Ine. (LBCE) at a book valueas reflected in the consolidated andited financial statoments
of LBCE as of November 30, 2014, which book value shall not ba less than
B1,000,000,000 or such other consideration and under such-terms and conditions as wanapement
may deem beneficial to the inferest of the Parent Company;

s The issyance of 475,000,000 new Parent Company shares to LBCDC at the subscription price of
11,00 per share oul ofthe increase in authorized capital stock from P100,000,00) to-
£1,000,000,000, )

+  The issuanos of 671,873,632 new Parent Company shares to LBCDC out of the increase in
anthorized capital stock, immediately following the approval by the SEC of the increase in
authorized capital stock al the subscription price of B1,00 per shave, under such terms and
conditions as management may deom beneficial;

AIEDEROMMR



v The issuance of (1) 59,663,947 shares fo Vittorio Lim, (i) 59,663,944 shares to
Mariana D, Martinez, Ir. and (iii) 59,663,946 shares to Lowell L. Yu, or an aggregate of
178,997, 83% common shares, from the unissued authorized capltal stock of the Parent Company,
immediately following the approval by the SEC of the increase in authorized capital stock at the
subscription price of 1,00 per share, under such lerms and conditions as management may deem
beneficial, '

The foregoing issnances of stooks to LBCDC and/or ether investors andfor third parties (with
reference to LBCDC or LBCE) was for the purpose of:

»  Primarily Randing the aequisition by Farost Company of LBCE;

s Funding the acquisition of other potential investments, whether or not ralated to the business of’
LBCE: and.

»  [insuring compliance by the Parent Company with the minimunm public ownership requiremenis of
the PSE.

Cn September 18, 2015, LBCDC subseribed to 25% of [.900,000,000 increnss in swthorized capital
stock or equivalent to 475,000,000 common shares af the subseription price of B1.00 per shere,
£177,555,495 af which, is immediately paid in eash, conditionzd upon and effective immediately
folivwing the appraval by the SEC of the increase in suthovized vapital stock.

On the same date, LBCDC subseribad 1o additional 671,873,632 eommon shares out of the yoissued
capital stock of the Parent Company af the subscription price of #1,00 per share, in exchange for
cash, conditioned upon and cffective immediately following the approval by the BEC of the increase
ir authorized capital stock.

On September 22, 2015, the Parent Company submitted an upplication for the inerease in authorized
capital stock from one hundred million pesas (R10G,000,000) divided into one bundred miltion
{100,000,600) shares with par value of ane pesa (B1.00) per share to twao billion pasos
{12,000,000,000) divided into twa billion number of shares with par value of ona peso (B§.00) per
share, On the same date, the smendmenis to the Artictes of incorporaticn and By-Laws, except for
the ehange in {iscal year, were likewise submitted to the SEC.

in & Deed of Transfer dated September 24, 2015, the Parent Coinpany purchased fram LBCDC the
shares of steck of LBCE st a total cash consideration of #1,384,670,966. H was also praviously
agreed that the Parent Campany’s advances payable by LBCDC amounting to £58,505,495 will be
offset against the remaining unpaid balance.

On Celober 2, 2015, certain individuals subscribed to a fotaf of 178,991,839 conimon shares out of
the unizsued capital stock of LBCH at the subsceription price of #1.00 per shase, in exchange for cash,
conditioned upen and effective immediately following the approval by the SEC of the inerease in
authorized eapital stock:.

On October 12, 2015, SEC approved the increase in authorized capilal stock of the Parent Company,
On the same date, SEC lssued a cartificate of filing of the Parent Company’s amended Articles of
Incarporation and amended By-Laws,

Dn Qctober 16, 241 5, the Parent Company issued the stock certificates to LBCDC cavering the
1,146,873,632 common shares while on October 21, 2015 the Pavent Company issved the stock
certificates 1o certain fndividuals covering 178,991,839 common sharss,
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4.

The accompanying consolidated finuncial statements of the Parent Company and its subsidiaries have
been approved and authorized for issue by the Group’s BOD on Mareh 13, 2018,

Summary of Signifieant Accountivg and Financinl Reporting Policies

The principal accounting policies applied in the preparation of these consofidated financial statements
are sef vut below, These policies have been constantly applied to all years presented, unless
otherwise staled,

Bagig of Preparation

The consolidated financial statements of the Group have been prepared using the histovical cost basis
exeept for available-for-sale (AFS) investiments and derivatives that have bean messured ar fair value.
The consclidaled financial statements are presented in Philipping Peso (B), which is also the Group's
functional currency,  All amounts are rounded off to the nearest peso unit unless otherwise indicated.

Difference in aceounting perinds

The Group consolidated the non-colenninous financial statements ol its subsidiaries using their
November 30 fiscal year end {inancial statements since it is impracticable for the said subsidiarics fo
prepare fnancisl statements as of the snme date as the reporting date of the Parent Campany,

Management exercised judgment in determining whether adjustments should be made in the
cansolidated financial statements of the Gronp pertaining to the effects of significant transactions or
events ol its subsidiaries Ut coeur between December |, 2017 and the year-end date of the Parent
Company’s financial statements which {s December 31, 2017, The consolidated financial statements
were adjusted to effect LBCE's additionnl avaitment and settfement of bank loans in December 2017
amotinting o B150,00 miflion and £161,25 million, rospectively: the additional piacainent and
termination of unqueted AFS investment in Decetnber 2017 amounting to #100.12 miltion and
240.07 million, vespectively, the adjustment to reflect the increase in falr value of quoted AFS
investmont by B27.31 million for the period Dacember 1 1o December 31, 2057, and the recognition
of macketable securities and other shorl-term investment usder ‘Prepaid and otlier current assels’ in
Drecember 2017 amounting to P4.02 milfion and £0.40 million, respectivedy,

In December 2016, the consolidated financial statements were adjusted ta effect LBCEs additional
availment and settfement of bank loans amounting to B136.72 million and £246.24 million,
respectively; the adjustment to reflect the increase in fair value of quoted ATS investment by

£50.72 million for the period December | to December 31, 2016, and the sertlément of advances 1o an
alfiliate on December 21, 2016 amounting to #198,00 million,

Aside from these, there were no other significant bransactions that transpired between
December 1, 2017 1o December 31, 2017, and betwean December 1, 2016 te December 31, 201 6.

Reverse aequisition

O September 24, 2013; the Pavent Company completed the acquisition of LBCE through a cash
transaction {see Note ). For sccounting purposes, the transaction was accounted for similar (o &
reverse acquisition following Philippine Financial Reporting Standord (PFRS) 3, Husiness
Combination. LBCE was desmed to be the accounting acquirer under the principles of PFRS 3, Ina
reverse asquisition, the legal acquirer is identified as the asquiree for aceounting purposes because
Lased on the substance of the transaction, the legal acquires is adjudged to be the entity thet gained
contral over the legal acquirer. Accordingly, the consolldated financial statements of the Group have
been prepared as a continuation of the consolidaled financial strements ofLBCE, The comparative
December 31, 2015 information preaented in the consolidated statements of comprehsnsive income
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are those of LBCE from December 1, 2014 to November 30, 2015 and the Parent Company from
July 22, 2015 to November 30, 2015, Because the consolidaled fnancial staements represent 4
conlinuation of the consolidated financial statements of LBCE, except for their capitml structure, the
consolidation will reflect the following;:

Before the ayset purchase transaction (a3 at and for the vear ended December 31,2004

a) the pssets and fHabilities of LBCE recognized and measured.at their carrying amounts, nof at their
acquisition-date fajr valges; )

b) the retained earnings and other equity batances are that of LBCE;

c} the toial equity is that of LBCE but the fegal capital (comman shares snd additional paid-in
capitul) would be that of the Parent Company;

d) the resulting equity reserve represents (1) the difference between the fegal capital of LBCE and
the legn! capital of the Pasent Company; and (2} and the subsequent movement in legat eapilal of
LBCE; and

¢} the consolidated statemont of comprehensive inceme reflects thal of LBCE for the full period and
that of LECH from the dale of incorperation,

Adter the assat purchase iransaction {as at and Tot the vear ended December 31, 201 5)

) the transfesred assets and liabititios of LECE recognized and measured at the pre-combination
carrying mmounts, not af scquisition-date fair vaiues:

b) legal capital of the Parent Company;

o) the relained earnings of LBCE as of December 1, 2014 aind aceumulated somprehensive income
of the Parent Campany from July 22, 2015 to December 31, 2015 and LBCE from December 1,
2014 to November 30, 2015;

d) the comparative consolidated statement of comprehensive income roflected that of LBCE from
Decamber 1, 2014 to Nevember 30, 2015, and the staterment of somprehensive income bf the

. Parent Company from July 22, 2015 to December 31, 2015,

Impact of the share purchase agreement which way executed on Seprembar 24, 2045 to the
consolidated financial statemenis

The effoct of the exéoution of the deed of transfer was reflected in the consolidated financial
statements as mavement in equity, as follows:

Investment recognized by the Parent Company B1,384,670,966
Mel ngsets of the Parent Company 875,659
P1;383,795,307

The effeet of pooling of interest of #1,383.80 million ts applied apainst net avaifatle APIC of
B55.42 million, and the remalning amount of B399, 17 million is applied against retained earnings,
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The rollforward analysis of Bquity Reserve are as follows:

As of January 1, 2014 BEZ, 704,310
Movement in legal capital of LBCE arising from dividends declared

closed 1o equity reserve 871,406,004
As of December 31, 2014 829:200.314,
Bffect of pooling-of-interest (1,183,795 3073
Total {454,594,093)
Cloged o APIC 55,420,327
Closed to relained earnings 399,174,664
As of December 31, 2015 . R

The aceounting similar 1o a reverse zoquisition applies only to the consolidated financial staternents,
The Parent Company financial statements will continue to represent LBC Express Holdings, Ine. asa
stend-alone entity.

Basis of Congolidation

The cansoljdated financial statements wre prepared using uniforin accounting policies far like
transactions and ather events in similar circumstances. All significant intercompany balances and
transactions, ineluding income, expenses and dividends, are eliminated in Tull, The consolidated
financial statemenis comprise thie findncial stllements of the Parent Company and its subsidiaries as
of Decamber 31, 2017, 2017 and 2016, Contryl is schieved when the Group is exposed, or has rights,
to variable returns from its involventent with the investoe and has the ability to sffect those returns
thraugh its power over the investes, Specilically, the Group controls an investee if and only if ihe
Group bas: :

« power over the investes (i.e. existing rights that givo it the exrrant ability to direet the relevant
activities of the investes)

t  exposure, or rights, to variable returns from its involvement with the investee, and

»  the abillty to usc its power over the investes to affeet iy returns

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 his power over an investes,
including:

+ the contractunf arrangement with the other vote hoiders of the investes
v vights arising from ather contiactunl armngements
v the Group's voting rights and potentizl voting rights

The Group re-nssesses whether or nof it controls an ivestee if facts-and cireumstances indicate that
there are changes to one or mare of the hree slemants of control. Consalidation of 4 subsidiary
begins when the Group obtains controt over the subsidiary and ceases when the Group loses control
of the subsidiary, Assels, liabilities, inconie and expenses of a subsidiary sequired ar disposed of
during the year are included in the consolidated statement of comprehensive income fvom the date the
Group gains control untit the dute the Graup ceases 16 control the subsidiary,

Nan-coalrolitug interests (NCI) represent the partian of profit or oss and net assets in subsidiaries
not owned by the Group and are presented separately in the consolidated statement of comprehensive
income, consolidsted statement of changes in equity and within eguity in the consolidated slatement
of financial position, separately from the Parent Company's equity.
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mterests inciuding preforred shares and options undor share-based transactions,

Prafit or loss and each component of other com

holders of LBCH and to the non-controll

prehensive income (OCT) are atiributed to the equily
ing interesis, even if this results in the non=controtting

interests having a defieit batance, When niecessary, adjustinents are made to the Anancial statements

of subsidiaries to bring their necounting policies in Jine with the Group's aceounting policies, Al
intia-group assets and Habilities, cquity, income, axpenses and ¢

between membors of the Group are eliminated in full on ¢onsolidation,

A change in the ownership intorest of a subsidiary, without a loss of control, is accounted for as

equity transaction. If the Group loses control over g subsidiavy, it;

s Dorecognizes the assels (including goodwill) and liabilities of the subsidiary
«  Daorccognizes the carrying amauni of any non-controlling, interests

«  Derecognizes the cumalative translation diferences recorded in equity

®  Recognizes the fair value of the consideration recoived

»  Recognizes the fuir value of any investment retained

* Recognizes uny swrplus or defieil in prefit or foss
¢ Reclassifies LBCH'y share of components previously reeopnized in QCT to profitor loss or

ash flows refating 1o transactions

-
'

retained samings, as appropriate, ns would be required if the Group had direatly disposed of the

retated essety or (fabilides

The conselidated financial statentents inglude the 5§

subzidiprias:

Country of

nancigl statements of LBCH and the following

Ownership Interest

incorporation Prineipal netivities 2087 e

LBC Express, Inc. Philipplaes  Logistics and meney remiltasice 106% 1024
LBC Express - MM, In¢ Philippines  Logistics and money remittance 100% %
LIC BExpress - L, Ing, Philippines  Logistics and moncy remittance 100% 10024
LBC Bxpress - Ni, Ine. Philippines  Logistics and money remitianee 0% 100%4
I.BC Bspress - VIS, Inc, Philippines  Loglsties and roney remifitance 160% 100%4
LRC Express - 8L, Inc. Philippines  Lugisites nnd money remittance 186% 10094
LRC Express - 8C8, Ing, Philigpines  Loglsties and money remittanes £00% 10044
LRC Gxpress Carporate Solutlons, e, Philippines  Logistles and money remittance 100% 04
LBC Express - CMM, Inc. Philippines  Logistics and money reniitiane 100% 1490%4
L.3C Tixpress - BviM, Ine. Philippines  Logisties and money remitanue 100% 10§%4
LAC Express - MIN, Ine. PHilippines  l.ogisties and money remittance 150% 100%4
LIC Express « ShM, [ne. Phitippines  Laogisties.and money remittance 100% 1000
LRC Expros - SEL, Ine. Philippines  Logistics and money remittance 108% 16054
LRBC Express - WYIS, g, Philippines  Logistics and money remittunce 100%- 1%
LBC Bxpress - SEM, Inc. Philippines  Logistics and roney remittance [B0%: 10034
LIBC Express - 3CC, Ine. Philippines  Logisties.and money remitiance 1% - 100
Sowh Mindanao Courier Co,, Inc. Philippines  Logisties and money remitiance 100% 1004
LBC Express - NEMM, lnc. Philippines  Lepistids end monay cemiltance 0% 1004
LBC Express - NWMM, (ne, Philippines  Logistics wid soney remittuice 100 % 100%
LI3C Systems, ne. Philippines  Logislies and money remitlunce 0% 140%a
LBC Express Bahenjn, LLC Bahrain Logistics 49% 49%
LB Express WLL Kunwalt Lirgisties 19% 4905
LBC Espress LLO M Qatwr Lopislics % 40%

Note:

1} This entiay & @ subsiginry of ERC Express WEL wiiichi has 49% ownership inlerest.
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There were no changes in the Parent Company's ownership interésts in its subigidiaries from
January 1, 2014 to December 31, 2017,

Non-Controlling Interests
As at November 30, 2017, the Group has subsidiaties with non-controlling interests. Percentage of
equity held by non-eontrolting interests in 2017 and 2016 ore as follows:

Country of

incorperaiion 2017 2016

L.BC Express Babrain, LLC Bahrain 51% Si%
LBC Express WLL Kuwait 1% 51%
LBC Express L1LC Qatar 16% 26%

Business Combination and Gogdwill

Business combinations are accounted for using e wequisition method. This involves recagnizing
identifiable assets (fncluding previously uniecognized intangible assets) and liabitities {including
contingent liabilities and oxceluding future restructuring) of the acquived business at fair value. The
cost of ar acquisition is measired as the aggrapate of the conslderation trans Ferred, measured at
acquisition date faiv valne and (he smount of any noncontrolling inerest in the nequiree, For each
business combination, the acquirer measures the noncontrolfing interest in the sequires either at fair
vitlue or at the proportionate share of the aequiree's identifiable nel assets. Acquisition costs neurred
are expensed in the conselidated stetemant of comprehensive ingome, )

When the Group acquires a business, it assesses e financinl assets and liabilities assumed for
appropriate classification and designation in accordance with the contractual terms, econontic
cireumstances and pertinent conditions as at the acquisition date. This incluces the separation of
emnbedded derivalivey in host contracts by the acquiree. if the buslbass combination is achieved in
stages, the acquisition date fair value of the aequirer's previously held equity interast in the acquirer
is remeasured to fair value at the acquisition date through profiv ar loss, o

Any contingent consideration to be transferred by the acquirsr will be recognized al fir value at ¢he
acquisition date. Subsequent changes to the fair value of the contingent consideration, whicl is
deemed to be an assot or fability, will be recognized in aegordance with PAS 39 either in profit or
loss or as a chisnge lo other comprehensive income. If the contingent consideration is classified as
equity, it should not be remessured untii it is finally settled witlin equity.

Goodwill acquired in a business combination is initially measured at cest being the excess of the cost
of the business combination over the Group's interest in the net fair valus of the acquires’s
identifiable assets, Jiabilities and cantingent liabilities, Yollowing initial recoghition, goodwill is
rzeasured at cosf less any accumulated impairment losses, For the purpose of impairment tosting,
geodwiil noquired in a bysiness combination is, from the acquisition date, aflogated to each of the
Group's cash generating units or groups of cash generating units, that are expested to benefit fromm the
synergies of the combination, irrespective of whether other assets or Babilities of the Group are
assigned to those units or group of units,

iZach unit ar groap of units to which the goadwill is atlocated:

* represents the lowest level within the Group al which the goodwill is monitored for internal
management purposes; ind

*» s not larger thay g segment based on cither the Group®s primary or the Group’s secondary
reporting formal determined in accordance with PFRS 8, Operating Segment.
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Where goodwill forms part of a cash-generating unit (group of cash generating units) and part of the
operation within that unit is disposed of, tie goodwill associated with the operation disposed of is
ineluded in the carrying amount of the aperation when determining the.gain or Joss an disposal of the
aperation. Goodwill disposed of in this chreumstance is measured based on the relative values of the
opergtion disposed of and the portion of the cash-generaling unit retained.

Acguisitions of non-controlling iuterests are accounted for as transactions with ovners in thefr
capuiolly as owners and therefore no goodwill or profit or loss is recognized as a result,

Adjostments to non-conirolling interests arising from transactions that do not invoive the loss of
control are based on a proportionate amount of the net assets of the subsidiary.

Statement of Compliance
The acoompanying consolidsted financial statements have been prepared in secordance with
Philippine Finaneial Reporting Standards (PFRS).

Changes i Accounting Policies and Disclosures

The aceounting policies adopted are consistent with those of the previous financial year, except for
the adoption of il following amendéd standards and improvements to PFRS which the Group has
adanted startiug January 1, 2017, '

¢ Amendments lo PFRS 12, Disclasire of Infepusts in Other Entities, Clarification of the Scope nf
the Standeyd (Part of smnual Improvements to PFRSy 2014 - 2016 Cycle)

The amendments clarify that the disclasure requirements in PFRS 12, other thaa those relating to
sununarized financial information, apply to an entity's inferest in a subsidiary, a joint venture or
an agsociate (or a portion of it intevest in 4 joint venture or an associate) that is classified (or
ineluded in a disposal grouy that is classified) as held for sale

The adoption of these amendments did not have any Tmpact on the Group’s consatidated financial
statements, :

+  Amendments to PAS 7, Statement of Cash Flows, Disclovare hiitfaiive

The amendsments vequire entities.to provide disclosure of changes in iheir finbilities arising from
Tmancing activitles, including both changes arising from cash flows and non-cash changes (such
as foreign exchangs goaing or losses).

The Group has provided the required information in Note 24 to the consolidated financial
statements. As allowed under the transition provisions of the standard, the Graup did nol presen
comparative informatian for the years ended December 31, 2016 and 2015,

v Amendments to PAS 12, fncome Tuxes, Recognition of Deferred Tax Assets for Unrealized
Losses

The amendments clavify that an entity needs to consider whether tax fnw vestricts the sources of
txable profits against which it may make deductions npon the reversal of the deductible
temporary difference related fo unrealized losses. Furthermore, the amendmeats provide
guidance on how.an entity should determine future taxable profits and explain thecircimstances
in which taxable profit may inchide the recovery of some assets for more than their carrying
amouni,
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Entities are required to apply the amendments refrospeotively, However, on initial application of
the amendments, the change in the opening equity of fhe earliest comparative period may be
recagnized in opening retained sarnings (or iy another camponent of equity, as appropriate),
without alfacsting the change between apening retained earmings and other components of euity.
Entities applying this relief must disciose that fact. Early application of the amendiments is
pormitted. These amendments do not have any impact on the Group's financial statements,

Staudards issued but not yet effective

Pronouncements issued but not yet effastive are listod below, Unless othervise indicated, the Group
does not expect that the futere adoption of the said pronauncements to have-a significant impact on its
nterim candensed consulidated financial statements. The Group intends to adopt the following
pronouncements when they become offective,

Effective beginting on or ajter Jeericry 1, 2018

s Amendwents to PFRS 2, Share-based Payment, Classification and Measurement of Shere-bused
Payment Transactions

The amendments to PFRS 2 address three main areas: the cttzets of vesting conditions on the
mensirernent of a cash-settled share-based payment tansaction; the elassification of a share-
based payment transaction with net sctthement featires for withholding tax obligations; and the
accounting where a modification to the termns and conditions of a share-based payment
transaction changes its classification from cash settled to equity seftled..

On adaption, entities are required to spply the amendments without restating prior periods, but
retrospective application is permitted if elected for all theee amendiments and if other criteria ore
met, Early application of the amendments is permitted,

The Group has assessed that the adoption of these amendments will not have impact to its
censolidated financial statements because it docs not have share-bused paymeni arrangsments.

¢ PERS 9, Finmseial instruments

PERS 9 rellects all phases of the financial inslruments project and replaces PAS 39, Financial
Instruments: Recognition and Measurement, and all provious versions of PFRS 9. The standard
introduces new requirements for clssification and measurmmnent, impaimment, and hedge
aceounting, Retrospective application is required but providing comparative infoimation is not
compulsary, For hedge accoumlting, the requirements are generally applied prospectively, with
some limited exceptiong,

The Group plans 1o adopt the new standard on the mandatory effective date.
The adeption of PFRS 9 will.have an effect on the clussifieation and measusement of the Group'y
financial assets and impaivment methodology for financial assets, but will have 1o impact on the

classifieation and measurement of the Group’s financial liabilities. The adoption is expected to
impact the assessment of the Group’s eredit losses amount,
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Amendinents to PFRS 4, /nvwronce Contracs, Applying PFRS 9, Financial Instruments. with
PFRS 4

The amendments address eoncerns arising from implementing PFRS 9, the new fihancial
instruments staedard before implementing the new insurance contrasts standard. The amendimenis
introdiice two options for entities fssuing nsurance contracts: 1 lemiparary exempiion from
applying PFRS &and an overlay approach. The temporary exemplion is first applied for reporting
periods beginning on or after January 1, 2018, An entity may oleet the ovarlay approach when it
fitst applies PFRS 9 and apply that spproach retraspectively to fnancial assets designated on
transition (o PFRS 9. The entity restates comparative iriformation refigeting the overlay approach
if, indl only if, the entity restates comparative information when applying PERS 9,

The amendments are nat applicable to the Gromp since none of the entities within the Group have
aativities that ave connected with insurance or issbe insurance contracts.

PERS 15, Revenue flrom Contragts with Custoniers

PERS 135 establishes a now five-step model thar will apply to revenue arising from contracts wilh
custamers, Under PFRS 15, revenue is recagnized at an amount that reflects the eonsideration (o
whiels i entity expects to be entitled in sxchange for transferring poods or services to a
customer. The-principles. in PFRS 15 pravide a more struchired approach fo measuring und
recopRizing revenue,

The new reveinue standard s applicable to all entities and will supersede all current révenue
recognilion reguirements under PERSs, Either a full retrospective application or 1 modified
retrospeotive application i required for anpual periods beginning on or after January 1, 2018.
Early adoption is permitted.

The Group is currently nssessing the impact of this Standard.

Amandments to PAY 28, Measuring an Assaciate or Joint Venture at Fair Palue (Part of dnnual
{mprovements to PFRSs 2014 - 2016 Cyele)

The amendments clarify that an antity that is a venture capital organization, or ather qualifying
entity, may elect, ! initial recognition on an investment-by-investment basis, fo measure ifs
imyestments in associates and joint ventures at fair value through profit or loss. They also clarify
that if an entily that is not itself an investmaont entity has an inferest in an agsociate or joint
venture that is an investment entity, the entity may, when applying the equity method, siect 1
retain the fair value measurement appiled by that investment entity assoeiate or joint venture (o
the investment entity associate's ar joint venture's imerests in subsidiaries, This eloction is made
separately for each investment entily associate or joint venture, at the later of the date on which
(a) the investment entity associate or joint venture is initially recognized; (0) the associaté or joint
ventue becomey an investment entity; and {&) the investment eniity associate or joint venture ficst
becomes a parent. The amendments should he applied retrospectively, with earlier application
permitted.

These amendments are not expected to have any impact to the Groyp.
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*  Amendments to PAS 40, Investment Property, Transfirs of Invesinient Property

The umendments clarily when an entily should transfer property, including property under
constiuction or development into, or oul of investment property, The amendments state that a
change in use oceurs when the property eets, or causes to mest, the definition of investment
property and thers is evidence of the change in use. A mers change in management’s intentions
for the use of a property doeés wot provide evidence af-a change in use. The amendments should
be applied prospectively to changes in use that peour on or after the begining of the. anrual
reporting peciod fn which the entity first applies the amendments, Retrospective application is
only permitied if this is possible withawt the use of hindsight,

These mmendnents are not expected to have any impact 0 (he Group.
¢« Philippine Interpretation IFRIC 22, Fareign Curveney Transactions and ddvance Consideration

The interpretation clarifics that, in determining the spot exchange raté 1o use on initial recognition
of the rofated asset, expense or income {or part of {t) o the derecognition of 4 non-moenetary sssel
af non-monetary llability relating 10 advance considsration, the date of the transaction is the date
o which an entity initially rscognizes the nonmenetary asset or nop-monetary liability arising
fron the advance consideration. 1f there are jnultiple payments or receipts in advance, then the
entity must determine a date 6 T8 transaclions for each payment or receipt of advance
cansideration, Enlities may apply the amendments an a fully retrospective basis, Alternatively,
an entity may apply the inferpretation prospectively to ail assets, expenses and income in is
seape that are initiaily recognized on or after the beginning of the reporting period in which the
entity first applies the interpretation or the beginning of a prior reparting period presented as
comparative information in the financial statemeonts of the reporting period in which the entity
First applies the interpretation.

The Graup ig cerrently assessing the impact of the adoption of the interpratation in its
consolidated financial stutements.

Effective begivning on or afler Jamecry 1, 2019
«  Amendments to PFRS 9, Prepayment Feanmes with Negative Compensation

The amendiments to PFRS 9 aliow debt instrimonts with negative compensation prepayment
features to be msasured at amortized cost or fair value through other comprehensive income,
An eatity shall apply theso amendments for annual reporting periocls beginning on or sfter
Tanuary 1, 2019. Earlier application is permitted.

The nmendments will have no significant impact on the Group's financial position or
performance, i

»  PFRS 146, Leases

PFRE 16 sets out the principles for the recognition, measurement, presentation and disslosure of
leasos and requires lesswes to account for all leases under a single on-halance sheet moded similar
to the recounting for finance leazes nnder PAS 17, Leases, The standard ineludes tovo
recognition exemptions for jessees - feases of *low-value® assets (e.g,, personal computers) and
shart-term lenses (1.¢,, leasos with a lease term 6f 12 months or Jess), At the ¢ommencement date
0f a lease, o lessee will recognize i liability 1o make lease payments (i.c., the lease liabiiity) and
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an asset representing the right 1o vse the underlying asset during the lease term (L.e., the right-of
use asset). Lossess will be required (o separately recognize the interest expense on the lease
Habitity and the depreciation expense an the right-oftuse nsset,

Lessees will be also required to remeasure ihe Jease liability upon the occurrence of certain events
{e.g., a change i the lease term, a change in Raure lease payments resufling from a change in an
index or rate used to determine these payiients). Tie lessee will penetally recognize the amoun
of the remeaswrement of the lease liability as an adjustment to the right-of-use usset,

Lessor gecounting under PERS 16 i substantially unchanged from today’s accounting ander
PAS 17, Lessors will continue to classify all leasos using the same classifiention prineiple as in
PAS 17 and distinguish between two types of leases: operating and finance feases.

PFRS 16 also requires lessees and lessors ta make more exlensive disctosures than
under PAS 17,

Harly application is permitted, but not before an entity applies PFRS 15, A lessee cayn choose to
apply the standard using either a full retraspective or a moditied retrospective approsch. The
standard’s transition provisions pormit certain reliefs.

Tiwe Group plans to adopt the new standard on tlie renuived effective dale once adopted foeally.
This standard is expested to significantly impact its leasing arrangements as lessee for ilg
bramches which are currently accounted for us operating leases, as the Group is alveady required
ta recognize the right of yse assets and liabilities tn its statoments of financial position, [t will
niso erease disclosires inthe financial statements. The Standard does not have significant
impact as a lessor,

Amendments o PAS 28, Lang-term Mitoresty in Associates and Jolni Ventures

The amendments 10 PAS 28 elrrify that entities shauld account for long-term interests in an
associate ar joinf venture to wilich the eyuily method is not apphed using PFRS 9. An ety shall
apply these amendients for annual reparting pericds beginning e¢n or slter January 1, 2019,
Harlier upplication is permiteed,

These amendments ara not expscied ta have any impact Lo the Groug,

Philippine Interpretation [FRIC-23, Uncertainty over Income Tax Treatments

The interprotation addresses the accounting for income taxes when fax treatinents inyolve
uncertainty that affects the appiication of PAS 12 and does not apply to taxes or levies outside the
scapa of PAS 12, nor does it specifically include requirements redating to interest and penalties
associaled with uncertain [ax treatments, :

The inlerpretation specifically addresses the following;

v whother an entity considers uncertain tax treatimenis sepurately

+  the agsumptions an entity makes aboul the examination of tax freatments by taxation
authorities

*  how an entity determines tayable profit {tax loss), tnx bases, unused tax lossos, unused tex
credifs and tax rates

¢ haw an entity considers changes in facte and circumstances
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An entity must défermine whether to consider sach uncertain tax treatment separately or together
with one or more other unceriain tax treattments. The nppros#ch. that better predicts the resolution
of the sneertainty should be followed.

The Group is currently assessing the impact of adopting this-interpretation,
Deferrved gffectivity

*  Awmendments to PFRS 10 and PAS 28, Sale or Confribmtion of Assets hetween an hwvestor 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 yenture, The
amendments clarity that a [l gain or loss is recognized when a transfer 1o an associate or joint
venture involves a business as defined in PFRS 3, Business Combinations. Any gain or loss
resulting from the sale or contribution of assels that does vot constitule & business, however, is
recogiized ondy 1o the extent of unselated investors' interests in the associale or joint venmre.

G danuary 13, 2016, the Financial Reporting Standards Counci deferred the orginal effective
date of Janwary 1, 2016 of the said amendments until the International Aseounting Standards
Beard-(JASB) ewnpletes its broader review of e research project on equity accounting that may
result in the simplification of secounting for such transactions and of other aspects of accounting
for assuciates and joint ventures.

Those amendments sre nat expected to have any impact to the Group,

sienificant Aceounting Polisies and Diselosures

Gash and Cash Equivalents

Cash and cash equivalenis are stated at face value, Cush includes sash on hand and cash in banks.
Cash equivalents are short-tern highly liguid invesimens that are readlly convertible ta known
amounts of cash with original maturitics of theee months or less from the dates of placement and that
are subject to an insignificant risk of ehianges in value. Cash in banks and cash squivalents ean
interest ut provailing bank depesit rates.

Fair Value Measurement
The Group measures linancial instruments at fair valite af cach repariing date.

Fair vatue is the price that would be received to setl an asset or paid to wanster o liability in an orderly
transaction betwsen market participants al the measwrement date. The fajv value imessurement is
based on the presumption that the transastion to sell the asset or ransfer the liability lakes place
efther;

e inthe principat macket for the psset or Hability, or
* in the absence of 4 principal market, in the most advantngeous market for the asset or Hability,

The principal or the most advantageous market must be sccessible to the Group,
The fair value of an asset or a liability is measured using the asswnptions that market patticipants

would nse when pricing the asset or fiability, assuming that market participants set in fhair economig
best interest.
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A fair value measurement of o nonfinancin! asset lakes into account a market participant’s ability to
generate economic benefits by using the asset on the highest and best use or by selling it fo another
market parlicipant Lhat watld vse the asset in jts highest and best use,

The Group uses valuation techniques that are appropriale in the cirewnstances and for which
stetticient data are available to measure fuir vatue, maximizing the use of relevant observable s
and minimizing the use of unobservable inpaits.

All assets and liabilitics for which fair value is measured or diselosed in the consolidated financial
slatements sro categorized within the fiir value lhierarchy, deseribed as follows, based on the lowest
level input that is significant to the fair velue measurement as a-whaler

¢ Level | - Quoted (unadjusted) market prices in active markels for ideniical asssts or liabilities

¢ Level 2 - Valuation techniques for which (he lowest level seput that is significant to the faiy value
measurement is directly ar indirectly obyervable

¢ Level 3 - Valuation technigues for which the lowest leve! inpat that is significant to the fair valus
feasurement iy unobservahle

For ussets and abilities thal are recognized in the consolidated financial statements on & recwrring
busis, the Group determines whether ransfers have aucurred between Levels in the hierarchy by re-
assessing eategorization (based 67 the lawsést level input that {s sigaificant to the fair value
measurement as a wiiole) at the end of each reporting period.

Financial Assets and Financial Liabilities

Date of recognition

The Group revognizes a finaneial asset or a financial liability in the consolidated statement of
{inancial position when it becomes a party o the contractual provisions of the instrument. Purchascs
ot seles of Ninancial assets that require telivery of assets within the Ume frame established by
regulation or convention in the marketplace are recognized on the trade date, which is the date when
the Group commits to puchase or seH the asset,

Iritial vecognition of financial assets and finoncial liabilities

All financial asscts and financial liabifitias are initially recagnized at fair value. Except for financial
assels and financial linbilities at FVPL, the initial measuremont of fingncial asgets includey
transaction costs. ‘The Group classifies its financiat assots within the scopre of FAS 39 inthe
following cutegorivs: financial assets at FVPL, held-to-maturity (HTM) financial ussets, AFS
financial dssets and loans and receivables, Financial liahilities are olassified into financial liabititics
at FYPL and ather (inancial linbilities. The classification dopends on the purpose for which the
finaneial assets were acquired or financia) liabilities incurred and whether they are quoted in an active
market.

The Group determines (he clussification of its investments at initial regopnition and, where allowed
andg appropriste, re-svaluates such designation at every reporting date.

Financial instruments are classified as lability or equity in accordance with the substance of the
contractual arrangement, literest, dividends, gains and losses ralating to a financisl instrument or a
compouent that ts a financial Hability, are reported as expense or iheome. Distributions to holders of
(inancial instruments ¢lassified as aquity are charged directly ta equity, nst of any related income tax
benefits.
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As of December 31, 2017 and 2015, the Group’s financial assels and financil liabilities are of 1he
aature of loans and receivables, AFS financial assols and derfva(ive liability, bond nayablé and other
Nnancial liabilities, respectively,

Determination af fair vafue

The fair value of financial assets and financial liabiiities traded in active markets Is based on quoted
market price at the reporting date. A market is regarded as active if quoted prices are readily and
regularly available from an exchange, dealer, broker, industry gronp, pricing service, or regulatory
agency, and those prices represent aciual and regularly ocenrring marked transactions on an arm’s
length basis, The quoted market price used for finaneial assets held by the Group is the eurrent bid
price. These instruments are included in Level 1. Instruments included in Level | comprise primarily
of listed equity investments us AFS, o

The fair value of assets and labifities that are not traded in an active market (for example, over-the-
counler derivatives) is determined by using valuation lechniques. These valuation techniques
maximize the use of abservable market data where it is available and refy s fittle ns possible on
entity speciflc estimates. ! al| signilfcant inputs required to fair valire an instrument are abservahle,
the usset or lability is included in Level 2. 1f one or more of the signiticant inputs is not based on
observable market data, the asset or liability is inctuded in Lavel 3,

*Day 1 difference

Where the transaction price in a non-active market is different from the fair value of other abservable
ctirrent rarket transacticas in the same instruraent ar based on a valuation technique whose variables
include enly data from observable market, the Group recognizes the difference batween the
lransaction price and fair value (a ‘Day 1> differsnce) in the consofidated statement of comprehensive
income uniess it quolities for recognition-as some other typs of asset, In cases where use is-made of
duta which is not observable, the difference hetwaen the transaction price and modal value is only
recognized in the cansclidated statement of comprehensive ncome when fhe inpmts becoms
observable or when the instrument is derecopnized. Far sach {ransaction, the Group determines the
approprinte method of recognizing the ‘Day 1 difference amount,

Loans and receivables

Loans and receivabies are non-detivative financial agsets with fixed ar determinable paymients and
fixed malurities thal are not quoted in an active market, These are not entered infa with the intearion
of immediate ar short-term resale and ure not desi grated as AFS financial assets or financinl assets at
FYPL,

After initial measurernent, fozns and receivables al'e subsequently measured at amortized cost Using
the elfective interest method, Jess atlowance for impainnest. Amortized cost is ealoulated by taking
into acecunt any discount or premium on acquisition and fees that ave integral parts of the effective
interest vate, The amortization is included in the interest income in the congolidated statement of
camprehensive income. The losses arising from impairment of such loans and recejvables are
recognized as provision for impairment Josses in the Group’s consolidated statement of
comprehensive income,

Loans and receivables are inoluded in current assets if’ maturity is within tiwelve months fram the
reporting date. Otherwise, these aro clussified as noneurrent assels.

As of December 31, 2017 and 2016, the Group’s ioans and rsceivables inelude cash and cash

equivalents, trade and other receivables (excopt advances to officors and emgloyaes), due from relateq
parties, and short-term investients under prepayments and other current assets,
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Available-for-sale financial assets
AFS financiat assets pertain to equity invesiments. Hquity instroments classified as APS ure those
that ars neither classifiod as held for trading nor designated as FVPL,

Alter initial measurement, AFS financinl assats are subsequently measured at fair value with
unreatized gains or losses recognized in OCI and eredited to uarealized gainr (foss) on AFS financial
asseis account untit the investment is derecogoized, af which thne the cumuiative gain or loss is
recognized in otlier income, or the investment is determined to be impaired, when the cumulative loss
is recassified from ynrealized gain (loss) on AFS financial assets account to e consolidated
statement of profit or loss in other expenses. Dividend enrned whilst holding AFS Fnancial assels is
reported as dividend income. N
The Group evaluntes whether the abifity and intention to seil jts AES. financinl nsssts in the oear tevn
is stitl appropriste. When, in rare circumstances, the Group is unabie to trade these financial 1ssets
due to insctive markets, the Group may eleet to veclassify these financial dssets if the management
has the ability and Intention to hold the assets for foreseeable fiture or until maturity,

Fora {inancinl asset reclassified from the AFS calegory, the fair value carrying nionnt at the date of
reclassification becomes its new amortized cost and any previous gain or loss on the asset that hag
been recopuized in equity is amortized to profit or losy vver the remaining lift of the {nvestment
using the BIR. Any difference between the new ansortized cosi sud (he maturity smount is also
amortized aver the remaining life of the asset using the BIR. If the asset fs subsequently determined
to be impaired, then the amount recorded in equity is reclassiied to the consglidated statement of
comprehensive income. '

Embedded derteatives

An embedded derivative is a component of a hybrid (combined) instrument that alse includes a non-
derivative host contract with the effect that some of the cash flows of the combined instrument vary
In & way simitar to a stand-alone derivative, :

Tl Group assesses whether embedded devivatives are reguired ta hs separated from the host ‘
contracts when the Group first becomes a party to the contract, Reassessment ouly oocurs If there isa
change in the terms of the contract that siguificantly modifies the cash flows that would otherwise be
required.

Embedded derivatives are bifurcated from their host coniracts, whon the following conditions ave

met;

(a) the entire hybrid contracts (somposed of both the host contract and the embedded derivative) are
not accounted for as financial assets and liabilities at FVPL;

{b) when their ecoromic rigks and charnetevistios are not closely relaled to fhose of thel respective
host contracts; and

(¢) aseparate instrument with the same terms as the embedded derivative wonld meet the definition
of u derivative,

Embedded devivatives that are bifurcated from the host coniracts are aceounted tor either as finaneial
assets or finaneial labilitles at FYPL, Changes in fait vaites are included in profit arfoss, The
embedded derivalives of the Group pertains to the equity conversion and redemypition options
components of the issued eonvertible debt instrument (see Note 13),
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Other financial Hobilitins

Qther fwncial Habilities pertain to linancial Yabilities not classified or designated as financlal
labilities at FYPL where the substasice of the contractual arrangement results in the Group having an
obligation either to deliver cesh or another fauneciat asset to the hoider or o settle the obligation other
than by the exchange of a (ixed amount of cash.

After initinl measurement, other financial Habilities ate subsequently measured at amortized cost
using the effective interest method. Amortized cost s caleulated by taking into account any discount
arpremivm on the.issue and fees that ave integral parts of the effective interest rate,

As of December 31, 2017 and 2018, the Group’s other financial labilities inslude accounts.and other
payables (excluding statutory Jiabilities), due to related parties, notes payable, transmissions liability,
finance lease Habilities, other noncirent Habilities and bond payable,

impaiement of Financini Assets

The Group assesses at each reporting date whether there is abjective evidance that a financial asset or
group of similar finencinl assets is impaired. A financial asset or a gronp of similar nancial sssets s
deemed to be impaired if, and only if, here is objective evidence of impaivment as a resull of one or
more evenls that has occwred after the initiad recognition of the asset {an incwrred “loss event”) and
that loss event (or events) has an impact on the estimated future cash fows of the financial asset or
the group-of simifarfimmeial assets thut can be reliably estimated. Evidence of impaisént may
inciude indications that the borrower ar a group of barrowers is experiensing significant financial
difficulty, default or definguency in interest or principal payments, the probability that they wil enter
banlkruptey or other financial reorganization end where observable data indicate that thero is
measurable decrease in the estimated future cash flows, such as changes in arrears ov econamic
canditions that correlate with defaults.

Loans and regefvadles

For lonns and receivables caried al amortized cost, the Group first assesses whether objsctive -
evidence of impairment exists individually for financial sssets that are individually sipnificant, or
cotwctively for financial assets that are not individually significani. 1f the Group determines that no
abjective cvidence of impairment exists lor individually assessed financial asser, whether significant
or ned, it ineludes the asset in a group of similar financial aasets with similne credit risk characteristios
and collectively assesses Tor impnirment, Those charaoteristios are relevant to the estimalion of
fisture cash flows for group of such assets by being indicative of the debtors’ abilily to pay all
amounts dug according to the contractual terms of the sssels being evaluated, Assets that are
fndividuaily assessed for impairment and for which an impairment loss is; or continues fo be,
recognized are nol included in a-collective assessment for impairment.

(f there is objective evidence that an impairiment loss has been incurred, the amount of the loss s
measured as the difference between (he asset's carrying amount and the present value of the estimated
fuiure cash flows (excluding fiture eredit losses that have not been incurred). The present value of
estimated cash flows is discounted at the financial asset's original effective interest rate. 1Fa loan has
a varinble interest rate, the disconnt fate for measuring any impairment loss is the current effective
inferest ratg. The oarrying amount of the asset is reduced through use of an allowance accouni and
the amound of loss Is charged to the consolidated statement of comprehensive income, Interest
income contmues to be recognized based on the original effective tuteiest rate of the asset. Loans,
together with the associated allowance aceounts, are written off when there is no realistic prospect of
future recovery and ail collateral has been realized. 11, in a subsequent year, the amount of the
estimuted impairment loss decreases becanse of an gvent ocourring after the impairment was
recognized, the previously recogoized irapairment Joss §s reversed. Any subsequerit teversal of an
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impairment loss is recognized in consoliduted statemeant of comprehensive income, to the extent that-
the carrying value of the asset does not exceed its amortized cost at the reversal date,

For the purpose of a collective evatuntion of impairment, financial assels aro grouped on the basis of
such credit risk characteristics as customer type, payment history, past-due slatus and term,

Future cash flews in a group of similar finavcial assels that are colleetively evaluated for impurirment
are eslimated.on the basis of historical loss expericnce for assets with credit risk characieristics
similar (o those in the group. Mistorical toss experience is adjusted on the. basis of eurrent observable
data 10 reflect the effects of current vonditions that did not affect the periad on which the historioal
loss experience is based and to remove the effects of cond]tjons in 1he historical periad that do not
exist currently. The methodology and assumptions. used for estimating fature cash flows are
reviewad regularly by the Group to reduce any differences between loss sstimates and actual Joss
experienae,

Available-far-safe financial asseis

The Group assesses af each reporting date whether there is objective evidente th investinent is
impaired. Tn the case of equily investments clagsified as AFS, a significant or profonged decline in
the fair value of the security below its eost is also evidence that the assets are impaired, ‘Significant’
s to be cvaluated against the original cost of the investment and "nrolonged’ apainst the period in
which the fair value has been below its original cost. Cenerally, the Grdup Troals *significant’ as 20%
or more sind ‘predongsd’ as greater than tweive months, Where there is evidence of impairmen, the
cumtilative loss measured as the difference between the avqbisition cost and the cyrent fair value,
less any impairment loss on that investment previously recognized in profit or foss is removed from
equity and recognized in profit or Joss. hnpainment losses on equity instruments are not reversed
through profit or loss; but ils increases in the fair value after impairment are recognized directly in
other comprehensive income.

Derecognition of Fingncial Assels and Finaneial Liabilities

Finanecial asset

A financial asset (or, where applicabls, a part of a financial assel or past ot a group of similar

financiai assets) is derecognized when:

a) the rights to receive cash flows from the assel have expived, or

b) the Group has (ransferred its righis to receive cash flows from the asset or has assumed an
ohligation to pay the received eash flows in fislt withont material delay to a third pany under a
‘pass-through’ srrangement; and cither (a) the Group has {ransferred substantiatly all the risks and
rewards of the asset or (b) the Group has neithier iransferred nor retained substantially all the risks
and rewards al’the asset, but has transferred conitrol of the asset.

Whet the Group has transferred its rights to receive cash flows from an assct or has entered into s
pass-through atangement, it evaluates ifand to what extent it has vetained the risks and rewards of
ownership, When it has neither (ransferred nov retained substantially ail of the rigks and rewards of
the asset, nor transferred confrol of the asset, the Grroup coiitinues fo recognize the trans ferved asset to
the oxtent of the Group’s continuing involvement, In that cose, the Group slso recognizes an
assoviated Hability, The transferred asset and the assosiated liability are measured on n basis that
reflects the righls and obligations that the Group has retained, Contiruing involvement that takes the
form of & guarantee over the transferred asset is measured at he lower of the original carrying amoums
af the asset and the maximum amount of consideration that the-Group could be required to repay,

R




- 2 -

Financial liabilitics

A linancial lability is devecognized when the abligation uader the liability is discharged or cancelled
or expired. Where an existing financial Hubility is replaced by another fron the same lender on
substantially different terms, or the terms of an existing lability are substantially modified, such an
exchange or modification is treated as a derecognition of thie original liability and the recognitian of a
new liability, and the difference in the respestive carying amounts is recognized in the Group’s
consclidated statement of comprebengive income.

Offsetting of Finaneial Assets and Finencial Liabilities

Flnancial assels and financia) liabilities are of¥set and the net amoun( reparted in the consolidated
statement of financial pesition if, and only if, there is 4 currently enforceable legal right to offset the
recognized amounts and there is an intention to settle on & net bas is, or to realize the assel and sertle
the liabiltry simultsncously,

Prepayinents and Other Assefs

Prepayments substantially consisting of rent and advertising are recogiized in the event that payment
fas substantially been mads in advance for the purchase of goods or services for which delivery or
performance has not yet oceurred. Prepayments are measured at yndiseountéd amounts and
derecognized in the congolidated statement of financial position as they expire with the passage nf
time, or through use and consumption,

Matetials and supplies consist of the supplies, inks, packing materials and reeeipt used in the Groug’s
aperations. Materials and supplies are initially measured at the cast of purchase, which compniss the
purchase prics less frade discaunts, rebates and other similar deductions. Materinls and supplies are
subsequently measured at the lower of cost and net reatizable value. Cos? is detetmined nging
averige cost formufa. Net reatizable value is the estimatod selling prive in the ordinary course of
Lusiness less the estimated costs of complation and the estimated costs necedsary to make the sale,
Materials and suppiies are derecognized whan canswmed,

Other assets in the form of input value-added tax and creditable withholding tax are tecognized as
aysels to the extent it is probable that the benefit will Fow to the Group, Thuse are derecopuized
when there is a legally enforceable right to apply the recopnized wnounts against the related tax
liability within the period pregcribed by the relevant tax laws.

Input Value-Added Taves (VAT)
Input tax represents the VAT due or paid on purchases of goods and services subfected ta VAT that
the Group can claim against any future liability to the Bureau of Interial Revenue (BIR) for output
VAT on sale of goods and services suljected to VAT, The input tax can siso be recovered ag tax
sredil wider certain circumstances against fulure income tax tinbility of the Group upon approval of
the BIR and/or Burean of Customs. Input tax is stated at its estimated net realizable values. A
valuation nltewancs is provided for any portion of the input tax that cannot be slaimad againat output
tax vy reeovered as tax eredit against fiture income tax liability, hpud tax is recorded wider current
and nencurcent assets in the statement of finaneial position.

When VAT lrom sales of goods andfor services (owtput VAT) exceeds VAT passed on from
purchases of goods or services (input YAT), the excess Is recognized as payshble in the consolidated
statement of financial position, When VAT passed on from purchases of goods or services (input
YAT) exceeds VAT from sales of goods and/or services (output VAT, the excess is recognized as an
assct in the statement of financial positian up to the extent of the recoverable amount.
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Cieditalle withholding laxes

Creditable withholding taxes (CWTs) ave smounts withheld from income, which are applied as credit
against income taxes, sulject to documentary requirements, Creditable withholding taxes that are
expected fo be utilized as payment for income taxes within 12 months are elassified as current asset.

Property and Eguipment

Prnperty and.erpeipment are stated at cost lsss acoumunlated duplacmuon and amortization and any
impairment in value, The initial cost of property and equipment comprises its pirchase price, taxes
and any directly attributable costs of bringing the praperly and equipment to its working condition
and locatjon for its intended nse. Expenditures incurred after the property and Lquipmmt have been
put into operation are capitalized as part of property and-equipment only when il is probable that
future economic benefits associated with the ilem will ow to the Girpup and the cost of the items san
be measuted reliably. All other repaivs and maintenance are charped against current operations ag
ineurred,

Depreeiation and amertization is caleulated on a straight-lng method over the follewing estimatad
useful lives of the property and equipment:

Yenrs
Compuler hardware ERL)
Furniture; fintures and office equipment 3t0s
Tronspartation equipment 3to 10
2 t0 & or lease term
Leaschold improvements {whichever is shorter)

Constriction in progress is stated at cost. Construction in progress is not depreciated until such time
as the relevant assets are completed and available for use,

The assets” residual value, eslimated useful lives ond depreciation and amortization method are
reviewed perindically ta ensure that the periad and method of depreciation and amoriization are
consistent with the expected pattern of cconotréc benafils from jtoms of property and equipment.
The assel’s eartying amount is written down imipedialely to s recoverable amount if the asset's
carrying amount is greater than its estimated recoverable amount,

When property and equipment are retired or otherwise disposed of, the cost and the related
aecomukated depreciation and amortization and seoumulated proviston {or impaiment losses, i any,
arg removed from the accounts and any resulting gain or loss {caleulated as the difference between
the net disposel proceeds and the carrying amowmt of the property dnd equipment) is credited 1o or
charged against profit or loss i the year the property and equipment i3 deresognized.

[ntangible Assets

[ntangible assets acquived separately ave measured on inifial regognition af cost, The cost of
intangible assels acquired in & business combination is the fair value at the date of acquisition,
Foliowing inilial recognition, intangible assets are carried at cost less any aceumulated ameortization
and sceumulated impairment losses. Internally generated intangibles, excludling capitalized
developmient costs, are not capitalized end the related expenditure is reflected in the consolidated
statement of comprehensive iacoms in the period in which the expenditine i incurred.

Intangible assets with finite lives are amortized over the usefut economic life and pssessed for
impairment whenever there is an indication thet the intangible asset may be impaired. The
amortization period and the amertization méthod for an intangible asset with a {inite useful life aro
reviewed at least al the end of each reporting period. Changes in the expected usefu] life or the
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expected paftern of tonsumption of future econdmtic benefits embodied in the assel ave considered to
modify the amortization period or method, as appropriale, and are treated as changes in aceounting
estimafes, The amartization expense on intangible gssets with finfte Hves is recognized in the
consotidated statemont of comprehensive income 1n the sxpense sategory Lhat 1s consistent with the
funetion of the intangible assets, The usetul life of the Group’s software is thres to five years,

Intangible assots with indefinite usefvi lives are not amortized, butare tested for impaimment annuaily,
either individually or at the casli-generating unit level, The assessment of indefiniie life is reviewed
annitatly to determine whether the indefinite life continues to be supportable. [f not, the change in
usetul life frony indefinite 1o finite is made on a prospective basis,

Gaios or losses arising from devecognition of an intangible asset are measured as the difference.
between the riet disposal proceeds and the carrying amount of the asset and wre recognized in the
consolidaled statement of comprehensive incaome when the assat is deresognizoed,

Development expenditures an an individual projact are recognized as an intangible asset when the
Group can demonstrate:

+ the technical feasibility of completing the intangible asset so that the asset will be availnble far
use or sale;
e ity intention o eomplets amvd 1tg ability 0 use or gell thé 4558T
+ how the asset will generste future economin benefits;
» theavailability of resources to comiplele the asset; and
+ the ability to measure voliably the expendifure diving development

Follewing initial recognition of the development expenditure as an asset, the asset is carried at cost
less any acownulated amortization and acenmulated impairment fosses. Amortization of the assel
beging when development is complete and the asset is available for uge, [t is amortized aver the
period of expected Riturs benefit. Amorlization ig recorded in operating expenses. During the period
of development, the wssel is tesled for inpairment annuaily.

The Group assesses at each reporting date whether there is an indication that an asset may be
impaired. T any such indication exists, or when annual impairment festing 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 onit’s fair vaiue less costs to sell and its value in use and is
determined for an individual asset, unleéss the asset does not generate cash inflows that are lirgely
indzpendent of those from other assets or group of nssets. Where the carrying amount of an asset
exceads its recoverable amount, the asset is considercd impaired and is written down to its
recoverable amount.

v assessing value n use, the estimaled futwie cush flows are discounted to théir present value using a
pre-lax discount rate that yeflects current market assessments of the time value of money and the risks
spacific-to the assel. Impainnent |osses of continuing operations are recagnized in the consolidated
siatement of comprehensive income in those expense categories consistent with the function of the
tmpaired asset,

An assessment is made at each reporting date as to whether theve i3 any Indication that previously
rocognrized impamuent Josses may no tonger exist or may have decrensed, 1f such indication exists,
{he recoversble amount is estimated, A previousiy recognized impainment loss is reversed only if
there has been a change in {he estimates used to determine the usset's recoverable amount since the
last impairment loss was recognized; 1f that is the cnse the carrying amount of tlie assed is increased
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lo its recoverable amount. That inereased amount cannot excesd the cartying amount that would have
been determined, nel of depreciation, had no impairment loss been recognized

for the asset in prior years, Such reversal (s recognized in the consolidated statement of
comprehensive income unless the asset is carried at revalued amount, in which case, the reversal is
treated os a revaluntion inerease. Afier such reversal the deprecialion charge is adjusied in futture
periods to allocate the asset’s reviszd carrying amoint, fess any residus! value, on a systormatic basis
over jts remaining useful Jife.

Lmployee Benefits

The Ciroup has a noncontributery detined retirement benefit plan, The net definad retireient benefit
liability or assetis the aggrepate of the present value of the defined retirement benefit liability at the
erd of reporting dats reduced by the fair value of plan assets (i any), adjusted for any effect of
Himiting a net defined benofit asset to the asset coiling. The asset ceiling is the present value al any
seonorsic benefits available in the Tarm of refunds from the plan or reductions in futire contributions
to the plan, The cost of providing bensfits under the defined benefit plan is actuartally determined
using the projected unit eredit method,

Defined benefil costs comprise the following:

¢ seryice cosls
« et interest on the net defined benefit fiability or asset
« remeasitrements of vt defined benefit Hability or asset

Service costs which include cwrent service costs, past service costs and gains or losses on hon-
roitine seltiements are recoguized as expense in profit or loss. Past service costs are recognized
when plan amendment or curtailment ocours. These amounts are calculated peviodicaily by av
independent qualified actuary,

Net interest on the net delinad retirement benofit lability ot asset is the changs during the period in
the net defined retirement benefit liability or asset that arises from the passage of time which is
determingd by upplying the discotint rafe bused on government bonda Lo the net defined retirement
benefit ltability or ssset. Nt interest on the net defined retiremant benefit lability or asset i
recognized as expense or income i profit or [oss,

Remeasurements comprising aciuarial gains and logses, return on plan assets and any change in the
effect of the asspt ceiling (excluding net interest on definad retivement bonefit liability) are recognized
fimniediately in OC/ in the. period i which they arise. Remonsurements ate not reclassified to profit.
or foss in subsequent periods. All remeasurements recognized in QCT acepunt, “Remeasurament
gains (Josses} on relirement benefit plan™, are net reclagsified to profit or loss in subsequent periods,

Plan assets are assets that are held by a long-term employee boaefit fund or qualifying insurance
palicies. Plan assels are not available 10 the ereditors of the Group, nor ean they be puid directly 1o
the Group. Fait valus of plan assets is basad on market price information. When no market prics is
available, the [air valus of plan assets is cstimated by disconnting expected futurs cash flaws using a
discount rate that reflects both the risk associated with the plan assets and the maturity or expected
disposal date of those assets (or, il they bave no maturity, the expected peried until the settlement of
the related liabilities), If the fair vajue of the plan assets is higher than the present value of the
defined retirement benefit ltabilily, the messurement of the reselting defined retivement henefit asset
is limited to the present value of economic benefits available in the form of refunds from the plan or
reductions in future contributions 1o the plan,
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The Group’s right (v ba reimbursed of some or all of the expenditure required 1o settle a defined
benefit retirement lability is recognized as a separate nsset at fair value when and only when
reimbiersement is virtwally cerain,

Termination benefits

Termination benefity are employee bensfits provided in exchange for the termination of an
employee’s employment as a result of either the Gronp's decision fo terminate an employee's
employment before the normal retirement date or an empioyee’s decision 1o accept an offer of
benefits in exchange for the termination of empioyment,

A liability and expense for a termination benefit is recognized at thie earlier of when the enfity can no
langer withdraw the offer of those benefits and when the entity recognizes refated restruciuring costs,
tnitlat recognition and subsequent changes to termination benefits are mensured in aocordanee with
the nature of the employee benefit, as either post-employment benefits, short-lerm employee benefils,
or othet fong-term employee benefits,

Emplovee leave entitleinent

Employee entitlements to annsizl Jeave are recognized as a liability when they are acorued to the
employees, The undiscounted liability for leave credits in excess of 45 days is expected to be settled
wielty within twelve months after the end of the annual reporting date. Barned leave credits of 45
days is recognized as a lability and settted when tie employiee leaves the Group subjeet {0 certain
cantditions.

Equity
The Group considers the underlying substanse and economic reatity af its own equity instruments and
nol merely its tegnt form in determining its proper classification.

Capited stack

The Group records cammon stocks at par value and the amount of the contribution in excess of par
vilue is aecounted for as an additionat paid-in eapital. Incremental costs incurred directly attributabls
to the issuanee ol new shares are dedocted from proceeds.

Retained earnings

Retained earmings represent accumulated carnings of the Group less dividends deolared, and any
adjustments arising from application of'new accounting standards, policies or carrections af errors
applied retrospectively. Dividends an common stocks are recognized as a )iability and deducted from
equity when dectared.

Equity reserve

EEquity reserve s the resutt of the application of stmilar to & pooling-of-interest which represents the
difference between the legal capital of the legal acquiree/accannting acqtirer as against (e Jegal
rapital of the lega) ncquirer/accouming acquiree.

Revensne Recognilion

Revenue is recognized to the extent that It is probable that the economic benefits wilt flow to the
Group and the revenue can be reliably measured regardless when the payment is being made.
Revenue is raensured st the faie vahie of the consideration raceived, excluding discounts, returns,
rebates and sales tax. The Group assesses its revenue arrangements ngainst specific criterin in arder
to determing if it is acting as a principal or agent,
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The fallowing speeific recognition criteria pmigt also be met before revenue is recognized:

Service foey

The Graup recognizes revenue fiom inbound and outbound courier, cargo and money transfer facilifes
when services are rendered and delivered, risk and rewards are transferred to customers and collection
of amounts hilled 10 customers are reasonably assured,

Service atising [rom.money transfer is considered to have been rendered when tie prineipal amount
of money has been transferred (o the intended branch and the seme s ready for witldrawal by the
intended benaticiary.

Inferest ircome
Interest income is recopnized an o time-proportion basis using the effective interest methad. interest
income from bank deposits is presented net of applicable tax withheld by the banks.

Ciher income
Cther incame s recognized when eamed,

Cosl and Expense Recomnition
Costand expenses ave recognized In profit or loss when decrease in Futire seonomic benedt relatied to
a decrsase in dil asset or an increase in A tinbility-has avisen that<anba relintty measiied, '

Costand expenses are recognized in the consolidated statement of comprehensive ingome:

@ on the basis of a direct associntion between the costs incuned and the earning of spegific tems of
income; :

= onthe basis of systematic and. rational atlocation proveduros when economic benefils are
expected (0 arise over several aocounting periods and the nssociatian can only be broadly or
imdirecity determined; or

+  immaediately when expenditure produces no Future seonomic benefits or when, and to the extent
that, future economic benefite do ot qualify of cease ta qualify, for recognition in the
consolidated statement of financial position ds an asset,

Leases

The detetmination of whether an arraugement is, or contains a leass is based on the substance of the
arfangement and requires an assessment of whether the fulliihment of the arrangement is dependent
on the use of a speciflc asset or assets and the arrangement cotveys a right to nse the asset,

A reassessment Is made afler inception of the lease only if one of the following applics;

{a) there is a chanpe in contractual ferms, uther than a renewal or extension of the arrangenient;

{h) arznewal option is exereised or extension granted, undess the lerm of the renewal or extension
was initinlly included in the lease (erny;

{e) there is a change in the detérmination of whether fulfillment is dependent on a specific asset; or,

(d) ihere is a substantial changs to the assel,

Where a reassessment is made, lease aceonniing shall commenee or cease from the date when ihe

change in circumstanves gives riso (o the reassessnient for seenarios (a), (e} or (d) abave, and at the
date of renewal or extension poriod for seenario (b),
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Group as lessee

A lease is classified at the meeption date as a finance leass or an operating leass. A lease that
transfers substantially all the risks and rewards incidental to ownership to the Group is slassificd ag«
linnnce fease.

Finance leases are capitalized af the commencement of the lease at the inception date, the fair value of
the leased property or, if [ower, at the presest value of the minimum lease payments, Lease paymerits
are apportioned between finance charges and roduction of the leass liability so-as to achicve a
constint rate of interest on the remaining balance of the Hability. Pinance charges are recopnized in
finance costs in the conselidated statement of comgprehensive income.

A leased asset is depreciated ovor the useful lite of the nsset, However, if there is no reasonable
certainty that the Group witl obiain ownership by the end of the lease term, the agset is depreoiated
over ihe shorter of the estimated useful life of the asset and the lease term. Opexating fease payments
are reengnized as an operating expense in the consolidated stitement of comprehensive feome on a
straighl-line basis over the lease term. '

The tax expensc for the period comprises of cumreat and deferred tax. Tax is recognized in profit or
loss, except to the extent that it relates to items recognized in ather comprohensive income or direclly
i equity. In this ense, the tax is also recognized in other somprehensive weoms oF dirsctly in etuity,

Current tax

Current tax-assets and liabilities for the current and prior periods ave measvred at the amount sxpected
fo be reeovered from or paid to the taxation anthorities. The fax rates and tax Jaws used 1o compute
the amount are those thal have been enacted or substantively enacted at the seporting date.

Current income tax relating to items resognized divecly in equity is recopnized in equity snd net in
the eonsolidnied statement of comprshensive income, Management periadically evaluates positions
taken in the tax retins with respect to situations in which applicuble tex regulations are subject to
interpretation and establishes povisions where sppropriste,

Daferred tay

Deferred tax s provided using the balance sheel liability methad on all temporary differences, with
cortain exceptions, at the reporting dale between the tax bases of assets and linbilites-and their
earrying amounts for financial reparting purposes.

Deferred tax liahilities are recognized for all mxabls temmporary différences. Deferred tax assets wre
recognized for all deductible femporary diflerences, caryforward benefit of unused tax credits from
exeess minimun corporate income tax (MCIT) over the regular corporals incoms lax (RCIT) and not
operating losses carryover (NOLCO), to the extent that it is probable that fufire taxable income will
be availablo. against which the deductible temporary differcnces and carryforward tiensfits of unysod
tax credits from MCIT and NOLCO con be utilized.

Deferred fax assets are not rocognized when they arise fram the initial recognitian of an assel ot
liabitity in a trangaction thel is not a business combination and, nt lhe time of transaction, affects
neither the accounting income nor taxable income or loss, Delerred tax Habilities are not provided on
nomtaxable temparary differences associated with invesimants in domestic subsidiaries, associates
and interests in joint ventures,
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The carrving amount of deferred tux assets is reviewed at each reporting date mnd reduced o the
extent that it is no Jonger probuble thet sufficient future faxable incoms will be availeble o allow all
or part of the deferred tax asset 1o be utillzed. Unrecognized defsrred tax assets are reqssessed ot ench
reporting date and are recognized 13 the extent that it has become prabable that future taxable profit
will allow deferred tax assets to be utilized,

Deferred tax assets and Habilities are measured at the lax rates that are expected to apply to the period
when the asset is veakized or the liability Is settled, based on tax tates and tax faws that bave been
anacted or substantively enacted at the reporting date. Movemsnls in the deferred tax assers and
lisbilitios arising from ehanges in tax rates ave credited to or charged against income for the period.

Deterred tax relating to items recognized outside profit or loss is rebognized outside profit or loss,
Deferred tax ilems are recognized in correlation to the underlying lranssstion either in OCI or directly
in aquity,

Deterred tax assets and deferred tax tinbilities are offset, iF a legally enforcenbie right exists to offset
current lax sssets againsl curvent tox Habilitios and the deferred taxes relate to the same taxable sntity
and the samne laxation authority,

Foreign Currgney-Denominated Transactions and Transiations

Foreign edrrency transactionsare recarded in Philippine Peso at prevailing excliangs 7igs a1 U5 Tire
of the trapsactions. Bxchange gains or losses resulting from foreign currency transnctions are
eredited or charged to curcent opesations. Foreign currency-dencininated monetary assets and
linbilities of the Growyp are translated to Philippine Pesa using the Philippine Dealing and Exchange -
Corpuration closing rats at the reporting date; Foreign exchange differences arising {rom foreign
currency dranslation are alse credifed ov charged to consolidated statement of comprehensive income,

The results and financial position of ali thy Group®s branches awside the Philippines (none of which
has-the currency of a hyperinflationary economy) that have & functional currency different from the
presentation currency are translaied into the presentafion currency as follows:

(i) assets and labifities for ench statement of financial position presented are translated ai the closing
rate at the reporting date;

(it} income and expenses {or oach statement of incosme are transiated at average exchangs rales
{unless this average is not a.reasonable approximation of the cumulative effoct of the rales
prevailing on the transaction dates, in which case incame and expenses are translated at the dates
of the transnetions); amd

(3if) all yesulting exchange differences are recognized in other comprehensive inpome,

Earnings Per Share (“EPS™

Basie EPS is catoulated by dividing income applicable to common shares by the weighted average
number of common shares cutstanding during the vear with refroactive adjustments for stock
dividends. Dituted EPS is computed in the same manner as basic EPS, however, net income
attributable to common shards and the weighted avevage number of shares ouistanding are adjusted
for the effeets of all dilitive potential commaon shares.

Sepment Reporting

The Bxeeutive Committes is the Group's chiel operating decision-maker. Operating segments are
reported I a manner consistent with the internal repoiting provided to the Exccutive Committee, The
Exeeutive Committee, who is responpsible for allocating resourses and assessing performance of the
aperaling segnients, has been identified as the stéering committee that takes strutegic decisions.
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Proyisions

Pravisions are recognized when the Gronp has a present obligation (legal or constructive) as a resul
of a past event, it s probuble that an outllow of resowrses embodying ceonomic benefits will be
required to settic the olbiigation, and « reliable estimate can be mmade of the amount of the abligation,
Where the Group expects a pravision 1o be reimbussed, the reimbursement is recognized as o separnte
asset but only when the reimbursement is virtually certain, The expense relating to a provision is
presented in the consolidated statement of comprehensive incame net of any reimbursement,
Pravisions are included in current Habilitles, except for those with matarities greater than §2 mantlis
after the reporting period, whieh are then classitied as noncurrent ljabilities. Provisions are reviewed
atthe end ol each reporting period and adjusted to reflect the cwrvent best estimatz, (f it is no longer
proboble thet an owtfiow of resources embodying economie henefits will be requirod o setrfe the o
obligation, the pravision is recopnized in profil or loss.

Contingencies

Continpzni lighilities are not recognized in the consolidated financial statements, They are disclosed
unless the possibility of an outflow of resovrces embodying economic benetits is remote. Contingent
assets are not vecogpized in the consolidated financial statements but disclosed when sn inflow of
economic benefit is probahle.

Events after the Reporting Date

Post year-end events ap (v the date Wien the consolidaled finnnclal statements are authorized for
issue that provide addilional information about the Group®s position at each reporting date (acdjuating
svents) are reflected in the consolidated financial statementy, Post year-end ovents that are not
adiusting events are disclosed In the notes (o the conselidated financial statements, when material.

Signifieant Accounting Judgments, Estimates and Assumptions

The preparation of the Group’s sonsolidated {inancial staiements requires management to make
judgnents, estimates and assumptions that alfect the reporied amounis of revenues, expenses, asseds
and liabilities, and the accompanying diselosures, and the disclosure of contingent liabikities,
Uncerrainty about these nssamptions and estimates could result in cutcomes fhat reguive a material
adjustment to the carrying-amount of assets or linbilities affected in future periods,

Manngement believes the following represent a summary of these significant judgments, estimates
and gssumptions!

Judmments
in the process of applying the Group's accounting policies, wanapement lias made the following
Judgments, apart {rom those involving estimations, which have the most signiticant effect on the

mnowsts recognized in the consolidated fnancial statements,

Consofidation of entities in which the Group holds less than 50% ownership
LBCE has assessed that it controls the entities in Babrain, Kuwait and Qatar even at 49% awnershin
due to the following reasons:

{a) it has the power Lo divect the relevant activities {o.g. operations, hiring of peopls, setiing up of
rates) of the entities, It has the full diseretion on its day 1o duy operations and decides on major
transactions these entities enter into,

{b) it Is exposed to variable returns of the entities.

{c) given itg participation in the relevanl activities of the entities, it is able to a{fsct the refums of the

entities.
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Determining functivnal cirrency

LBCH and its subsidiavies lave desermined that their functional currency is the Philippine Peso,
cexeept for LBC Express WLL, LBC Express Bahrain WLL and LBC Express LLC which are in

Kowaiti Dinar, Balwaini Dinar and Qatari Riyal, respectively. It is the currency of the primary

economic envirenmend in whiclt the entities operate,

Lease comwiitments - Group as lessee

The delermination of whether an amangoment is, or contains a lease is based oa the substance of the
atrangement dnd requires an assessment of whather the fulfillment of e atrangement is dependant
on the use of a speeific asset or assets and the arrangement conveys a right to use the asset,

Management exercises judgment in determining whether substantially ail the stenificant risky and
rewatds of ownership of the leased assets are transferred to the Group, Lease contracts, which
transter to the Group substantially il the significant risks and rewards incidental to ownership of the
leased iems, are classified as finance lease. Otherwise, these are considered as operating leases,

The Group has entered into various lease arvangeiments for its business operations (see Note 19), in
determining whather the lsuse is cancellsbie or not, the Group considered, among oflers, the
signilicance of the lease ferm as compared with the estimated usefui {ife of the related asset. The
Group has determined, based on an evajuation of the terms and conditions of the wrrangement, that
the lesser relains all the signifieant risks and vewnrds of vwnership of the 18asEd prapery and so
accounts for the contract & operating lease,

For lesses involving transportation équipment, the Group has determined that it retains sl] significant
visks and rewards of ownership of the leased properties and so accounis for the contracts as finance
lanse,

Determining provisions and contingencies

The Croup is currently involved In various legal proceedings. The estimate of the probable costs for
the reselutions of these elaims hds been developed in cansultation with ontside connsel bandfing the
defense it these malfers and Is based upon an anabysis of putential resulty, The Group mnrently does
not belleve these proceedings will have a material offeot on the Gronp's financial position. It is
possible, however, that fulure reyults of operations could be materially affected by changes in the
estimates or in the offectiveness of the strategles reldting to these proceedings.

No provision for probable Josses arising from legal contingsncies was recognized in the consolidated
financial slaterments for the years ended Décomber 31, 2017 and 2016 (see Note 26).

Bstimates and Asswmnptions
The key assumptions concerning the future and other key sources of estimation uncertainty at the

reporiing dale, that have a significant risk of causing a material adjustinent to the carrying amounts of
assels and liabilities within the next financial year, ave deseribed below. The Group based ifs
assumplions and estimates on parameters available when the consolldated financial stalements were
propared. Bxisting cirpumstances end gssumptions about Fulure developments, however, may change
due to market changes or circumstances arising beyond the controi of the Group. Such changes are
reflacted in the assurnptions when they ocour.

Estimating allowance for doubiful accounts

The Group reviews its loans and receivables, ineluding unbilled receivables, at each financial
reparting dale to sssess whether an aliowance for impairment should be recorded. fn the eongolidated
statement of comprehensive income, In pactienlar, judgment by management is requtired o the
estimation of the amount and timing of futlure cash flows when determining the level of nllowance
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required. Such estimates are based on sssumptions ahout a number of factors and actual resulis may
differ, cesulting in future changes in the allownnce.

The Group evaluates specific balances where management has information that cerlain amounts miny
not be collectible. In thess cuves, the Group uses judgment, bassd on available facts and
circumstances, and a review of the factors that affect the eollectability of the accounts including, but
not fimited to, the ape and status of the receivables, collsction sxperience and past loss experience.
The review is made by management on a-continuing busts to {dentify accounts to be provided with
allowance, The amount and timing of recorded expenses for any peviod would differ f the Group
made different judgments or vtilized different mothodologies, An increase in allowance for doubtful
aceounts would increase the recorded cperating expenses and decrease current assats.

Trade and other receivalles, net of allnwance for doubtful aceounts, smounted to B1,675.80 miltion
and B1,526.72 million as of December 11, 2017 and 2016, respectively (see Note 5),

Estimating usefud ves of property and equipment

The Group estimates the useful lives of its property and equipment based on the peried over which
the assets are expacted to he available for use. The Group reviews onnuaily the estimalad usefal lives
of praperty and squipment based on expeeted assot utifization and historical experience. Tt is possible
that future results of operations could be materially sffected by chanpes in these estimates braught
about by ehanges in the factors mentioned, A reduction i the estimiawd useful lives of property and
eyuipment would increase the recorded depreciation and deereage the carrying value of property and
equipment.

The carrying amount of properly and equipment amounted to B976.05 million and ¥840.48 miltion as
of December 31, 2017 and 2016, regpeclively (seo Noie 7).

Extimating pension cost

The cost of defined beneflf peasion plans and other post-employment benefits ag weil as the present
vajue of the pension obfigation are determined using actsiarial valuations. The actunria! valuation
mvolves making various assumptions, These inglude the daternsingtion of the diseount raies, filure
salary increases, morlality rales and aftrition. Due to the somplexity of the valuation, the underlying
assumptions and its long-lerm natare, defined benefit obligations are highly sensitive to changes in
these assumptions, Al assumptions are reviewed af cach reporting date.

I determining the appropriate discount rate, management considers the interest rate of government
bonds thet are denominated in the surrency in which the benefits will be paid, with extrapolated
malnrities corresponding o the expected duration of the defined benefit obfigation adjusted based on
the manner of cash ouiflow ol settling the pension liakility,

The mortality rate is based on publicly available mortality tables in the Philippines and is modified
accordingly with eslimates of morfality improvements. Future salary inereases is based on expected
slary rale merease over the duration of the obligation. Attrition raie is based on historical
wxiperiences. Further details abowt the assumptions used are provided in Note 20

The carrying smount of peasion linbilities, net of plan assets, smounted (6 B705,33 million and
R721.03 niltion as of December 31, 2017 and 2016, respectively (see Note 20),
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Recugiizing deferred tax assels

The Group reviews the carrying amounts ol deferved tax assets at each reporting date aind reduced to
the extent that it is no longer probable (hat suffigient future taxable lneorme will be avaiiable to allow
all of part of the deferred tax assets to be utflized, Significant management judgment is required to
determine the amount of deferred fax assets that can he recognized, based upan the likely timing and
level of future taxable profits together with fatwre tax planning strategies.

Realization of future tax benefit related to deferred tax assots is dependent on the Group’s ability to
generate future taxable income during the. periods in which they are expectad to be cecovered. The
Group has considered factors in reaching u conclusion as ta the amount of deferved (ax assets
recoghized as ot December 31, 2017 and 2016, Management beficves that the Group will be abls to
generate fidure faxablemcome Lo atlow for the realization of defierred tax assets.

Based en managemen{’s assessment, the Group recopnized net deferred tax assets amoling fo
B2RY.52 million and B274,38 million as of December 31, 2017 and 20156, raspectively (see Note | 8).

Estimating fair value of ambedded devivatives

The fair value of embedded derivatives, related o the issuance of convertible bond recarded in the
sonsolidated statement of financial position as der{valive liability, is measured using binomial
pyramid model. The inputs to this model are taken from a combination of observable markets nnd
unabservable market data- Changes in fnputs.about these fuctors could affect the reported fair value
of the embedded desivatives and impast profit or loss (see Note 22),

The carrying velue of the devivative liability amounted (o P1,860.37 million as at December 31, 2017.

Cash and Cash Equivalents

This account consisis off

2017 2016
Cash on hand P264,057,974 R174,890,603
Cash in banks 1,103,336,745 939,534,180
Cash equivalents 2,411,013,773 213,365,944

03,778,408,492  #1,327,790,727

Cash in banks earn interest at the respective bank deposit rates. Cash squivalenty include shost-term
placemnents made for varying perieds of up to three monihs depending on the inmediate cash
yecpdrements of the Group-and earn interest at the prevailing short-ferm placement rafes.

Cash in banks and cash equivalonts eamn interest ranging from 0.25% to 2.00% and 0.25% t0 2.25%

per annum in 2017 and 2016, respectively. Interest income eamed from cash and cash eqyivalents
amoumnted to £16,04 million, 81.91 million and B1.54 million in 2017, 20186 and 201§, respectively,
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Trade and Qther Reeceivahles

This account consists of

_ 2017 2016

Trade receivables - onside parties B1,189,394,150  B1,023,354,253
Trade receivables - related parties (Note [5) 495,476,831 318,466,119
‘ 1,684,871,031 [,541.820,572

Less allowance lor impainment losses 57,252,950 55,694 085

1,627,618,081 1,486,125,587

Other receivables: o
Advances to officers and employess 29,587,715 26,117,789
Others 18,596,026 14,475,954
PL675801,822 P1,526,719.330

Trade receivables avise [rom sale of services related to inbound and cutbound courier services,
handling and consolidation services with normal eredit ters of 30 to 90 days.

Advanees to officers and cruployees consist mainly of noninterest-bearing advances which are subject 1o
liquidation upon completion of the business tunsaction and personal advances subject fo sulary
dedictions,

Others mainly consist of 885 beuefit receivable to be reimbursed within a year and acerual of interest
income which is expected to be colfocted upon inaturity of the short-tarm placements,

The Group performed reassessment of the collectability of its receivables and as a result, recognized
additional provision for impairment losses. These were recoguized under aperating expenses in
profit or toss,

Allowance for impairment losses pertains to results of coflectability assessment of specifically
identifizd trade receivables {rom outside parties,

Portion af trade regetvable - autside parties as al December 31, 2016 .amounting to 240,79 million was
assigned in relatjon to a bank loan availed in 2016 (nil as of December 31, 2017) (see Note [2),

The amount of B11.62 million was wniltten offin 2017 as these are deemed uncollectible. The
accounts were previously provided with alfowance.

The movemenls in allowance for impeirment losses of trade receivables follow:

2017 2016
January P55,694,985 39,891,364
Pravisions (Note 17) 13,179,997 15,803,621
Writg-off {11,622,032) -
December 11 P57,252,950 £55,004,985

The Group has directly writien-off trade and other receivables amounting to #3.22 million and
B26.64 miflion i 2016 and 20135, respectively (nit in 20§7), where probebility of collection has been
deterinined fo be ramote. These were recognized under operating expenses in the veusolidated
statements of comprehensive income (ses Note | 7).
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6. Prepaymenfs and Other Asscis

This account consists oft

2017 2016
Input value-added tax (VAT #215,215,636 P185,641,285
Muaterials and supplics 100,572,680 104,972,405
Prepaymenis:
Rent 70,238,209 41,012,242
Emplayee henefits 20,616,772 5,272,691
Insurance 12,489,234 11,576,755
Taxes 7,418,431 4,911,428
Advertising 7,111,383 11,995,164
Sollware maintenance 7,049,524 4,854 547
Compeny events 4,889,415 169,464
Dues-and subscriptions 4,404,153 199989
Others 8,752,146 6,215,625
Credilable withhalding taxes {CWTs) 51,010,831 46,767,004
Short-term cash investments 11,326,492 27,340,711
Restricted eash in bank 2,000,600 4,000,060
Advance payment to a supplier KRR =
539,094,906 459,028,570
Loss allowance {or imipairment losses 758,769 789,769
538,296,137 458,239,801
Less nencurrent porlion of
VAT on capial goods 60,574,886 54,943,047
Prepaid rent: 22,590,091 15,206,957
Advence payment to a supplier (Note §) 5,000,000 =
Total nonsurrent portion . 292,164,977 P70,150,604
Tatal current portion Pd46,131,160  P3I88,089,197

Input VAT is applied against autput VAT, Manapement believes. that the remaining balance is

recuverable in future periods,

Maerints and supplies casried at cost consist of offics supplies, packing materials and official receipls
ta be used in the Group's operations. Materinls and supplies recognized under cost of services in
prefitor loss for the years ended Decamber 31, 2017, 2016 and 2015 amotnted to B334.17 million,
B293.38 million and R242.11 million, respectively (see Nole 16).

Prepaid advertising ecusists of advances for billboards and multimedia endarsements.

Other prepayments pertain to unamortized licenses and prepaid interests.

CWTs are attributable fo taxes withheld by the withholding agants which are creditable apainst

income tax payabie,
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Short-term cash investments are time deposits with maturity of mors than three months from the date
of acquisition but not exceading one year. The interest insome carned amouited to B0, {3 miltion and
P46 million or the vear ended December 11, 2017 and 2016, respectively,

Restricted cash in bank represents time deposit, in the neme of LBCE, with a mawrily of ane yaar snd
assigned 10 & specific cuslomer as a performance guarmiee.

Advance payment to a supplier pertains for the intended purchase of a software. This amount was
reclassified from developinent in progress to other nopcurrent assats,
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The cost of fully depreciated assets that are still in use amounted to 21 »100.00 miltion and
B, 130,00 midlion as of December 31, 2017 and 2016, respectively.

Depreciation charges were recognized as follows:

2017 016 2015

Cost of sorvices (Note 16) Pr18,336,609 196,497,941 B191,503,976
Operating expenses (Note 17) 37,396,437 68,067,945 21,006,138
B245,733,046 F264,565,886 B242,510,1 14

The Group leases transportation, service and offes equipment that are included in the property.and

equipment and under various finance arrangements ranging for 3 period of 24 1o 60 months

(see Note 19).

(n 2015, the Group purchased a computer hardware on a long-term payment arrangement, The
lfability is noninterest beasing and payable aver 60 months, As of Deccmber 31,2017, the
outstanding lability amounted to #34.48 million, #24,29 million of which is reported under

‘uther noncterent Habilites in the consolidated statements of financial position.

Litanpible Assets

The rollforward snalysis of this account follows:

017
Development in
Sofbvine Propress Total
Costs
Al beginning of yenr 135,393,881 P63,140,574 394,534,455
Additions 186,491,950 8,654,810 165,146,068
Reclassi feating 59,254,684 (O7,254,684) {9,0060,004)
Disposal _ (319,500 - (319,900
At end of year 349 820,615 4,540 600 554,360,618
Aceumulated Amortizatlon
At beginning of year 132,486,794 - 132,486,794
Amostization (Note 1) 65,023,810 - 65023819
At end of year 197,510,604 - 197,510,604
Net Book Value R352,310,011 B4,540;000 17356,850,011
2016
Develapment in
Soflwere Progress Tofal
Costs
ALbeginaing of year #134 430,311 P243,687,774 BA78,1 18,087
Additions 2,157,464 18,313,904 20,471,368
RegclissiGeation 158,861,104 {198,861,104) -
Disposal {35,000} - (55,000)
Alend of vear 335,393,381 63,149,574 308,534,458
Accamidated Amartization
At beginntag of year 101,736,602 - 101,736,602
Amortization: (Note 17) 10,779,219 - 3,779,219
Disposal (29,0273 - (29,027)
At und of year 132,486,704 — 132,486,704
Net Book ®alue 202,007,087 B63, 140,574 256,047,661
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n 2017, the Group purchased an IT seeurity tool, a new payroil system and a logistics software on a
non-interest bearing long-term payment arrangement payable over 36 mon(lis, 60 months and 60
months, respectively. As at December 31, 2077, the owtstanding liability related 10 the purchase of’
these intangivle nssets amounted to P126,70 mitlion, of whish 194.04 nillion is presented under
Fother nenvurrent Habilities” in Lhe consolidated statement of financial position,

Development in progress pertains o costs related to ongoing development of sofiware, user license
and implementation costs,

There were no eapitalized borrowing cests in 2017 and 2016,

9.

Available-for-Sule Tnvestmicnts

AFS investments consist of the Group®s investment in unquoted unit invesiment trust fund snd
tnvestment in the quoted shares of stock of Araneta Properties, Ine. The major categories of the
Group's investment in unquoted unif mvestment trust fund comprise primarily of Ovarnight Deposit
Facility and Term Deposit Faciilty in the Bangko Sentral ng Pilipinas.

Movemont of the AFS investments follow:

1017 2016

Unquoted:

Brlance at beginning of year R250,937, 154 B

Additions 1,394,016,400 400,000,000

Redemption {1,206,361,295) (150,000,800)

Fair value gain during the vear 4,341,877 937,154

Umrealized foreign exchungs loss (2,370,641) =

: B 440,763,495 250,937,154

Quoted:

Brlance at beginning of year 458,391,174 212,596,951

Additions - 757,920

Sale of shares - (332,450)

Fair value gain (loss) during the year (13,654,205) 245,368,753

444,736,969 458,391,174
885,500,464 709,328,328
Less current portion £440,763,495 £250,937,154
Toral noneutrent portion B444,736,969 B458,101,174
Mavemeni n unrealized pain on AFS investments follow:
2017 2016

Balance af beginuing of year P195,216,568 (B51,§6%,355)
Reclassifivation to profit or foss arising from _

redemption and safe of AFS investments {4,361,295) 30,016
Changes in fair valus during the year oft

Quoted {13,654,205) 245,368,753

Unguoted 4,541,877 937,154
Balanee at end of year (Note 143 R181,742,945 B195,216,568

RN EETATUAMR
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The AFS investments redeemed in 2017 amuounting to 21,202.94 million includes unreatized gain of
B0.94 millian coming from accumulated comprehensive income. in prior year, which was recyeled to
profit or foss in 2017, Realized lair value gain on redemption of AFS investments during the year
amotnting to R3.42 million was recognized directly {n profit or lass. Total charges to profit ot loss
of #4.36 million is prosented under “Others - net” of “Other income {eharges)” in the consolidated
statement of comprehensive income,

10. Accounts and Other Payables

This acceount consists of .

2017 016
Trade payabls - ouiside parties 636,868,942 R573,961,146
Trade payable - related parties (Nete 15) 376,412 10,239,262
Accruals:
Sularies and wages 248,425,003 187,053,321
Comtracled jobs 121,825,685 61,027,104
Rent and utilities 90,793,364 91,142,818
Seftware maintenance 27,169,568 6,638,347
Claims and Jesses 26,339,218 55,348,469
Advertising 20,750,779 21,391,676
Professional feex 12,917,417 6,980,356
Ouiside services s 10,968,979 7,086,121
Taxes 10,933,230 8,509,450
Others 46,508,025 36,274,840
Deferced output VAT 215,681,729 127,417,798
Taxes payable 01,810,736 48,496,736
Gaverninent agencies contributions payables - 23,013,633 20,971,215
Others (Nole 15 18,528,015 31,578,164

PLo03,110,735  P1,205,158 843

Trade payable and accrued expenses arise from regular transactions with suppliers and service
providers. These are noninterest-bearing and ave normally sottled on one to 60-day term.

Acerucd spfaries and wages pertain to unpaid saluries and provision for employee’s allowances and
berefits.

Qther siccruals mainly inelude repairs and maintenance, baining costs, acerual for interest expense
and purchases of moter vehiclas and materials and supplies,

Deferred outpnt VAT arises from the uncallected receivables from vatable sales,

Taxes payable inchides output VAT payable and withholding taxes an payment to suppliers and
employess’ compesnsation which are setiled on a monthly basis,

Gavernment ageneies contribution payable pertaing to monthly required remittances to government
apencies such as 855, Pag-ibig and Phithealth,

Other payables include employees® salary foan deductions payable 1o thivd parlies, guarantee fee
payable to a related party and payables arising from sxpenses incurred int relation to fransactions with
nontrade suppliers.

ARSI RADE
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1, Transmissions Linbility

Transmissions Hability reprogents money transfer remitlances by elients that are stitl ouistanding,
and not yet claimed by the beneficiaties as al reporting date. These are due.and derandable.

Transmissions linbility amounted to 2586.20 million (R77.28 million of which is payable {o an
affiliate) and B467.28 million (R8.94 miflion of which {s payable to an alfiliate) s at
December 3, 2017 and 2016, respectively (s2e Mota 15).

Notey Payable

The Group has outstanding notes payable to various local banks. The details of thess neles as at
December 30, 2017 and 2016 are described balow:

T

Dute al
lank Avallment  Outstauding Balance Matority  Inderest Rale Termy
Banca de Ove September 2RI March 2018 Fixed rate,  Cleani Interest payabie cvery
7 £.400%  month, princpal to e pskd on
mnturity date
Bance de Gro Vavinus 693,500,080 Vardous Tived rate, Wit martgnpe; Interesq
avilbaendy maturitles In 4M0%  pryalle every month, privcipst
In 2006 2917 {0 2021 payable guarterly

Unioatmnle of the
Phtlppines (URP)

Angust 23

30,000,000

Feliruary 2018

Plxed rate,
f.00%

Clesnj Interest payable every
munth, principal {o be pxid on
v tirily dede

Riwel Commerrinl Various ZE3.400,000 Yarious Fised vate,  Clean; [iterest payablo-every
Benldug Corporntivn svaBnients matueities in h90%  wonth, peincipal fo be paid on
[E[199:] %] in 2017 2018 mnthriiy date
Tatal BI,041,300,000
Curient portion Pd40,050,000
Monesrrent portion RGUL250.4000
1016
. Dl of
Bunk Avadlmang Outstanding Balinee Maiugily [nteress Rate Terms
Baneo di Ora Yarious RN A0, 000 Murch 3047 Fixed taie, Clem Intersst payable cvery
aviilmenis ia 4 00% marith, printipal fo hé paid on
a8 Ly e
Hanceo tle Do Yarious 772,500,000 Vesious Fixed e, With mortgage; ferest poyable
availnients in mplurities in G evely monih, priscipal payable
W06 016 0 T03E quarerly
Usignbank of the Varions 238,006,000 Varions Fixed raie, Clean; Tnlerest payrhle svery
[ilippines (UG} s ilmens in naturitios o &0% reanth, prisgipal to be poid on
2016 01 matifisy dote
[Lizal Commercinl Varinus 136,715,500 Yorfous Fixed rale, Clenn; {nterest payatile gyay
Banking Carporotion aypilment tn malirkics i 5.0 monath, principe fo ba paid en
(RCBCY 085 07 mafuaily date
China Tyusl Bankivg Degember 20, 000,000 Janumy 10, 16i7 Fized nile With AR nasignment; Interost
Corporntion {£THRC) 26 5,50%  payabla every monih, pringipal t
he prid on matusrity dale -
Tonal P1LA3D.2EE 500 :
Cureent pastion P666,713,500
Nonciirtgiil foriien H652, 500,000

AR
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The Notes Facitily Agreement entered by the Group with Banco De Ore (BDO) in May 2016 is with
& oredit line facility amounting to #300.00 miillion. The loan is secured with real estate mortgage on
land owaed by the Group’s affilinte (sec Nole 15), ' '

Upon lgan availment in 2016, the Group, under 2 Deed of Assignment of Receivables, agreed to sell;
assign and transfer, on 2 with recourse basis, unto RCBC, sertnin recsivables under “Trade
receivables - outside parties. Total receivabiles assigned as at December 31, 2016 amounted (o
P40.79 miflion (nil as of December 31, 2017) {see Note 5),

Varicus short-term foans availed in 2018 with RCBC and URP totaling {0 B223,00 miltion were
rolled over in 2017,

Intarest axpense amownted fo RSS08 milkion, R40,10 million, and P18.86 million i 2017, 2016 and
20135, respectively,

The loans were used primatily for working capital requirgments and are not subject to any loan
covenants,

. Convertible Instrument

On June 20, 2017, the BOD approved the issuanoe of convartible bond. Accordingly, on

August 04, 2017, the Pavent Company issued, in favor of CP Briks Ple. Lid, a seven-yenr secured
converlible instrinment in the aggregate principal amount of USK50.0 miilion (B2,518.25 miltion)
cauvertible at any time into 192,307,692 common shares of the Parent Company at the eption of
CP Brieks Pte, Ltd at R13.00 per share conversion price, subject to adjustrments in aceordance. with
the terms and conditions of the instrunent, The instument is also rotecmable, at the option of

CP Bricks Pte. Ltd, beginning on the 309 month from issunnce date at the rademption price equal to
the principal amount plus iiernal rate of rettsrn ranging from 0% to 13%.

The convertible bond is a hybrid fnstrument containing host finaneial Hability and derivative
components for the equity conversion and redemplion opticas, The equity conversion and
redemption options were identified as embedded derivatives and were separated from the hos
contracl.

As at December 31, 2017, the canying value of bond paysble smounted to B896. 19 million and the
fair value of the derivative linbillty amounted to B1,860,37 miflion. The falr valne changes of the
derivative liability recopaized as “Loss on devivative” snounted to R199.95 million in 2017, Intersst
expense avising {rom the accretion of interest an the bond payable amounted (o £59.56 million in
2017,

The agreement refated (o the issuance of convertible bond indicated the foliowing rights and

cbligations:

a. Within one month from August 4, 2017, the Parent Company shall discontinue any royalty
payments ta LBCDC far all trademarks, brands and licenses. This was already tertninated jo
September 2017,

b. Within three. months from closing date, LBCDC shall procure thai the Parent Company entets
injo a binding sale and purchase agreement to aequire the squity itterests of the 12 oversens
sntities, Also, within 12 months from closing date, LBCDC shial] procure that the Parent
Company closes the acquisition of the equity interest of the overseas entities (see Note 27);

N R
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¢ Withinsix months following the termination of royalty payments, the Parent Company shell be
permitted to make losns and advances to LBCDC and this shail not be considered a Reserved
Maiter. LBCDQ already made pe advances amounting {o B160.0§ million;

d. Within six months from closing date, LBCDC shalt proctire a debt for equity swap bebween
LBCE and QUADX INC., a foeai affitiate; and

¢. Within 3 months from closing of the acquisition of the equity interests of the overseas entity,
LBCDC procure to settle afl obligations to the Group,

Failure 1o comply with the above agreements constitute an Event of Defaull which results to the
redemption o' the convertible bond at par plus an JRR of 16%. As at Decernber 1 y 2017, the Group
has cqmplisd with the sbove agreement,

T4, Equity

Cepires! Stack
At of Trecember 31, 2017, 2016 and 2015, the details of the Parent Company’s capital stock follow:
2017
Number of
Shares of Stacks Antonnt
Capltal stock -~ B1 par value
Authorized ) 2,000,000,000  £2,000,800,000
Issued and outstanding, L425,865471 1425865471
2014
Nurmber of
- Shares of Stocks Amnunt
Capital stock - 81 par value '
Authorized 2,000.,000,000  £2,000,000,000
Issned and outstanding 1,425,865,471 1,425,865 471
2015
Number of Shares
of Stocky Armount
Capital stock - BE par value
Authorized shares:
Beginning of year 100,000,000 R100,000,500
tnerease in authorized capital stock 1,900,000,000 1,900,000,060
Balaace a1 end of year 2,000,000,000  8£2,000,000,000
Issued and owstanding shares
Balanee at beginaing of yeur 40,899,000 240,899,000
[ssuances of shares _ 1,184,966,471 1,384,966,471
Balance at end of year 1425 865 471 P425 865,471

LT




Increage in Authorized Capital Stock

On Octaber 12, 2015, SEC approved the increase of the Pavent Company’s common stock from
21006.00 miflion, divided into 100,00 million shares wilh par value of R1.00 per share to

R2.00 billion, divided into 2,00 billion shares with par valae of #1.00 per share.

Issuances of New Shares

On May 18, 2015, LBCDC subseribed to 39,101,000 common shares out of the unissued
authorized capital stock of the LECH orappraximately 59.10% of the total authorized capital
stock of LBCH, before the approval of the inerease in authorized capital stack by applying the
deposits for future stocks subscription made by LBCDC amounting to 259,101,000 on

April 22,2015, as the consideration foy the subseribed shares at one peso (21.00) per shase. As
discussed in Note 1, subsequently, on July 22, 2015, the Parent Company issued the stock
certificates tv LBCDC covering the 59,101,000 common shares.

On September 18, 2015, LBCDC subseribed ta 25% of 1,900,000,000 increase in authorized
capital stock or equivalent 1o 475,000,000 common shares nt the subscription prics of
B1.00 per share, in exchange for cagh.

On the spme date, LBCDC subseribed to additional 671,873,632 sonnmnon shares out of the
anissued capital stock of the Parent Company at the subscription price of £1.00 per share, i
exchangs for cash,

On Qciober 2, 2018, coriain individuals subseribed to a total of 178,991,839 common shares out
of the unissued capital stoek of the Parent Company al the subscription price of 21,00 per share,
i exchange {or cash, conditioned upon and effective immediately Tollowing the approval by the
SEC of the increase in authorized capital stock.

On Oetober 16, 2015, the Parent Campany issued the slock certificates o LBCRC covering the
© 1,146,873,632 commen sharey while on Cetaber 21, 2018 the Parent Company issued the stock
certificates Lo certain individuals covering 178,991,839 common shares.

The Parent Company’s lrack record of capital stock is as follows:

Number of Number of
sheares Tssueloffer Date of holders as
registered price approval  of yearend
At January 1, 2015 40,891,000 Rl /share ' '
July 22,
October 16 and
Oetober 21,
Add: Addjtional issuanee 1,384,966,471 Rl/share 2015
Decenber 31, 2015 1,425,865471 485

Add: Movement . -

December 31, 2016 1, 425,865,471 485
Add: Movement -

December 31 L2017 (425,865,471 _ 486

A A e
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Retained eqmings

The usappropriated retained eamings include accumulated equity in undistributed net anrnings of the
consolidated subsidisries of P909.03 million and R774.14 million as of Decentber 31, 2017 and 2016,
respeclively. These are nol available for dividend declarafion until dectared by the BOD of the
resprective subsidiaries,

accordance with SEC Memorandunt ClrewdmrNo. 11 issued in Decervher 2008, the Parent
Company’s retained earnings availabie for dividend declaration as of December 31, 2017 is nil.

Cazh dividencls

On April 19, 2017, the BOIY of LBCH appreved the declaration of cash dividgnds amounting to
B827.00 million from wnappropriated retatned carnings as of March 31, 2017 amounting 1o
BE49.83 million,

On October 11, 2016, the BOD of LBCH approved the declaration of eash dividends amounting to
B313.69 million (nil in 20135},

The dividends attributable to LBCDC was seitled through application against due from LECDC as
disclosed in Note 15,

Aecummitatedcomprehensive fniceiie
Details of nceumulated comprehansive ingome as at Docember 31 follow:

017 2016 2015

Remeasurement giin on retirement
benefit plan - net of tax (Note 20} F145,282,651 R107.386,813 RI19,376,37G
Unrealized fair value gain (loss) on

AFY invesimonfs 181,742,945 195,216,568 (51,169,355)
Currency translation gain - nel ‘212,399 1,074,001 204,135
317,237,095 305,677,402 68,411,150

Aceurnilated comprehensive income

(loss} attributable to:
Sharcholders of the Parent Company $326,920,319 £309,059,077 BGY, 568,040
Non-cantrolling fnterest B317,676 (B3,181,675) (B1,1 56,890}

. Related Pavty Tiansactions

In the rormal course af buginess, the Group transasts with related parties consisting of its ultimate
parent, LBCDC and alfiliates, Affiliates include those entities i which the awners of the Group have
ownership interests outside the Group. These fransaclions include royalty, delivery, service arnd
management foes and loans and cash advances. Except as otherwise indicated, the outstanding
accounts with related payties shall be settled in cash, The transactions ave made af terms and prices
agreed wpon by the parties,

L
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Defails of related party ransactions and balanees as at and for the years ended December 31 are as

follow:
M7
Receivable
AnoistfVaitme {Payable} Terins Coptitiony
[ Trom refated parties [ lrade receivaliles)
Affitias - under common cantrol
a.} Delivesy e, managemein
feg, fimneial Tostant Pesc
Pataly (1P flfilment faz Moniutersst-henrlrig; Unsecured,
[Motes § and 23) Pfi58,014,09] PL93a76,881  dne pnd demandabi no fnpairmeon
Bug from refated pasties (Non-1ede reveivalifes)
Ctmette parent canpiciy
MNoninterest-earing; Unzecured,
b} Advancas PE02,35]1,894 R4S, 144,205 dug and demandahle no jmpirinent
Affilintes— under common contral )
) Neninterest-hesyving Yaseenred,
b} Advances ST,H57,821 AA209.035 e nud demandulile ne hapatroesy
ficer
Nowdnterest-bearing; Lhigevitred,
h.) Aadvances - 9284395 due snd demminitnble no impalrment
—— e PE6T 717,635

e 1o relaled prrtivs (Trade paysbles)

LHmate Pavent Company
¢.) Royaity lee (Muies 1)

Nuninterest-benring;

and 173 B 443,696 (P378452)  ne aod demnndable Unseenred
d.y Guaraniue fee (Notes 10 Monintoresi-learing}
and 12) Y A13,809 - die and demandnbie Unsepured
{1#1376,412)

ue o o rejaled party {Transimissions $iebility)
Affiliale - under-conunon eontrol
A Trunsmissions Habllity
(Mare 13 ¥2,295 568,178

Nopinterest-hearing;
(#77384,306)  due and demndsbie Unseenred

Due te g selated pady (Non-trade pavdables)

Affilinte - nisder commeant caniral

h.) Advinees fo

Ulthineta Parent Compeny
©.) Dividends declared and

Nowinterest-hearing;
{#1,342,58%) doe and demanidpabie Uuseeared

Manintorest-learisg

prynblcy 049,465,287 - due ard demandabie Unsecitred
{12,502,58%)
2014
Regeivable
Amount/Vohume {Payabe) Termys Condilions
Due from selted poctios {Frade reecivables)
Athfizitess warder conimen coreral
n.} Delivery fee, nusigetnent
fea, financtal Insianl Peso g
Padaks {IPP) fulfitiment fes Noninteeest-besring Ungevurad,
{Notes 3 anil 13) 8400,293 543 F51R,460,319  dui and dernadable 6 fmpirment

SO TR
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AL
Recervabie
] Amounl/Yalume {Paynhle) Terms Condifigns
Dug lrom reinted panies (Monrode yegeivables}
Ellimate poyen] compon
Noninlerest-bearing; dis Thiseenead,
b.} Advaness 256,463,424 HO13,895,332 und demendable B mpasriieng
Afftinres - whider connon contral
Noninterest-hearing; due Unsecured,
b.) Advanies 61,550,192 134,806,983 ined denundable 10 impainnent
fficer i
Noninfesest-bearing; due Unsecured,
W) Advancas 13,599 0,796,944 aid demandable nn impatzment
o F1,1117,959,129
Due (o refated papsies {Trade i adier pryihles
Uidnrate Parent Cloinpany:
.} Rovalty fee (Noles 10 Floninlerest-bearing; due
ad 17) B195 497,630 (719,239,262} and demandabie Unsecuret
4 Guarante fee Meninterest-benring: duz
(Motes 10 and £33 4,761 38 GhLo71,229} and demandable Unsecured
(P14,910401)
Ouedo a relaled pary (T adgmissions Hability
Affiliats - mu[er; c';mrmur.' ;'ﬂ!llf«l!
2.} Transmissions lohility Maninlerest-hearing, dne
MHore 11) RI02.011,617 (F1,536.413) wrwd demaabic {insecured
D 4o eelnled paoies (Non-trade paynbles
Ulltmntta Farent Comtpiysy )
Monineresi-oearing; dus
b} Advinees P {115,694 ,160) und demandahic Unweewed
1) Dividends declared and Mondmerast-iearing; due
payables 163,314,119 - and demandatie Untseeured
Agittiate - wnder commont gontind
MNouintereal-beacing; due
b} Advanues 371,046 {2 539,566} nil demadabie Unsecured
o {118,254 029}

Compesisation of Key Management Personnel:

For the yeprs ended Decamber 31

) 2017 2016

Salaries and wages £116,879,294 72,217,112
Retirement bonefits (Note 20) 21,063,735 16,791,107
Other shori-tern employee henefits 18,372,457 11,250,445
) £156,315,526  F100,258,664

1) o the normal course of businass, the Group fulfills the detivery of balikbayan boxes, fulfillment
of money remittances and performs certain administrative functions on bebalf of its affiliates,
The Group charges delivery fees and service (ees for the fulfitlment of these services based on

agreed rates,
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The Group regufarly makes advances to and from related parties to finance working capital
requirements and as part of their cost reimbursements arrangemént, These unsecured advanees
are non-inlerest bearing and payable on domand.

In prior years, the Group has outstanding advances of B295.00 million to LBC Development
Bank, an entity under commaon control of LBCDC. I 2011, management assessed that these
advances are not recoverable. Accordingly, the said assel was written-off from the books in 2011
{see Note 26),

LBCDEC {Licensor), the Ultimate Parent Company, granted to the LBCE (Licenses) the fitll and
exclusive right lo use the LRC Marks within the Philippines in consideration for a continning
voyalty rate of two point five percent (2,5%) for 2017 and 2016 of Licenses's Gross Revenues
witich s defined as any and alf revenue from ail sales of preducts and services, meluding ull other
income of every kind and nature direcsly and/or indirectly arising from, related o andfor
conneeted with Licensee's business operations {ineluding, witheut limitetion, any procgeds from
husiness interruption insurance, iF any), whethey for cash or credit, wherever mads, samed,
realized or acerued, excluding any sales discounis nnd/or rebates, value added tax.

On August 4, 2017, the LBCE and LBCDC entered o a trademark licensing agreement, which
amended and restated the rademark licensing agreement entered by the same parties on
Movember 9, 2007, Dalh partiss agreed to discoininug royalty payment for the use of TRT Marks
in recognition of LBCE's own contribution to the vaiue and goodwill of the trademark effective
September 4, 2017

As discussed in Note 12, the Group entered into a loan agrzement with BIJO whicl is sectired
with real estate mortgage on various real cstate properties owned by the Group’s sffiliate, n
consideration of the affiliate’s nccotnmadation to the Group’s request to use these properties as
ioan collateral, the Ciroup agreed to pay the affiliate, every April | of the year starting April |,
2016, a guaraniee fee of 1% of the face value of loan aibd untii said properties are veleased by the
bank as toan coilateral. The guarantes fee is reported us part of interest expense in the statements
of comprehensive income,

Cn March 8, 2017 and September 30, 2016, the BOD of LBCE approved the declarasion of cash
dividends amounting to 843,36 million und £441.71 million, respectively. On June 09, 2017
and November 29, 2016, through a Memorandum of Agreement, LBCDC assigned to LBCH a
porlicn of its payable to the LBCE amounting to 699,47 milifon and B265.3 | million,
respectively, Thé same amount was offset against the dividends payable of the Company to
LACH,

fn 2016, the Group divectly wrote off 83,09 million due from an affiliate reorded as Trade
receivables - related partivs under “Trade and other receivables’ in the consolidated statements of
{finaneial position.

TGN
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16, Coaf of Services

This acecount consists of:

2017 2016 2015
Cost of delivery and remittance B2,791,389,663  B2,202,333,121 B 945,619,262
Salories and benelits 1,971,535,248 1,763,779,517 1,706,304,942
Utiiilies and supplies 741,527,993 661,848,563 589,283,155
Rent (Note 19) 392,537,376 513,079,995 481,018,056
Depreciation and amortization
(Notes 7 and &) . 218,336,609 106,497,041 191,503,976
Repairs and maintenance 104,274,720 2886, 103 73,753,014
Retirgment benefit exponse {Note 20) 97,492,614 82,137,951} 63,699,862
Tranaportation and travel 59,625,803 46,464,561 51,297,338
[nsurance 23,123,645 22,953,471 14,517,977
Others 0,188,582 6,431,801 2,813,884

P6606,032,273  P5,590,513,089 RS 119531,467

T/. Operating Expenses

This accounl congists of:

217 2016 2015
Sularies and wages B498.926,061 407,292,079 391,920,328
Rent (Note 19) 239,070,492 197,940,252 178,146,664
Professional fees 212,871,262 157,451,239 130,648,982
Royalty 176,443,696 105,497,630 183,522,384
Advértising and promotion 169,158,792 175,801,246 257,545,289
Utilities and supplies 146,510,194 150,384,187 146,961,164
Travel and representation 137,903,579 101,185,071 200,330,445
Taxes and licenses 115,012,736 97,586,343 87,375,167
Depreciation and amortization
(Notes 7 and 8) 102,420,247 98,847,164 67,880,465
Softwara maintenance costs 56,376,617 54,359,104 53,603,820
Claims and losses 47,785,607 39,125,719 80,614,758
Dues awd subscriplicns 31,281,219 3,788,386 32,915,703
Retirement benefit expense (Nofe 240) 30,313,927 27,778,115 27,870,055
Cornmission sxpense 23,213,721 20,042,704 8,344,906
[nsurance 22,448,718 22,927,207 9779212
Pravigion for impairment losses
(MNate 5) 13,179,997 15,803,62) 31,461,510
Repairs and maintenance 4,878,030 5,987,934 4,567371%
Write-off af receivables (Nate 5) - 1,215,599 26,642,572
Others 35,840,577 47,750,937 27,160,186

22,006,636,094 R1,872,805,197  £1,947,792,990

Others comprise mainly of bank and finance charges, penalties and othar administrative expenses.

AV



L48 .

18, Tncome Taxes

Provision for income tax consists oft

2017 2016 2015

Current P450,239,197 B455,428,586 RI21,337,708
Daferrad (31,384,734} (44,278,540) 49,594 4066
418,854,461 RALL,150,046 £270,632,174

Dretails of the Group’s net deferred tax assets as at December 31 follow:

1
'

20617 2016 2015

Retirement benefit lability P215,948,504 P212,833,851 R192,543,624
Accrued employse benefits 42,241,773 34,764,344 -
Aliowance {or impairment losses 17,127,718 16,708,496 11,967,400
Delerred lense lability (Note 19) 12,900,573 11,062,231 11,898,522

Unrealizad foreign exchange losses

(ghing) 451104 (1,868,793) 3,756,635
NOLCO 236,165 209,623 5,699,047
MCIT 114,554 255,394 826,517
Capitafized borrowing costs {418,608) (528,602 (1,046,671%
Cithers 527,312 1,043,225 -
P180,524,030  P274380370  B225 645,084

The movements in net deferred tax asset [or the years ended Precember 31 are as follows:

2017 2016 2018
December | . P274,380,3710 B215,045,084 P256,860,938
Charged to profit or loss 31,384,734 44,278,540 (49,504,466)
Exoess MCT over RCIT - - 276,504
Applied MCIT against income tax due - (6§1,629) (282,975)
Charger to other contprehensive
neome (10,24 1,0658) 3,138,375 18,385,083

B21808,524,03Y P274,380,270 P225,645,084

Details of the amount of deductibleftaxable temporary ditfferences for which ne deferred tax
assel/liability is recognized in the statement of financial position as at December 31 ave as follows:

2017 2016
NOLCO 840,243,027 $£1.5,152,593
Unrealized foreign exchange foss - net 1,362,947 -
Allowanse for impairment losses on:
Property and equipment 11,699,127 11,699,127
Inventories 7,145,937 7,145,937
Raceivables 1,890,260 £,890,260
MCIT : 11,575 2,970
Other current sssats 798,764 798,769
B63,151,642 B36,889,656
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Deferrad tax asset on anreatized forelgn oxchange loss was recognized to the oxtent of the deferred
tax |iabiiity arising from undmartized bond Iransaction cost.
All unrecognized deferred tax assels arise from the standalone balances of LBCH.

As of December 31, 2007 and 2016, the NOLCO that can be claimed as deductions from future
taxable income and excess MCIT aver RCIT that can be cradiled against lutire tax liabifity follow,
These NOLCO and exeess of MCTT over RCIT ¢ame from LBCH and other subsidimies.

NOLCO
2017
Year incurred Amoind Used Expired Balance Yearof explry
2017 D26,242,165 e B~ P16,242,165 2020
2016 6,244,919 - - 6,244,911 201y
1015 8,543,160 - - 8,543,169 2018
214 1,263,157 - 1,263,257 - 2017
243,293,501 R P1,263,257 Bd1,030,244 -
2018
Year mcuired Amount Uised Expired Ralence  Year ofexpity
2016 24,244,919 P B P§,244,01% 2049
2015 8,543,160 - - 8,543,160 2018
2014 1,809,334 546,077 - 1263,257 2047
2013 19,120,429 5,000,461 14,11% 968 - s
735,717,342 B8 546,538 BIA,119,968 P16,051,334
2018
Year incinved Amnuni Hged Expired Baloecd  Year of expiry
2018 B8,543,160 P+ B 18,543,160 2018
2014 41,324,735 39,505,401 - 1,809,334 2017
2013 19,120,428 - - 19,120,429 2016
2012 75,395.40] 23,665,151 32,730,750 - 2015
Pid4,384,225 162, 1 RG_,SS?. B52,730,730 P2%.472,923
MCIT
2087
Yopr Encurred Ampunt Used Expired Balance Expiry Daté
2017 B11,627 - B— 11,627 2026
e F10,506 - - 116,546 214
2614 147,858 - 147 858 - 017
P169,991 R P147,858 R}22,133
2014
Yepr Incusred Amaunt Used Expired Balmnee Expiry Date
2p16 B110,306 - P P{10,506 2019
2015 276,505 276,505 - - 2018
2014 447,430 298,572 - 147,858 2047
2013 103,552 105,552 — - 2016
PG3%,903 PhYl,620 B B258 364

R RIRIEAR



2015
Year lncurred Ampuns Use Expired Balance Expiry Date
2005 BX76,505 B p- F276,505 2018
2014 447,430 - - 447,430 2017
2013 |68,562 63,010 - 105,552 2010
2012 453,027 219,965 2330462 - 2013
R1,345 524 P1§2,975 P233,062 B829 487

The reconciliation between income tax expense at the statutory rate and the actual incoms tax eXpense
presented in the consolidated statements of comprehensive income for the years ended
Decemnber 31 follows:

2047 2016 2015

Income tax at the statutory income tax
rate £2338,030,954 P397.527.237 B206.079,921
Tax effects of itenis not subjact to
stalutory rate:

Nondeduetible expenge 78,770,504 8,804,269 47,074,574
Mavement in unrecognized

defarred thx pssels 7,884,619 b 465,918 1,850,425
Expired MCTT 144,888 - 233,062
Expired NOLCQ - 4,235,990 15,819,225
Nontaxable income _ (5,976,302) (883,368} {425,043}

418,854,463 B 11,150,046 9370,632,174

Republic Act (RA) No 10963 or the Tax Reform for Acceleration and Inclusion Act (TRAIN) was
sigred into luw on December 19, 2017 and fook offest January 1, 2018, making the new tax law
enncted as of the reporting date.  Although the TRAIN chunges existing tax law and inchides several
provisions that will generally affeot businesses on u prospective basis, the-management aassssed that
the same will not have any significant impeot on the consolidated financial statement balances as of
the reporting date,

19, Lense Commniitments
{(a) Operating lenge
The following ave the operating lease agreements ensered inte by the Group;

I. Operating lense agreement covering its cuurent corporate office space for a period of five years
from Qcetober 20, 2016, The lsase agrezment is nonrenewable and includes rental rate
escalations during ferm ol the tease, The lease agreement also vequires the Group io pay
additional security deposits.

2. Operating lense agresments covering various service centers and service poinis within the
Philippines for a period of one to five years, renewable at the Group's option at sueh terms and
conditions which may be agreed npon by both parlies. These lease agreements inchude
provision for vertal rate esealations ingluding payment bf securify deposits and advanee
rentals.

RRAUDERER



251 -

3. Dperating lease agreement with a focal bank covering transportation squipment for g period of
three to four years. The lease agreement does not include escalation rates on montliy
payments,

There are no contingent rents for the above lease agreements,

Rent expense was recognized &3 foliows:

_ A 2016 2815
Costof services (Note 16) B592,537376  RS13,079,995 2481,018,056
Cperating expenses (Note 17) 239,070,492 197,040,252 178,146,664

BY#31,607,868 B711,020,247  P6SY 64,720

The Greup maindaing securily deposits arising from the said operating lease agreemonts amounting to
B255.43 miltion and B226.26 million as of December 31, 2017 and 2016, respectively.

The future minimum lease payments from the forepoing noncancellable operating leass
apreements follow;

_ . S 2017 2016
Not later than 1 year R§74,762,535  B761,315,955
Later than 1 year bul not later than S years 3,894,459,968  3.346,283,230

Deferred lease liability arising from straight line recognition of lsase payments amounting lo
243,00 million and B36.87 miflion as of Deeember 31, 2017 and 2016, respectively, are inciuded
in the pon-current portion of lease liabilitles account in the consolidated statements of financial
position.

(b} Finange lease
These involve leases of transportation equipment which were accounted for as finunce leases.

The compuoners of the finance loase obligation as et Dacember 31 arising from this lease are as

{oliows:
2017 2016
Gross finance fease obligations
Not later than one year B37.331,796 RBG2,083,010
Lager than 1 year but not Jater than $ years 50,764,603 14,422 597

88,096,399 106,505,607

Futwre finance lease charjes on the finanee fease
Mot lator than one year (6,640,272} (11,256,327}
Later than 1 year bt not later than 5 vears (6,734,655} (8,054,301
' (13,374,927) (19,310,628)
B74,121,472 287,194,979

AN



-57-

The present value of jminimum lease payments is as follows:

. 20107 2016
Not later than | year P30,691,524 P50,826,683
Later than 1 year but not later than § vears 44,029,948 36,368,294

B74,721,472 887,104,079

Interest expense on the above finance lease obligation charged to finance costs amounted to
P12.65 million, #23.40 million and B24.45 million in 2017, 2016 and 2015, respestively.

-1
+

20. Retivement Benchits

The Group has a fanded, noncontributory defined benelit relivement plan covering all qualilied
employees. The retirement plan is intended Lo provide for benefit payments to empioyces equivalent
fo 100% o 130% af the employve's final monthly basic salary for every year of credited service,
Benelits nre paid in fump sum upon retirement or separation in accordance with the terms of the Tan,
Any quslilied employes whe voluntarily resigns from the service of the Group after completing at
least [0 years of seryice, shall receive a benefit equal to a percentage of his accrued retirement
benefits, The Group updates the actuarial valyation every year by hiring the services of a thilvd Pary
qualified actuavy, The lates! actuarial valualion repart was as of reporting date.

The Retitement Plon Trustes, as appointed by the Group in the Trust Agreement execated between
the: Group and the duly appointed Retirernent Plan Trustee, is responsible for the genetal
administration af the Retirement Plan and the management of the Retirentent Fund. The Retirement
Plan Trustes may seek the advice of a counsel and appoint an investiient manager of managers to
manage the Retirement Fund, an independant accountant to audit the Fund and an actuary to value the

. Retirement Fund. The Group has no transaction either directly or indirectly through its subsidinrfes
or with its employees’ retirement benelit fund.

Under the existing regulatory framework, Republic. Act 7641 requires a provision for retirement pay
to qualified private sector employees in the absence of any retivement plan in the entity, provided
however Lhat the employee's retivement benefils under any eollective bargaining and other
agreements shall not be less than these provided under the law. The Group’s retirement plan meets
the minimum retirément benelit spaeified under Republic At 7641, '

AT
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The major categories of the Group's plan assets follow:

2017 2016

Cash and cash equivalents #25,101,182 B10,968,876

Equity instruments 2,277 436 1,431,516
Debt instraments:

Government bonds 26,736,546 9,348,161

Other bonds 1,421,339 893,558

Others (658,530) 152,725

£54,877,967 BD9,704,838

Aliequity and debt instruments held hnve quoted prices in active market.

The equity insiruments are inveshinent i stocks of a holding company of a conglomorate listed in the
Philippines stock market engaged i various businesses. :

The Retiremen( Trust Find assets are valued by the fund manager at fair value using the mark-to-
market valuation,

The Group is nat required to pre-Dind the futiire detined henafits payabie vader fhie Retirement Plan
before they becams due, For this reason, the amount and timing of contributions to the Rotivoment

Fund are at the Group's discrstion. However, in the event a bengfit claim arises and the Retirement
Fund is insufficient to pay the claim, the shortfall wiil then be due and payablo by the Grioug to the

Retirement Fund,

The Retirement Plan Trustes monitars regularly the status of e plan assets and liabilities 1o ensure
availability of funds upen retirement of personnel.

The Group expects 1o contribute R73.95 million fo the retirement plan fn 2018, The retirement plan
does not have & formal funding policy. The funding requirement is maindy driven by the availability
of extess fund from the Group's operations.

The movement in actuarial gain recagnized in other comprehensive incoms follows:

2017 2016 2015
Beginning of yvear (B153,409,762) (BI70,537.671)  (R231,821,28D
Actuarizl loss (gain) from defined
benefit obligation (56,427,639 16,368,951 59,837,337
Plus gsset remeasurement loss 2,290,757 758,958 1,346,273
End of year, gross (207,546,644) {153,409,762)  (170,537.671)
Doferred tax liability (2,263,903 46,022,929 51,161,301

(P145,782,651)  (P107,386,833)  (P119,376,370).

The principal asstnptions used in determining retirement for the defined benefit plans aze shown
below:

2017 2016 2015

Discount rate 5.86% 10 5.99% 5.77% 10 6.20% 4.71% 0 6.12%
Salary increase 5.00% 2.00% 5.00%
Allrition rate 22.20% 1431% 22.81%

(NN



Discaunt rate

The discount rate is determined by reference 1o marker yields at the end of the reporling period based
on high quality bonds with currency and term similar to the estimated torm of the benefit abligation,
There is no deep market inhigh quality corporate bonds in the Philippines and therefore, the Group
used a3 reference the yields in fong-term Philippine Treasury Bonds and adjusted to refleot the term
similar io the sstimated term of the benalit obligation 55 determined by the actuary,

Salary creaye

This is the expested long-term average rate of salury increase taking into account inflation, seniarity,
promotion and other market factors, Salary mereass comprises of the general inflationary facrenses
plus a further increase for individual productivity, merit and promotion, The future salary increase
rates are set by raference aver the periad over which benefits are expested to be puid.

Aftrition rafe
The attrition rate is delermined based on historical oxperience of the Group.

LDemographic assumptions
Assumptions regarding mortality experisnee are set based on published statistics and experience in
the Philippines.

The-sensitivity analysis balow fiay been determined based on reasonably possible changes of each
stgnifieant assumption on the defined benefit liability as of the end of reporting date, assuming if all
ather assumptions were held constant,

It should be noted that the changes assumed to be reasonably possible at the valuation date are apen
to subjectivity, and do not consider more cotapiex seenarios in which change other than those
asswmed may be decined to be more reasonable,

2017 2016

Incrense Net defined Net defined

{decrease) benefit Hability  benefit liubilily

Discouat rate ' TLO0%  (RBO215,708)  ¥B5375.618)
-1,00% 94,741,834 101,845,033,
Salary incrense +1.00% 86,389,537 97,741,926

-1.00% (74,820,303)  (83,780,167)

The weighted average duration of the defined benefit obligations at the end of the reporting period is
11,82 vears.

Shown below is the maturity analysis of retirement benefd paymants up to ten years:

2017 20186
Less than 1 year P5d,235,100 B34,032,237
Mare than | year lo § years 255,728,891 191,385,358
Maore thin 5 years to 10 years 440,294,461 474,100,134

730,288,542 B699,517,729
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21, Financial Risk Management Objectives and Policieg

The Group has various financial assets such as cash and cash equivalents, frade and othep receivables
(exclading advances 1o ehployess), due fiom refated partiss, availahle-For-sale investmenrs and
‘shorl-term investments’ under other current #ssety,

The Group's nsncial liabilities comprise of accounts and nther payables (excluding statutory
linbilities), due (o velated purties, notes payable, transmissions liability, finance Jeuse liabilitles, other
oncurrent linbilities, derivative liability and bond payahle. The main purpose of these financial
liabilities is to finance the Group's operations.

The use of derivetive fnancial instrunreats, if any, is solely for mianngement of the Group’s financia |
visk exposures, it is the Group’s policy nat to enter into derivative transactions fer speculative
jpurposes,

The main risks arising from the Group’s tinaneiad fnstruments are prive risk, interest rate risk,
lignidity risk, foreign currency risk and eredit risk, The BOD reviews and approves pelicizs for
mihaging each of these risks which are summarized bolow,

Price risk

The Group closely menitors the prices of jis syuity securities as well as-macroecoromic and atity-
Specilie Tactors which could directly or indirectly affeet the prices of these instruments, in ease ofan
expeeted decline in its portfolio of equity securities, the Group seaddly disposes or trades (he

securifies for replacement with more viable and less risky investments,

Sugch imvestiment securities are subject to price risk due to changes in market values of instrumenls
arising cither from factors specific to individual instruments or their issuers, or fuctors affecting all
instruments tradad In the market,

The following table shows the sffect on OCI should the chanpe in the elogs share prive of guoted
equity securities and change in the net assel valne (NAV) of the unquoted unit investment trust fund
occur as of December 31,2017 and 2016 with alf other variables held constant,

Efféct on OCI

2017 20106
Change in share price
+5.00% 22,236,848 R22,919,550
-5.00% (22,236,348) (22,919,559)
Change in NAY
+58.00% B212,038,175 R12,565,750
-5.80% {22,008,175) {12.565,750)

The Group is also exposed 1o equity price risk in the fair valuation of the derfvative liability due to the
ambedded eguity conversion foalure. The following table shows the effeet on nel income shouid the
change in the close share price of the underlying equity security in the convertible instrument 0CeiT N8
at December 31, 2017 with all other variables heid consgtant,

Effect on net income
December 3/, 2017

Change In share price

lncrease by 5%
Decrease by 5%

B106,563,899
217,826,174
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lmterast rate risk and credlt spread sensitivity analysis

Except for he oredit spread used in the valuation of the convartible redeemable band, the Group is
net sipnificanily exposed to intevest rate risk as the Group’s interest rate on its cash and cash
gquivaients and notes payable are fixed and none of the Group’s financial sssets ind liabilities is
measured al fake value, Furthes, the impact of Aluctuation on interest rates on the Group's finance
leases will not significantly impaet {he results of operations.

The value of the Group®s coavertible redeemable bond is driven primarily by two risk factors:
underlying stoek prices and interest rates. Inlerest rates are driven by using risk-free rate, whichis a
market observable inpuf, and eradit qpra.ld which is not based on observable market data, The
foltowing table demaonstrates the sensitivity o a reasonably possible change in credit spread, with all
ather variables held constant, on the fair vaiue of the Group’s embedded conversion aption of the
comveribla radeemalile bond,

Credif spread +1% _ Crodil spread 1%
Effect in tair value (R2,616,426) (28,033,086)

Liuidity visk

Liquidity risk is the risk from inability to meel abligations when they become due because of faifure
lo liquidate nssets or abtam adequate funding, The Group ensures that sufficient tiquid assets arc

- availeble-to-meet shortlernrfinnding and regulatory vapital Teqiremeils,

‘The Group has a palicy of vegularly monitoring its C'lsii position to ensure that maturing Hnbilitles
will be adequately met,

Prudent liguidiey risk management implies maintaining sufficient cash, the avsilability of funding
through an adequase amoit of eommitted credit Facilities and the ability to close vut maylcet
positions. Management believes that cash generated from operations is sufficient fo meet daily
worlting eapital requirements,

Surplug eash is Invested invo a range of shart-dated money fime depogits and unit investment frusf
fond which seek to ensure the security and liquidity of investotent while optimizing yield,

The following summarizes he maturity profile of the Group’s financial asseta based on remaining
contractual undiseounted collections:

Fila¥i
Dae in less than Due inmore
one year ihan puv year Totul
Cash and cash equivalenrs
Cash an hand B164,057 474 - 264,057,974
Caslh in bank 1,103,336,745 - 1,103,336,745
Cash equivalents 141,013,773 - 2,411,083,774
Reecivables
Trade 1,684 471,031 - §,684,871,031
Others 18,596,026 - 18,590,026
Due from related parties 667,717,535 - 667, T17,635
Aviilabie-for-sale investments
Quonted - 444,736,96% 444,736,969
Unguoted 4411,763,495 - 440,763,495
Shatl-term investrpents F1,326,492 - 11,326,492
£5,601,083,171 £444,136,269 RT46,420,140
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2016
Due in more

Dug in less than

IS Your thar ohe year Tartal

Cash and cash savivalents _

Cash e hand P174,8940,603 i B174,890,603

Cush in bunk 239,534,180 ~ 939,334,180

Cash equivalents 213,365,514 - 213,365,944
Regrivables

Trade 1,54 1,820,372 - 1,541,820,572

Ollers 14,475,554 - 14, AT5, 954
Due fram selated porties 1,107,599,329 1,107,999.329
Available-fos-sale investments

Quoted - 158,391,174 435,391,174

Unquoted 250,107,154 - 250,917,154
Shar-lerm investmeuts 37,340,771 - 27,340,771

B 270,364,507 B438,391,174 B, 728,755 681

Exeept as indicaled, the Group's financial liabilities based on undiscounted cash flows us shown
below are due and cxpeeted to be paid within 12 months sfter the reparting period, which is the
carlier of the contractual matwity date or the expected seftlement date:

: 2017
Dus in less than Duc in more
e C UDhe vear ke one yeir Total ™
Accounts payable and accried exnenses
Trade payable R657,245,354 B~ P657,245,554
Accruals 605,894,038 - 405,898,038
Others 14,528,015 - 18,528,015
Due 10 a retated party 2,542,585 - 1,542,585
Notes payable 4d 1,705,849 614,513,699 {,056,219,243
Transmissions fabilily 588,103,650 - 588,203,656
Derivative llability - 1,860,373,472 1,860,373 479
Bond payable - 896,185,059 896,185,059
Ledse linbilities 37,331,196 50,764,603 48,096,309
Other noncurrent Habilities - 118,327,055 118,327,058
' P2.I51.454,993 P23,540,163,895 ?5.801,6018,848
2016
Due in less than Pug in more
One year than one year Total
Accounts payable and acerued expenses
Trade payable P584,200,408 P P584,200,408
Averoald 472,985,132 - 472,985,122
Others 31,378,164 - 31,578,164
[Jue to related porties 18,254,029 - 18,254,029
Mozgy payable 705,273,544 796,882,740 1,502,156,284
Transnissions Hability 467,284,795 - 467,284,795
Lease liabilities 67,083,010 44,422,590 106,305,606
Oiher nancurrent Liabilities - 34,477,440 34,477,440
P2,361,659,072 P375,782,776. £3,217,441,5438

Notes payable and lease liabilities include future interest pryments.

Payabls to government ngencies amounting to 2321.43 million and P206.40 mitlion as at
December 31, 201 7 and 2016, respectively, are considered nonfinancial liabilities (see Note 10).
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The Group expects 1o generate cash flows from its operating aclivities mainty on sale of services.
The Group alse has sufficient cash and adequate amoant of ovadit faoilities with banks and its
uitiinate pareit company to meet any unexpected obligations,

Foreign cuvrency risk

Fareign curency visk is the risk that the fiture cash flows of financial assets und financial Habilities
will fluctuate becanse of changes in foreign exchangé rates. The Group's expostie (o the risk of
changes in foreign exchange rates relates to the Group's operating activitiés when revenue or
expenses ave denominated in a different currency from the Group's functional currency.

The Group operates internationaily through its varions intornational alfiliates by fulfilling the money
remittance and cargo delivery services of these related parties. This exposes the Group t6 foreign
exchange risk primarily with respect 1o Euro (BUR), Hongkong Daollar (HKD), Australian Doflar
(AUD) Taiwanese Dollar (TWI), US Dollar (USDY and Greal British Pound (GBE). Forsign
exchange risk arises from Futwre convercial transactions, foreign currency denominated assets and
tinbilitles amd net investments in foreign operations,

The Group enlers into short-term foreign currency forwards, if needed, to manage its foreign curvency
risk Trom foreign currency denominated transaciions.

[nformation on the Group's foreign-currency-denenrinated monetary assets aud lnbiity recorded
under 'rade and other veceivables' and “bond payable’, vespectively, assets and Haliilides related (o
canverlible instument in the consolidated statements of financial position and their Philippine Peso
aquivalents follow:

2017

Assets: Foreign currency Peso equivalend

Euro 3,001,837 E178,939,504

Hongkong Dollars . 15,118,598 96,607,841

Australian Dollars 1,234,425 48,031,477

Taiwanese Doilars 56,318,370 95,454,862

US Daliars 377,108 28,808,211

Great British Pound 33,453 2,260,419

Edahilities:

US Dollars (18,189,640) (008,026,829}

The tranddation exchange rates used were B30.61 ta EUR 1, B6.39 to HKD 1, B3B.9 (0 AUD 1, LGS 16 TIVD J,
PA9.92 (e LISDY 1 and B67.3Y 0 GRBP | in 2017,

2016
Agsets: Foreign cuyrency  Peso equivalent
Fare 2,851,734 RB150,600,073
FHongkong Dotlars 17,813,579 114,363,177
Angtradian Doliars 2,768,961 103,033,039
Taiwanese Dollars 59,719,397 93,759,453
S Dollars 1,249,172 62,171,290
Cireat British Pound 194,844 12,039,411

The transtation exchauge raras used were PS80 1o EUR 1, #6.42 1o XD 1, RP37.21 ta AUD §, B137 1o THD 7,
4977 b0 USD T andd PGL7Y ra GHP | in 2048
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The following table demonstrates the sensitivity to a reasonably possible change in foreign exchange
rates, with all variables held constant, of the Group's income before tax {due {o changes in the fair
value ofinonefary nssets and Habilities) as at December 31, 2017 and 2416,

Reasonably possible change in forsign Increase {decreass) in

exehange rase for avary two anits of income hefore tax

Pliitippine Peso 2017 2016
2 E116,945,908 R169,195374
(23 (116,945,908) (169,195,3743

Thete is no impact on the Group’s equity other than those alveady affecting profit ov loss. The
movement i sensitivity analysis is devived from curren observations on flustuations in doliar
average exchange rates.

The Group recognized BS1,98 million, #143.23 million.and #1081 million foreign exchange

gains - not, for the years ended December 31, 2017, 2016 and 2015, wespectively, arising from seftled
transactions and translation of the Group's cash and cash equivalents, trade recoivables, trade and
ather payables and bond payable,

Credit visk

Credit rigk is therisk that one party to a financial instnwment sitl faiito discharge an obligation and
¢auss te other party @ incur a (inancial loss.,

Credit risk is monitored and actively mannged by way of striet requivements relating to the
creditworthiness of the connterparly at the point at which the transactions are concluded and also
thronghout the entive 1ife of the teansactions, and atso by way of delining risk limits.

The maximum credif risk exposure of the Group’s financial assets is equal lo the carrying amounts in
the vonsolidated statements of financial position, : :

There are no collaterals held as security or ather credil enhancements attached to the Group’s
financial assets,

As of December 31, 2117 and 2016, the credit nality per elass of financial assets is as follows:

2017
Meither Past (e nor hnpsived Past dueand/sar
Substanidard Tadividually
High Grade Sapdard Grale Ippaired Tzl
Cash fn banks and cash eguivalenls  P3L,514,350,518 - [ E- P3,514,350,508
Tricle sl other receiviablag 1,555.860,431 - - 147,606,625 1,703,467,257
aie from relfaled parties 461,717,635 - - - £67,717,633
Shri-iermy investméd 11,326,472 = - = 11,324,492
£5,749,255,077 B~ -~ PLIAT606,605  PSRBA,EG1,TU0L
1019
Neither Pust Due per fnpiited
Puigl sfusantior
Sulbstarlar Individually
Vigh Graude Standord Grade Impalred Totel
Cash in bimks.and cash equivalents  21,152,9010,124 - P~ F—  P3,132.900,124
Trade ang othey receivables 1,431,0%5,518 - - 12528001 §,556,296,524
Due frum rolafed partizs 1,167,999,379 - - - L9991
Short-tenm investmenl 2724077 - - - 21,340,771
P3,719,255.719 B~ - n115,280,001  $3,844,536,750

AR



-6l -

The Groun’s basis in grading its receivables are as follow;

High grade - these are receivables which have a high probability of collection (1.s., the counterparty
has the apparent ability to satisfy its obligation and (e security on receivables readily enforceable).

Standard - these are receivables where collections are probable due 10 the reputation and the fnancial
ability of the counterparty to pay but have been outstanding for a certain peried of time.

Substandard - these arc veceivables that aan be eollected provided the Group makes persistent effort
{o collect them.

Cash in banks and cash equivalents are deposited/placed in banks that are stable as they qualify either
as universal or commercial banles, Universaf and commereial banks represent the largest single
group, resource-wide, of financtal institutions in the country the Graup is operating. They offer the
widest variely of banking scrviess among financial institutions. These financial assels are classified
as high geade dae to the counterparties’ low probabitity of insolvency.

As of Decamber 31, 2017 and 2016, the aging analyses of the Group’s past due and/or impaired
receivables are ag foblows:

2017 e
s Imipnired
Past Due bt not Impatved Finuuelal
. T4 D dnys 31 to 9¢ days Over D0 days . Assets Tutal
Frade sod ofliwr receivables 63,705,065 P16,556,165 10,092,045 FST251.950  B147.606,625
2016
Trast Due but not hiapaired 1[?;’;':[:;:
o 30 diays 3 to 90 days  Ovir 9 days Agsers Total
Trade and athes recsivables B32.384,030  PE.8B0,741  R13.321255  P55.694,985  PI25280,011

There ate ne collaterals beld by the Group with respect fo irade receivables that have been identified
as past due but not impaired.

Cuapital Managemend ;

The Grotp’s objectives in managing capital sre (o safegured the Group®s ability to continue as a
going cancern so that it can continue to pravide sharehalder refurms and to maintain an optimal capltl
strueture to reduce the eost of capiral and thus, increnss the vaiue of sharsholder investment.

In order to main(ain a healthy capital structure, the Group imay adjust the amowunt of dividends paid o
sharelividers, issue new shares or sell assets (o reduce debls. Management bas assessed that the
Ciroupy is seif-sufficient based on hwstorical and current operating results,

The capital that the Group manages is equal to the (otal equity as shown in the consolidatesd

statemants of financial position at Docember 31, 2017 and 2016 amounting to B2,365.47 million and
£2,462.99 million, respectively,
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22. Fair Values and Offsetting Arrangements

The methods and assumptions used by the Group in estimating the fair value of the financial
mstruments are as follows:

The carrying amounts of cash and cush equivalents, trade and other receivables, due Romfdo reinted
parties, short-term cash investments, accounts and other payables, transmissions Habitity, and the
current portion of notes payalle and lease Habikittes approximate their fair value., These fuancial’
instruments are relatively short-term in nature.

The fair valite of quated AFS investiment is the cursent closing prise while the unquoted AFS
investment is based on the published net nsset value per unit as of repoiting date.

The estimaled fair value of long-term partion of noles payible is based on the discounted vatue of
futvre cash flow using applicabls interest rates ranging from 4.14% 1o 4.20% for 2017 and 2016,

The fair value of the long-lerm portion of lease fiabilities is based on the discounted virlue of fture
cash flow using applicable interest rates ranging from 7.50% tp 9.91% for 2017 and 2016,

The estimated fair value of devivaive Hability as at December 31, 2017 is based on an indirect method
of vatuing muitiple embedded derivatives. This viluation techaique using binowial pyramiamodel
uses stoek prices and stock prive vatatility, This vafuation method compares the fair value of the
option-frec instrument against the fair value of the hybrid convertible instrument. The difference of
the fair values is assigned as the value of the embeddod derivatives. The significan{ unobservalile
input in the fair value is the stock price volatility of 42.16% in 2017 A 5% [ucrease (5% decrease) in
the stock price volatility would inerease by £5.04 million (decrease by R153,42 million) the fair vatue

of the derivative linbility.

The estimated fair value of bond payable as at December 31, 2017 is based ou the discounted value of
futare cash flow using applicable rate of 17%.

The estimaled fair value of other noncurrent liabilities is based on the discounted value of future cash
flow using applicable rate of 3.85% to 12.28%.

Fair Yalue Higrarchy
The Ciroup uses the {ollowing hierarchy for determining and disclosing the fair value of financial
instruments by valuation technique:

Loevel f1 quoted (unadjusted) prices in aetive markets for identical assets or liabilities

Level 20 other techniques for which alt inputs which have a sighificant effeet on the recorded fair
value are observable, either directly or indircetly

fevel3:  teehniques which use inputs which have a significant effect on the recorded fair value that
are not based on observable market data

For Level 3, inputs used in discounted cash fows include cash Hows, discount raies and othed markel

data. The fair values of quoted AFS investments are classified as Love! 1 and the nncuoted AFS
Investments are classified us Level 2,
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7

y for assets as of December 31, 2017

Fair value mtenxitrements niinp

Chanted prices In

ileve muarkets Signifieant Significnmt
for kkenticni ohseryalle  unohservable
L Carrylng valuos Toial  assefs {Leved 1) inpuls (Level 2) inpugs (Level 3)
Assely measgred ui fair value
CQuaoted equily seeurilies Bl 736,269 P444,736060 B444,736,969 o P~
Unquated unit investment
Tzuesd fuusd 440,763,495 HHLT034958 - 449,703,495 -
Linhiily messored at fair value o
Durivalive Gubility EAGMITIAT ' 260,373,479 - ~ 1,860,373,479
Lintdiities for which fakr
value nre diselosed
Hond payahle J06,185,159 896,145,050 - - LPIBEERILY]
Long-term notes paynise G 250,000 644,312,040 - = 014312040
Non-eiereal lease Babilities 87,035,887 13,766,512 ~ - 93,766,512
Otlisr mancerrent linbiities 11 307,655 136075371 - - 134,078,877
kL
fuir value messurements using
Quoted prices in
aclive markels Sipatlicost orter. Slanifican
for identicut observable  unohscrvable
Conying yalues Totel  mmsels ()evel 1) tnguts (Level 3) jnputs {Level 3)
Assets measared at fair vilue
Ouoled ety seearities BASRIDITY  RASEANN P438,391,174 [t [ias
Uninoled sinil nvesiment
trusd fimd 10 937,154 50,937,154 ~ 250807,154 -
| inbiilities Tor which fair C
vadue are disuiosed
Long-tenin potes pavabic BUL.S00,000 698225395 - - 645,225 2403
Monk-cerent dease lisblkities 13,241 401 77,401,097 = - 77,401,097
34,477,440 14,307,633 - - 36,807,03)

Dihier noncurrent liabifities

For the years ended December 31,2017 and 201 6, there were no transfers between Level | und Level
2 fair vahie measurements and vo ransfers into and out of Level 3 fair vatue massurements,

Offsetting of Financial Ingfriments

Financial assets and liabilities are offset and the net amownt reported In the consolidated statemants of

finmicial position where the Group currently has a legally enforceable right to set-off the recognizod
namotn(s and there is an intention Lo settle on a net busis or realize the net asset settles the Hshility

simultaneously.

The Following table represents the tecognized financinl instruments that are offset as of
December 31, 2017 and December 31, 2016, and shaws in the *Net’ column what the et impact
wauld be o the Group's consolidated statements of Fnaneial position as a resul{ of the offsetting

rights,

Decembrer 31, 2017

» Gross Awonnt Qifsetting Net Amgunt

Due from rednted parties R1,367,182,922 P— B1,367,182,022
Dividends payable - - (659,465,287} (699,405,287
£1,367,182,922 (699,465,287} B567,717,635
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December 31, 2016
} Gross Amount Offsetting Net Among
Due from related parties B1,373,313,748 == R1,373,213,748
Dividends pavable - (265,314,419 (263,314,419

P1,373,313,748 (8265, 314419)  P,107999 328

The Pareut Campuny's dividends payalsie to. LBUDC has been offset apainst due from LBCDC,
The Parent Company and LBCDC have the intention of seitting on a nel basis.

23. Segmuent Reporting -

Manageinent has determined the operating segments based on the informalion reviewed by the
sxecutive comuntitiee for purposes of allocating resources and ussessing performance,

The Group’s two 1main operating segments comprise of logisties and money trinsfer services. The
executive committee considers the business from preduct perspeciive,

The Group's logisties produets are gearcd toward both retail and corporate clienls, The main servicey
affered tnder the Group’s togistics business are domestic and international courier and freight
torwardingservices (by way of air, séa aid grotind transpori),

Money transler services comprise remittance services (including branch retail services, prepaid
vemittance cards and online and mobite remit) and bills payment collection and corporate remittance
payout sesvices, Maney transfer services inelude international presence thraugh its branches which
comprises international nhound remittance services,

The Group only reports revenue line itery for this segmentation, Assets and Habilities and cost and
expenses are shared together by thesetwo scgments and, as such, cannof be raliably separaled.

Tlie Group has nu significent customer which-contributes 10.00% or raore (o the revenue of the
CGironp.

The following table presents the amount of revenues generaied from these segmenis:

2017 2016 2015

Logis(es
Retail B3, 751,653,749 4,904,000, 749 P4,091,284,562
Cotporate 3,225,513,847 2,357,865,098 2,199,007,266

3.981,169,596 ° 7,521,866,747 6,200,291 828

Maney transfor services
Damestic DU7, 122,704 1,058,448,930 |,186,850,428
International inbeund 131,824,186 115,086,945 209,332,208
1,038,940,8%4 1,173,535 875 1,306,182 636
2020, 116,486 13,695,402,622 B7,686,474;464

The revenue of the Grouy consisis mainly ol sales to external customers, Revenue arising from
service fees charged to affiliutes amounted 1o #658.03 million and 2400.29 miilion in 2017 and 2016,
respectively.
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Seasanality of Cperalion
The Group’s operation experiencer increased volwmne in remittance transmission as well as cargo

throughout the second quarter and fourth quarter of the year, particularly diring the start of the sehool
year and during the holiday senson,

24, Note ta Consolidated Statement of Cash Flows
In 2017, the Group has the following non-cash ransactions under:
Lvesting setivitieg

4.3 Unpaid scquisitions of properly and equipment and intangibles amounting to £39.58 milfion and
B126.70 million.

b.) Qifsetting of due {rom LBCDC against dividends payable amounting to B699.47 million recoreled
under "Due from rofated parties®.

Details of the movement in cash flows fram finsncing activities are as follow:

_ . . Pk
Begumber 31, © Leatiag Uhiderds  Ofseiting of  Forcign eeehange vilug  December) ¥,
06 Cush Plaws _ arcsnpeeiens fsteiesl dectizey divideads Ve et chenppes w1
Notos payably B1,389215,50¢  (PIIA2IS,500) B [ [ - B~ - BEQ4EJ0s000
Lasse and otser aun-iient
Fabitiier 138 5524 (43,224 991y 171428500 - - - - - 134, 63043 G
Canversible fond {bord 1a
derrative Babiliy} < 7,503,65%,750 - 53,559,614 - - (BAl6448] 17903828 2736, 380§
Prynenis of divilends - 31334688 - - SLO0LETE (B99.465,247) - - -
higtez paid . (75 A01, 767 - L1573 - - - - 1,655,590
Date 16 reiniad porties 14 254,09 (35,211,145} - - - - - - 1,841 8%
Targl lizbilitfes from )
finnting sthivitice £151600605)  PEDIZOAY, 162 PLTI 478,000 RIBERI02S2  AEETU0LYTY (RSLTL6S MM (PLAIDSAN)  REIV9.9I0X20  B40TE 107108

*Relaies iy feir value changex af idervacive oo

in 2016, the Group has the following ton-cosh iransactions yder;
2 g

Iovesting activities
a.) Unpaid acquisitions of property and equipment amounting to 260,75 mitlion during the year.

b.) Offsetting of due from LBCDC against dividends payable amounting to 26531 miilion
recorted under *Due from relpied parties’.

Financing setivities
a.) Accrued interest amonnting to 1,72 million.

The Group made certain reclassifications to the conselidaled statements of cash flows for 2016 and
2015 to align with 2017 classificazion. Movements in dua from related parties were transferred to
investing activities from operating activities while movements in due to related partios wore moved
fo finaneing activities from operating activities. Belaw is the summary of movements:

_DBecember 31, 2016 :
Previouy balance Reclassification  Revised balanga
Mel eash flows provided by {used in):

Operating activities R757,318,877 P51,595,739 PE08.914,616
[nvesting activitios (859,383,236) (S1,967,086)  (£11,350,322)
Fingneing activities 154,552 975 371,346 154,924,321
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December 31, 2015
) Previous batance Reclassification  Revised batance
Net eash fows provided by (used in):

Operating activities n50G 808,625 2336,284,003 POO1092 628
Investing aetivities (L,722,162,509)  (523484,110) (2,245,646,619)
Financing activiljes [,566,97(,840 187,200,107 1,754,170,956

25. Basie/Diluted Earnings Per Share

The follawing table presents information necessary to-calculate carnings per shave (EPS) oo net
income attributable to owners of the Parent Campany:

Years Ended December 31
2017 2016 2015

Net income attributable to equity

holdets of the Parent

Company 103,876,073 B921,605,612 #£439,811,552
Divided by the weighted average

number of comnion stocks

outstanding 1,425,865,471 [,425,8G5,471 {,425,865471

Basic/diluted eatnings per share BOAS " R06S RO

The basic and dilutive earninps per share are the same due to the absence of dilutive potential
comraon shares.

20, Other Matters
Closure of LBC Develugnent Bank, i,

On Septernber 9, 2011, the BSP, through Mongtary Board Resolation No, 1354, rosolved to close and
place LAC Development Bank Ine.’s (the “Bank") assets and affairs under receivership,

On December 8, 201 1, the Philippine Deposit Insursnce Company (PDIC), as the offteial receiver and
Jiguidator of closed banks, demanded on behalf of the Bank that LBC Holdings USA Corporation
{LBC US) pay for its alleged auistanding obligations to LBC Bank mmoeunting to approximately
B3.00 billion, a claim that LBC US has denied as being baseless and unlounded, No further demand
on this matter has been made by the PRIC since Uien, although there are no assurances that the claim
has been waived ar abandaned in whole or in part, or that the PDIC will not institute relevant
procegdings in court or serve mother demand letler to LBG US,

Tr retation to the Bank’s closure and recsivership, the receivables amounting to £295.00 million were
weiiten-o[Tin 2011,

On March §7 and 29, 2014, the PDIC's external counse! sent letters to LBCE, demanding collsction
of the alleged amounts totaling £1.79 billion. On March 24 and 29, 2014, July 29, 2014, Joae 17,
2005 and June 26, 2013, the smme legal counsel sent collection feflers addressed {o LBC Sysiems, Inc.
[Forserly LBC Mundial Ing.] {Formerly LBC Mabuhay USA Cotporation], demanding the payment
of amounts aggregating to POU1.59 million, all on behalf of the Bank,
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On November 2, 2015, the Bank, represented by the PIMC, filed a case against LBC Bxpress, Ine.
(LBCE) and LBC Development Corporation (LRCDCY), together with other respondents, hefore the
Makati City Regional Trial Court (RTC) for a total collection of B1.82 billion. The ease is in relation
ta the March 17, 2014 demand letter representing coltection of unpaid service fees due from June
2006 to August 201 | and service charges on rémitlanee trimsactions from January 2010 to September
20t1: In the Complaint, the PDIC justified the increase in the amouat from the demand letter to the
amout slaimed in the case due to their discovery that tha supposed payments of LACE were
allegedly unsupparted by actual cash inflow to the Rank.

On December 28, 2015, the summons, together with & copy of the Complaint of LBC Development
Bank, Inc., and the writ of preliminary attachment were served on (he lormer Corporate Secvetary of
EBCE. The wril of prefiminary atachment resulted (o the (a) attachenent of the 1,205,974,632 shaves
of LBC Express Holdings, Ine. owned iy LBCDC and (b) attachment of varions bank accounis of
LBCE tolaling 6,90 miltion. The attschment of the shares in the record of the stock transfer agent
hat the effeet of preventing the registration or recording of any (ransfers of shares in the records, untii
the writ of attachment is discharged,

LBCE ane LBCDC, the ultknate Parent Company, ngether with other defendants, filed motions to
dismiss the Complaint an Jannary 12, 2016, On Janvary 21, 2016, LBCE and LBCDC filed iis
Urgent Motion to Approve \he Counterbond and Discharge the Writ of Attachtuent,

On February 17, 2016, the RTC issued the order to {ift and set aside the writ of preliminary
attachment. The ordar to 1ift and se1 sside the preliminary attachment directed the sheriff of the court
to deliver to LBCE and LBCDC all properties previously garnished pursuant to the writ. Tho
counterbond delivered by LBCE snd LBCDC stands as seeurity for all properties previously attached
and to satisfy any Tinal judgment in the case,

In & Joint Resolution duted fune 28, 2016, the RTC denied the molions to dismiss {iled by all the
defendants, including LBCE and LBCDC, Motlons for reconsideration filed by the defendants were
subsequently danied by the RTC in the Resolution dated February 16, 2017

After Bling motions for extension of time, LBCR and LBCDC filed théir Answer with Couniereiaims
on Aprit 10,2017, In the Resolution dated June 15, 2017, the RTC denied the third motion far
extension, declired all of the defendants including LBCE in default and ordered PDIC to present
evidence ex-parte, LBCH and LBCDC filed-a Yerifind Omnibus Mofion for reconsideration and to 1t
the order of defanlt. The other defendants filed similar motions, including o motfor for juhibition.
On luly 21, 2017, LBCE received the Jeini Resolution dated Tuly 20, 2017, granting the Verified
Omuibus Motions and the Motion for Inhibition, thereby lifting the order of defaslt and admitting {he
Answers filed by wll defendants.

The PDIC filed a Motion for Reconsideration dated August 7, 2047, seeking fo reconsider the Joint
Resolution dated July 20, 2017, The defendants, including LBCE and LBCDC have fied their
respective comments therets and the mdtion is currently pending resolution,

From August 0, 2017 to January 19, 2018, LBCE, LBCDC, the ather defendants and PO were
referred to mediation and Iidicial Dispute Resolution (JOI) but were unable 1o reach a compromise
agreement. The RTC ordered the mediation and JDR terminated and the case vaffled to a new judge
wha will preside over the trinl. To dale, the parties we still awaiting the case to be raffled to ancther
Brranch of the Makati RTC.
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On April 24, 2007, LBCE and LBCDC filed 3 Petition for Certiorari with the Couwrt of Appeals,
challenging the RTC's June 28, 2016 Joini Resolution, The PRIC, LBCE, and LBCDC ligve filed
their respective Comment, Reply, and Memoranda, The Petition for Certiorari was deemed submitted
for resaiution as of Qetaber 26, 2017 and is still pending. The ultimate ontcome of the case cannot
preseatly be determined.

Ir relation 1o the above case, in the opinion of management and in concurrence with its legal counsel,
any liability of LBCE is uot probable and estinable at this point in time.

27, Subsequent Fvenis

On February 28, 2018, the BOD of the Group approved the incorporatian of Diez Equiz Ple, Lid.

(the Company), 2 Singaporean private limited Company, through subscription of 862 shares ar 86% of®
the total outslanding sheres of Diez Equiz Pie. Ltd. at USD 1.00 per share. This is to divessify the
businesses of the Group and to house possible or future investment opportunities. The Group has
controb over Diez Bauiz Pte. Lid. in sccordance with PFRS 3, Busineas Combination,

On March 7, 2018, the BOD of tha Group approved the pureliase of shares of some international
atfiliates in Hne with the conditions to 1he jssusnce of convenible bond as discussed in Note 1D, The
acquisition isexpacted (o beneli! fhie Giglip by tontiibuting to its glabal févenue flreams. On the
same date, the share putchase agreements were executed by LBCH and the international affiliates
with a fotal shars purchase price anounting to USD 8.55 million, subject to certain elosing
conditions, )

Below is the list of entities that were acquired by ihe Group:

a, LDC Mabuhay Saipan, [ne. which operates as a cargo and remiitance Company ir Saipan, LBCH
purchased 120,000 shares or 1H0% of the fotal outstanding shaves of the acquires at purchase
price of USD 207,652, The transfer of the ownership of the shares and all rights, titles and
interest thereto shall take place ollowing the payment of the consideration,

b. LBC Mabuhay Hawaii Corporation which operates as n cargo and remiltance Company in
Hawaii, LBCH purchased 1,536,408 shares or [00% of the total outstanding shares from LBC
Holdings USA Corporation

¢.  LBC Mundial Corporstion which operates as o cargo and remittance Company ia California,
LBCH purchased 4,192,546 shares or 100% or the o} outstanding shares from LBC Holdings
USA Corporation,

d. LBEC Mabuhay North America Corporation which operntes as a cargo and remittance Company in
New Jersey. LBCH purchased 1,605,273 shares or 100% or the tatal outstanding shares from
LBC Heldings USA Carposation.

LEC Mabuhay Hawaii Corporation, LBC Mundial Cormporation and LBC Mabulay North America
Carperation (the Companies) were purchased by LBC Bxpress Holdings, Ine, at a purchase price of
USD 6,342,000, The transfer of the ownership of the shares and ail rights, titles and interests therato
shall take place foltowing the payment of the corsideration defined and shall be sulijeet to the
necessary approvals of the U3 regulatary bodies that oversee andfor regulate the Companies.
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" SyClp Gores Valaye $ Co. Tal: (T32) 891 0307 BOAPRC Reg. to, 0001,
4780 Ayala Aveaditie Fax: {G32) 9140872 Dacamiber 14, 2015, valie untl Oacember 39, 2018
1228 Makali ity ay.carainh BEC Aceraditallon Na, 001 2-FR-4 (Group A

E,‘;ES;QS g{?ﬁ&ter Philippinas Movember 14, 2048, valid until Novemnbier &, 2018

INDEPENDENT AUDITOR'S REPORT
ON SUPPLEMENTARY SCHEDULES

The Stockholders and the Board of Directors

L.BC Express Holdings, Inc, and Subsidiaries

LBC Hangar, General Aviation Centre, o
Domestic Ajrpott Road

Pasay City, Metro Manila

We have audited in accordance with Philippine S1andards on Auditing, (he consolidated financial
statements of LBC Express Holdings, Ine. and #s Subsidiasies (the Gioup) as at and for the years ended
December 31, 2017 and 2016 and for each of the tuee years in the potiod ended December 31, 2017,
included in (his Form | 7-A, and have issued otr report thereon dated March 15, 2018. Our audit was
made for the purpose of forming an apinion on he consolidated financial statements taken as o whole,
The seliedwles Jisied in the hdex to the Consolidated Flaancial Statoments and Supplzmentary Schedules
are the responsibility of the Group’s munagemen(. Thess sehedules are presented for purposes of
complying with the Securities Regulation Code Rule No. 68, As Amended (2011) and are not patt of the
consolidated financial statements, These schedules have been subjected to e auditing procedutea
applied i the audit of the consoliduted financial statements and, it our opinion, fairly stale, in all material
respects, the information required to be set forth therein in relation to the consolidated financial
statenients laken as a whole.

SYCIP GORRES VELAYO & CO.

%'V/f ﬂ/ﬂ’/mL 3, l/&t«é’r.*m’
Foril Jofin B, Valencia
Paritser
CPA Certificate Mo, 20787
SEC Averedilation No, 1229-AR-1 (Group A),
May 12, 20135, valid until May 11, 2018
Tax [dentification No, 162-410-623
BIR Accreditation No. 08-001998-74-2018,
February 26, 2018, valid until Febrary 25, 202}
PTR No, 6621337, January 9, 2048, Makati City

March £5, 2013

ORI

& mzmbar fan ef Emst & Veung (Boba) Liauisrd



LBC EXPRESS HOLBINGS, INC, AND SUBSIDIARIES
INDEX TO THE CONSOLIDATED FINANCIAL STATEMENTS
AND SUPPLEMENTARY SCHEDULES

SUPPLEMENTARY SCHEDULES
+  Report of Indepondent Aunditars’ on supplementary sshedules
¢ Suppiementary sehedules required by Annex 68-1

Schedule A: Finaneial Assets

Sohedule Br Amounts Receivable from Directors, Officers, Bployees, Related Parties and
Brineipal Stockhalder {Other Than Related Parties)

Schedule C: Amounts Receivahles/Payables from/te Related Parties Whick are Eliminated
During the Consolidation of Finangial Statements

Schecule ¢ Intangible Assers

Sehedule B! Long Term Debt

Schedute T ['ndébt‘edness o Related Parties

Schedule G Guarantees of Securities of other Issuers

Schedule Hr Capilal Stock
*  Map of the relationships of the companies within the Group
»  Reconciliation of retained earnings available {or dividend declarat'im\
»  Schedule of financial soundngss indicators

*  Schedule of ail the offective standards and interpretations
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LBC EXPRESS HOLDINGS, INC.

SCHEDULE OF RETAINED EARNINGS AVAILABLE FOR
DIVIDEND DECLARATION
FOR THE YEAR ENDED DECEMBER 31, 2017

Unappropriasted Retsined Earnings, beginning 128,270,305

Adjustments:
Deferrad tax asset that recirced the amount of incone ax
expense of prior periads -
Unappropriated retained earnings, us sdjusted 1o available for
dividend distsibution, as at Decembar 31, 2016 8,270,195
Net jncome actually earned/realized during the perioc: B368,088,1064
Net income duriny the poriod closed to retained earnings
Lezs: Non actual/unrealized income net ol tax
Hnrealized foreign exchange gain - net (except those
allributable to Cash and Cash Equivalents) Unrealized
actuarial gain (R,610,668)
Fair value adjustment (M2M gaing) -
Falr value adjustment of Investment Properly resulting to
gain Adjustnient due to deviation from PFRS/GAADR-
gin - _
Other unrealized gains or adiustments fo the rotained
carnings as a result of certain transactions aceounted for
undler the PFRS -
Add: Non-aciua! iosses
Depreciation on revaluation increment (alter tax) -
Adjustruent due to deviation fram PFRS/GAAP-loss -
Loss on fair value adjustment of investment property (after

tax) . -

Net income actually earned during the parind 560,377,496
Add {less):

Dividend declarations during the period {827,001,973)

Appropriations of retained earnings during the period
feversals of appropriations

Effeats of prior period adjustments

Treasury shares

(266,624,477)

TOTAL RETAINED FARNINGS, END
AVAILABLE FOR DIVIDEND DECLARATION (F158,354,082)




LBC EXPRESS HOLDINGS, INC. AND SUBSIDIARIES

SCHEDULE OF FINANCIAL SOUNDNESS INDICATORS
FOR THE YEARS ENDED DECEMBER 31, 2017 and 2016

financial Soundness Indicators

Bedow aee the financiul ratios that are relévant to the Group for the years ended December 31:

Finoncial ratios 2017 2016

Currcnt ratio Current assets 15101 1.47:1
Current liahilities

Debt to equity ratio Total liabilities 2.98:1 1.74:1
Stockholders® Bquity

Debt 1o total assets wutio Total linbilities 0.75:1 0.63:1
Total assets

Retarn on average assels MNet income attributable o Parent
Company 8.71% 14.52%
Average pssets

Book value per share Siockholders’ squity £1.66 B1L.73
Total ninnber of shares

Begiz aarnings per shars MNet Indome attribulable to Parent
Company 20,49 P0.65

Weighted average cumnmber off
sommon shires outsianding
Diluted eamings per sharo Net incoine atiributabfe to Parent
Compuny BOAS BO.65
Adjusted weighted average
number of common shares for
diluied EPS




LBC EXPRESS HOLDINGS, INC. AND SUBSIDIARIES
SCHEDULE OF ALL EFFECTIVE STANDARDS AND INTERPRETATIONS
UNDER PHILIPPINE FINANCIAL REPORTING STANDARDS

Philippine Securities and Exchange Commission (SEC) issued the amended Securities Regulstion Code
Rule SRC Rule 68 and 68.1 which consolidates the two sepurate rules and labsled in the mnendment as
“Part [ and “Part 11", respectively. [t also preseribed the additfonal sehedule requirements for targe
entities showing a list of all effective standards and interpretations under Philippine Financial Reporting
Standards (FFRS).

Belaw is the list of nil effective PERS, Philippine Accounting Standards (PAS) and Philippine
lnterpretalions of International Financial Reporting Intarpratntions Committee (IFRIC) as of
December 31, 2017

R e A i

Al s

Framework for the Preparation and Presentatinn of Pinaucinl *

Stntemenls

Coneeptual Framework Phase A: Objestives and qualitative

characteristics

PFRSs Practice Statement Managemend Commentary.. . . . L

Phillppine Financini Reporting Standards

PFRS 1 AFirsl‘-Limc.Adoptiuu af Philippine Financial Reporling v
{Revised) |Standards
Amendmenis to PFRS 11 Cost af an [nvestrnont in & v
Subsidiary, Jointly Contralled Enthty or Associate
aAmendments to PFRS 1; Additionat Exemptions for First- v
tinme Adoplers
Amendment to PFRS b Limited Bxemption from o
Comparative PFRE 7 Disclesures for First-time Adapters
Amendiments to PFRS [: Severe Hyperinflation and v
Remaval of Fixed Date for First-time Adopiers
Amendwenss io PFRS 1 Government Loaus ¥
Amendments ta PFRS 1:Barrowing Cogt v
Amendments to PFRS |:Meaning of “Eifeciive PFRS" v
PRS2 Share-based Payment. v
Amendments (o PFRS 2: Vesting Conditions and v
Cancellations
Amendments lo PFRS 2; Grotp Crsh-settled Share-based v

Payment Transactions

Definition of Vesting Condition v




PFRS 3

Accounting for Contingent Considevation in 2 Business
Combination

Seape Bxeeptions for Jolnt Arrangements

PTRS 4 Tosurance Contracls
Amendiments to PFRS 4: Financisl Guarantee Contracts
PFRS 5 Non-evrrent Asseis Held (or Sale and Discontinued
Operations
Changes tu Methods of Dispossl
LILF‘RS 6 Exploration for and Evaluation of Mineral Resources

PFRS 7

Financial Instruntents: Disclosures

Servicing Conlracls

Amendwments 1o PERE 7: Reelassifieation of Financial
Assefs ’

Amendmrents ro PRRS 7: Reclassification: of Financinl
Assels - Effective Date and Transition

Amendments (0 PERS 70 lmproving Disclosures ahout
Finaneidal lnstruments

Amendments to PFRS 7; Disclosures - Transters of
Finaneial Asgets

Amendments (o PFRS 7 Diselosures - Offsetting Finaneial
Assets and Finaneial Liabilities

Amendments to PTRS 7: Mandatory Effective Date of PPRS
9 and Teansition Disolosures *

Inierim Financial Statements

Amendments (o PFRS 7: Hedge Accounting (2013 version)
*

PRRS 8 |Operating Segnients
Aggregation of Operating Segments and Reconciliation of
the Total of the Reportable Segments® Asseis to the Entily’s
Assels

PEHS 2 Financia Instranents *

Amendments to PFRS & Mandatory Effective Date of PFRS
9 and Transition Disclosures *

Financial Instruments: Classification and Measurement
(2010 version) *

Amendments (o PFRS 9: Hadge Accounting (2013 version)




PFRS 10

Consolidated Financial Statements

Amendments to PFRS 10: Investiment Entities

Sale or Confribmion of Assets between an nvestor and ils
Associate or Joint Venfure

PIFRS 11

Joint Arrangements

Amendments to PFRS [1: Accounting for Aequisitions of
Interesty in Joini Operations

PFR5 12

Disclossre of Interests in Other Enditics

Amendments 10 PFRS 12 Investment Enlities

PIFRS 13 | Fair Yatue Meusurement
Amendments to PFRS §3:Short Tenm Receivabie and
Payabila
Postinlio Exeeption

PTRS 14 chulnloi‘y Deferral Accounts

PFRE 16 |Leases *

Philiprpine Accountlng Standards

PAS 1

Presentation of Financial Statements

Amendment to PAS |1 Capital Disclosures

Amendinents to PAS | Pultable Financial istruments and
Obligstions Arising en Liguidation

Amendments to PAS 1 Presentation of ltems of Other
Comprehensive Income

Amendments to PAS LiClaritication of the Requirements for
Comparativa information

Amendments Lo PAS I: Presentation of financial statemcents
« disclosure initiative

PASZ

Inventories

PAS 7

Staterment of Cash Flows

Amendments to PAS 7: Discloswre Initiative

PAS 3

Accounting Policies, Changes in Accounting Estimates and
Errars

PAS 10

Bvents afler the Reporting Date

PAS 11

Construction Contracts

PAS 12

Income Taxes

Ameodment to PAS 12 - Deferred Tax: Reeovery of
Underlying Assets

Amendment [o PAS 12 - Recognilion of Deferred Tax Assels
for Unrealized Lossus *
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PAS 16

Property, Plant and Equipmeni

Ravalnation Method — Proportionate Restatement of
Accumulaled Depreciation and Amortization

Amendments (o PAS 16: Clarification of Acceptable
Melhods of Depreciation and Amartization

Amendwments to PAS 16: Bearer Plants

PAS 17

Leases

PAS 18

Revenue

PAS 9

Employee Beneliis

Amendmenls to PAS 19: Defined Benefit Pians: Employee
Contributions

Regional Market Issue Regarding Discount Rate

Amendments 1o PAS 19:Defined Benefit Plan: Emplayoe
Contiibulions

PAS 20

Accounting for Govermuent Grants and Disclosure of
Govermnmeni Assistance -

PAS 21

The Effects of Changes in Forelgn Exchange Raies

Amendmeni: Net [nvestment in a Foreign OGperation

PAS 23
(Revised)

Borrowing Costs

BAS 24

Related Party Disslosures - Koy Management Personnel

Related Party Disclosures - Key Munagement Personnel
(Amended)

PAS 26

Accounting and Reporting by Retirement Benefit Plang

PAS 21

Separate Financial Siatcments

Amendments {o PAS 27: Bquity Method i Separate
Financial Statements

Amendinents to PAS 27: Investment Entities

Amendments to PAS 27; Cost of an [nyestiventin a
Subsidiary, Joinily Controfled Entity or Associate

Amendments to PAS 27; Equity Method in Separale
Fitancial Statements

PAS 28

[nvestiments in Associates and Joint Ventures

Saje or Contribution of Assets betwean an Investor und its
Assaciale or Joint Ventura

Amendments to PAS 2§: Investinent Entities

PAS 29

Financial Reporting in Hyperinflationary Economies
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Finanecinl Instruments: Disclosure and Presentation

Amendments to PAS 32: Puslable Fiauncial Instruments and
Obligations Arlsing on Liquidation

Amendmen! to PAS 32: Classification of Rights [ssues

Asmendment to PAS 32: Tax Effect of Distribution to
Holders of Equity Instruments

Amendments to PAS 32: Offsetling Financial Assets and
Fingncial Ligbilities

PAS 33

Barnings per Share

PAS M

[ntertin Financial Reporting

Amendmenis to PAS 24; Interfm Finanetal Reporting and
Segment Information for Totat Assets and Linbilities

Phzelosure of Information *Elsewhere in the interim
Finoncisl Report’

PAS 36

fmpairment of Asseis

Amentments (0 PAS 36: Recoverable Amount Disclosures:
for Non-Financial Assers

PAS 37

Provisions, Contingent Liabilities and Contingent Assets

PAS 38

Intangible Assots

Revaluation Method — Proportionafe Restateinent of
Accumulared Depreciation and Amortization

Amendments to PAS 38: Clarification of Acceptable
Methods of Depreciation and Amorsization

PAS 39

Tinaneial Instruments: Recognition and Measurement

Amendments o PAS 39; Transition and Enitinl Recognitlon
of Finarncial Assets and Financial Liabilitics

Amendments to PAS 39: Cash Flow Hedge Accounting of
Farecast [ntragroup Transactions

Amendments to PAS 39; The Fair Value Option

Amendmesnls o PAS 39: Financial Guarantee Conlracts

Amendmenls to PAS 39; Reclassification of Finaacial Assets

Amendiments to PAS 39; Reclassification of Financial Assets
- Elfective Date and Transition ’

Argendments to PAS 39; Embedded Derivatives

Amendment 10 PAS 39: Eligible Hedged ltems

Amendimenis 1o PAS 39 Novation of Derivatives and

Centinuation of Hedge Accounting
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Investment Property
Amendments 1o PAS 40: Clarification on Ancillary Services
PAS 41 Agriculiure
Amendinents (o PAS 41: Bearer Plants
Phllippine Yonterprefations
IFRIC I |Changes in Existing Decotunissioning, Restoration apnd
Similar Liabifities
IFRIC2  |Members' Share in Co-operative Entities and Similar
Instruments
IFRIC 4 | Determining Whether an Arrangement Contains t Lease
THRICS | Rights to Interests arlsing from Deconunissioning,
Restoration and Environmenta) Rehabilitation Funds
IFRIC 6 | Liabilities arising from Papticipating in a Specific Marke! -
= 1 Haste Bfevnrical wark Figenonie Eauipni éir
IFRIC T |Applying the Restalement Approdch under PAS 28 Financinl
L Reporting i Hyperinflationary Lvonomies. ‘
IFRIC S | Scope of PFFRS 2
IRRIC Y  {Reassessinent of Embedded Derivatives
Amendments to Phillpping Interpresation [FRIC &:
Embedded Derivatives
IFRIC L0 | fwrerim Financial Reporting and Dnpeirment
IFRIC 11 | PFRE 2- Growp and Treaswy Share Transactions
TFRIC 12 | Service Concession Arsangsmants
IFRIC 13 [ Customer Loyalty Programmes
TFRIC 14 | The Limit on a Defined Benefil Asset, Minimunm Funding
Requirements and their Interaction
Amendments to Philippine Interpretations IFRIC 14,
Prepayinents of a Minimum Funding Requirernom
IERIC 15 | Agreeinents for the Gonstruction of Real Estale ¥
IFRIC 16 {Hedges of a Net Investment in a Fareign Qperation
[FRIC 17 | Disivibutions of Non-ocash Assets to Owners
IFRIC lé Transfers of Assets from Cuslomers
IERIC 19 | Extnguishing Financial Liakilities with Equity Instniments
IFRIC 20 | Stripping Costs ia the Production Phase of a Surface Mine
IFRIC 21 |Levies '




31C-18 Covernment Assistance - N¢ Specific Relation te Operating v

Activities

S1G-12 Consnlidation - Special Purpose Entities . v
Amendment 1o $IC - 121 Seope of 5IC 12 v

51C-13 Jaintly Controlled Futities - Non-Monetary Contributions by v
Yenturers

SIC-15" Operating Leases - Incentives v

SHC-21 Income Taxes - Recovery of Revalued Non-Depreciable v
Assels

S1C-25 Income Taxes - Changes in the Tax Status of an Entity or Bs v
Shareholders

SIC-27 Evaluating the Substance of Transactions Involving the v
Legal Form of a Lease

S1C-29 | Service Coneession Arrangements: Disclosures, B ] v

SIC-31 Revenue - Batter Transactions Invelving Advertising 4
Services

SI1C-32 Intangible Assets - Wel Site Costs v

* These standards are not yet gffective as of December 31, 2017,

Ity acldition, the 1ASB has issued the following new standards thal have not yet been adapted locally by
the SEC and FRSC. The Group Is currently agsessing the hnpact of these new standards and plans to
adopt them on their required effective dates cuce adopted lacally.

o IFRS 15, Revenue from Contracts with Customers {effective January 1, 201 8)

Standards tagged as *“Not applicable” have been adopied by the Group but have no significant sovered
transactions for the year ended December 31, 2017.

Standards tngged as “MNot adopted’ are standards issued but not yet sifective as of December 31, 2017,
The Group will adept the Standards and Interpretations when these become elfective,
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Haidmgsi. Inc.

STATEMENT OF MANAGEMENT'S RESPONSIBILITY
FOR FINANCIAL STATEMENTS

The management of tBC Express Holdings, Inc. {formerly Federal Resources lnvestmant
Group) is responsible for the preparation and fair presentation of the finandal staterments
intluding the schedules attached therein, for the years ended Dacember 21, 2017 and 2016,
in accordance with the prescribed financial reparting framework indicated therein, and for
such internal contrel :as managemant determines is necessary to enablethe preparation of
financial statements that are free from material misstatement, whether due to fraud or error.

tr preparing the financial staterments, management is responsible for assessing the Company’s
ability to continue as.a going concern, disclosing, as applicable matters related to going
concern and using the going concern basis of accounting unless management either intends
1o liquidate the Company or to cease operations, orhas no reaiistic alternative but to d¢ so.

The Board of Directors is responsible for overseeing the Company's financial reparting

process.
The Board of Directors reviews and approves the ﬂnanmat statements including the schediites

attached therein, and submits the same to the stockholders.

SGV & Co., the independent auditor appointed by the stockholders, has audited the financiai
statements of the company in accordance with Philippine Standards on Auditing, and in ifs
report to the stockhalders, has exprassed its opiniop on the fairness of presentation upon
completion of puch audit,

Signature:
MIIGUEL ANGEL A. AMAHORT
Chairman of the Board, President ang Chief Executive Officer

Stgnature: /
ENRIQUE V. RE\;?B/
Chief Finance Officer  ~

MAR 26 2018

Signed this day of 2018,
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'Express

Holdings, Inc.

A CERTIFICATE ON THE COMPILATION SERVICES _
FOR THE PREPARATION OF THE FINANCIAL STATEMENTS AND
NOTES TO THE FINANCIAL STATEMENTS

T hereby certify that I am the Certified Public Accountant who performed the
compilation services. refated to the preparation and presentation of financidl information «of
LBC Express Holdings, Inc. (the “Comparny™) in accordance with an .epplicable fnancial
reporting framework and reports as required by accounting and auditing standards for the
Company for the year ended December 31, 2017,

In discharging this responsibility, I nereby declare that 1 am the Treasurer of
LBC Express Holdings, Inc.

Furthermore, in'my compilation services for preparation of the Financial Statements and notes
+ 1o the Financial Statements, 1 was not assisted by or did not avail of the services of

SGY & Co., who is the external auditor who rendered the audit opinion for the said Finaneial
Statemenls and notes to the Financial Statements.

[ hereby declare, under penalties of perjury and violation of the Revised Accountancy Law,
that my statements are true and correct. :

j

Rosﬂmyﬂ,t INFANTADO
PRC Littense No.: 0096620
Valid until: April 3, 2022
Accreditation No,: 3683

Valid untit; April 3, 2020




SGV SyQip Gorres Velayo&Go.  THI(632) 5910807  BOAPRC Rag.No: 0001,

?;‘gg %ﬂa;:ﬁ;&mg ‘Fax: %51‘:,32) 219 G&TZ Deoember 14, 2015, valki optif December 34, 2048
e . 226 Frakatl Qity |y.camph SEC Accreditation No: D012-FR-4 {Group Ak
Boiing abetter Fhitppines Noveimber 10, 2015, valid until Novemiber 43,2048

working vorld

INDEPENDENT AUDITOR’S REPORT

Thiz Board of Directors and Stockholders
LBC Express Holdings, Inc.

L.BC Hangar, General Aviation Center,
Domestie Airport Road

Pasay City, Meteo Manila

Report on the Andit of the Parent Company Financial Statements
Opinion

Wehave audited the parent.campany financial statsments of LBC Express. Holdings, Ine. (the Company),
which comprise the parent company statements of financial position as at December 31, 2017 and 2018,
parent company statements of comprehensive.income, parent company statements of changes in eguity
and parait company statements of cash flows for the years then ended, and netes. to the parent company
financial statements, including a summary of significant accounting polisies.

In our opinion, the accompanying parent company financial statements presencifaiily, in.all material
respects, the financial position of the Company as at December 31, 2017 and 201 6. and #ts financial
performance and its cash flows for the years then ended in accordance with Philippine Financial
Reperting Standards (PFRSs).

Basis for Opinion

We conducted our audits in accordanee with Philippine Standards on Auditing (PSAS). Cur
responsibilities under thuse standards are further described in the Auditor's Responsibilities for the Audii.
gf the Parem Company Financial Starements section of our report. We are independent of the Company
in accordance with the Code of Ethics for Professional Accountants in the Philippines (Code of Ethics)
together with the ethical requirements thar are relevanit to our audit of the parent company financial
stazements in the Philippines, and we have fulfilled our other ethical responsibilities in acceordance with
these requirements and the Code of Bthics. 'We believe that the andit evidencs we bave obiained is
safficient and appropriateto provide a basis for our opinion.

‘Responsibitities of Manapement and Those' Charged with Gevernance for the Parent Company
Financial Statements

Managemer is responsibie for the preparation and fair presentation of the. parent company financial
statements in accerdance with PFRSS, and for such internal contro] a5 management determiines is
necessary Lo enable the preparation of parent company financial statsments that are free from material
misstaternent, whether due to fraud or error,
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In preparing the parent company financial statements, management is responsible for assessing the
Company’s ability 1o continue as a going concern, disclosing, as applicable, matiers related to going
concern and vsing the going eoncern basis of accounting unless management either intends to Hquidate
the Company or fo cease operations, or has no realistic alternative but 10 do so.

Those charged with governance are responsibie for overseeing the Company’s financial reporting process.
Amwndifot's Responsibilities for the Audit of the Parent Company Financial Statements

Chur ohjectives are to obtain reasonable assurance about whether the parent company financial statements
as awhole are frez frommaterial misstatement, whether due to fraud or error, and to issue an auditor’s
report that includes our opinion. Reasondble assurance is a high level of assurance, but is not a gusrantes
that an audit.conducted in accardance with PSAs will 2lways detect a-material misstatement when it
exists. Misstalements can arise from fraud or error and are considered material if, individually o in the
aggregste, they conld reasonably be expected to influence the economic decisions of users taken on the
basis of these parenf company financial statements.

AS. paﬂ of an audit in accordance with PSAs, we exercise pmfessmnal Judgment and matntain
professional skepticism throughout the audit. We also!

» Identify and assess the visks of material misstatemeni of the parent company financial statements,
whether due to fraud or emer, desigs and perform audit procedures responsive to those risks, and
obtain awdit evidence that is sufficient and appropriaie to provide a basis for oor opinion. The risk of
not deteeting a material misstatement resulting from fraud is higher than for one resultmg from errar,
as fraud may mvolve cellusion, forgery, intentional onissions, misrepresentations, or the override of
internal control,

»  Ubidin @n Uiderstanding of irfernal conirol televant {o the audit in order to design audii procedures
ihat are appropriate in the circumstances, but not for the purpose of expressing an opinion on the
effectivencss of the Company’'s internal control,

e Evaluate the appropriateness of accouniting policies used and the reasonableness of accouating
estimales and related disclosures made by management.

= Conclude on the appropriateness.of management’s use of the going concern basis of accounting and,
based on the audit evidence obiained, whether a material uncertzaintsy exisis related to events or
conditions that may cast sigaificant doubt on the Company’s ability 1o Continue.as & gOiNg CONCEn,
If we conclude that a material uncertainty exists, we are required to draw atfention in our anditor’s
reportto the related disclosures in the parent company financial statements or, if such disclosures are
inadequate, to modify our opinion. Our conclusions are based on the audit evidence obtained up 1o
the date of ourauditor’s repori, However, fature events or conditions may cause the Company to
cease to coutinue as a going cONnCerm.

«  Tvaluate the overall presentation, structere and content of the parent company financial statements,
including the disclosures, and whether the parent company financial statements represent. the
nnderiying ransactions and evenis in a manner that achieves fair presentation.
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We communicate with those charged with governance regarding, among other matters, the planned scope
and timing of the audit and significant audit findings, including any significant deficiencies in intemal
control that we identify during our audii,

We also provide those charged with governance with a statement that we have complied with relsvant
ethical requirements regarding independence, and to communicate with them all relationships and other
matiers that may reasonably be thought to bear on our independence, and where applicable, related
safepuards,

Report on the Supplementary lnformation Required Under Revenue Regulations 152014

‘The supplementary information required under Revenue Regulations 15-20 10 Tor purposes of filing with
the Bureau of Intemal Revenue is presented by the managsment of LBC Express Holdings, inc. in a
separate schedule. Revenue Regulalions 152010 requires the information. to be prosented in the notes to
fInancial statements. Such information is not & requited part of the basic financial statements. The
infermation is also not required by Securities Regulation Code Rule 68, as Amended (2011). Qur opinion
enthe basic financial statements is not affected by the presentation of the information in a separate
schedule.

The engagement partner on the audit resulfing in this independent atiditor®s report i& Cyril Jasmin B,
Valencia,

SYCIP GORRES VELAYQ & CO.

s - e -
yril _lzxe£17 B. Valencia

Pariner

CPA Certificate Mo, 90787

SEC Accreditation No, 1229-AR-1 (Group A),
May 12, 20135, valid unfil May 11, 2018

Tax Identification No, 162-410-623

BIR Accreditation No. 08-001992-74-2018,
TFebruary 26, 2018, valid untif Febraary 25, 2021

PTR No. 6621337, Janvary 9, 2018, Makati City

March 15, 2078

APR 12 g

s reoypreappraa |
EIEOGCER
“ 41Y ;

g B
FIfee. $4H350

T Beensavian

E_:i.ﬂ::r-:,,

[

RN MDA




LBC EXPRESS HOLDINGS, INC.

{¥Formerly Federal Resources Tnvestment Gy oup Inc.)
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- 2017 2016
ASSETS
Current Assets
Cash and cash equivalents (Notes 4 and 15) $2,284,358,298 £564,340
Rateivables (Notes 5, 11, 12 and 15) 3,681,185 118,294,179
True from a related party (Notes 12 and L5} 38,487,662 12,:199
Awsilable-Tor-sale investments (Notes 7, 15 and 16) 290,177,777
Prepayments and other current assets (Note 6) 2,982,858 1,394,509
Total Current Assets 2,619,687, 700 120,970:627
Neoncrrreni Assetls
Investment in a subsidiary (Note 8) 1,384,6761,966 1.384,670,966
$4,004,358,666 F£1,505,641,593
LYABILITIES AND EQUITY
Cuarrent Liabilities
Auwcourits and other payables (Notes @ and 15) ®15,771,967 B300,937
Duete related parties (Notes 12 and 15) - 15,694,463
Total Cuirent Liabilities 15,771,967 16,085,400
Neneurrent Liabilities
Derivative Hability (Notes 10, 15 and 16) 1,860,373 479 -
Bond payable (Notes 10, 15 and 16) 896,185,059 -
Total Noncurrent Liabilities 2,756,558.538 -
2,772,330,505 16,085 400

Eq‘ﬁity
Capital stock (Note 11)

1,425,865,471

1425865471

-Additional paid in capital 55420,327 53,420,327
Retained earnings (defick) (249,743,414). 8,270,393
Accumnlated comprehensive income (Note 7) 485,777 -

Total Equity 1,132,028.161 1,489,556,193

P4,004,358,666

$1,505,641.583

See aceomponying Notes 1o Parent Company Finencizl Statenents.
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LBC EXPRESS HOLDINGS, INC.

(Bormerly Federa] Resonrces Investment Group Ine.)

PARENT COMPANY STATEMENTS OF COMPREHENSIVE INCOME

Yeéars Ended December 31
2017 2016
INCOME
Dividends (Notes § and 12) B343,356,203 B447,707.612
Semwice fees (Note 12) 12,094,534 -
Interest (Note 4) 13,154,572 10,808
Others - 2.903
866,601,309 447,721,413
OFPERATING EXPENSES (Note 13) 25,687,984 4,247,913
OTHER INCOME (EXPENSE)
Losss on derivative (Note 103 (199,%50,828) -
Interest expense (Note 10) {59,559,G30) -
Foreign exchange loss - net (13,204,715} -
Others (Note 7) 301,585 -
(271,913,586} -
INCOME BEFORE INCOME TAX 568,999,739 441,473,500
PROVISION FOR INCOME TAX (Note 14) 11,575 -
NET INCOME 568,988,164 441,473,500
OTHER COMPREHENSIVE INCOME
Ttems that may be reclassified to profit or loss in
snbseguent periods
Unrealized fair value gain on available-for-sale
imvesiments (Note 7) 485,777 =

TOTAL COMPREHENSIVE INCOME 569,473,941 R441,473,500

See cccompanying Notes to Parent Compony Finaneoial Stotemeris,
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LBC EXPRESS HOLDINGS, INC,

{(Eormerly Federal Respurces Investmrent Group Ine,)

PARENT COMPANY STATEMENTS OF CHANGES IN T QUITY

For the year ended December 31,2017

Retained Acestmulated
Share Share Earnings Comprehensive
Capital Fremium {Deficit) Income
(Now i 1) Note 1) (Nate 7) Totaf
Babinces as of Japuary 1, 2017 £1,425,865471 B55.420.327 P8.270,395 - P1489.556,193
Compralienstve ncome
Net income - - 568,988,164 - 568,988,164
Other comprehensive incame — = - 485,777 485,777
Towl comprehengive income - — 568,988,184 485,717 569473941
Dividends declared - =~ (837,001.97%) - {827.001,973)
Baimees-as of Deceinber 312017 B1,425,865,471 PoSA20,327 [F2149,743.414) B485,777  P1,732018,161

-For the year ended Decernber 31, 2016

Balwmess as of lanuary 1, 2018

BL1A425,865471

855,420,327 (#119,312 701}

P BL361,773,097

Toul comprehensive income - - 441,473,500 - 441,473,500
‘Dividends declared - - (313,600.404) ~  (313,690.404)
Baluwoes usof Decomber 31, 2016 PLA23 865471 PS3A20327  $6.270,393 B1,485,556,153

See aecompanying Neves 1o Parent Company Finangial Statements,
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LBC EXPRESS HOLDINGS, INC.

(¥ormerly Federal ResourcesInvestment:-Grouy Inc)

PARENT COMPANY STATEMENTS OF CASH FLOWS

Years Ended Decemnber 31

2817 2016
CASH FLOWS FROM OPERATING ACTIVITIES
frrcome hefore income 1ax R568,990,7135 P441,473,500
Adjustments for:
Loss on derjvative (Nore 10) 199,950,820 -
Interest expense (Note 1) 59,559,636 -
Unrealized foreign exchange loss - net 13,204,718 -
Realized gain ou redemption of UTTT classified as available-for-sale
investments {BG1,585) -
Interest income. (Notwe 4) {11,154,572) (10,808)
Oividend income (Notes § and 12) {343.,356,203) (447, 7107.612)
Operating lass before changes in warking capiral {13,597.450) (6,244,920)
Changes in working: capital:
Increase in:
Recaivables (931,981) -
Prepayments and other curvent assets (1,599,924) (842,963}
Increase i aceounts and-other payables 15,381,030 (751,181)
Net cash used in operations {768,325} (7,839,074}
Inrerestreceived 8.425.448 14,808
‘Net cash provided by {used in) operaiing achivities 7,057,123 (77.828.266)
CASH FLOWS EROM INVESTING ACTIVITIES
Redemption of mvestments in UITF classified as 265,801,585 -
available-for-sale investments (Note 7)
Diividends raceived {Nate 11) 262,890,095 63,594,014
Decrease in due from a related party (Note 12) {38,475,063) {12,599}
Acquisitions of available-for-sale investmenis (Note 7 £556,900,000) o -
Met cashr provided by {used in) investing aetivities {66,683,383) 63,381,415
CASH FLOWS FROM FINANCING ACTIVITIES
Lssuance of convertible instrument, net of issuance. costs
{Notes 16 and 17) 2.,505,658,756 -
Diecrease o due Lo refated partizs (Note 12) (15,694,463 (6,863,359)
Dividends paid (Motas 11 and 12} {127,536,686) (48,375,985)
WNei cash provided by (used m) financing activities 2,362,427,601 [55.239,544]
NET INCREASE IN CASH AND CASH EQUIVALENTS 2,303,401,541 313,605
EFFECT QF RPOREIGN CURRENCY EXCHANGERATE
CHANGES ON CASH AND-CASH EQUIVALENTS (19,607,383) -~
CASE AND CASH EQIIIVALENTS AT
BEGINNING OF YEAR 564,340 250,738
CASH AND CASH EQUIVALENTS AT
END OF YEAR (Note 4) B2.284,358,298. B5364,340

See accompanving Notas ro Parent Conpany Financial Statements.
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LBC EXPRESS HOLDINGS, INC.

{Formerly Federal Resources Investment Grouyp Ine)

NOTES TO PARENT COMPANY FINANCIAL STATEMENTS

L.

Corporate Information

LBC Express Holdings, Inc. (referred 1o as the “Company™ or "LBCH™), formerty Federal Resources
lnvestroent Group Inc. (FED), was registered with the Securities and Exchange Commission (SEC)
on fTuly 12, 1893, The corporate fife of the Company is 50 years.

The ultimate parent of the Company is LBC Development Corporation (LBCDC).

The Company vndertook an Initial Public Offering on December 21, 2001, LBCH's shares are listed
on the Philippine Stock Exchange (PSE).

The Company invests, purchases or dispeses real and personal praperly of every kind and deseription,
in¢luding shares of stoek, bonds, debentures, notes, evidences of indebtedness, and other securities or
obiigations of any corparation, association, domestic and foreign.

The Company is a public holding company with. investments in businesses of messengerial either by
sea, air or fand of letrers, parcels, cargoes, wares, and merchandise; acceptance and remittance of
monsy, bills payment and the like; and performance of other allied geperal services from one. pkaca of
destination to another within and ouside of the Philippines.

The Company™s rcgistered office address is.at LBC Hlangar, Generdl Aviation Centre, Domestic
Ajrport Road, Pasay City, Metro Manila, Philippines.

The accombanying financial statements of the Comnpany has been approved anrd authorized Tor issue
by the Company’s BOD on March 13, 2018.

b

Surmmary of &ignificant Accounting Policies

The principal accounting policies applied in the preparation of these financial stlaements is set out
below, These policies have heen constantly applicd to all years presented, unless otherwise stated,

Basis of Preparation

The finagncial statements of the Company have been prepared using the historical cost bagis, except
for available-for-sale (AFS) investments and derivatives that have been measured-at fair value, The
financialstatements are presented in Philippine Peso {#), which is also the Company’s functional
CUTTENTY. Al[ amounts are rounded off to the pearest. peso Wit unless otherwise indieated.

Satement of Compliance
Ttw accompanying financial statements ofthe Company have been prepared in compliance with

Philippine Financial Reporting Standards (PFRS).

Changes in Accounting Policies and Disclosures

The zecounting policies adopted are amended standards and improvements to PFRS which the
Company has adopted starting Janvary 1, 2017,
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*  Amendment to PFRS 12, Clarification of the Seope of the Standard (Part of domual
Impravements to PFRSs 2014-2016 Cycle)

‘The amendments clarify that the disclosure: requirements in FFRS 12, other than those relating to
summarized financia) information, apply to.an entity’s interest in a subsidiary, a joint venture or
an associate (or a portion of its interest in a joint venture or aa associate) that is classified {or
inclnded in a disposal group that is classified) as held for sale. '

Adoption of these amendments did not have any impact on the Company™s financial statements,

s Amendments 1o PAS 7, Srarement of Cash Flows, Disclosure Initiative
The anendments require enfities to provide disclosure of changes in their liabilities arising from
financing activities, including both changes arising from cash flows and non-cash changes (such
as foreign exchange gains or losses).

The Company has provided the required information in Note 17 to the financial staternents. -As
allowed under the transition provisions of the Standard, the Company did not present eomparative
information for the year ended December 31, 2017,

¢« Amendments to PAS 12, fncome Taxes, Recagnition of Deferred Tux Assets for Unrealized
Lozses

The.amendments clarffy that an entity needs o consider- whether tax: law restricts the sources.of
taxable profits against which it may make deductions upon the reversa of the deductible
temparary difference related to imrealized Iosses. Furthermore, the amendments provide
guidance on how an entity should determing futare taxable profits and explain the circumstances
i which taxable profit may inclunde the recovery of some assets for more than their carrying

amaunt,

Entities are required to'apply tiie amendments retrospectively, However, on initial application of
the amendments, the change in the opening equity of the earliest comparative period may be
recognized in opening retained earnings (or in another component of equity, as appropriate),
without allocating the change between opening retained earnings and ofner components 6f equity.
Eatities applying this relief must disclose that fact. Early application of the amendmenrs s
pernitted.

These amendments de not have any impact on the Company’s financial statements.

Standards issued bt notvet effective

Pronouncemsents issued but not yet effective are listed below. Bnless otherwise indicated, the
Company does not expect that the future adoption of the said pronouncements to have a-sigriffcant
impact on its financial swatements. The Company intends to adopt the following pronouncements
when they become effeciive.
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Effective beginning on or after January 1, 2018

*  Amendments to PFRS I, Share-based Paymient; Clasrification and Measurement of Share-based
Pavment Transactions

The amendments to PFRS 2-address tires main areas: the effects of vesting conditions on the
measurement of a cash-settled share-hased payment transaction; the classification of 2 share-
based payment transaction with nel settlement features for withholding tax obligations: and the
acceunting where a modification to the terms and conditions of 2 share-based, paymert
transaction changes its clussification from cash settled to squity settied.

On adoption, entities are required to anply the amendments without restating prior perfods, but
retrospective application is permitted if elected for all three amendments and if other criteria-are
met. Early application of the amendments is permitted.

The Company has assessed that the adoplion of these amendments will not have any impact o5
the Company’s financial statements,

v DYRS 9, Financial Insirumtents

PERS 9 reflects al) phases of the financial instruments project and replaces PAS 30, Financial
fastruments: Recognition and Measwuremenz, and ali previous versions of PFRS 9. The standard
introduces néw requirements for classification. and measurement, impairment, and hedge
accounting. Retrospective applivation is reguired but providing comparative information is not
compuisary. For hedge accounting, the requirements are generally-applied-prospectively, witl
some limited exceplions.

The Company plans to adopt the new standard on the mandatory effeclive date 2nd will not.
restate compurative information,

The adoption of PFRS 9 will kave an effect on the classification and measurcment of the
Company’s financial assels and impsionent methodology for financial asgets, burwill have no
fmpact on the classification and measurement of the Company’s financial liebilities. The
adoption will also have an effect on the amount of its credit bosses.

+ Amendments to PFRS 4, dnsurance Contracts, Applying PFRS 9, Financial Instruments, with
PERS ¢

The amendments address concermns arising from implementing PFRS 2, the new financial
Instruments standard before implementing the new insurance contracts standard.

The amendments introduce two optiens for entities issuing insuranee contracts: a temporary
exemption from applying PFRS ¢ and an overlay approach. The ternporary exemption is first
applied for reporting periods beginning on or after January 1, 2018, .An eatity may clest the
overlay approach when it first applies PFRS 9 and apply that approach refrospectively to financial
assets designated on fransition to PFRS 9. The entity restates comparative information reftecting
the overlay approach i, and only if, the entity restates comparative information when applying
PERS 9.

The amendments are not applicable to the Company sinee there are no acijvifies that are
eonnected with insurance or issue insnrance contracts. -
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PFRS 15, Revenue:jrouni Contracis with Crstomers

PFRS 15 establishes a new five-step modét that witl apply 1o revenue arising from contracts with
customers. Under PFRS 15, revenue is recognized at an amount that reflects the consideration to
whizch an entity expects to be entitled in exchange for transferring goods or services toa
customer. The principles in PFRS 15 provide a more structured approach 1o measuring and
recoOgniZIng revenite,

The new revenue standard is applicable to all entiiies and will supersede all eurrent revenus
recognition requirements under PFRSs. Either a full or modified relrospeetive application is
required for annual perieds beginning on or after Japuary 1, 2018. The Company is currently
assessing the impact of this Standard altheugh it does not expect significant impact 1o its current
revenue streams which are dividends, services fees and interest as the performance obligations are
distinct with separate identifiable prices. The current revenue recognition policy on these revenue
are already consistent with PFRS 14,

Amendments to PAS 28, Measming an Associate or Joint Venture ar Fair Vaiue (Part of Annual
Improvements 1o PFRSs 20142016 Cycle)

The amendments chuify that an entity that is.a venture capitai organization;. or other qualifying
entity, may elect, avinitial 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 ap entity that is not itsclf an investment. entity has an interest in an assopiate or joint
venture that is an investment entity, the enfity may, when applying the equity method, eleet to
retain the fair value measurement applied by that invesiment entity associate or jolat venture to
the investment entity sssociate’s or joint venture™s interests i subsidiaries, This gleciion s 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 orjomt
venture becomes an investaient enfity; and (c) the investment entity associate or joint venture firgt
becomes z paxent. These amendments should be applied resrospeciively, with earlier applicaton

permitted.
These amendments are not expected to have any impact to the Company.
Amendments to PAS 40, Jnvestment Property, Transfers of Fnvestment Praperty

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 3
change in use occurs when the property meets, or ceases 1o meet, the definifion of investment
property and there is evidence cf the change in use., A niere ¢hange in management’s intentions
for the nse of a property does not provide evidence of a changg in use. The amendmerts should
be applied prospectively to changes in use that occur on or after the beginning of the annual
reporting period in whicls the entity firstapplies the-amendments. Retrospective application-is
only perrsitted o this is possible without the use ofhindsight.

These amendments are not expected 1o have any impact 1o the Company.
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Philippine Interpretation IFRIC22, Forefgn Currency Transactions andddvance Consideration

The interpretation larifies that in determining the spot exchange rafe to use on initial récognition
of the related asset, expense or income {or part of it} on the derecogmition of a non-monetary asset
or nor-monetary liability relating 10 advance considerafion, the date of the trznsaction is the date
on which an entity initially recognizes the nonmon etary asset or non-inanetary liability arising
from the advance consideration. If thereare mudtiple payments or receipts in advance, then the
entily must determine a date of the transactions for each payment or receipt of advance
consideration. The inferpretaiion may be applied o a fully refrospective basis. Entities. may
apply the interpretation prospectively torall assets, expenses and.inceme i its scope that are
initially recogrized on or after the beginning of the reporting period in which the entity first
applies the interpretation or the heginning of a prior reporting period presented as coryrarative
wiformation in the financial statements of the yoporting period in which the entity first applies the
Interprefation. The Company is currently assessing the inmpact of this Standard.

Effective beginning on or afier Jaruary 1, 2019
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Amendments 1o PFRS 9, Prepayinent Feanmes with Negative Compensation

The amendments to PFRS 9 -allow debf instruments with negative compensation prepayment
features to be measured at amortized oost or fair value through other comprehensive income. An
entity shall appiy these amendments for annual reporting periods beginning on or after

January 1, 2019. Earlier spplication is permitted,

The amendments will have no significant imtpact-on the Company s finaneial position or
pérformance.

PERS 16, Leases

PFRS 16 sets out the principles for the recognition. measurement, presentation and disclosure of
leases and requires lessees to account for all lcases under 2 single on-balance sheet model simitar
to the accounting for finance leases under PAS 17, Leases. The standard includes two
recogniton exemptions for lessees - leases of "low-value® assets (e.g., personal computers} and
shori-term leases (L.e., leases with a Jease werm of 12 months or less). At the commencerpent date
of alease, a lessee will recognize a liability to make lease payments (i.e., the lease liability) and
an asset reprasenting the right to use the underiying asset during the lease term (i.e., the right-of-
use asset). Lessees will be required 1o separately recognize the interest expense on the lease
liabitity and the depreciation expense on the rigit-af-use asset,

3
Il

Lesszes will be also required w remeasure the lease lidbility upon the oceurrence of certain events

(2.8, & change in the:lease term, & change in Futurc lease payments resnliing from a change in an

index or rate:use to determine those payments). The lessee will generally recognize the amount
of the remeasurement of the lease liability as an adjustment 1o the right-of-use assat.

Lessor accounting under PFRS 16 is substantfalfy unchanged from today’s accounting under
PAS 17. Lessors will continue to classify all Ieases using the same classification principle as in
PAS 17 and distinguish between two types of icases: operating and finance leasss. PFRS 16 also
requires fessees and lessors to make more extensive disclosures than under PAS 17, Early
applicalion s permitted, but riot before an entity appiies PFRS 15, A lessze can choose o apply
the standard using either 2 full retrospective or a modified retrospective approach. The standard’s
transition provisions permit eertain reliefs.
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Tihnis Standard has-no sipnificant imipact to the Company.
Amendments to PAS 28, Long-term Iuierests in Associates anid Joins Vennres

The-amendments 10 PAS 28 clarify that entities should aceowst for long-term interests in.an
associate or joint venture to which the equity method is notapplied using PFRS 9. An entity shall
apply these amendments for annual reporting periods-beginning ov or after January 1, 2019.
Eatlier application is permitted.

These amendments are not expecied to have any impact tothe Company,
Philippine Interpretation 1FRIC-23, Uncertainty over Income Tax Treaumenty

The interpretation addresses the accounting for insoms taxes when tax. freatments invalve
uncertainty thataffects the application:of PAS 12 and.does not apply 1o taxes or levies cutside the
seope ol PAS 12, nor does it specificaliy include requirements relatin g to interest and penalties
assoctated with uncertaintax treaiments.

The interpretation specifically addresses the following:
= whother an entity considers uncertain tax treatments separatefy
*  the assumpfions an entity nrakes shourthe examination oftax treatments by taxation

authorities i
+  how an entity determines taxable profie Ctax: Joss), tax bases, utnnsed. tax losses, unused tax

credits.and tax rates
*  how an entity considers changes in facts and circumstances

An entily must determine whether to consider each uncertain Tax wearment separalely or together
with one or more other uncertain fax treaiments. The approach that better predicts the resotution
of the uncertainty should be foliowed,

The Campany is currentfy assessing the impact of adopting this interpretation.

Deferred effeciiviy

Armendments 1o PERS 10 and PAS 28, Sale or Conrribution of Assets between an Imvestor and its
Associate ar Joint Venture

The amendments address the conflict between PERS 10 and PAS 28 in dealing with the loss of
control of a subsidiary that is sold or contribated to an associate or joint venture. The
-emendments clarify that a full gain or loss is recognized when a transter to an associate or joint
venture involves:a business as defined in PFRS 3, Business Conibinations. Any gain or{ogs
resuiting from the sale or contribution of assets that does not constimte a business, however, is
recognized only to the extent of unretared investors® interests in the associate ar joint venture.

On January 13, 2016, the Financial Reporting Standards Commci} postponed the original effective
dare of Jamuary 1, 2016 of the said amendments unti! the International Accounting Standards
Board has completed its breader review of the research project on equity accounting thar may
result in the simplification of accounting for such wansactions and of other aspects of accounting

for assogiates.and joint ventures
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These amendments-dre not expected to have auy impact to the Company.

Cash-and Cashi Eanivalents

Cash and cash equivalents are stated at face value. Cash includes cash in banks and other shori-term
highly liquid investments that are readily convertible to known amounts of cash with original
maturitics of three: months or less from the dates of placement and thar are subject to ay insignificant
risk of changes in valne, Cash in banks and cagh equivalents earn interest at prevailing bank deposit
Fates.

Fair Value Measurement
The Company measures financial instruments at fair value 2t each reporfing date.

Fair value is the price that would be.received 1o sel} an asset or paid to transfer a liability in an orderly
transaction between market participants at the measurement dave, The fair value measurement is
based or: the presumptien that the transaction to sell the asset or transfer the linbility takes place
either:

* inthe principal market for the asset or liability, or

* :in the absence of a principal market, in the most advantageous market for the asset or liability.

The principat or the mostadvaniageous matker must be accessible to the Company.

The fair value of an asset.or a liability is fneasured nsing the assumptions that marksi participants
would-use when pricing the asset or ljabifity, assuming that market participants actin their economic
best interest,

A fair vahie measurement of a nonfinancial asset takes into account a marker participant's ability to
generate ecanomic benefits by using the asset on the highest and best usc or by selling it to another
market parficipant that would use the asset in its highest and best.use.

The Company uses valuation techniques that are appropriate in the ¢ircumstances and for which
sufficient data arg-available to measere fair vilue, maximizing the use of relevant observable inpits
and minimizing the use of unobservable inputs. ’

Al agsets and Habilities for which fair value is measured or disclosed in the financial statements are
categorizod withm the fair valae hierarchy, deseribed as follows, based on the. lowest level input (hat
is significant {o the fair value measurement as 2 whole:

»  Level | - Quoted {unadjusted) market prices in active markets for identical assets or Halstlities

*  Lowvél 2 - Valuation technigues for which the owest level input that. is significant to the fair vdine
measurement is directly or indirectly observabie

*  Levél 3 - Vaaluation techniques for which the lowest level input that is significant to the fairvalue
measitrement is tnobservable

For assets and liabilifies that are recognized in the financial staterments on a recurring basis, the
Company determines whether transfers have occurred between Levels in the hierarchy by re-
assessing vategorization (based on the lowest level input that is significant to the fair value
measuremens as a whole) at the end of sach reporting period, which is the date wher the Company
commits to purchase or sell the asset,
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Linancial Assets and Financial Liabilities

Date of recognition ‘

The Company recagnizes a financial asset or a financial lisbility in the statement of financial position
when it becomes a party to the contractual provisions of the instrmnent. Purchases or sales of
financial assets that require delivery of assets within the time frame established by regulation or
convention in the marketplace are recognized on the trade date, which isthe date when the Company
commtits to purchase or sell the asset,

Initial vecognition of financial assess and finanaial Habilities

All fimancial assets and financial liabilitics are initially recognized at fajr value. Except for financial
assets and fimancial Habilities ar FVPL, the initial measurement of financial assets includes
fransaction costs. The Company classifies its financial assets within the scope of PAS 39 in the
follewing categories: financial assels at FYTL, held-to-maturity (FHFTM) financial assets, ARS
finansial assets and loans and receivables, F mancial liabilities #re classified into financial Rabilities
at FVPL and other financial libilities. The classification <depenis o the purpase for which the
financial assets were acquired or financial liabilities incurred and whether they are quoted in an active
market. The Company- determines the dlassification of its investments at inifia) recognition and,
where allowed and appropriate, re-evaltes such desigration at every reporting date.

As of December 31, 2017 and 2016; the Company’s finencisl sssets and financial liabilibes are of the
nature of [oans and receivables, AFS financial assets and other financizi lighilities, respectively,

Derermingtion of fair value

Ths fair value of financiat assets and financial liabilites traded in active markets i5 baséd on quoted
market price at the reporting dafe. A market is regarded as active if quoted prices are readily and
regularly available from an.exchange, deaier, broker, industry group, pricing service, or regulatory
agency, and those prices represent actyal and regularly ocewrring market transactions on an arm’s
length basis.

The fair valne of assets and lisbilies that are not iraded in an active market {for example, over-the-
counter derivatives) is determined by using. valuation techniques. These valuation Techniques
maximize the use of abservable market data where it is available and rety as little as posstble on
entity specific estimates, If all significant inputs required to fair value an instrument are obssrvable,
the assat or Hability is included in Lovel 2, I one or mare of the significant inputs is not based on
observable market data, the asset or liability is included in Level 3.

Dy ] difference

Where the transaction price in a non-active markes is different from the fair value ofather chservabie
current market transactions in the same instrument or based on & valuation iechnique whose variables
include only daia from observable market, the Company recognizes the difference between the
‘transaction price.and fair value (a *Day 1 difference) in the statement.of comprehensive income
unless it qualifies. for récogmition as some other type of asset, In cases. where use is made of data
witich iz.not observable, the difference between the transaction price and mode! valus is only
recognized i the starement of comprehensive Income when the inputs become observable or-when
the insirument is derecognized. Foreach fransaction; the Company determines the sppropriate
method of recogaizing the ‘Day 1° difference amounl.

Loans and receivables
Loans and receivables are non-derivative financinl assets with fixed or determinable payments and

fixed marnrities that are not quoted t an active marker. Theseare nat-entered into-with the intention
of immediate or short-term resale and are not designated as AFS financial assets or financia) assets 2t
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After initial measurement, ioans and receivibles are subsequently measured &t amortized cost néing
the effective interestmethod, Jess allowance for impairment. Anortized cost s calsidated by taking
into account any disconnt.or premium on acqnisition and fees that are integral parts of the effective
interest rate. The amartization is included in the interest income in the statement of-comprehensive
income. The losses arising from impairment of sucli loans and receivables are recogmized as
provision for impairment losses in the. Company statement of comprehensive income.

Laans and receivables are included in current assets if maturily is within twelve months from the
reparting date. Otherwise, these are classified as nonourrent assets.

As of Deceniber 31, 2617 and 2016, the Comparny’s loans and receivables include cash and cash
equivalents, receivables and due from a refared party.

Available-for-sale financial assets
AFS financial assets penain to equity investments. Equity instruments classified as AFS are. those
that are neither classified as held for rading nor-designated as FVPL.

Adfier initial measurement, AFS financial assets are subsequently measured at fair value with
unrealized gains or losses recognized in OCI and credited to unrealized gain (foss) on AFS financial
assets agcountuntil the investment is derecognized, at which time the cumulative gain or loss is
recopnized in other income, or the investment is determined to be impaired, when the cumulative: loss
is reelassified front naredlized gain (loss) on AFS financial assets accountto the statement of profit or
loss in other espenses. Dividend earned whilst holding AFS financial assets is réported as dividend
JNCQITIS,

The Company-evaluates whether the ability and intentionto sell its AFS financial assets tn the near
term is still appropriate. When, in rare circumstances, the Company js unable to trade these fnancial
assets due to inactive markets, the Company may elect to reclassify these financial assets if-the
management has the ability and intention fo hold the assets for foreseeable Future or unti! maturity,

For a financial asset reclassified from the AFS category, the fair value carrying. amount &t the date of
reclassification becomes its new amortized cost and agy provious gain or loss on the asset that has
heen recognized in equity is amortized to profit or loss over the rernaining fife of the investment
using the EIR. Any difference berween the new amortized cost and fthe matarity amount is also
amortized over the remaining Jife of the asset using the EIR. If the asset is subsequently determined
1o he impaired, then the amount recorded in equity is reclassified 1o the statement of profit or oss.

Other financial abilities

Other firlanciat iabilities pertadn to financial liabyilities not classified or designated as financial
tiabilities at FYPL where the substance of the contractual arrangément resiilts. in the Company having
an obligation ejtherto deliver cash or another financial asset to the holder or 1o settle the obligation
other than by the exchange of'a fixed-amount of cash.

After inftial measurement, other financial liabilities sre subsequently measured at amortized cost
using the effective interest methad, Awortized cost is caleulated by taking into-account any discount
or premiunt on the issue and fees that are integral parts ¢f the effective interest rate,

As of December 31, 2017 and 2018, the Company’s other {financial lisbilittes incinde accounts and

other payables {excluding withholding taxes payabile and deferred ourput VAT payable), dueto
related parties, bond pavable and derivative liabi Ly,
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Impairment of Finaneid] Assets

The Company assesses at each reparting date whether there is objective evidence that a financial asset
or group of similar financial 2ssets is impatred. A financial assét or a group of similar Tinancial assets
is deemed 10 be impaired if, and anly if, thers is objective svidence of impairment as z result of one
Of more events that has ocourred afier the initial recognition of the asset (an incurred “loss event™)
and that loss event (or events) has an impact on the estimated future cash flows of the financial asset
or the group of similar financial assets that can be rebiably estimated. Evidence of immpairment may
include indications that the borrower or a group of borrowers is experiencing significant finandial
difficulty, default or delinguency in interest or principal payments, the probability that they will enter
bankruptey or other financial rearganization and where observable data indicate that there is
measurable decrease in the estimated fisture cash flows, such as changes in atrears or economic
conditions that corrélate with defaults.

Loans and receivablas

Portoans and receivables carried at amortized cost, the Company Tirst assesses whether abjective
evidence of impairment exists individiially for financial assets that are individually significant, or
collectively for financial assets that are nov individually significant, IFihe Company detenmines that
no abjective evidenice of impairment exists for individnally.assessed financial asset, whether
significant or not, it includes the assat in a group of similar financial assets with similar credit rigk
charactetistics.and collectively assesses for impairment. Those characteristics are relevant to the
estimation of future cash flows far group of such asseis. by befng indicative of the debtors’ abifity to
pay all amounts due accotding to the contractual terms of the asssts being evaluated. Agsets that are
individually assesved forimpairment and for which an mupairment 1oss Is, or.coutines to be,
recognized are notincluded in & collective rssessment for impairment,

If there is sbjective svidence that an impairment loss has been incurred, the amount of the loss is
measured as the difference between the asset’s carrying amount and the present value of the estimated
future cash flows (excluding future credit losses that have not been incurred). The present vaiue of
estimated cash flows is discounted at the financial asset’s original effective interest rate. If a loan bas
& yariable interest rate, the discount rate for measuring any impaitment loss is the current effective
interest rate. The carrying amount of the asset is rednced through use of an allowanoe account and
the amoont of loss is charged to the statement of comprehensive income. Interest incore continues
1o be recognized based on the origingl effective interest rate of the asset. Loans, together with the
associated allowance accounts, are written off when Lhere is no realistic prospect of future regovery
and all eoliateral has been realized. If; in a subsequent year, the amount of the estimated impairment
loss decreases because of an event occurring afier the impairment was recognized, the previously
recognized impairment loss'is reversed. Any subsequent reversal of an impairment loss is recognized
in the statement of comprehensive income, tothe extent that the carrying value of the asset does not
exceed its amottized cost at the reversal date, o

For the purpose of & collective evaluation of impairment, financial assets are gronped on the basis of
eredit risk characteristics. such as customer type, payment history, pastdue status and term.

Future cash flows in a group of similar financial assets that are collectively evaluated for impairment
are estimated on fhe badis of historical Tess experience for assets with credit risk characteristics
simnilar 1o those in the gronp. Historical loss experience is adjusted on the basis of current observible
daia 1o reflect the effects of surrent conditions that did not affect the period on which the historical
loss experience is based and to remove the effects of conditions #1 the historical period that de not
exist cureently. The methodology and assumptfans used for estimating futire cash flows are
reviewed regularly by the Company 1o reduce any differences batween loss estimates and actual Joss

experience,
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Derecogmition of Financial Assets and Financial Lighiliges

Finiemeial asset
A {mancial asset {or, where applicable, a part of & linancial asset or part-of a group of similar
financial assets} js derecognized when: :

a) therights to receive cash flows from the asser have expired, or

b)  the Company has transferred its rights fo receive cash flows from the assel or.has assumed an
obligation o pay the received cash flows in full without waterial delay toa third party under a
‘pass~through’ arrangement; and either (a) the Company has transferred substantially ali the tisks
and rewards of the asset or (b) the Company has-neither transferred nor retained substantiaily a}l
the risks amid rewards of the asset, but has transferred control of the asget,

Wher: the Compatry has transferred its sights to recéive cash flows from an asset or has entered into 2
pass-through arrangement, it evaluaies if and 1o what extent it has retained the risks and rewards.of
ownership, When ft has neither trangferred ror retained substantially all of the risks and rewards of
the assel, nor transferyed control of the asser, fhe Company continues {o recogrize the gansferrad
asset to the extent of the Company’s continuing involvement. In that.cass; the Company also
recognizes an associated liability. The transterred asset and the assooiated 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 maximim amount of consideration that the Company-couid be
requited {0 repay.

Einancial linbiliry .

A finanofalliability is derecognized when the obligation under the liabifity iz discharged or cancelted
or expired. Where an exissing financial liability is replaced by ancther from the same lender on
substantially different terms, or the terms of an existing liability are substantially ruodified, such an
exchange or modification i3 lreated as a derecognition pfthe originial liability and the recognition of a
new Liability, and the difference in the respective carrying amonnts is recognized in the Company
statement of comprehensive income, '

Qffsetting of Financial Asssts and Financial Liabilites

Financial assets and financial liabilities are offset and the net amount is reported in the statement of
linancial position if there is a currently enforceable legai right lo set off the recognized amounts and
there s intention to settle on & net basis, or (o reafize the asset and settle the Habifity

simultaneously. The Company assesses that it has a currently enforceabie righy of offset if the right iz
not contingent on a future event, and i legally enforceable in the-normal course of business, event of
default, and event of insolvency or bankraprey of the Cnmgany and all of the counterparties.

Prenavments and Other Ciarent Assers

Prepayments and other current essets in the form of input value-added tax and creditable withholding
tax are recognized as assets to the extent it Is probable that the benefit will flow to the Compaty.
These.are derecognized when there is.a legally enforceable right to apply the recopnized amounts
against the-retated tax liability within the period prescribed by ths relevant tax laws.

Impaioment of Nonfinancial Assets

The Company assesses at each reporting date whether there is an indication that an asset may be
impajred. Ifany such indication exists, or when armual impairment testing for an asset is required,
the Company makes an estimate of the agsef’s recoverable amount. An asset's recoverable amount is
the higher of an asset’s or cash-generating unit’s Tair value less costs to sall and its value in useand is
detenmined for an individual asset, unless the asser doesnot generate cash inflows that are larpely
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independent of those from other assets or group of assets. Where the carrying-amount of an asset
exceeds iis recoverabie amaunt, the asset is considered impaired and s written down 1o its
recoverable amount,

In assessing value inuse, the estimated futre cash flows are discounted to their present vaiue using a
pre-tax discount rate that reflects-current market assessments of the time value of money snd the risks
specific to the asset. Impairment losses of cantinuing operations are recognized in the statement of

comprehenstve income in those expense categories consistent with the function of the impairad asset.

An assessment is made at each reperting date a5 to whether thers is any indication that previously
recognized impairment Josses may To longer exist or may have decreased. If such indication exists,
the recoverable amount is estimated. A previously recognized impairment foss is reversed only if
there has been a change in the estimates used to determine the agset’s recoverable. amount since the
last impairment loss was recognized. If that is the case the carrying amount of the asset is ncreased
to fis recoverable amount. That increased amount cannot exceed the carrying amount that would. have
been determined, net of depreciation, had rio impairment joss been recognized for the asset in prior
years. Such reversal is recognized tn the statement &f comprehensive income unless.the assef is
carried at revalued amount, in which case, the reversal is treated as a revaluation increase, Afler such
reversai the depreciation charge is adjusted in future periods o allocate the asset’s revised carrying
arount, less amy residual value, on a systematic basis over jts remairing usefud iife,

Investment in Subsidiary

Investment fo subsidiary is aceounted for using the cost method less any accamulated impairment tn
valug; in the financial statements of the Company in accordance with PAS 27, On acquisition date of
the invesiment, the excess of the cost of investmeant over the investor's share in the net fair value of
the investee’s identifiable assets, Tiabilities and contingent liabilifies is included in the carrving
amount of the vvestinent and not amortized,

The Company controls an investee when it is exposed, or has rights, to variable retutns from-its
involvement with the investee and has the ability to affect those returns threugh fis power over the
nvesteg,

The Coempany controls an investee i7 and only i the Company bas all the following:

s power over the investee (i.¢. existing rights thar give it the current ahility 1o direct the refevant
activities of the investes);

*  exposure, or rights; wo variable returns from its involvement with the investee; and

+  the ability to use its power over the vestee to affect its returns,

The Conpany recognizes income from the investment oniy to the extent that the Company receives

distributions from accumulated income of the snbsidiary avising afier the date of acquisition.

Distribuiion received inexcess of such income is regarded as-a recovery of investment and are

recognized as a reduction of the cost of the investment.

Embedded Derivatives
An embedded derivative 18 a component of 2 hybrid (combined) instrument thai alse icludes a

noni-derivative host contract with the effect that some of the cash {lows of the combined instument
vary in & way similar to-a stand-alone derivative,
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The Cormipany-assesses whether embedded derivatives are required to be separated from the host
contracts when the Company first becomes a party to the comract. Reassessment only occurs if ihere
15 2 change in the terms of'the contract that significantly modifies the-cash flows that would otherwise
be required,

Embedded derivatives are bifireated from their host contracts, when the following conditions are

met: :

(2) the entire hybrid contracts (composed of bath the host contract and the embedded derivative) are
not accounted for gs financlal assets and liahilities at FVPL;

(b)) when their economic dsks end characteristics are not closely related to those of their respeciive
host contracts; and

{e) = separate imstrument with the samw terms as the embedded derivative would meet the definftion
of & derivative.

Embedded derivatives that are bifurcated from the host contracts are acconnted for either as financial
assets or finanoial liabilities at FVPL. Changes in fair vahues are inchaded in the statement of
comprehensive income, The embedded derivatives of the Company pertains to-the equity conversion
and redemption options components of the issued convertible debt fnstrument (see Nate 10),

Equity
The Company considers the underlying substance and economic. reality of its own equity instruments
and not merely its legal form in’ determining its proper classification.

Capital stack

The Compaiy records commen stocls ar par value and the amount of the cantribution in excess of
par value is accounted for as share premium presented s additional paid-in capital. Incremenal costs
incwrred directly attriburable to the issuanee of new shares are dedusted from proceeds.

Retained enrnings (deficit)

Retained earnings (deficit) zepresent net accumulated earnings (Iosses) of the Company, net of
dividends declared, less any adjustrnonts arising from application of new accounting standards,
policies or corrections of errors applied retrospectively.

Revenue Recoenition
Revenue is recognized to.the extent that it is probable that the economic benefits will flow to the

Company and the revenue can be measured reliably regardless when the payment is being made.

- Revenue is measured at the fair value of the consideration received, excluding discounts, returns,
rebates and sales tax. The Company assesses its revenUE arTangentents against specific oriteria ia
crder to determine If'i1 is acting as a principal or agent. The Company has conclutied dat i is acting
as a prineipal in el of its revenue arrangements.

“The following specific recognition criterfa must also be'met before revenus is recognized:

Dividend income

Dividend income is recopnized when the Company’s right 0 receive payment is esiablished, which 1s
generally when shareholders approve the dividend. This is recognized as dividend income in the
statement of coniprehensive income ‘

Imerest income
Interest income is recognized on a time-proportion basis using the effective interest method, Interest

ncome from bank deposits is presented net of applicable tax withheld by the banks.
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Serviee fzes
Service revenue is1ecognized when services aro rendered.

Other income
Other income is recognized when earmed.

Expense Recopnition
Expenses are recognized in profit or loss when decrease in future economic benefit related to o
decrease in an asset or an increase in a iability has arisen that can be reliably measured.

Expenses are recognized in the statement of comprehensive income:

*  on the besis of a direct association between the costs incuned and. the earning of specific-tems of
thcome;

= on the basis of systematic and rational allocation srocedures when economic benefits-are
expected o arise over several agcaunting periods and the association can only be broadly or
indirectly determined; or

* immediately when-expenditure produces no fiture economic benefits or when, and to the extent
‘that, fumure economic benefits dn not qualify or cease o:qualify, for recognition in the stazement
of financial position as an asset,

[ncome Taxes

The tax expense for the period comprises of current and deferred tax, Tax.is recognized in profit or
loss, except to the extent that it relates 1w jlems recognized in other comprehensive income or directly
in equity. In this case, the 1ax is also recognized in other comprehensive incomre or divectly in equity,

Crerrent 1ax

Current {ax assets and liabilitics for the current and prior periods are measured at the amount expectad
to be recovered from or paid to the taxation authoritics. The tax rates and tax laws used to compute
the amount are those that have been enacted orsubstantively enacted at the réporting date.

Current income 1ax rolating to Hems recognized directly in equity is recognized in cquity and not in
the sratement of comprehensive income. Management periodically evaluates positions taken in the
tax returns with respeet fo situations in which applicable tax regulations ara subject to fterpreration
and establishes provisions where appropriate.

Deferred tax ]

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

Deterred tax assets are not recognized when they arise from the-initial recognition of an assst or
liabiliry in a transaction that is not 2 business combination and, atthe time of transaction, affests
noither the accounting income nor taxdbie income or loss, Deferred tax Habilities are-not-provided on
nontaxalle temporary differences associated with investments: in domestic subsidjaries, associates
and interests in joint ventures,

The carrying amowunt of deferred tax asscts is reviewed at each reporimg date and reduced to the
extent thar it 18 no longer probable that sufficient future taxable mcome will be available tealiow.all
or part of the deferred tax asserto be utilized, Unrecognized deferred tax assets ars reassessed at sach
reporting date and are recognized to the extent thar it has become probable that future taxable profit
will allow deforred tax assets to be wtilized.

UL




-15-

Deeferredl tax assefs dnd labilities are measured at the tax rates thar are: expected to apply tothe period
when the asset is realized or the latility is settled, based ontax-rates and tax laws that Tave been
enacted or substantively enacted at the reporting date. Movements-in the deferred 1ax assets and
tiabilities arising from changes in tax rates are credited to or charged against income for the period,

Deferred tax relating to flems recognized outside profit or foss is recognized cutside profit or loss.
Deferred tex items are recognized in. correlation to the underlying transaction either in OCI or directly
in equity,

Deferred tax assets and deferred tax liabilities are offser, if a legally enforceable right exists to offset
CUTTent tax assels a__ga'mst currenit 1ax liabilities and the deferred taxes relate 1o the same taxable entity
and the same taxation authority. )

Foreign Currency-Denominated Transactions and Translations

Foreign currency transactions are recorded in Philippine Peso at prevailing exchange rates at the time
of the transactions. Exchangs gains or Josses resulting from. foreign curreney.fransactions are
ceedited ar charged to current operations. Foreign curvency-denominated monetary assets atd
liabitiries of the Company are transtated te Philippine Peso using the Philippine Dealing and
Exchange Corporation ¢losing rate at the repariing date, Foreign exchange differences arising from
foreign currency translation are also credited or charged to staterment of comprehensive income.

Provisions

Provisions are recognized when the Company has a present obligation (Jegal or constructive) as a
resuit of a past event, itis probable that an outllow of resources embodving sconomic benefits will be
required 1 seitic the obligation, and a reliahle estimate can be made of the amount of the obligation.
Where the Company expects 2 provision to be reimbursed, the reimbursement is recognized as a
separate asset but only when the reimbursement is virtually certain. Tle expense relating ta &
provision is presented in the statement of profit or loss net of any raimbursement.

Continpencies -
Contingent liabilities are not recognized in the financial statements. They are disclosed unless the
nossibility of an outflow of resources embodying economic benefits is remote, Contingent assets are
not recogrized in the financial statements bin disclosed when an inflow of economic benefit is
prababie.

Events afier the Reporiing Date

Post year-end events up 1o the date when the financtal statements are autharized for issue that provide
additiopal information about the Company’s position at ench reporting date.(adjusting events) are
reflected in the financial statements. Post vear-end events that are nol adjusting events are disclased
in the notes to the finaneial statemeras, when material.

Sigmificant Accounting Yudgments and Estimates

The preparation of the Company’s financial statsments requires management 1o make judgments,
estimates and assumptions that affect the reported amewnts of revenues, sxpenses, assets and
liakiilities, and the accompanying disclosures. Uncertainty aboul these assumptions and sstimares
could result in ontcomes that require a material adjustrment to the carryving amount of assets or
hiahilities affected in future perinds.
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Recognition of deéferred tax assaty

As of December 31, 2017.and 2016, the Company: did nat recognize defemed-tax assets on deductible
remporary differences and tany forward benafit of NOLCO: and MCIT ampunting to #63,13 million
and £36.89 million, respectively, as management assessed that there will be o fiture availahle
taxable income. against which the deferred tax assets can be vtilized {see Note 14},

Provision for impairment losses of financial assers

The Company maintains an aliowance for impairment losses at a level considered gdequate to provide
for potential uncollectible receivables. The level of this allowance is evalnated by managerment based
on collection experience and other factars that affect the collectability of the accounts. Mapagement
assessed that 81.87 million receivables from officers and stockholders were impaired as of
December 31,2017 and 2016 (see Note 12). '

Provivien for impairment losses of nonfinancial assets

The Company assesses impairment on nonfinancial assets {i.e. mventory, property and equipment and
other assets) whenever events or changes in circumstances indicate that the-carrying amount of an
asset.may not be recoverable,

The factors that the Company vonsiders important which could trigger an frpairment review include

the following:

+  significant underperformance relative to expected historical or projected future operating results;

+  significant changes in the manner of use of the acquired assets or the stategy for overall
business; and

«  significant negative indusiry or sconondic trends,

It such indications are present and where the carrying amount of the asset excesds its recoverdble
smowt, the asset is considered impaired and is written down to fis recoverable amount. The
recovergble amount s the higher of an asset’s fair value less costs to sell and value-in-use. The fair
value iess costs to-sell is the amount obiainable from the sale of amrasset in an arm’s fength
transaction while value-in-use is the prosent value of estimated future eash-flows expected to-arise
from the continuing use of a asset and from its disposal at the end of its useful life. Recoverable
amounts are estimated for individual assets or, ifit is not possible, for the cash-generating anit to
which the asset belongs,

In determining the present value of estimated future cash flows expected to be generated from the
coniinned use of the assets; the Company is required to make estimates and agsumptions that gan
materially affect the financial statements, Management assessed that inventories and property and
equipment amounting o B7.15 million and 211,70 million were fully impaired, while other-oument
agsets-amounting to £0.80 million were impaired as at December 31, 2017 and 2016

(see Note 14).

Estimaring jokr value of embedded derivatives

The fair value of embedded derivatives, refated to the issuance of convertible hond recorded in the
statement of fisancial position as derivative HabiTity, is measured using biromial pyramid medel.
The mputs to this model are taken from a combination of observahle markets and unobservable
marketdata. Changes in inputs about thesz factors could affect the reported fair value of the
embodded derivatives and impact profit or loss {see Notwe 16).

The carrying value of the derivative lidbility amounted 1o B4,860.37 million as at December 31, 2017.
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4 Cash and Cash Equivalents

This account consists of:

2017 2016

Cash in banks ¥37,823,298 B564,340
Cash equivalents 2.246,535,000 -
P2,284,358,29% B564,340

Cash in:banks ear. inrerest at the respective bank deposit rates. Cash equivalents include short-term
placements made for varying periods of up to three months depending en the immediate cash
requirements of the Company and earn interest at the prevailing short<termn placements rates,

Cash in banks earn interest at the prevai Jing bank deposit rates ranging from 0.25% to 1 .80% and
0.25% 10 1:13% tn 2019 and 20 16, respectively. Interest income earned from bank deposits
amounted to F11.15 million and 210,808 in 2017.and 2016, respectively,

5. Receivables

This accoumt-consists of

2017 2016

-Accrued misrest receivable 2,729,124 2-
Dividends receivable - 118,999,179
Other receivable 951,981

3,681,105 £1.18,999,170

Accrued interest receivable penains to the acerual of interest from cash equivalents. These mz
expoeted b collected spon maturity of the short-term placements.

Dividends receivable pertains to unpaid cash dividends from a subsidiary of the Corapany,

Other receivabie pertaing 10 & refund from a povernmest ageney for the unprocessad {iling fees paid
by the Company,

The Company’s recefvables are expected to be realized and fall due witliinone vear after the
repotiing period.

6. Prepayments-and Other Current Assets

This account consists of

2017 2016

Enput value-added tax (VAT) B3,482709 B2 187,008
Creditable withholding raxss (CWTs) 231,136 -
Prepaid expenses 68,682 6,250
3,781,627 2,193,278

Less allowance for impairment Josses 798,769 798,769
B2,082,858 1,304 509
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Input VAT arises from domestic purchases of goods and. services and may be offset-against.output.
rax.

CWTs are attributdble to taxes withheld by the withholding agents which are creditble apainst the
income tax-payable,

Avaflable-for-Sale Investments

Starting 2017, the Company made investiments in ungueted unit investment trast fund classified as
AFS investments. The major categories of the Company’s investment in unqunted unit investment
trust fund comprise primarily of Overnight Deposit Facility and Term Deposit Facility in the Bangko
Sentral ng Pilipinas.

Movement of the AFS investments foliows:

2017

Balance at beginning of year P
Additiong 536,500,000
Redemption {265,801,585)
Fairvalue gain during the vear 1,287,362
Unrealized foreion exchange loss (2,208,000
R200.177,777

Movement in unrealized gain on ATS investments. follow:

2017

Balance ar beginning of year B
Chavges in fair value during the year 1,287,342

Reclassification to profit or logs arisivg Fam

redemprion and sale of AFS investments {BU1.585)
Balance at end of vear PAB5 777

B

Tuvestment in a Subsidiary

This account pertains to the Company’s acquisition of 100% owaership interest in LBC Express, Inc.
{LBCE). In a Deed of Transfer dated September 24, 20135, the Company purchased from LBCDC the
shares of stock of LBCE &t & total cash consideration of #1,384.67 million. Tr was also previously
rgreed that the Company®s advances 1o LBCDC amounting te £58.81 miflion will be. set-off against
the remaining unpatd balance.

Dividend Declarations of a Subsidiary

On March 8, 2017 and September 30, 2016, the BOD of LBCE approved the declaration of cash
dividends amounting to 2843 36 million and 2447_7] million, respective)y. On June 9, 2017 and
November 25, 2018, through a Memorandum of A greement, LBCDC assigned to LBCH a portian of
its payable 1o LBCE amounting to B699.47 million and P265.31 million, respectively, The same
amounts were offsat against the dividends pavable of LBCE to LBCH. LECE settled in cash 21l the

ontstanding dividends payable to the Company.as at December 31, 2017 {ses Note 12).
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9. Acconnts and Qther Payables

This account consists of:

2017 2016
Accounts payvable PEOB,031 B131,745
Accruals:
Dues and subseriptions 11,514,794 -
Professionsl fees 1.704,550 -
Deferred ourput VAT 1,450,864 -
Withholding tax payable 38425 3,889
QOther pavable 255,303 255303
15,771,967 £300.937

Accounts pavable arises from regular transactions with suppliers. and service providers. These are

noninterest-bearing and are normally settled on one to ‘60-day term,

Accrued dues and subscriptions perfain w0 the monthly acerual of data cloud subscription. Accrued

CXPENSEs are non-intersst bearing and are normally settled within one vear.

Withholding tax pavable pertaing to taxes withheld o payment to suppliers wiliich. are settied on a

monthly basis,

10. Convertible Instrument

On June 20, 2017, the BOD approved the issuance of convertible hand, Accordingly, on

Aungust 04, 2017, the Company issued, in favor of CP Briks Pie. Ltd, a seven-year secured convertible
instrument in-the aggregate principal amount of US$50.0 million {#2,518.25 million) convertible at
any time inito 192,307,692 common shares of LBCH at the option of CP Bricks Pte. Ltd at 213.00 per
share conversion price, subject to adjustments in accordsnce with the terms and conditions of the
instrument. The instrument is alse redeemable, at the aption of CP Bricks Pie. Lrd, beginning on the
36" month from issuance date at the redemption price equal to the principal amount plus internal rate

of returt ranging from 10% to 13%.

The convertible band is a hybrid insbument coutaining host financial liability and derivative
components for the equity conversien and redemption options. The equity conversion and
redemption options were identified as embedded derivatives and were separated from the host

cofitract.

Asat December 31, 2017, the carying value of bond payable amounied 1o

£896.19 million and the

fair value of the derivative liability ameunted to 21 560,37 million. The fair value changes of the
derivative liability recogrized as “Loss on derivative® amounted 1o £199.95 million in 2017, Interest
expense arising from the aceretion of interest on the hond payable amounted o

#5956 million it 2017,

The agreement related to the issuance of converiible bond indicated the following rights and

abligatipns:

4. Within-one month from Aogust 4, 2017, the Company shall discontinue any royalty payments 1o
LBCDC for all wademarks, brands and licenses. This was already terminated in Sepiember 2017,
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b. Within three months from closing date, LBCDC shall procure that the Company entefs infé a

binding szle and purchase agreement to acquire the equity interests of the 12, averscas entities.
Also, within 12 months from closing date, LBCDC shall procure that the Company ¢loses the
acquisition of the equity interest of the-overseas entities;

. Within six months following the termination of royalty payments, LBCH shall be permited 1o
raake loans and advances to LBCDC and this shall not be.considered a Reserved Matter. LBCTIC
already made av advances amounting te #100.00 million,

d. Withir six months from closing date, LBCDC shall procure a debt for equity swap beiween
LBCE and QUADX INC.; and

e. Within 3 months from closing of the acquisition of the equity interests of the overseas Gy,
LBCDC procure to settle al} obligations to the Company and its subsidiaries,

Failure to comply with the above agreements constitute an Event of Default which resylts to the
redemption of the convertible bond at par pius an IRR of 16%. As.at December 31, 2017, the
Company has complied with the above agreement.

- Equity
Capital Stock
As at December 31, 2017 and 2016, the details of the Company's common shares follow:
Number of
Shares of Stocks Amount
Capital stock - 81 par value .
Authorized 2,000,000,000  "B2,000,000,000
Issued and outstanding 1:425,865.471 -1, 425,865.471

Retained Earnings
On April 19, 2017, the BOD of LBCH approved the deglaration of cash dividends amounting 1o

#8§27.00 million from unappropriated retained earnings as of Marck 31, 2017 amaunting to
#549.83 miliion.

On Octaber 1L, 2016, the BOD of LBCH approved the declaration of cash dividends amounting 1o
B313.6% million.

The dividends atiributable to LBCDC was settled through application agaisst due from LBCDC as
disclosed m Note 12,

. Related Party Tramsactions

In the nermal course of business, the Company transacts with related parties consisting. of its ultimate
pavent company, its subsidiary and ifs stockholder and officer. Affiliates inclnde those entities in
which the owners of the Company have owpership nterests. These fransactions include loans, cash
advances, dividends and dues and subscription. Except as otherwise indicated, the outstanding
accounts with related parties shall be settled in cash. The ransactions are made af terms and prices

agreed upon by the parties.
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Details of related party transactions and balances as at and for the years ended December 31,2017

and 2016 are as fillovw:

ity

Amgunt/Vaiumg

Receivabie Terms

Conditions

Eue from a related pamy

Subsidinry

Mun-imerest bearing; Unseeoged,
a} Advances PZ5188,674 P35 188ON -due gnd demrndable no tmpairment
HNonintorest bearing: Unsecured,
b)) Serviee fou 12,094,534 13290588 due and demandable ne impairment
.) Dividends eamed aag Non-interest beuring; Unsecured, no
redelvable 843356,203 = due and. demaridable impairmen!
Unseornsd,
Hon-interest bearing:  with full provigion for
i} Advances - LBE5S63 due and demandable impairmzent
Alowance for impaiment — (1,B65.563)
P3R.487.862
A617
AmountValume Pavable Terms ~Conditives
e 1o related panies
Uitimata parent
Non-intzresl beuring,
4} Dividends declarcd B699A65387 B due and demancable Unsecured
Miorin tnttrest
dj Diviends declared 12TEI6.685 -
fg,..
20la
AmopniVahime. Reveivable “Tegms Condirions
Qe e & redared parly
Cifficar und siockholdar
Now-interest bearing, Unsecured,
4} Advances P P13,300 due and demandable ng Impainmnent

Receivablos

Subzidinry
¢} Dividends cumed and Nob-jmerast bearing: hnsezured, 0o
receivible P47, 707,612 F118,999,17% due: and dernandable impaipment
Offtcers and sipckiwlders
Unsecured,
Man-interest puaring: with Jullt provision fior
11 Advanees - L 865 543 due: snd demanduble AmpaiTTenL
Allowance for impairment - (1,865,563}
P[18,999,170 .
2016
ArmounlVolune ‘Payable Terms Conditions
Due to veinted periles
Ultimate parent
Non-interest bearing;
&}  Advances P B 5,694,463 due and detnandable LUnsecured
Hon-interest pearing:
d} Dividends declaed 265314418 - due and demantabic Lsecorcd
Minoriy interest
d) Dividends declured 48375985 -
Subsidiany
Mon-interest boaring:
&) Advanees 13.018,029 - - duz end demaridable Unsepurcd
P15.694.463
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a.) These are expenses paid by the Company on bebalf of its officer, Subsidiary and stockholder.

b)) OnJune 30, 2017, LBCH signed an agreement with SAF Philippines, Inc, to acquire cloud
services named HANA Enterprise Cloud for Production-with Subscription Software ("HEC
‘Bubseription™) for 60 miouths commencing on August 1; 2017 and ending on July 31, 2022,
Subsequently, in a Memorandum of Agreement, LBCH gave LBCE the right to use the HEC
Subseripiion and in tum shall pay LBCH a service fec eguivalent to cost plus margin of five
percent (5%, The service fee shall be paid at the beginning of each quarter. The mark~up will
alst be applied for anv cost of consittaney services that wilt arise during the period of the
subscription.

¢.} LBCH recognized dividend income from LBCE amounting to #343.36 million in 2017 and
B447.71 miilion in 2016,

d.) On April 19,2017 and Octaber 11, 2016, the BOD of LBCH approved the declaration of cash
dividends amounting to P827.00 million and £313.69 miliion, respectively, 127.54 million and
£48.38 million, respectively, of which has been paid in cash to mincrity shareholders. The
dividends attributable to LBCDC was settied through application against due froms LRCDC.

e} This mainly consists of advances for the costs-divectly atbibutable to the amendment of Articles
of Incorporation and By<Laws and increase in asthorized capital stock and documentary stamp
taxkes related 1o issnange of new shares, ' )

£} In previous years, the Company granted neninterest-bearing loans w its previous officers and
stockholders. These Joans have no fixed term of repayment, The batance of such loans as at
December 31, 2017 and 201§ amounted 10 1,87 million, which were Tully impaired.

13, Operating Expenses

This account consists of

_ 2017 2016

Profzssional fees 213,253,625 24,170,893
Dues and subscyiptions 11,514,794 -
Taxes and licenses 308,284 617.689
Entertainmest and representation - 369,780
Dividerds issuance expense - 44 554
Others K 611,281 1,104,897
B25.687,984 £6,247,913

AT




14 Tncome Taxes
The provisian far current tax represents MCIT. amounting to B11,575 in 2017 (nilin 2016,

The reconciliation of the income tax-on pretax income computed ai the statutory rate 10 income ax
expense auribuiable 1o operations is as follows:

2017 2016
Income 1ax at the statutory income tax rate £170,699,922 B132,442.050
Tax effects of the items not subject to statutory rate:
Nontaxable income (253,247,336) (134,312,284
Movemem in unrecognized deferred mx asser 7,884,619 1,465,918
Expired - NOLCO 378,977 410,528
Nondeductibie expense : 77,638,793 —
Expired MCIT 2,979 (2,970)
Interest incomie subject to Fnal tax {3,346,372) {3.242)
PLISTS B

The Company did not recognize any deferred tax assers as at. Deceraber 3 1,2017 and 2016 since it
does not expect to have sufficient future taxable income against which the deferred tax assets can be
utilized,

Details of the amouur of deduatible/taxable temporary differences for which ne deferred tax
asset/liability is recognized i the staterent of financial position as a1 Decetnber 31 are as follows:

2017 2006
NOLCO 40,243,027 B15352,503
Unrealized foreign exchange joss 1,362,947 -
Altowance for impairment [osses on;
Property and equipment 11,699,127 11,699,127
Tnvenrories ST 145,837 7145937
oeeivables 1,890,260 1.890.260
MCIT 11,575 2,970
Other curreni assets 758,769 798,769

243,151,642 P36,8R9,05¢6

Deferred tax asset on nirealized foreign exchinge loss was recognized 1o the extent of the deferred
tax. liability arising from vnamortized bond transaction cost.

As of December 31, 2017 and 2016, the NOLCO that can be claimed as deductions from fitere taxable
income and excess MCIT over RCIT that can be eredited against future tax liabi lity follow:

NOLCO

2017
Vear Incurred Aniount Used Expired Baiance  Expiry Date
2017 26,153,692 B- - BIG,153,692 2920
2016 6,244,919 - - 6,244,919 2018
2008 7,844,416 - - 7,844,416 20138
2114 1.263,257 - 1,263,257 - 2017

B41 506,284 B P1,263.257 BA40,243027
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2016
Year Incurred Amount Used Expired Balance Expiry Date
e P6,244,010 P B P6,244919 2019
3015 7,844,416 - ~ 7844416 2018
2014 1,263,257 - - 1,263,257 2087
2013 1,368,426 - 1,368,426 - 2016
116,721,018 P~  RIOB4ZE  RIS,352,552
MOET
2017
Year Incurred Ampunt Used Expired Balance Expiry Dafe
2017 £11,575 B B P11,575 2020
2014 2,971 - 2970 - 2017
B14,545 - 2,971 211,575
2016
Year Incurred Amount Used Expired Ralance Expiry Dawe
2014 £3 970 E P 22,070 20317

. Finanecial Risk Management Objectives and Policies

The Company has various financial assets such as cash and cash equivaleats, trade and other
receivables, due from a related party and avajlable~for-sale vestments.

“Fire Company’s financial Habilities comprise of aceoits and oWher payablés, due to related parties,

derivative lrability and bond payable. The main purpose of these fnancial Kabilities is to finance the
Company's eperations.

The use of derivative financial insiruments, ifany, is solely for management of the Company”s
financiat risk exposures. It is the Company’s policy not 1o enter into derivative ransactions for
speellative purposes.

The main risks arising from: the Company’s financial instruments are price risk, hmerest rate risk,
foreign currency risk, credit risk and liquidity risk. The BOD reviews and approves policies for
managing each of these risks which are summarized as follows:

Price risk

The Company closely monttors the prices of its equity securities as well as macroeconomic and entity
specific factors which could divectly or indirectly affect the prices of these instruments. In case of an
expecled decline in its portfolio of equity securities, the Campany readily disposes or frades. the secorities
for replacement with more viable and less risky mvestments. Such investment secorities are subject to
price risk due to changes in market values of instruments arising either from factors specific 10 individual
instrumnents or their issuers, or factars affecting all instriments traded i (he market.
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The following table shows-the effect on other comprehensive iftcome should the changg in the not
asset value (NAV) of the-unquoted unit investment trust fund oeeur as at Decerriber 3 1, 2017 with all
other varisbles held congiant,

‘Effect on other

comprehensive
income
Chanpe in NAV 2017
+3.00% ' £14,508,889
-5.00% {14,508,389)

Fhe Company is also exposed to equity price risk in the fair valuation of the derivative [ability dus o
the embedded eqaity conversion feature. The Toliowing table shows the effect an ner income should
the change in the close share price of the underlying equity securtty in the convertible instroment
oceur as at December 31, 2017 with alf other variables held constant,

Effect on net

income
Change in share price 2017
+5.,00% P106,563,899
-5.00% 217,826,174

Interest rafe visk and credit spread sensitivity anafysis

Bxcept for the credit spread used in the valuation of the convertible redeemable band, the Company Is
not significantly exposed to interest rate risk as the Company’s interest rate on iis cash and cash
equivalents is fixed. The Company follows a prudent paliey on managing its assets and Habilities so
as to ensure that exposure 1o fluctuations in interest rates are kept within acceptable limits.

The value of the Company’s convertible redeeniable-bond is driven primarily by two risk factors:
underiying stoek prices and interest rates. Interest rates ave driven by using risk-freevate; which is 2
riarket observable tnput, and wredit spread, which is not based: on observable market dawa. The
following table demonstrates the sensitivity to 4 reasonably possible change in credit spread, with all
ofher varigbles heid constant, on the fair value of the Company's embedded conversion option of the
convertivle redesmable bond.

Lredit spread +1%  Credit spread -1 %
Effect w fair value (B2,616,426) (#8,033,486)

Foretgn currency risk

Fareign curreney risk s the risk that the future cash flows of financial assets and financial. Kabilities
will fluctuate because of changes in foreign exchange rates. The Company*s expasure to the risk of
changes in foreign exchange rates relates to the hond payable denominated in US Dollar,

Information of the Company’s foreign currency-dencminated monstary liability recorded under bond
payable in the statements of financial position and its Philippine Pesc equivalents as at
December 31, 2017 follow:

2017
Foreign currency Paso equivalent
Liability:
US Doliars {18,188,640) {508,026,829)

The ranslanon exchange vap: used veer FA2,92 ja USD | a5 me Decenber 31, 2007,

LB
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The following table demonstrates the sensitivity to & reasenably possibie change i foreign exclange
rates, with all variables held constant, of the Company’s-income before tax {due to changesiin the fair
value of monetary lHability).

Increase {decrease) in

Reasonably possible change in foreign exchange rate income before tax

for every two units of Philippine Peso Trecember 31, 2074
£2 ($36.379,28()
@ 36,379.280

There is no fmpact on the Company’s squily other than those already affecting profit or loss. The
movement in sensitiviey analysis fs derived from current ohservations on fluctuations in US Doltar
closing exchange rates.

The Company enters into-short-term foreign currency forwards, if needed, to manage its foreign
currency risk from foreign cunency denominated transactions.

Credil risk
Credit risk is the risk that counterparty will not meet its ohligation under a financiaf assel or financial
liability or customer contract, lending to & financizal loss.

Receivable balances are monitored on an ongoing basis with the result that the Company’s exposure
to bad debrs is not significant.

As for the. cash in banis and caslr equivaienss, the maximum exposure 1o ereditrisk from this
financial assets arise from the defanlt ofthe counterparty with a maximum exposure equal to their
CAITYING AMOUNTS, :

Aging analysis of loans wrd receivables

As at December 31, 2017 aod 2016, the aping analysis of loans and receivables foliow:

2417
Neigher past Past due but not impsired
due nor 30-60 H0-30 Over
Total impaired davs days 50 davs Impaired
Cashi and cash equivatents  $2384 355,208 #2,284,355,295 - f 2 - B
Receivables 3,681,105 3,681,108 - - - -
Due from related porties 4,353,225 38.487.462 - - - 2 B65.563
BLI28392.628 B2 3265074065 fm | R #1.565,563
K
256
Meither past
due nar impaired Past due but rot impaired
30-50 60-90 Over
Total duys days 90 dovs Impaired
Cash in banks B564,340 P564,340 e E - f
Dividends receivahle 118,806,170 118,909:179 -~ -~ - o~
Due from related parties LB78,162 -12.389 = -~ — [,865,563
121,441,681 PI19.576,51158 i - B 1,865,363

‘The credit quality of the financial. assets was determined as follaws:
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Cash in banks and short-term time deposits are:deposited/placed inbanks that are stable as they
qualify either as universal or commercial banks: Universal and commercial banks Tepresent the
largest single group, resource-wide; of financial instititions in the sountry the Company is operating,
They offer the widest variety of banking services ameng financial institutions. These financtl assets
are classified as high grade due to the counterparties’ jow probability of insolvency,

Except forthose receivables provided with allowanee in previous years, presented as fmpaired,
receivables are considered high grade due to the Company®s positive collection experience.

High grade acconnts are considered to be of bigh credit raling value. The counterparties have a very
remote likelihood of default.

Medium grade acconnts ars active accounts with minimal instnces of payment defauk, duetc
cotlection issues, These accounts.are typically not impaired asthe counterparties generally respond
to-the Company*s collection efforts and apdare payments asccordingly.

Low geade accouns pertain to accounts which have impairment based or historical trend or
customer™s wifaverable opersting conditions. Accounts under this group show possibie ar actual loss
o the Cornpany as a result of default in payment of the counterparty despite the regular follow=up
actions and extended payment terms.

The wbles below show the credit quality of the Company's financial assets:

. 27
High'Grade  Wedium Grade Lo Grade “Total
Cash in banks and cash equivalems  RB2,284,358.298 P P-  B2,284,358,298
Receivahlas 3,681,105 - - 3,681,105
Due from related parties 36,828,009 - 1,865,563 38 A%Y. 662
Aviilable-tor-sale investmenis 280,177,777 - - 290,371,777
] £2,614,839,27¢ P 1,865,562 £1,616,704,8:4>

016

1ligh Grade Medium Grade Low Grads Tatal
Cash in banks BIA4. 34 B B B364.340
Rividends receivable 118,299,179 - - 118,99%,179
Dus from relapsd partics 12.59¢ - 1,863,563 1,878,162
P110,576.178 E=T TR 865 563 FI21,491,681

Ligridity risk

Liguidity risk is the risk that an entity will encownter difficulty in raising funds to meet commitments
associated with financial assety and financial fiabilities. Liquidity risk may result from sither the
inability to-sell financial assets quickly at their faiy values: or the counterparty failing on repayment of
a coniractual obligation; or inability w generate vash nflows as anficipated.

The Company hasa policy of regulary monitoring its cash position to ensure.that maturing liabilities
will be adequately met.

Prudent liquidity risk manageien: implies maintaining sufficient cash, the availability of funding
througl an adeqoate: amount of commited credit facilities and he ability to close ont market
pusitions. Management believes that cash generated from operations is sufficient to meet daily
working capital requirements.
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The‘ flo'l']owing table summarizes the maturity profile ofthe Company's financial assets and financial
tiabilities ay at December 31, 2017 and 2016 based on remaining contractual undiscountid collections
and payments; ‘

2017

Prue in less thay

Due in more

Taotal

ONE Vear than one vear
Firancial asscts
Cash and cash equivalents
Cash in banks 37,823,298 B £37.823,208
Cash equivalents Z,246,535,000 - 2,246,535,000
Raceivables 3,681,105 - 3,081,168
Due from a refated pargy 38,487,661 - 38,487,662
Available-for-sale investments 290,177.771 - 290,177,777
B2,616,704;842 P £2.616,704,842 )
Financial linbilities
Accounts and other payables B14,282.678 P P14,282,678
Derivative Lability - - 1,860,373,47% 1,866,373,479
Bond payable - 896,185,059 896,185,059
PI14.282,678 B1,756,538,538 22770,841.216
: 2036
Duein less than Due in more
ONE Vear than ang vear Total
Fingneial assets
Cash. in banks B364,340 B P354,340
Dividends receivable 118,999,179 - 118,909 17
Due from 2 related pary 12,590 ~ 13,500
PI119.576,118 P— P119.576,118
Finaxcial Liabilities o :
Accounts and other payzbles B3LT7.048 - 357,048
Due 1o related parties 135,694,463 - 15,694.463
16,081,511 B Pi16.081,511

Capital Management

Generally, the primary ebjective of the Company’s papital manzgement is to ensure that it
continuously strives and maintains a strong credit standin g and healthy capital ratios in orderto
support its business and maximize shareholders” value.

The Company manages its capital stricture and makes adjustments as may be necessary in light of
changes in the business and general econamic conditons. To maintain or-adjust the capital structure,
the Contpany may adjust dividend payment o shareholders, retumn eapital to shareholders orissue
new shares.

No changes were made in the Company’s objectives. policies or TOCesses as at
£ x H 7

December 31, 2017 and 2016. The Cormpany is not subject to externally imposed capial
reguirements,
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18 Fair Values and-Offsetting Arrangements

The methuds and assumptions used by the Company in estimating the fair value of the financial
*instruments are as follows;

The carrying amounts of cash and cash equivalents, trade and other veceivables, due from/to relased
parties and accounts and other payables approximate their fair value. ‘These financial instruments are
relatively short-term in nature.

The fair valve of the urquoted unit investment orostfund is based on the published net asset value per
unit as of reporting date and is under the Level 2 category,

The estimated fair vatue of derivative liability as at December 31, 2017 is based on an indirest
method of valuing multiple embedded derivatives. This valuation technique using binomial pyvamid
model uses stock prices and stock price volatility, This valuation method compares the fair vatue of
the option-free instrnment against the fair value of the hybrid convertible instrument. The significant
unobservable input in the fair value is the stock price volatility of 42.16% in 2017, A (+/-) 5% in the
stock price volatility would increase by B5.04 million (decrease by B153.42 million) the fair value of
the derivative liability. The estimarted fair vatue of bond payable as at December 31, 2017 is based on
the discowmted value of furure cash flow using applicable rate of 17%.

Fair Vatue Hierarchy
The Company uses the following hisrarchy for derermining and disclesing the fajr value of financial
instruments by valuation technigue:

Level |+ guoted (unadjusted) prices in active markets for identical assets or liabilities

Ievel 2. other technigues for which all inpus which have a significant effect on the recorded fair
value are ¢bservable, either directly or mdirectly

Level 3. technigues which use inpurs which have a significant effect on the recorded fair value that
are not based on observable market data

The guantilative disclosuyres on fair value measuvemens hierarclry Tor assets and liabilities ag at
December 31, 2017 follow:
2017

Fair vitlue préasuréments vsing
Crupted prices in

active markeis For Significang Stpallicant
Carrying identical nsgety ohservable iypumy antbservalde
vilues Totad {Lovel 17 {Level)  inpurs {Level3)
Assets measured at fair value
Unqueted wait investment trust fond BI0,I7TITT BIDOTTITT P BIORITIITT R
Lia¥ilitics measured at falr value
Derivaiive {iability 1.560,373.47% 5360373479 - - 1.B80,373,479
Liabiliticy for which fair value are disclosed .
Bond Pavable 96,185,059 896,145.059 ~ - R96,185,05%

During the years ended December 31, 2017 and 2014, there were no transfers between Level 1 and
Level 2 fair value measurements and no transfers ioto and out of Level 3 fair value measuremenis,

Cffsetting of Financid! lnstruments

Financial assets-and liabilities are offset and the net amount reported in the statements of financial
position where the Company currenily hias a legally enforceable right 1o sat-off the recognized
aniounis and there is an iniention o settle on a net basis or realize the net asset setties the Hability
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The tab‘lg represents the recognized financial instruments that are-6ffscrasat December 31, 2017 and
2016 and shows in the “Net” columr: whit the net impact would be on the Company’s statements of
financial position as a result of the offsetting rights.

Drecember 31, 2017

Gross amount Offsetting Cash paid Net amount

Dividends receivable P843,356,203 B B 12843,356,203%
Dividends payable -~ (699,465287) —  {699,4465287)
Cash settlements - - (143.590,916) (143,890,916)
343356203 [(¥699,465,187) (B 43,390,916, R
December 31, 2016

Gross amoant Ofifsetting ‘Cash paid MNet amount

Dividends receivabie B384313,598 F— P- B3R4.313.59%
Dividends payable —  {265314.419) T (265314419)

- Cash settlements - - - -
#384,313,598 (RA55 314,419 P~ @ 18,994 179

The Company®s dividends payable tn LBCDC has been affset against the dividends receivahle from
LBCE.

7. Nate to Statement of Cash Flovs .

Derails of the movement in cash flows from financin « activities are as follows:

Foreign

Decemierd Drvidends Dilfsetiing of exchanpe Fairvilue  December 31,

2016 Cagh Flows Interest teelarcd dividends moverl chienges 2037

Convenible bond {hond end ]

decivative Ligbiliy) R 23505.658,T50 250555090 P P 7 (PBETO868)  PISEETI0EIC PYIETTE5T6

Dioe o setated panics (5,694,963 {13,604,463) - - - - - -

Faxvment of dividends - {127.536,635" FTV00LE7S (G065 261 i - =
Total Habilitics from

Franuing serivities F15604. 468 FO362.427,600 B39 559630 Pe27.001,971  {FES%463 287 (PR.GID.G65E B190.950,870  R2.756,358 538

18. Subseguent Bvenis

On February 28, 2018, the LRCH BOD approved the Incorporation of Diex Equiz Pre. 1td. |

(the Company), 1 Singaporean private limited Company, through subscription of 862 shares or 86%
of the toral owstanding shares of Diez Equiz Pte. Lid. ai USD 1.00 pershare. This is to diversify the
businesses of LBCH anid to. house possible or future investment opportunities. The Company has
control ever Diez Equiz Pte. Lid. in accordancs with PERS 3, Business Combination.

On March 7, 2018, the BOD of LBCH approved the purchase of shares of some intemnationst affiliates
in line with the conditions to the issuance of convertible bond as discussed in Note 10. The sequisition
is expected 16 benefit the Company by contributing to its global revenue streams. On the same daie,
the share-purchase agreements were exceuted by LBCH and the international affiliates with a total
share purchase price amounting to USD 8.55 million, subject to certain closing conditions.

AR
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Below is the iist of entities that were acquired bry LECH:

4. LBC Mabuhay Saipan, fnc. which operates as & cargo and remittance Company in Sajpan.
LBCH purchased 120,000 shares or 100% of the tote] vutstanding shares of the acquivee at
purchase price of USD 207,652, The transfar of the ownership of the shares and afl 7 ghts,
titles and interest thereto shall take place {ollowing the payment of the consideration.

b, LBC Mabuhay Fawaii Corporation which operates ds a-cargo and remittance Company in
Hawail. LBCH purchased 1,536,408 shares or 100% of the 1otal outstanding shares from
LBC Heldings 17SA Corparation

¢ LBC Mundial Corporation which operates as a cargo and remittance Company in. California,
LBCH purchased 4,192,546 shares ar 100% or the tot) uistanding shares from LBC
Holdings USA Corporation.

d. LBC Mabuhay North America Corporation which operates as a cargo and remittance
Cempany in New Jersey. LECH purchased 1,605,273 shares or 100% or the total
owstanding shargs from LBC Holdings TUSA Corporation.

LBC Mabuhay Hawaii Carporation, LBC Mundial Comperation and LBC Mabuhay North America
Corporation (the Companies) were purchased by LBC Express. Heidings, Inc. ata purchase price of
USD 8,432,000, The transfer of the ownership of the shares and all rights, 1itle and interests thereto
shall take place following the bayment of the consideration defined and shali be subjectro the
recessary approvals of the US regulatory bodies that overses and/or regulate the Companics.

T




COVER SHEET

]
SECRegistation Nusnber

[a]sio[s[s[o[o]s]2]7]r]

Lisfc] Jz/x[7Ix]
([#[o]xlm[eir[1]
T{NIV]ElSIT}BﬂE;N

L]

Eisfcl miaivielalel. | Jolsix s [<[als Ta[v][s[x[t[ofn] |
CLINz[/EL [ lebes e[l A [E[rlolxlr] [T [T T]
lola[oL. | lals[alxl [clx[r[x]. | Iuls[rixlo|_bdalN[i[xL]

HIREENEEEEEREEEEEREEENNEEEEEEN

[ Tefolx[o[s[~[e[s[.] [xinic|
[e[p[e[r]a[c] [r[z[s[o[v[ric]z
[a[r[ofule[ [x[x[c[ DT [ |
| L]

NENEREEEEE

E|s
a2
T

|

E
s
|
|

|
|
|
|

. ) Secondary License Type, If -
Form Type : Departmicnt requiring the roport Applicable
1]71-]0] sizle] |
COMPANY INFORMATION l
Comparry's Email Address Company's Telephone Nomber Mohiie Nomber
] N/A | | §56-8510 D N/A |
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rLBC Hangar, General Aviation Centire, Domestic Airport Road, Pasay City, Metre Manila |
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9. Former name, former address and former {iscal year, if changed since last reporl

o

Federal Resources Jovestment Group Toe.
No. 35 San Antonio S8treet, San Franciseo del Monts,

Quezon City 1105

10. Securities registered pursuant 1o Sections 8 and 12 of the SRC or Sections 4 and 8 of the RSA

As at March 31, 2018;

Number of Shares of Commnon Stock
Crzstanding and Amount of Debt

Titls of Each Class Qutstanding
COMMON SIARES 1,425 865,471}
BOND PAYABLE 974,641,7617
DERIVATIVE LIABILITY 1,681.,418,326%

L. Areany or all of the securities listed on a Stock Exchange?
Yes [X]) No [ ]

Name of Stock Exchange: Philinpine Stock Exchange
Class of securitiey jisted: Common shares?

12. indicate by check murk whether the registrant:
{a) has filed all reporis required 1o be filed by Seciion 17 of the Code and SRC Rule i7
thereunder or Sections 11 of the RSA and RSA Rule 11{a}-1 thereunder, and Sections 26
and 141 of the Corporation Code of the Philippines, during the preceding twelve (12)
menths or for such shorter period the régistrant was required to file such reports)

Yes [X]No[]
(b) has been subject to such filing Tequirements for the past ninety (90) days.

Yes{X] No{]

Y Inlusive of | 388,357,471 common shares which ime cxemspt from registration.

? Relaied to convertible instrument ot an agpregate principal amoant of $50 million,

¥ As ¢ March 31, 2018, 40,899,000 vommon shares have been fisted with Philippine Stock Gxehange. The rematoing 1,384,966.471 are
subjeet ro listing applications fled with the Bhilippine Stock Exchange.




PART I - FINANCIAL INFORMATION

Xtem 1. Financial Statements

The Uraudited Interim Financial Statements of the Company as at and for the period ended
DMarch 31, 2018 and Nntes to Financial Statements are hereto attached as Anaex "A".

Eiem 2. Management's Discussion and Analysis of Financial Coundition and
KResnlts of Operations

RESULTS OF OPERATIONS
The analyses of consolidated Financial Result of Operations are focused mainly on the result of

opention of the subsidiary, LBC Express, Inc.

Chearter ended Mareh 31, 2618 compared fo the quarter ended March 21, 2037

Service Revenues

The Company’s service revenues increased by 12% to #2751 million for the quarter ended
Marck: 31, 2018 from £2,458 million for the quarier ended March 31, 2017, primarily due to the increase
in revenues from the Logistics segment attributable to growth in hath retail and corporate sales by 14%

and 18%, respectively.
Laogistics

Rewenues from logistics segment grew by 16% to 82,523 million for the quarter ended Mareh 31, 2018
from #2,181 million for the quarter ended March 31, 2017 mostly associated to growth in volume of by
34%5. The increase in volume of services was mainly atributable to the horizontal growth of the
Cornpany, evidenced by the net addition of 72 branches in the Philippines and continuous growth of
smell-medium-entity clients. In addition, the branches in Middle East iniroduced their local courier
services which gained a positive customer response and contributed to the inerease in sales.

Cost gf Services

Cost of services is higher by 13% to 21,818 million for the quarter ended March 31, 2018 from
£1,612 million for the quarter ended March 31, 2017, relative to growth of volume in logistics services
wihich resulted to increase in cost of delivery and remittance by 17%. Moreover, there is higher organic
heasicount to cover the additional branches and volume growth during the quarter which contributed to
thxe inurease in salaries and benefits by §%. Consequently, rentals and utilities and supplies also spike
by 15% and 10%, respectively.

Gross Profit

Gross profit increased by $0% to $933 million for the quarter ended March 31, 2018 from
B84.6 million for the quarter ended March 31, 2017, which is primarily volume driven.

b




Operating Expenses

Operating expenses is lower by 9% to 477 million for the quarter ended March 31, 2018 from
B52) million for the quarter ended March 31, 2017, caused by the following:

Roylty fee was discontinued effective September 4, 2017 based on the trademark licensing agreement
enteed bstween LBC Express, Inc. and LBC Development Corporatzon For the quarter ended March
31,2017, royalty fee amounted to 59 million.

Professional fee declined by 40% or 21 miilion mostly attributable to consuitancy fees related to

process improvement which ended last Sept 2017,

The mentioned decreases above were offset by higher salaries and wages expenses by 18% or £21
million relative to annual appraisal resulting from inflation and higher organic headcount as compared

to prior period.
Other Incorme, Net

Other income, net increased to B244 million for the quafter ended March 31, 2018 from
4 miltion for the quarter ended March 31, 2017, because of:

Forsign exchange gain, net is higher by 355% or #8S million which is from the foreign exchange
trading, valuation of cash and cash equivalents denominated in US dollars and bond payable valuation.

Gain on derivative amounting to 179 million is recognized as a result of lower estimated fair vaiue of
derivative liability as at March 31, 2018 as compered to the value as at December 31, 2017,

Others include gain on bargain purchase resulting from business combination with LBC Mabukay
Salpan, [nc. amounting to 82,75 million and equity in net sarnings of an assoclate amounting to £0.56

millien.

Interest expense is up by 141% or P31 million primarily due to nterest expense related to bond payable.

Net income before fox

Netincome before tax increased by 148% to 2564 mitlion for the period ended March 31, 2018 from
228 million for the pericd ended March 31, 2017 mainly due to the following reasons:

*  Growth in gross profit by 10% resulted from the increase in volume;

+ Reduction in operating expense by 9%,;

+  Gain on derivative amounting to £179 million;

* Increase in unrealized foreign exchange gain related to valuation of dollar denominated cash

and cash equivalents and bond payabie valuation,




FINANCIAL CONDITION

As at March 31, 2018 compared to as at December 31, 2017
Assas

Currenit Asset:

Cash and cash equivaients increased by 5% to 3,950 million as at March 31, 2018 from
£3,778 million as at December 31, 2017, Refer to analysis of cash flows in “Liquidity” section below.

Trade and other receivables, net decreased by 7% to 21,552 million as af March 31, 2018 from
P1.677 million as at December 31, 2017, resulted from collection efficiency and improvement in

averige days sales outstanding,

Due from related parties is higher by 10% to R738 million as at March 31, 2018 from 2668 million as
at Decentber 31, 2017, mainly attributable to monthly advances made fo stockholder.

Available-for-sale investment (current) is lower by 18% to 2361 million as at March 31, 2018 from

B441 million as at December 33, 2017, primarily attributable to redemption of Investment damounting
to B141 million during the quarter, offset by placement of 250 million for working capital requirement.
Thete is also gain from foreign currency translation and fair value valuation of 29 million and 21

million, respectively.

Prepayments and other current assets increased by 30% to 580 million as at March 31, 2018 from
#4446 million as at December 31, 2017, due to higher materials and supplies inventory by £20 milfion
and prepaid taxes by B59 million which includes renewal of business permits. Further, marketable
secuities with maturity of more than three months is also up by P45 million due to acquisition in
Jantary 2018 amounting to #50 million. .

Non-crarent Assefs

. _ Property and equipment, net increased by 3% to 21,0068 miilion as at March 31, 2018 from 2976 million

as atDecember 31, 2017, primarily due to additions to leasehoid improvement and motor vehicles which
resulted to an mcrease in met book value by 2% and 14%, respectively.

Intangibles, net is higher by 4% to 371 million as at March 31, 2018 from 2357 million as at December
17, 2017, mainly traceable to acquisition amounting to £31 million, offset by amortization of P16
milfion during the quarter.

Avaiiable-for-sale investment (noncurrent), declined by 5% to 8421 million as at March 31, 2013
from 2445 million as at December 31, 2017, relative to movement in market price from P2.28/share to

B2 _16fshare.

Investment in associate amounting to 2228 million is the result of scquisition of 30% equity interest
of Orient Freight International, Ine, on March 19, 2018.

Liabilities

Actounts payable and accrued expenses is up by 3% to £1,655 million as at March 31, 2018 from
R1 603 million as at December 31. 2017, primarily due to increase in'acorued salaries and coniracted
joB by 212 million and P26 million, respectively as a result of increase in manpower requirements,




Notes payable (current and noncurrent) decreased by 9% to #953 million as at March 31, 2018 from
#1041 million as at December 31, 2017, primarily attributabie to settlement of notes payable during
the quaster amounting to #89 million.

“Transmissions liability dropped by 6% to £554 million as at March 31, 2018 from #3588 million as at
December 31, 2017, mainly attributable to lower amount of merchant Hability (from bills payment).

Income tax payable increased by 10% to BI38 million as at March 31, 2018 from 2125 million as at
December 31, 2017, resulting from higher taxable net income for the guarter ended March 31, 2018.

Xease liabilities (ourrent and noncurrent) is down by 7% to B110 million as at March 31, 2018 from
Pl 18 million as at December 31, 2017 due to settlements during the quarter amounting fo
B9 million, offset by additional liability for service vehicles acquired through finance lease amounting
1o £0.7 million.

Retiwement benefit fability is higher by 6% to £744 million as at March 31, 2018 from
F705 million as at December 31, 2017 due fo the net retirement benefit expense recognized for the

period.

Bond payabie increased by 9% to 975 million as at March 31, 2018 from 806 million as at December
31,2017 as a result of acoretion of interest and impact of higher exchange rate amounting to 837 million
and #42 million, respectively.

Derivative [iability declined by 10% to 21,681 million as at March 31, 2018 from 21,860 million ag at
December 31, 2017 relative to fair value gain resulting from lower share price and volatility based on

PSE index.

QOther Liabilities dropped by 7% to [ 10 million as at March 31, 2018 from 8118 million as at December
31,2017 mainly from amortization of existing liabilities relatcd to computer infrastrusture, payroli and
Logistic systems and IT security tool.

LEQUIDITY

Cash Flows
Quarter ended March 31, 2018 compared to the quartcr ended March 31, 2017

Cash flows from operating activities

The Company's nct cash from operating activities is primarily affected by income before income tax,
depreciation and amortization, refirement benefit expense, interest expense, wnrealized foreign
exchanige gain, gain on derivative, equity in net eamings of an associate and changes in working capital.
The Company's net cash from operating activities were 2484 million and 88 million for the quarter
ended March 31, 2018 and 2017, respectively. For the quarter ended March 31, 2018, inflow from
operating activities were generally from normal operations.

Cash flows from investing activities

Cash used in and generated from investing activities for the quarter ended March 31, 2018 and 2017
amounted to 318 millon and #53 million, respectively. In 2018, the acquisition of an asscciate
amounting to 209 million and redemption of investments in UITF classified as available-for-sale of
141 million have the largest impact on cash flow from investing activities.




Cash flow from financing activities

‘Net cash used in financing activities for the quarter ended March 31, 2018 and 2017 amounted to
113 million and 2152 million, respectively. The decline is mainly due to settlement of notes payable
amounting fo #88 million for the current period ended as compared to 2257 million in same period last

year,




TART II - OTHER INFORMATION

T heres is no other information not previously reported in SEC Form | 7-C that needs to be reported in
this section.




SIGNATURE

Purstant to the requirements of the Securities Regulation Code, the Issuer has duly caused this report
to besigned on its behalf by the undersigned hereunto duly authorized. ’

LBC EXPRESS HOLDINGS, INC,

Chief nam.:e' Ofi‘";cer I
May 15, 2018
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LBC EXPRESS HOLDINGS, INC, AND SUBSIDIARIES

INTERTM CONDENSED CONSOLIDATED STATEMENTS OF FINANCIAL POSITION

(With Comparative Audited Figures as af December 31, 2017)

March 31, December 31,
2018 2017
{Unaudited} {Andited)
ASSETS
Clarrent Assets
Cash and cash equivatents (Notes 3 and 21) £3,950,018,224 PR3,778,408,492
Tracle and othey receivabies [Notes 4 and 21) 1,551,601,886 1,675,801,822
Dwe from related parties (Notes 15 and 21) 737,539,490 667,717,635
Available-for-sale investments (Notes § and 22) 366,590,940 440,763,495
Prepayments and other current sssets (Note 53 580,483,292 446,131,160
Total Current Assets 7,180,233,832 7.008,822,604
Noneurvent Assets
Property and equipment (Note 6) 1,007,666,435 976,053,401
Intangible assets (Note 7) 371,278,259 356,850,011
A vailsble-for-sale investments (Nofes 8 and 22) 421,329,760 444,736,969
Ereferred tax assets (Note 18) : 295,717,156 289,524,039
Security deposits (Note 19) 157,880,897 255,426,519
Investment in associate (Note 9) 228,442,387 -
O ther noncurrent assets (Note 5) 90,223,491 92,164,977
Total Noncuerent Assets 2,672,538,385 2.414,756,316
£9,852,772,217 P0,423,578.520
LIABILITIES AND EQUITY

Current Lisbilities
Aecounts and other payables (Notes 10 and 21)

P1,655,268,613

B1,603,110,735

Dus to related parties (Notes 15 and 21} 23,096,410 2,542,585
Crirrent pottion of notes payable (Notes 12 and 22) " 369,000,000 444,650,000
Trarsmissions liability (Notes 11 and 21} 554,247,997 588,203,656
Incame tax payable 137,595,140 125,020,186
Current portion of lease liabilities (Notes 19 and 22) 21,385,121 30,691,524
Total Corrent Liabilities 2,751,585,281 2,789,618,686
Nomesrrent Edabilities
Derivative Hability (MNots 13} 1,681,418,326 1,860,373,479
Zond payable (Note 13) 974,641,761 896,185,059
Retirement benefit Hability (Note 20) 744,355,065 705,325,767
Notes payabie - net of current portion (Notes 12 and 22) 592,500,000 601,250,000
Lease Habilities - net of current portion (Notes 19 and 22) 88,180,748 87,031,857
Other noncurrent liabilities (Notes 6 and 7) 110,191,478 118,327,055
Total Noncurrent Liabilities 4,191,283.378 4,268.493,217 .

6,942,868,659

7,058,111,903 .

Equeity

Equity attributable to shareholders of the Parent Company {(Note 14)

Capital stock 1.,425,865,471 1,425,865,47]
Retained eamings 1,219,057,823 659,288,179
Accumutated comprehiensive income 308,509,363 336,920,319
2,953,432,597 2,412,073,969

Mon-controlling interests (43,529,039) (46,606,952)
Total Eguity 2,909,903.558 2.365,467.017
$9,852,772,217 BO.423,578,920

See mcconpanying Notes to Interint Condensed Consolidaled Financial Statements.




LBC EXPRESS HOLDINGS, INC. AND SUBSIDIARIES

INTERIV CONDENSED CONSOLIDATED STATEMENTS OF COMPREBENSIVE INCOME

Three Months Ended March 31

2018 2017
{(Unaudited) (Unandited)
SERVICE REVENUE (Note 23) B2.750,700,536 P2,458,185,460
CQST OF SERVICES (Note 16) 1,818,035,459 1,612,082,623
GROSS PROFIT 932,665,077 846,102 837
OPERATING EXPENSES (Nots 17} 476,833,551 522,447,111
QOTHER INCOME (CHARGES)
Foreign exchange pains - net 108,528,070 23,837,630
Gain on derivative (Note {3) 178,955,153 -
Intezest income 6,131,934 1,498,793
Interest expense (Notes 12, 13 and 15} (53,240,278) (22,069,731)
Others - net (Note 9} 3,379,654 1,107,997
243,754,513 4,374,689
INCOME BEFORE INCGME TAX 699,586,039 328,030,415
PROVISION FOR INCOME TAX (Note 18) 135,764,687 100,104,099
NET INCOME ¥OR THE PERIOD 563,821,352 227,926,316
OTHER COMPREHENSIVE LOSS ’
1ters not to be reclassified to profit or loss
subsequent periods .
Remessurement loss on retirement benefit plan - net
of tax ' 266,635 (219,476)
Ftems that may be reclassified to profit or loss in
subsequent periods
Unrealized fair value loss on available-for-sale
investments {Note §) (22,341,702) (8,526,191)
Currensy translation gain {losg) - nef 2,690,256 {336,110)
: {19,384,811) (%,081,777)
TOTAL COMPREHENSIVE INCOME P544,436,541 P218,844,539
NET INCOME ATTRIBUTABLE TO:
Shareholders ofthe Parent Company $559,769,644 229,491,376
Non-controlling interests 4,051,708 (1,565,060n
NEY INCOME FOR THE PERIOD B563,821,352 227,936,316
TOTAL COMPREHENSIVE INCOME
ATTRIBUTABLE TO: o
Shareholders of the Parent Company £541,358.628 R220,908,237
Non-controlling interests 3,077,912 (2,063,608)
TOTAL COMPRERENSIVE INCOME
FOR THE PERIOD £544,436,541 F218,844,539
EARNINGS PER SHARE {Note 24) _
Basic £0.39 P0.16
Dilused P28 PO.16

See cecompanying Notes fo Interim Condensed Consolidaled Finarecial Statements,




LBC EXPRIESS HOLDINGS, INC. AND SUBSIDIARIES

INTERIM CONDENSED CONSOLIDATED STATEMENTS OF CHANGES IN EQUITY

For the Three Months Ended Mareh 31, 2018 (Unaudited)

Accumulated .
Capifal Stock Retained  Comprehensive Non-con{rolling
. (Nete 14} Earnings Income Total Titerests Total Equity
Balances as at January 1, 2018 P1,425,865,471 £659,2588,179 R326.520,319 B2,412 073,569 (R46,606,952)  P2.365,467,017
Comprehensive income: ’
Net income - 559,769,644 - 559,769,044 4,051,788 563,821,352
Cther comprehensive loss - - {18,411.016) (18,411,016) (973,795} (19,384,811)
Total comprehensive income (loss) - 559,769,544 (18,411,016) 541,358,628 3,077,813 544,436,541
Balances as at Mzrch 31, 2018 F1,425.865471  B1,219,057,823 P308,509,303  P2,053432,507 (P43,520,039)  ¥2,909,903,558
For the Three Montiis s Ended March 31, 2017 (Unaudited)
Accumulated
Capital Stack Retainad Comprzhensive Non-controlling
(MNote 14) Eamings Income Totai © Interests Total Equity
Balances as at Januvary 1, 2017 2}.425,865,471 F782,414,079 P305,677402  B7 513,956,952 (B50,963,937)  $2.462,593015
Coinprehensive income: .
MNet income (Joss) - 229,491,376 - 229,491 376 {1,565,060) 237,926,316
Other comprehensive loss - - (8,583,139} {8,583,139) {498.638) (9.081,717)
Total comprehensive income (Joss) - 229481376 {8,583,13%) 220,908,237 {2,063,698) - 218,844,539
Balances as at March 31, 2017 B1,423 865,471 B1.01%,905,455 £297,094,263 P2,734,865,189 {P53,027,635) P2,681,837,554

See accompanving Netes 1o fnterim Condensed Consolidated Financial Statemenis




EBC EXPRESS HOLDINGS, INC. AND SUBSTDJARTES

INTERIM CONDENSED CONSOLIDATED STATEMENTS OF CASHFLOWS

Three Montiis Ended March 31

(Uraudifed)
2018 2017
CABI TLOWS FROM OPERATING ACTIVITIES
Lxomne bofore income tax £699,586,03% 2328030415
Adjustments for:
Depreciation and amortization {Notes 6, 7, 16 and 17) 86,034,602 72,623,560
Interest expense (Notes 12, 13, 15 and 19} 53,240,277 22,069,731
Retiremeint expense, net of benefits paid and contributtion
to retirement plan 39,406,205 7,378,403
Gain on disposal of property and equipment (Mote: 6) {1,9485) {8,000)
Realized gain on redemption of available-for-sale (60,044) -
Equity in net eamnings of an associate (Note 9) (525,935) -
Gain on bargain purchase (2,750,043} —
Interest income (Note 3) (6,131,914} (1,498,793)
Unrealized foreign exchange gains ~ net (83,391,118) {2,500,387)
Gain on detivative (Note 13) (178,955,153) -
Crperating income before changes in working capital 06,456,970 426,094,929
Changes in working capitat:
Decrease (increase) in: ‘
Trade and other receivables 125,058,487 54,658,437
Prepayments and other assets (134,352,132} (325,505, 786)
Security depasits (2,453,978} {6,182,861)
increase (decrease) in:
Accounts and other payables 41,311,648 34,432,917
Transmisgions liability {33,955,659) (106,136,070)
Metcash generated from operations £08,060,536 367,361,566
Interest received 5,272,563 1,498,793
Income tax paid (129,497,122} (280,416,372
Netcosh provided by operating activilies 483,835,577 88,443,987
CASH FLOWS FROM INVESTING ACTIVITIES
Pyoceeds from:
Redemption of invesiment in UITF classificd as available-for-sale (Note B) 149,545,556 312,126,151
Disposal of property and equipment and intangtble assets 1,946 8,060
Drevreass (increase) in nopcurrent assets 1,941,486 (8,722,748)
Acquisilions of: _
Intangible assats (30,760,480) (4,140,440)
Property and equipment {160,648,129) {71,5900,912)
Axvailable~-for-saie investments (80,000,000) (130,000,600}
Assaciate {209,265,07T) -
fryurease in due from related parties (69,821,855) (44.661,613)
Net cash (used in) generated from investing activities (317,946,559 52,708,438
CASH FLOWS FROM FINANCING ACTIVITIES
Proceeds from notes payable e 136,835,341
Payments of lease liabilities and movermneot of other noncurrent [iabilities (8,884,T86) (13,484,086)
Interest paid (Notes 12 and 19} (15,302,136) (18,923,714)
Payments of notes payable {48,300,000) (256,715,500)
Inerease (decreese) in dus to related perties - (38.780) .
Netcash used in fnancing activities ) (112.986,922) (152,326,739
WET INCREASE (DECREASE) IN CASH AND CASH EQUIVALENTS 52,502,096 (11,174,314)
EFFECT OF FOREIGN CURRENCY EXCHANGE
RATE CHANGES ON CASH AND CASH EQUIVALENTS 118,707,636 2,164,277
CASH AND CASH EQUEVALENTS AT
BEGINNING QI PERIOD 3,778,408.492 1.327.790,727
CASH AND CASH EQUIVALENTS AT
END OF PERIOD (Note 3} £3,950,018,224 21,318,780.690

See accompanying Notes to Inferim Condensad Conselidated Financial Starements,




I_BC EXPRESS HOLDINGS, INC. AND SUBSIDIARIES

NOTES TO INTERIM CONDENSED CONSOLIDATED FINAN CIAL STATEMENTS

L.

Corporate Information

LBC Express Holdings, Inc. (réferred {0 ag the “Parent Company” or “LBCH?), formerly
Federal Resources Investment Group Inc. (FEDD), was registered with the Securities and
Exchanpe Commission (SEC) on July 12, 1993,

The ultimate parent of the Parent Company is LBC Development Corporation (LB CDC).

"The Parent Company undertook an Initial Pubiic Offering and on December 21, 2001, LBCH's
shares were listed on the Philippine Stock Exchange (PSE).

The Parent Company invests, purchases or disposes real and personal property of every kind and
description, including shares of stock, bonds, debentures, notes, evidences of indebtedness, and
other securities or obligations of any corporation, association, domestic and foreign. ‘

The Parent Company is a public holding company that has investments in buginesses of
messengerial either by sea, air or land of letters, parcels, cargoes, wares, and merchandise;
acceptance and remittance of money, bills payment and the Tike; and performance of other allied
general services from one place of destination to another within and outside of the Philippines.

On February 28, 2018, the BOD of the Parent Company approved the incorporation of Diez
Equiz Pte Ltd, a Singaporean private limited Company, through subscription of 862 shares or
86% of the total outstanding shares of the entity at USD 1.00 per share. This is to diversify the
businesses of the Group and to house possible or future investment opportunities. On Aprit 5,
2018, the BOD approved the sale of the same 86% equity interest of Diez Equiz Pte Lid to
Maleka, Inc. at the sale price of USD 1.00 per share.

On March 7, 2018, the BOD of the Parent Company approved the purchase of shares of some
international affiliatés in [ine with the conditions to the issuance of convertible bond (Note 13).
The acquisition is expested to benefit the Company by contributing to its global revenus
streams. On the same date, the share purchase agreements were sxecnted by LBCH and the
international affiliates with a total share purchase price amounting to USD 8.55 miltion,
subject to certain closing conditions,

Below is the list of entities that were acquired by the Group:

¢ LBC Mabuhay Saipan, Inc. which operates as a cargo and remittance Company in Saipan,
The Parent Company purchased 120,000 shares or 100% of the total outstanding shaves of
the acquiree at purchase price of USD 207,652. The transfer of the ownership of the shares
and all rights, titles and interest thereto shall take place following the payment of the
consideration. _

« LBC Mabuhay Hawaii Corporation which operates as a cargo and remittance company in
Hawali. The Parent Company purchased 1,536,408 shares or 100% of the total outstanding
shares from LBC Holdings USA Corporation.

« LBC Mundial Corporation which operates as a cargod and remittance company in California.
The Parent Company purchased 4,192,546 shares or 100% or the total outstanding shares from
LBC Holdings USA Corporation.

e LBC Mabuhay North America Corporations which operates as a Cargo and remittance company
in Wew Jersey, The Parent Company purchased 1,605,273 shares or 100% or the total
outstanding shares from LBC Holdings USA Corporation.



1.3C Mabuhay Hawaii Corporation, LBC Mundial Corporation and LBC Mabuhay North
America Corporation (the Companies) were purchased by LBC Express Holdings, Inc. ata
parchase price of USD 8,342,000. The transfer of the ownership of the shares and ali rights,
titles and interests thereto shall take place following the payment of the consideration defined
and shall be subject to the necessary approvals of the US regulatory bodies that oversee andfor
regulate the Companies.

On March 19, 2018, the BOD of the Parent Company approved to invest and acquire 30%
equity interest in Orfent Freight Intemational, Inc. (OFID) through the following: (2) by
purchasing 1,150,000 common shares held by Rayomar Management, Inc. at £63.43 per share
: and (b) by subscribing to 3,285,714 common shares out of the unissued capital stack of OFII
at B44.40 per share. This Is to diversify the Company’s businesses and to realize returns on
investments.

On March 19, 2018, LBC Express, Inc. (LBCE) assigned its receivables from QUADX INC.
(QUADX) to the Parent Company amounting to R186.02 miltion. QUADX, is in the process
of increasing s authorized capital stock and the Parent Company wishes to subscribe to 2 total
of 1,860,214 shares out of the said increase in authorized capital stock of QUADX.

In the Deed of Assignment, also dated Martch 19, 2018, the Parent-Company and QUADX
agreed that the assigned teceivable be the firll and complete settlement of the subscription of
shares of stock of QUADX, once the increase in anthorized capital stock is approved by SEC.

The Parent Company’s registered office address is at LBC Hengar, General Aviation Centre,
Domestic Airpott Road, Pasay City, Metro Manila, Philippines.

2. Swmmary of Significsnt Accounting Policies

The principal accounting policies applisd in the preparation of these interim condensed
consolidated financial statements are set out below. These policies have been constantly applied to
all the periods presented, unless otherwise stated.

Basis of Preparation ;
The accompanying interim condensed consolidated financial statements of the Group have beep

prepared vsing the historical cost basis, except for uvailable-for-sale (AFS) investment that has
been measured at fair value. The interire condensed consolidated financial statements are
presented in Philippine Peso @®). All amounts are rounded off to the nearest peso, except when
otherwise indicated.

The Group’s interim condensed consolidated financial statements were prepared for inclusion in an
offering circufar in relation fo & planned capital raising activity.

Difference in accounting periods

The Group conselidated the non-coterminous financial statements of its subsidiaries using their
November 30 fiscal year end and the three months ended February 28 first quarter end financial
ctatements since it is impracticable for the said subsidiaries to prepare financial staternents as of the
same date as the reporting date of the Parent Cornpary.
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Management exercised judgment in determining whether adjustments should be made in the
interim condensed consolidated financial statements of the Group pertaining to the effects of
significant transactions or events of its subsidiaries that occur between March 1, 2018 and 2017
and the date of the Parent Company’s financial staternents which is March 31, 2018 and 2037 and
between December 1, 2017 and the comparative date of the Parent Company”s financial position
which is December 31, 2817,

The interim condensed consolidated financial statements were adjusted to effect LBCE’s availment
of bank loans in amounting to 246,84 million in March 2017 (nil in March 2018); settlement of
bank loans in March 2018 and 2017 amounting to £30.035 million and £57.97 million, respectively;
additional investment of unquoted AFS investment in March 2018 and 2017 amounting to RB30.00
million and 2130.00 miliion, respectively; additional redemption of unquoted AFS investment in
March 2018 and 2017 amounting to 50.30 miflion and £312.13 million, respectively; payment of
annnal income taxes in March 2018 and 2017 amounting to #112.59 million and $254.76 miilion,
respectively; the adjustment to reflect the increase and decrease of fair value of quoted AFS
investment by £21.46 million and £56.57 million for the period March 1 to March 31,2018 and
2017, respectively.

The consolidated financial statements as of December 31, 2017 were adjusted to effect LBCE’s

additional availment and settlement of bank loans in December 2017 amounting to £150.00 million .

and R161.25 million, respectively; the additional placement and termination of unquoted AFS
investment in December 2017 amounting fo 100,12 million and #40.07 million, raspectively, the
adjustment to reflect the increase in fair value of quoted AFS investment by $27.31 million for the
period December 1 to December 31, 2017, and the recognition of marketable securities and other
short-term investment under “Prepaid and other current asssts” in December 2017 amounting to B
4,02 million and £0.40 million, respectively.

There were no other significant transactions that transpired between March 1,2018 1o
March 31, 2018, December 1, 2017 to December 31, 7017 and March 1, 2017 to March 31, 2017.

Statement of Compliance )
The accompanying interir condensed copsolidated financial statements of the Group have been

prepared in accordance with the Philippine Aceounting Standard 34, Faterim Financial Reporting.
Accordingly, the interim condensed consolidated financial statements do not include all the
information and disclosures required in the annual audited consolidated financial staternents, and
should be read in conjunction with the Group’s annual audited financial statement as at and for
the year ended December. 31, 2017, which have been prepared in accordance with PFRS.

Basis of Consofidation .

The interim condensed consolidated financial statements include the accounts of the Parent
Company and all of its subsidiaries where the Parent Company has control. Control is achieved
when the Group is exposed, or has rights, to variable returms from its involvement with the
investee and has the ability to affect those returns through its power over the investee.

Specificaily, the Group controls an investes if and only if the Group has:

= Power over the investes (Le., existing rights that give it the current ability to direct the
relevant activities of the investee),

s Bxposure, or rights, to variable retums from its involvement with the investes, and

e The ability to use its power over the investee to affeet its refurns.
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When the Group has less than 2 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:

»  The contractual arrangement with the other vote holders of the investes
= Rights arising from other contractual arangements
= The Group’s voling rights and potential voting rights

The Group re-assesses whether ot not it controls ag investee if facts and circumstances indicate
that there are changes to one or more of the three elements of control.

Al significant intercompany balances and transactions, including income, expenses and
dividends, are eliminated in full. Profit and losses resulting from intercompany transactions
that are recoguized in assets are eliminated in full.

In 2018, the Parent Company acquired the following entities;

Country of Principal % Ownership
Entity Name Incorporation Agtivities
LBC Mabuhay Saipan Inc. Philippines Logistics 100%
Orient Frejght Intemational, inc. (OF} Philippines Logistics 306%

On March 7, 2018, the Parent Company purchased IZ0,0U(} shares or 100% of the total
outstanding shares of the acquiree at purchase price of USD 207,652. Total net assets as at
acquisition date is TUSD 260,380. Gain on bargain purchase amounting to USD 52,728 or £2.75

‘million in equivalent is recognized and presented under “Other Income (expense)” in the interim

condensed consolidated financial statements.

On Mareh 19, 2018, the Parent Company acguired 30% equity interest in OFII through the
following: (a) by purchasing [,150,000 common shares held by Rayomar Management, Inc. at
$673.43 per share; and (b) by subscribing fo 3,285,714 common shares out of the unissued capital
stock of OFII at B44.40 per share. The squity interest in OFIL is classified as Investment in
Associate and accounted using the equity method (Note 9).

Fxcept for the acquisitions mentioned, there were no changes in the Parent Company’s ownership
interests in ifs subsidiaries from January 1, 2018 to March 31, 2018,

Changes in Accounting Policies and Disclosures
The accounting policies adopted in the preparation of the interim condensed consolidated financial

- statements are consistent with thoss followed in the preparation of the Group’s annual

consolidated financial statements as at and for the year ended December 31, 2017, except for the

. following amendments which the Group adopted starting Fanuary 1, 2018.

«  Amendments to PERS 2, Share-based Payment, Classification and Measurement of Share-
based Payment Tremsactions  ~

The amendments to PFRS 2 address three main areas: the effects of vesting conditions on the
measurement of a cash-settled share-based payment transaetion; the classification of'a share-
based payinent fransaction with net settlement features for withholding tax obli gations; and
the accounting where a modification to the terms and conditions of a share-based payment
transaction changes its classification from eash settled to eqguity settled.
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On adoption, entities are required to apply the amendments without restating prior periods, but
retrospective application is permitted if elected for all three amendments and if other criteria
are met. Barly application of the amendments is permitted.

The Group has assessed that the adoption of these amendments will not have impact to its
imterim condensed consolidated financial statements becanse it does not have share-based
payment airangements,

PFRS 9, Financial Instruments

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

The adoption of PFRS 9 has an impact on the clagsification and measurement of the Group’s
finanoial assets and impairment methodology for financial assets, but there is no impact on the
classification and measurement of the Group®s financial liabilities. The adoption will also
affect the assessment of the Group’s credit losses smount. The Group is currently assessing
the impact of the adoption of this standard.

Amendments to PFRS 4, Insurance Contracts, Applying PERS 9, Financial instruments, with
PFRS 4

The amendments address concems arising from implementing PFRS 9, the new financial
instruments standard before implementing the new insurance contracts standard. The
amnendiments introduee twa options for entities issuing insurance cORTacts: 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 & and apply that approach retrospectively to
financial assets designated on transition to PERS 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 sinee none of the entities within the Group
have activities that relate to insurance or issue insurance contracts.

PFRS 15, Revenue from Contracts with Custamers

PERS 15 establishes a new five-step model that will apply to revenue arising from contracts
with customers. Under PERS 15, revenue is recognized at an amount that reflects the
consideration to which an entity expectsto be entitled in exchange for transferring goods or
services to a customer. The principles in PFRS 15 provide a more structured approach to
measuring and recognizing revenue.

The néw revenue standard is applicable to all entities and will supersede all current revenue
recognition requirements under PFRSs. Bither a full retrospective application or a modified
retrospective application is required for annual periods beginning on or after January 1, 2018,
Early adoption is permitted. The Group is cutrently assessing the impact of the adoption of
this standard.




Amendments to PAS 28, Measuring an Associale or Joint Venture at Fair Value (Part of
Annual Fmprovements fo PFRSs 2014 - 2016 Cycle)

"The amendments clarify that an entity that is a venture capital organization, or other gualifying

entity, may elect, at initial recognition on an investment-by-investment basis, to measure is
investments in associates and jomt ventures at fajr value through profit or loss. They also
clatify that if an entity that is not itself an investment entity has an tnterest in an associate or
joint venture that s 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. The amendments should be applied
retrospectively, with earlier application permitted.

These amendments have no significant impact to the Group's financial position and
performance.

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

The amendments clarify when an entity should transfer property, including property under
construction or development into, ar out of investment property. The amendments state that a
change in use occurs when the property meets, or ceases fo 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. The
amnendments should be applied prospectively to changes in use that ocour on or after the
beginning of the annual reporting period in which the entity first applies the amendments.
Retrospective application is only permitied if this is possible without the use of hindsight.

These amendments are not expected to have any impact to the Group.

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

The interpretation clarifies that, in determining the spot exchange rate fo use on initial
recognition af the related asset, expease or incoms (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. I there are multiple payments or
receipts in advance, then the entity must determine a date of the fransactions for each payment
or receipt of advance consideration. Entities may apply the amendments on & fully
retrospective basis, Alternatively, an entity may apply the interpretation prospectively to all
assets, expenses and income in its scope that are initially recognized on or after the beginning
of the reporting period in which the entity first applies the interpretation or the beginning of a
prior reporting period presented as comparative information in the financial statements of the
reporting period in which the entity first applies the interpretation.
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Effective beginning an or after January 1, 2019

Amendments to PFRS 9, Prepayment Features with Negative Compensation

The amendments to PFRS 9 allow debt instruments with negative compensation prepayment
features to be measured at amortized cost or fair vaiue through other comprehensive income.
An entity shall apply these amendments for annual reporting periods beginning on or after
Jannary 1, 2019. Earlier application is permitted.

The amendments will have no significant impact on the Group's financial position or
performance.

PFRS 186, Leases

PFRS 16 sets out the principles for the recognition, measurement, presentation and disclosure
of leases end requires lossees 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
recognition exemptions for lessees - leases of *low-value’ assets (e.g., personal computers)
and short-term leasss (i.e., leases with a lease term of 12 months or less). Atthe
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 fo use the underlying asset during the
lease term (i.e., the right-ofuse 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 fessee will generally
recognize the amount of the remeasurement of the lease liability as an adjustment to the right
of-use asset.

Lessor accounting under PERS 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 types of leases: operating and finance leases.

PFRS 16 also requires lessees and lessors to make more extensive disclosures than
under PAS 17.

Early application is permitted, but not before an entity applies FFRE 13. 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 plans to adopt the new
standard on the required effective date once adopted locally.

This standard is expected to significantly impact its leasing arrangements as lessee for its
branches which are currently accounted for as operating leases, as the Group is already
required to recognize the right of use assets and liabilifies n its interim condensed
consolidated statements of financial position. It will also increase disclosures in the financial
statements. The Standard does not havs significant imtpact as a lessor.

i
i
!
i
i
i
i




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

The amendments to PAS 28 clarify that entities should account for long-erm interests in an

- associdte or joint venture to which the equity method is not applied using PFRS 9. An entity

shajl apply these amendments for annual reporting periods beginning on or after
January 1,2019. Barlier application is permitted.

These amendments are not expected 0 have any impact 1o the Group.
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 and does not apply 1o taxes or jevies 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 vacertain tax treatments separatefy
« the assumplions an entity makes about the examination of tax treatments by taxation
authorities o .
_» 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 cousider each uncertain tax treatment separately or
together with one or more other uncertain tax treatments. The approach that better prediots the
resolution of the uncertainty shouid be followed.

The Group is eurrently assessing the impact of adopting this interpretation.

Deferred effectivity

Amendments to PRRS 10 and PAS 28, Sale or Contribution of Assets between an Investor and
its Assaciate or Joint Venture

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

On January 13, 2016, the Financial Reporting Standards Council postponed the original
offective date of January 1, 2016 of the said amendments until the International Accounting
Standards Board has completed its broader review of the research project on equity eccounting
that may result in the simplification of accounting for such transactions and of other aspects of
accounting for agsociates and joint ventures.

These amendments are nat expected to have any impact to the Group.

i
i
i
i




P 1

Investment in Associate
An associate is an entity in which the Company has significant influence. Significant influence is

. the power to participate in the financial and operating policy decisions of the investes, but is not

contref or joint control over thase policies.

The considerations made in determining significant influence are similar o those necessary to
determine control over subsidiaries.

The Group's investment in the associate is accounted for under the equity method of accounting,

Under the equity method, the investment in an assooiate {s initially recognized at cost. The
carrying amount of the investment is adjusted to recogmze changes in the Group’s share of net
assets of the associate since the acquisition date.

The Interimn condensed consclidated statement of comprehensive income reflects the Group’s
share of the results of operations of the associate, When there has been & change recognized
directly in the equity of the assaciate, the Group recogaizes its share of any changes, when
apphoab[e, in the interim condensed consolidated statement of changes in equity. Unrealized
gains and losses resnlfing from transactions between the Group and the associate are eliminated to
the extent of the interest in the associate,

The aggregate of the Group’s shave of profit or loss of an associjate is shown on the face of the
interim condensed consolidated statement of Income and-represents profit or loss afier tax and
non-controlling interests in the subsidiaries of the associate.

“The financial staterpents 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,

After application of the equity method, the Group determines whether it is necessary to recognize
an impairment loss on its investment in an associate. At each reporting date, the Group
determines whefher there is ohjective evidence that the investment in associates is impaired. If
there is such evidencs, 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 assaciate in the consolidated statement of comprahensive income.

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
vpon foss of significant influence and thé fair value of the retained investment and proceeds from
disposal is recogmzed in the consolidated staternent of income.

Sipnificant Accounting Judements. Estimates and Assumptions

The preparation of the interim condensed consolidated financial statemeants requires management
to make judgments, estimates and assumptions that affect the reported amounts of revenue,
expenses, assels and liabilities, add the disclosure of contingent liabilities, at the reporting date.
However, uncertainty about these estimates and assumptions could result in outcomes that could
require a material adjustment to the carrying amount of the affected asset or liability in the future.
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Except as otherwise stated, the significant accounting judgments, estimates and assumptions used
in the preparation of the interim condensed consolidated financial statements are consistent with
those used in the annual consolidated fimancial staternents as at and for the year ended

December 31, 2017.

Acqguisition method

On Mareh 7, 2018, LBCH acquired 100% ownership of LBC Mabuhay Saipan, Inc. (LBC Saipan)
for a total purchase price of USD 207,652 or 10.80 million. LBC Saipan operates as a cargo and
remittance company in Saipan and the Parent Company accounted the business combination uader
the acquisition method.

PFRS 3, Business Combinations, provides that if the initial acconnting for a business combination
can be determined only provisionally by the end of the period in which the combination is cffected
because either the falr values to be assigned to the acquires’s identifiable assets, Habilities or
contingent kabilities or the cost of the combination can be determined only provisionally, the
acquirer shall account for the combination using those provisional values. The acquirer shall
recognize any adjustments to those provisional values as a resuit of completing the initial
accounting within twelve months of the acquisition date. The comparative information presented
for the pericds before the initial accounting for the combination is complete shall be presented as
if the initial accounting had been completed from the acquisition date.

The provisional values of the identifiable assets and liabilities acquired as at the date of acquisition
foliows:

Assets

Cash and cash equivalents £25,762,682
Trade receivables 1,560
Receivable from a related parly 16,951,251
Property and equipment 412,196
Security deposit 265,007
‘Other assets - 123,651
43.515.747

Liabilities
Accounts and other payables 3,021,253
Payable io a related party 26,946,132
‘ 29967385
© Net assets . 13,548,362
(Gain on bargain purchase 2,750,043
Acquisition cost 210,708,319

The purchase price allocation for the acquisition of LBC Saipan has been prepared on a
preliminary basis due to unavailability of information to facilitate fair value computation. This
includes information necessary for the valuation of other intangible assets, if any. Reasonable
chanpes are expected as additional information becomes available. The accounts that are subject
to provisional accounting are property and egnipment, intangible assets and goodwill or bargain
purchase gain. :




-11-

The cost of acquisition is determined as follows:

Purchase constderation £]0,798,31¢
Fair value of equity interest in LBC Saipan held before
business combination

£10,798,319

Cash on acquisition follows:
Cash paid -
Cash acquired from LBC Saipan 25,762,682
Net cash inflow 25,762,682

The purchase consideration is unpaid as of March 31, 2018. Acquisition-related cost, which
includes documentary stamp tax amounting to 0.5 million was recognized as expense in 2018,

Determination gf significant influence on an investee company

If an investor holds, directly or indirectly, less than 20% of the voting power of the nvestes
company, it is presumed that the investor does not have significant influence, unless such
influence can be clearly demonstrated. A substantial or majority ownership by another investor
does not necessarily preclude an investor from having significant inflnence.

3. Cash and Cash Equivalents

This account consisis of:

March 31, December 31, March 31,

2018 2017 2017

(Unandited) {Andited} {Unaudited}

Cash on hand FE287,661,062 P264,057,974 P186,976,995
Cash in banks 1,924,023,774 1,103,336,745 682,964,912
Cash equivalepts 1,738,3335,388 2,411,013,773 445 838,783

F3,950,018,224 23 778,408,492 £1,318,780,6590

Cash in banks earn interest at the respective bank deposit rates. Interest income earned from cash
and cash equivalents amounted to 26.13 million and #1.50 million for the three months ended

March 31, 2018 aud 2017, respectively.

Cash equivalents include shorf-term placements made for varying periads of up to three months
depending on the immediate cash requirements of the Group and earn interest at the prevailing
short-term placements rates,
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4, Trade and Other Receivabies
This aceount consists of:

March 31, December 31,

2018 2017

{(Unaudited) {Audited)
Trade receivables - outside parties B1,013,237,893 B1,189,394,150
Trade receivables - related parties {Note 15) - 557,704,427 495,476,881
1,570,942,320 1,684,871,031
Less allowance for impairment losses L 68,282,406 57,252,950

1,502,659,914 1,627,618,081

" Other receivables:
Advanees to officers and employees 36,171,817 29,587,715
Others 12,770,155 18,556,026
P1.551,601,886 £1,675,801.822

Trade receivables arise from sale of services related to inbourd and outbound courier services,
handling and consolidation services with normal credit terms of 30 to 90 days.

Advances to officers and empioyees consist mainly of noninterest-bearing advances which are
subject to liquidation upen completion of the business transaction and personal advances subjsct
to salary deductions. ’ :

{Others mainly consist of $5S benefit receivable to be reimbursed within a year and acerual of
interest income which is expected to be collected upon maturity of the short-term placemients.

The Group performed reassessment of the collectability of its receivables and as a result,
recognized additional provision for impairment losses. These were recognized under operating
expenses in the interim consolidated staterents of comprehensive income.

Allowance for impairment losses were specifically identified as impaired. These pertains to trade
receivables from ouiside parties.

The movements in atlowance for impairment losses of trade receivables follow:

March 31, December 31,

2018 2017 .
{Unandited) {Audijted)
Balance at beginning of peried P57,252,950 B55,604,985
Provisions (Note 17) 11,029456 - 13,179,697
Write-off — (11,622,032)

£638,282,406 £57,252,950
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5. Prepayments and Other Assets

This account consists oft

Mareh 31, Drecember 31,
2018 2017
(Unaudifed) (Audited)
Input vatue-added tax (VAT) 715,455,620 $215,215,638
Materizls and supplies 124,138,003 100,572,680
Prepayments:
Taxes 66,735,335 7,418,431
Rent 63,289,570 70,238,209
Insurance 27,892,157 12,489,234
Software maintenance cost 23,970,122 7,049,524
Employee benefits 5,062,249 20,616,772
Advertising 4,921,300 7,111,383
Dues and subscriptions 3,857,611 4,404,153
Others 8,822,124 13,641,561
Creditable withholding taxes (CWT) 56,980,835 51,010,831
Short-term cash investrnents 51,154,691 11,326,492
Restricted cash in bank 14,225,935 5,000,000
Advanece payment fo a supplier 9,000,000 9,000,000
. . - 671,505,552 539,094,906
Less aliowance for impairment losses 708,769 798,769
670,706,783 538,296,137
Less noncurrent portion oft
VAT on capital goods 65,705,330 60,574,886
Prepaid rent 15,518,161 22,590,091
Other assets 9,000,000 9,000,000
Total noncurrent portion £00,223,491 £92 164,977
“T'otal current portion 380,483,292 R446,131,160°

Input VAT is applied against output VAT. Management believes that the remaining balance is
recoverable in futore periods. .

Materials and supplies consist of office supplies and packing materials to be used in the Group’s
operations. Materials anct supplies recognized as part of cost of services in the inferim
consclidated statements of comprehensive incorne for the three months ended March 31, 2018 and
2017 amounted to £88.97 million and 81.50 million, respectively (see Note 16).

Prepaid advertising consists of advances for hillboards and multimedia endorsements.
Other prepayments pertain 1o unamortized licenses, prepaid utilities and prepaid interests.

CWTs are attributable to taxes withheld by the withholding agents which are creditable against the
income tax payable.

Short-term cash investments are time deposits with maturity of more than three months from the
date of scquisition but not exceeding one year. .
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Resiricted cash in bank represents time deposit, in the mame of LBCE, with 2 maturity of one year
and assigned to z spscific customer as a performance guarantee.

Advance payment to a supplisr pertaing for the intended purchase of a software. This amount was
reclassified from development in progress to other noncurrent assets in 2017,
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6. Property and Equipment -

The roltforward analysis of this account follows:

For the tliree months ended March 31, 2018 (Unaudited)

Trznspartstion Leasehold Furniture, Fiktures and Computer Constriction in
Equibment Improvements Ofiice Equipment Hardware Progress Total
Costs
At beginning of pericd P495,479,068 #1,574,578,690 PG637,456,359 $620,519,300 P17,301,634 £3,369,335,091
Addifions 5,206,493 9,073,762 = 8,743,550 21,244,859 61,790,776 T 106,863,440
Reclassifications 30,187,415 T 32,975,388 1,321,072 848,214 {65,332,089) -
Disposals (64,732) -~ - - - {64,732) |
Atend of pericd 534,808,244 1,616,633,840 667,523,021 642,608,373 13,760,321 3.475,333,79%
Accumuliated Depreciation and Amortization . |
Atbeginning of peried 337,955,230 991,124,131 568,035,973 496,166,375 - 2,393,281,690
Depreciation and amortization (Mates 16 and 17) 11,434,851 26,831,685 13,252,909 18,242,885 - 69,762,370
Adjustiment refated to business combination 1,732,420 2,243,944 - 710,672 - 4,688,036 i
Disposals {64,732) . - - - - {64,732 i
Atend of period 351,057,809 1,020,260,740 581,288,882 515,119,933 — 2.467,667.364 H
Met Book Value P183,750,435 P594,433,100 Pj6.234,139 P127,488,440 P13,760,321 P1,007,666,435 g
For the yeur ended December 31, 2017 (Audited) {
Transportation Leesehold  Fumiture, Fixtures and Computer Construction in :
Equipment Improvements Office Equipment Hardware Progress Total
Costs . ,
Atbeginning of year £516,312,044 #1,387,570,738 P604,044,494 R549,377,766 29,067,555 #3,066,372,598
Additions 65,217,309 37,627,429 43,222,628 46,283,784 180,133,211 394,484,361
Reclassifications 2,156,919 135,553,817 8,905,950 5,282 446 (171,899,132) -
Disposals {84.207.204) {6,173,293) (716,673) (424,656} - {91,521,868)
Atend of year - 459,475,068 1,574,578,630 657,456,399 620,519,300 17,301,634 3.369,335,091
Accumnlated Depreciation and Amaortization .
At bepinning of year 384,704,082 897,410,297 313,934,644 427,846,648 - 2,225,855,671
Deprectation and amartization (Notes 16 and 17) 37,455,352 97,534,449 52,236,428 68,503,817 - 255,733,046
Disposals (84,207 204) (3.820,633) (135.099) (184,089 - (38,347,027
AL end of yoar 337,553 230 991,124,111 568,035,973 495,166 376 - 2873, 201,870 ¢
Nzi Bool Value P161,523,838 B583,454,57% P§9,420,426 £124,352,924 17,301,634 $976.0153.401
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In 2015, the Group purchased a computer hardware on a [ong-term payment arrangement. The
ligbility is roninterest bearing and payable over 60 months. As at March 31, 2018, the outstanding
liability amounted to £32.04 million, 821.55 million of which is reported under ‘other noncurrent
liabilities” in the interim condensed consofidated statements of financial position.

1. Intangible Assets

The rollforward analysis of this account follows:

For the three montis ended March 31, 2018

{(Unaudited)
Development

Software in Propress ‘I'ntai
Costz
At bepinning of period 549,820,615 £4,540,000 $554,360,615
Additions = 30,700,480 30,700,480
Atend of period 549,820,615 35,240,480 585,061,095
Accumuinted Amortization
At beginning of peried 197,510,684 - 197,510,604
Amortization (Mote 17) 16272232 - 16,272,232
Al end of pericd 213,782,836 - 213,782,836
Met Book Value £335,037,779 35,240 480 B371,278,259

For the veer ended December 31, 2017 {Audited)
 Development .

Softwvare in Progress Total
Costs
Al beginning of year £335,393,881 £63,140,574 $398,534,455
Reclassification 156,491,950 8,654,110 165,146,060
Additions 58,254,684 (67,254,684) (9,000,000)
Disposal (3199000 — {319.900)
Al end of year 549.820.615 4,540,600 554,360,615
Accwmmlated Atnortization . . . S
Al beginning of year 132,486,794 - 132,486,794
Amortization (Note 17) 55.023.810 - 65,623,810
Atend of year 157.510,604 - 197,510.604
Net Baok Value £352.310,011 £4,530,000 £356,850,011

In 2017, the Group purchased 1T security tool, a new payroll system and a logistic sofrware on
2 non-interest bearing long-term payment arangement payable over 36 months, 60 months and
60 months, respeotively. As at March 31, 2018, the outstanding liability related to the
purchase of these intangible assets amounted to #121.65 miliion, of which 288.64 million is

o presented under ‘other noncutrent Habilities” in the interim condensed consolidated statement
of financial position.

Drevelopment in progress pertains to costs related to ongoing development of software, user
Hcense and hmplementation costs. .
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B. Available-for-sale investments

AFS investments consists of the Group’s investment in ungoted unit investment trust fund
and investment in quoted shaves of stock of Araneta Properties, Inc. The major categories of
the Group's investment in unquoted unit investrnent trust fund comprise primarity of
Overnight Deposit Facility and Term Deposit Facility in the Bangko Sentral ng Pilipinas,

Movement of the invesiments follows:

Far the thres For the year
months ended Ended
Wiarch 31, December 31,
2018 2017
{Unaudited) {Audited)
Unquoted:
Balance at beginning of perod P446,763495 F250,937,154
Additions 50,000,000 1,354,016,400
Redemption (140,545,550)  (1,206,361,295)
TUnrealized foreign exchange gain (loss) 9,307,488 (2,370,641
Fair value gain during the period 1,065,507 4,541,877
360,590,940 440,763,495
Quoted:
Balance at beginning of year , 444,736,969 458,391,174
Unrealized fair value gain (Joss) (23,407,209} {13,654,205)
421,329,760 444,736,962
P781,920,7060 £885,500,464
Less current portion £360,590,940 P440,763,495
Total noncurrent poertion £421,329,760 Rd444,736,969

9. Ymvestment in Associate

On March 19, 2018, the Parent Company invested in OFIL, a company involved in freight
forwarding, warehousing and customs brokerage businesses. '

The Parent Company subscribed {0 3,285,714 common shares out of the unissued capital stock
of OFI1 at 2 subscription price of P44.40 or 2145.89 million. On the same date, the Parent
Company purchased 1,150,000 secondary shares at®63.43 per share for a total consideration
of #7294 million from Rayomar Management, Ine. (RMI), an investment and management
company and former stockholder of OFIL. These acquisitions contribute a total ownership of

30% on OFIL

As of March 31, 2018, the investment in associate amounted to 2228 .44 million, including cost
directly attributable to the purchase and subscription of shares. As at March 31, 2018, equity
in net earnings of an associate amounted to #0.53 million. No impairment loss was recognized
for the investment in an associate in 2013.
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As at March 31, 2018, the statemeats of financial position of the investment in associate is a3

follows:
Current assets P459,483,600
Noncurrent assets 02469818
Total assets £591,953,508
Current liabilities P206,145,200
Noncurrent liabilities 32,441,740
Equity 353,365,868
Tota] labilities and equity £591,053,508

The statements of comprehensive income of the investment in associate from March 19-31,
2018 is as follows:

Revenue R26,727,552
Cost and expenses ' 24,974,434
MNet income B1,753,118
Other comprehensive income -
Tolal comprehensive income £1.753,118

10. Accounts Payable and Other Payables

This account consists of:

March 31, December 31,
2018 2017
{(Unaudited) {Audited)
Trade payable - outside parties R656,221,817 P656,868,942
Trade payable ~ related parties (Mote 15) 2,701,615 376,412
Accruals:
Salaries and wapges 260,432,463 248,425,003
Contracted jobs 147,679,792 121,825,685
Rent and utilities 88,591,601 90,793,364
Claims and losses 41,769,605 26,539,218
Advertisitig 16,712,892 20,750,779
Software maintenance 15,386,156 27,169,568
Outside services 14,901,071 10,968,97¢
Taxes 12,371,060 10,933,230
Professional fees 11,518,249 12,917,417
Others 56,569,452 46,508,026
Deferred outpuat VAT 209,668,635 225,681,729
Taxes payable 67,409,968 61,810,735
Govermment agencies contributions payables 21,850,879 23,013,633
Others 31,476,558 18,528,015

P£1,655,260,613 £1,603,11¢,735
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Trade payable and accrued expenses arise from regular transactions with suppliers and service
providers. These are noninterest-bearing and are normally settled on one to 60-day term.

Accrued salaries and wages pertain to uapaid salaries and provision for employee’s allowances

and benefits.

Other accruals mainly inciude repairs and maintenance, training costs, accrual for interest
expense and purchases of motor vehicles and materials and supplies.

Deferred output VAT arises from the uncollected receivables from vatable sales.

Faxes payable includes output VAT payable and withholding taxes on payment to suppliers
and employses® compensation which ate settled on a monthly basis.

Government agencies contribution payable periains to monthly required remittances to
government agencies such as SSS, Pag-ibig and Philhealth.

Other payables include employees’ salary loan deductions payable to third parties, and
payables arising from expenses incurred in relation to transactions with nontrade suppliers.

11.

Trazgsmissions Liability

Transmissions liability represents money transfer remittances by clients that are still
outstanding, and not yet claimed by the beneficiaries as at reporting date. ‘These are due and

demandable.

“Trapsmissions liability amounted to B554.25 million, (#107.77 willion of which is payable to
an affiliate) and P588.20 million #77.38 million of which is payable to an affiliate) as at
tiarch 31, 2018 and December 31, 2017, respeetively (see Note 15).

12,

Notes Payable

The Group has oufstanding notes payabls o varions local banks. The details of these notes as
at March 31, 2018 and Becember 31, 2017 are described below:

NMarch 31, 2018 (Unaudited)

Date of Outstanding

Banl/Retated Porty Avaliment Bzlance Maturity Interest Rate Paynient Terms

Baneo de Ore March 2018 PA7,000,080 Septembey  Fised rate, Cleans: Interest payable every

. 2018 4.60% manth, principal to be paid an

maturity date

Ranes de Oro Yarious 672,500,000 Miay 2028 Fixed rate, With mertgape; Interest

availments in 4.00% payable every month, principal

216 payable guarteriy

Rizal Commereinl Various 13,000,000 Apritand  Fixed rate, Clean; laterest payable every

Banking Corporafion availments in Dee 2018 450% month, principal to be prid on

(RCBD) 2017 maturity date
Total’ PO52,500,400
Current Pordion R3G0.(H0,000
Noncurrent porkiorn £5972 500,000
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[recember 31, 2017 (Audited)

Outstanding
Bank Datc of Availment Balance Maturity [nterest Rate Terms
Banco de Ore Septernber 2017 RES,300,600 March 2018 Tixed rate, Clean; Tnterest payable cvery
4.00% menth, principal to be paid on
maturity dats
Banco de Ore Various availiments 692,500,000 May 2021 Tixed rate, With mortpage; Interest
in2016 4.00% payable every month, principal
payable querterly
Unicnbank of the Avgust 2017 50,000,000 February.  Fixed rate, Clean; Interest payable every
Philippines {LJBF) 2058 6.00% manth, principnl to be pald on
maturity dat:
Rizal Commercial Various 213,000,000 April 2088 Fixed rale, Clegn; Interest payable cvery
Banking Corporalion  Avatiments 4.00% manth, principal to be paid on
(RCBC) in2017 manirity date
Total B],041,300,000
Cucrent portion P440.050.000
FI:I__gncumnt portion 2601,250,000

The Nates Facility Agreement entered by the Group with Banco De Oro (BDO) in May 2016
is with a credit line facility amounting to 800,00 mitlion. The loan is secured with real estate
mortgage on land owned by the Group’s affiliates (see Naote 13).

Various short-torm loans avaiied in 2016 with BDO, UBP and RCBC totaling £67.50 million
were rolled over and still existing 2s of March 31, 2018.

Interest expense amounted to 213.98 million and #12.00 million for the three months ended
March 31, 2018 and 2017, respectively.

The loans were used primarily for working capital requirements and are not subject to any loan
covenants.

. Convertible Instrument

On June 20, 2017, the BOD approved the issuance of convertible bond. Accordingly, on
August 04, 2017, the Parent Company issued, in favor of CP Briks Pte. Lid, a seven-year
secured convertible instrument in the aggregate principal amount of US$50.0 miliion
(22,518.25 million) convertible at any tirme into 192,307,692 common shares of the Parent
Company at the option of CP Bricks Pte. Lid at £]3.00 per-share conversion price, subject to
adjustments in accordance with the terms and conditions of the instrument, The Instrument is
also redeemable, at the option of CP Bricks Pte. Ltd, beginaing on the 30th month from
issuance date at the redemption price equal to the principal amount phus intemal rate of return
ranging from 10% to 13%.

“The convertible bond is a hybrid instrument containing host financial fiability and derivative
components for the equity conversion and redemption options. The equity conversion and
redemption options were identified as embedded derivatives and were separated from the host

confract.

e gt
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As at March 31, 2018, the carrying value of bond payable is 8974.64 million and the fair value
of the derivative hability is B1,681.42 million. The fair value changes of the derivative
liahility recognized as “Gain on derivative” amounted to #178.96 million in 2013. Interest
expense arising fiom the aceretion of interest on the bond payable amounted to ®36.69 million
in 2018.

The agreement related to the issuance of convertible honds indicated the following rights and
" obligations:

a. Within one month from August 4, 2017, the Parent Company shall disconfinue any royalty
payments to LBCDC for all trademarks, brands and licenses. Thig was already terminated
in September 2017;

b. Within three months from closing date, LBCDC shall procure that the Parent. Company
enters into a binding sale and purchase agresment to acquire the equity interests of the
12 overseas entities. Also, within [2 months from closing date, LBCDC shall procure that
the Parent Company closes the acquisition of the equity interest of the overseas entities;

c.  Within six months following the termination of rayalty payrments, the Parent Company
shall be permitted to male loans and advances to LBCDC and this shall not be considered
a Reserved Matter, LBCDC already made an advances amounting to #150.00 miilion;

d.  Within six months from closing date, LBCDC shall procure a debt for equity swap
between LBCE and QUADX INC.,, a local affiliate; and

e.  Within 3 months from closing of the acquisition of the equity interests of the overseas
entity, LBCDC procure to seitle all obligations to the Group.

Several extensions were made to the initial agreement. The fourth extension amendiment was
on April 1§, 2018 stating the following changes:
i.  Withip thirty {(30) calendar days from April 18, 2018, LBCDC shall procure that the
Company shall enter into a binding sale and purchase agreement to acquire each of
the Equity Interests for their respective purchase price. LBCDC shall use
commercially reasonable endeavors to procure that the Company shall acquire any
remaining portion of the equity interests in the Qverseas Entities, unless such
acquisition would result in a violation or breach of Applicable Law.
ii.  Within thirty (30) calendar days from April 18, 2018, LBCDC shall procure (in
accordance with applicable Taw and regulation) that QUADX, INC. and LBC
Express, Inc. shall, in full and final settlement of ali and any intercompany balances
owed by QUADX INC. to LBC Express, Inc. as of such date {such amount being the
“Intercompany Balance™), convert the Intercompany Balance into common sharss in
the capital of QUADX such that after the conversion, LBC Express, Inc. shall hold
and own 86.11% of the resulting issued and outstanding common shares in QUADX,
; equal to the valoe of the Intercompany Balance, In the event that LBC Express, Ine.,
" in its ressonable discretion, assigns and transfers the Intercompany Balance to LBC
Express Holdings, Inc., all references to LBC Express, Inc. in this paragraph shail
instead be read as reference to LBC Express Holdings, Inc.

Failure to comply with the above agreements constititte an Event of Default which resuits to

the redemption of the convertible bond at par plus an IRR of 16%. As at March 31, 2018, the
Group has camplied with the above agreement.
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14, Equity
Capital stock

As at March 31, 2018 and December 31, 2017, the details of the Parent Company’s common
shares follow:

Number of
Shares of Stocks _ Amount
Capial stock -~ BI par vaiue
Authorized 2,000,006,600  ¥2,000,000,000
Issued and outstanding 1,425,865471 1.425,865,471

Retained earnings
On Aprl 19, 2017, the BOD of LBCH approved the declaration of cash dividends amounting

to £827.00 miltion from unappropriated retained earnings as of Mareh 31, 2017 amounting to
$849.83 million.

The dividends attributable to LBCDC was settled through application against due from
LBCDC as disclosed in Note 15. .
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15. Related Party Transactions

In the normai course of business, the Group transacts with related parties consisting of its
ultimate parent, LBCDC and affiliates. Affiliates include those entities in which the owners of
the Group have ownership interests. These trangactions include royalty, delivery, service and
manegement fees and loans and cash advances. Except as otherwise indicated, the outstanding
accounts with related parties shall be settled in cash. The transactions are made at terms and
prices agreed upon by the parties.

Details of related party transactions and balknces for the three months ended March 31, 2018
and for the year ended December 31, 2017 are as follows:

Transaction Outatandiag
amounts for the Recelvabte
threc months ended balance Rs Al
March 31,2018 ivkarch 31, 2018
(Unatudited) (Ungudited) Terms Cantditions
DBue from peisted partics {Trade receivables)
Affifiates
&,) Delivery fee, manogement
fee, financial Instant Peso
Padala (IPP) folfiliment fee Noninterest-bearing; due Unsecured,
[hNotes 4 and 23) £220.046.276 PISTH4ALT an demandabie ro impairment

Due from refated parties (Non-trade receivables

Ultimate parent conpant

Noninterest-bearing; due tnsecured,

b.) Advanscs £76,355,917 £491,046,581 and demandable 0o impnirment
Afftliares - wnder comumiol control

Noninterest-bearing; tuc Linsecured,

b.) Advances 25,583 55,187,014 and demandable no impairment

. Noninterest-bcnriné-;.i’o; ) B

settienient of the Unseenred,

¢.) Subscription advances - 186,025,400 sulseription of shares no impairment

Officer
Moninterest-bearing dec Unsecurad,
by Adyances - 0,284,395 ard demandahle  no impairmest

RI37,830,450
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Transaction Outsianding
amounts for the Recejvable
thres months ended balarce a5 at
Muareh 31,2817 December 31,2017
{Unaudited) (Unaudited) Terms -Conditions
Due eiated parties {Trade receivablies)
Afftiaizs
a.) Delivery fee, management
fee, financial Instant Peso
Padala (PP} filfillment fee Noninterssi-bearing; due Unsecured,
[HMoics 4 and 23) £124.625,323 £495.476.281 and demandable ng impaitment
Dsie from zelated partics {Nan-imade ivabies
Ultimate parent compeny
Noninterest-bearing; duc Ungecured,
.} Advances 8,663,189 R4 15, 144,205 and demendable o impairment
Afiiates - under common controf
Nominlerest-bearing, Unsecured,
b} Advances 68,305,017 243.289,035 dae and demandabic 1o impairment
Officer ‘
Noninterest-bearing; due Unsaeuresd,
b.} Advanses 1.500,000 9,284,305 and demandable N0 Empoirmenl
R667.717.635
Transaction Outstanding
smounis for the FPayablc
fhree months ended balsnce as at
iarch 31, 2018 March 31, 20718
{Hnandited) {Chinudited} Terms Cunditians
Due to related parties (Trade payubles)
[hinense Parent Company
Noninterest-bearing; due
¢.) Royaly fee (Notes 10 amd 17) B- £246,120 and demandable Unsecured
Assoalare
MNoninterest-bearing; duc
£.% Sea freight and brokerage A4, 761,846 2,461,495 awit demandzbic Unseenred
Affiliate
43 Guarantes fee Noninterest-herring; duc
(Notes 10 and 12) 1,785,714 - and demandable Unsesured
22,70L.615
Due to aselated party (Transneissions liabilin)
Afftiiare \
3.} Money remittance payable Noninterest-bearing; doe
MNete 11) BLS23.467.79 BIYY. 766,160 and demandable Unseeured
Due 1o related parties (Non-trade payables}
Alfitiare - under comnon control
Honbzieresk-beoring; due
b.) Advances B 82,646,715 and demaatable Unseeurcd
) Puyable retated to purchase of Moninterest-bearing; duc
shares (Note 9) 229,628,521 20,449,695 and demandable Unseeured

B23.006413
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Transaelion Oulstanding
amounts for the Payable
thies months erded balance ag at
Warch 31, 2017 December 21, 2017
(Unaudited) (Unaudited) Terms Conditions
Due 10 gelated parfies (Trade paysbies)
Ultimate Parent Company
Noninferesi-berring; dec
d.)} Royalty fec (Note 16} 38,796,287 £376,412 and demandabte Unsecured
Affitiate
&) Guaraates fee WNoninterest-beasing; duc
(MNote 10) 4,166,667 - and demyandable Unseeured
B376.412
Due to a reiated nary (Transmigsions Jiabili
Affiliaie
7.} Money remitlance payable : Noninterest-bearing; due
(Note 11) £333.055.01 £77.384.306 and demandable Linsecured
D to relsted portics (Mon-rads payables)
Affitierie = under conmon control
Norinterest-hearing; due
b)) Advanees - 2,342,585 gnel demnondable Linscoured
2342 585

Compensation of Key Management Personnel:

For the three months ended

March 31, March 31,

2018 2017

{Unandited) (Unaudited)

Salaries and wages P25,682,792 73,544,220
Retirement benefits (Note 20) 5,529,230 3,923 914
Other shorj-term employee bencfits 4,783,439 3,173,493
£35,995,461 230,641,627

a. Inthe normal course of business, the Group fulfills the delivery af balikbayan boxes,
fulfillment of money Temittances and performs certain administrative functions on behalf
of its affiliates. The Group charges delivery feos and service fees for the fulfiliment of

thess services based on agreed rates.

b. The Group regularly makes advances to and from refated parties to finance working capital
requirements and as part of their cost reimbursements arrangement. These unsscured
advances are non-interest bearing and payable on demand.

In: prior years, the Group has outstanding advances of 295.00 million to EBC
Development Bank, an entity under common contro} of LBCDC. In 2013, management
assessed that these advances are not recoverable. Accordingly, the said asset was written

off from the books in 2011 (Nate 26).
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On March 19, 2018, LBC Express, Inc, (LBCE) assigned its receivables from QUADX
INC. (QUADX) to the Parent Company amounting o £186.072 million. QUADX, is in the
process of increasing its authorized capital stock and the Parent Company wishes to
subscribe to a total of 1,860,214 shares out of the said increase in authorized capital stock
of QUADX. In the Deed of Assignment, also dated March 19, 2018, the Parent Company
and QUADX agreed that the assigned receivable be the full and complete settiement of the
subsctiption of shares of stock of QUADX, once the increase in authorized capital stock is
approved by SEC. .

LBCDC (Licensor), the Ultimate Parent Company, gramted to the Group (Licensee) the
ful} and exclusive right to use the LBC Marlks within the Philippines, in consideration for a
continuing rayalty rate of two point five percent (2.5%) for 2017 and 2016 of Licensee's
Gross Revenues which is defined as any and all revenue from all sales of products and
services, tncluding ail other income of every kind and nature dirgetly and/or indirectly
arising from, related to and/or connected with Licensee’s business operations (including,
without limitation, any proceeds from business interruption insurance, if any), whether for
cash or credit, wherever made, earned, realized or accrued, excluding any sales discounts
andfor rebates, value added tax.

On August 4, 2017, LBCE and LBCDC entered into 2 trademark licensing agreement,
which amended and restated the trademark licensing agreement entered by the same parties
on November 9, 2007, Both parties agreed to discontinue royalty paymems for the use of
L.BC Marks in recognition of LBCE’s own contribution to the value and goondwill of the
trademark effective September 4, 2017.

On March 18, 2018, LBCH subscribed to 3,285,714 common shares out of the unissued
capital stock of OFIIL at a subscription price of B44.40 or R145.89 million. On the same
date, LBCH purchased 1,150,000 secondary shares at P63.43 per share for a total
consideration of 872.94 million from RMIL. These acquisitions contribute 2 total
ownership.of 30% (see Note 9). Total outstanding payable to RM} related to the purchase
of shares amounted to £9.65 million.

On March 7, 2018, the Parent Company acquired 120,000 shares or 100% of the total
outstanding shares of LBC Mabuhay Saipan, Inc. at a purchase price of USD 207,652 or
210.80 million in peso equivalent. Gain on bargain purchase recognized under “Other
income {expense) as a result of business combination amounted to ¥2.75 million.

In the normal course of business, LBCE acquires services from OFI which include sea
freight and brokerage mainly for the cargoes coming from international origins. These
expenses are billed to the origins at cost.

The Group entered into a loan agreement with BDO which is seoured with real estate
mortgage on various real estate properties owned by the Group's affiliate. In consideration
of the affiliate’s accommodation to the Group’s request to use these properties ag loan
collateral, the Group agreed to pay the affiliate, every Aprit 1 of the year starting
April 1, 20186, a guarantee fee of 1% of the outstanding loan and until said properties are
released by the bank as loan cotlateral. The guarantee fee is reported as part of interest
expense in the interim condensed consolidared statements of comprehensive incothe.
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16. Cost of Services

This sccount consists oft

For the three mouths ended

March 31, March 31,

2018 2017
{Unaudited) (Unaudited)

Cost of delivery and remittance P806,563,628 £689,813,694
Salaries and benefits 522,215,084 482,507,267
Utilities and supplies 198,539,378 180,317,106
Rent (Mote 19) 161,136,777 140,180,660
Depreciation and amoritzation (Notes 6 and 7) 61,094,956 50,568,441
Retirement benafit expense 24,051,096 24,975,970
Repairs 19,610,456 21,065,434
Transportation and travel 16,188,084 12,859,927
Insurance 6,503,029 8,344,927
Others 2,132,971 1,445,197

¥1,818,035,459 £1,612,082,623

17. Operaﬁng Lxpenses
This account consists of:

For the three months ended

March 31, March 31,

2018 2017
(Unaudited) (Unaudited)

Balaries and henefits 135,479,657 R114,435,076
Rent (Note 19} 60,020,196 56,823,258
Advertising and promotion 41,661,077 33,888,556
Utilities and supplies 36,449,154 40,666,519
Travel and representation 32,786,378 35,895,921
Taxes and licenses 30,899,939 34,373,613
Professional fees 30,840,008 51,544,279
Depreciation and amortization 24,939,640 22,055,119
Claims and losses 18,732,634 19,968,393
Software maintenance costs 13,010,605 11,196,200
Provision for impairment loss (Note 4) 11,029,456 12,106,337
Diees and subscriptions 8,773,209 3,894,122
Retirement benefit expense 7.271,234 7,419,680
Insurance 5,916,393 - 5,742,071
Commission expense . 5,676,122 6,005,361
Repairs and maintenance 1,046,760 2,086,502
Royalty - 58,796,287
Others 12,307,073 5,459,817

£476,853,551 B522,447,111

Others comprise mainly of bank and finance charges, penalties and other administrative
expenses.
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18. Income Taxes

Provision for income tax consists of:

For the three months ended

March 31, March 31,

2018 2017

{Unaudited) (Unaudited}

Current P142,072,076 105,804,046
Deferred 6,307,389 (5,659,947}

. ®135,764,687 £100,104,099

Details of the Group’s deferred income tax assets as at March 31, 2018 and December 31,

2017 follow:

March 31, December 31,

2018 2017

{Unaudited) {Audited)

Retirement benefit liability 222,209,970 £215,948,504

Accroed employee benefits 42,820,379 42,241,773
Allowance for impairment loss 2,351,240 17,127,718

Deferred ieage liability ' 13,482,349 12,900,573

NOLCO 167,669 236,165
Past service cost 898,334 927312

MCIT 115,630 110,558
Capitalized borrowing costs (366,335) - (418,668}
Unrealized foreipn exchange losses (3,970,480) 450,104

£295,717,156 £289,524,039

On December 18, 2018, the Bursau of Internal Revenue issued Revenue Regulation

No. 16-2008 which implemented the provisions of Republic Act (R.A.) No. 9504, as amended
by R.A. 14963 or the Tax Reform Acceleration and Inclusion Act (TRAIN), on Optional
Standard Deduction (OSI}. This regulation allows individuals and corporate taxpayers o use
OSD in computing their taxakble income, For corporate taxpayers, they may elect a standard
deduction in the amount equivalent 10 40% gross income in Feu of the itemized deductions.

For the quarter ended iarch 31, 2018, eighteen {18) of LBCH’s subsidiaries opted to use OSD
in computing thefr current provision for income tax,

19, Lease Commitments

(&) Operating Lease

The following are the operating lease agreermnents entered into by the Graup:'

. Operating lease agreement covering its current corporate office space for a period of
five years from Gctober 20, 2016, The lease agreement is renewable at the Group’s
option at such terms and conditions which may be agreed upen by both parties. The
lease agreement includes rental rate escalations during the term: of the lease. The lease
agreement also requires the Group t pay security deposits.
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2. QOperating lease agreements covering various service centers and service points within
the Philippines for 2 period of one to five years, renewable at the Group’s option at
such terms and conditions which may be agresd upon by both parties. These lease
agreements include provision for rental rate escalations including payment of security
deposits and advance rentals.

3. Operating lease agreement with a local bank covering transportation equipment fora -
period of three to four years. The lease agreement does not include escalation rates on
monthly payments.

There are nio contingent rents for the above [ease agreements.

Rent expense was recognized as follows:

For the three months ended

March 31, March 31,
2018 2017
(Tnandited) (Unaudited)
Cost of services 161,136,777 £140,180,660
Operating expenses 60,028,156 56,823,258
P221,156,973 £197,003,918

The Group maintains security deposits arising from the said operating lease agreements
amounting to ®257.88 million and £255.43 miilion as at March 31, 2018 and December
31, 2017, respectively. :

The future minimum [ease payments from. the non-cancellable operating iease agreements
foliow:

March 31, December 31,

2018 2017

{Unaudited) {Audited)
Mot tater than 1 year £884.997,626 £874,762,535
Later than 1 year but not later than 5 years 3,906,807,524  3,894,459.968

Deferred lease liability arising from staight line recognition of fease payments amounting
to £44,94 millicn and #43.00 miflion as at March 31, 2018 and December 31, 2017,
respectively, are included in the non-current portion of lease Labilities account in the
interim condensed consolidated statements of financial position.
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These involve leases of transportation equipment which were accounted for as finance
leases. The components of the finance lease obligation as at March 31, 2018 and
December 31, 2017 arising from these leases are as follows:

Warch 31, December 31,
2018 2017
(Unaudited) {Audited)
Gross finance lease obligations
Not later than one year 26,947,652 £37,331,796
Later than 1 year but not later than 5 vears 49,412,472 50,764,603
76,360,124 88,096,399
Future finance lease charges on the finance lease
Not later than one year {5,562,531) {6,640,272)
Laterthan 1 year but nof later than 5 vears (6,172,888) {6,734,655)
(11,735419) (13,374,927
| 264,624,705 BY74,721,472
The present vahue of minimum lease payments is as follows:
"Mareh 31,  December 31,
2018 2017
{Unaudited) {Audited)
Not later than 1 year £21,385,121 £30,691,524
Later than 1 year but pot later than 5 years 43,239,584 44,029,948
’ ' ' B64,624,705 74,721,472

Interest expense on the above finance lease obligation charged to finance costs amounted
16 B2.57 million and 23.07 million for the three months ended March 31, 2018 and 20317,

respectively.

20, Retirement Benefits

The components of Hability recognized in the interim consolidated statements of fimancial

position for the existing retirement plan is as follows:

March 31, December 31,

2018 2017

{(Unaudited) {Audited)

Present value of defined benefit obligation B800,431,737 ®760,203,734
Fair value of plan assefs (56,080,672) (54,877,967}
. 2744 351,065 B705,325,767

The group has no existing transaction either directly or indirectly through its subsidiaries,
with its employees’ retiremant benefit fund. ’

The pension cost for the interim period and the present value of the defined benefit obligation
as at March 31, 2018 were calculated by extrapolating the latest actuarial valuation report for

the year ended December 31, 2017,
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21. Financial Risk Management Qbjectives and Policies

The Group has various financial assets such as cash and cash equivalents, trade and other
receivabries (excluding advances to employess), due from related parties, AFS investments and
‘short-term investrnents’ under other current assets.

The Group’s financial labilities comprise of accounts and other payables (excluding statutory
liabilities}, due to related parties, notes payable, transmissions liability, finance lease liabilities,
ofher noncurrent liabilities, derivative liability and bond payable. The main purpose of these
financial liabilities is to finance the Group’s operations.

The use of derivative financial instruments, if any, is solely for management of the Group’s
financial risk exposures. It is the Group’s policy not to enter into derivative transactions for
speculative purposes.

The main risks arising from the Group’s financial instruments are price risk, interest rate risk,
Hquidity risk, foreign currency risk and credit risk. The BOD reviews and approves policies
for managing each of these risks which-are summarized below.

Price risk

The Group closely monitors the prices of its equity securities as well a5 macroeconomic and
entity specific factors which could directly or indirectly affect the prices of these instruments.
In case of an expected decline in its portfolio of equity securities, the Group readily disposes or
trades the securities for replacement with mere viable and less risky investments.

Such investment securities are subject to price risk due to changes in market values of
instriments arising either from factors specific to individual ingtruments or their issuers, or
factors affecting all instruments traded in the market.

The following table shows the effect on comprebensive incoms should the change in fhe close
share price of quoted and unquoted equity securities ocour as at March 31, 2018 and 2017 with
all other variables held constant,

Effect on comprehensive income

March 31, March 31,
2018 2017
{{Inaudited) (Unaudited)
Change in share price
. Increase by 5% #£21,066,488 22,431,909
Decrease by 5% {#21,0606,488) (#22,431,909)
Change in NAV :
Increase by 5% B18,029,547 23,501,891

Decrease by 5% (218,029,547) {£3,501,801)
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The Group is also exposed to equity price risk in the fair value of the derivative liability due to
the embedded equity conversion feature. The following table shows the effect on net income
should the change in the close share price of the underlying equity security in the convertible
instrument occur as at March 31, 2018 and 2017 with all other variables held constant.

Effect on nef income
March 31, 2018 (Unaudited)

Change in share price
Increase by 5% $132,309,927

Decrease by 5% (£132,309,927)

Interest rate visk and credit spread sensitivity analysis

Except for the credit spread used in the valuation of the convertible redeemable bond, the
Group is not significantly exposed to interest rate risk as the Group’s interest rate on its cash
and cash equivalents and notes payable are fixed and nons of the Group’s financial assets and
Habilitics is measured at fair valse. Further, the impact of fluctnation on interest rates on the
Group's finance leases will not significantly irapact the results of operations.

The value of the Group’s convertible redeemable bond is driven primarily by two risk factors:
underlying stock prices and interest rates. Interest rates are driven by using risk-free rate,
which is a market observable input, and credit spread, which is not based on observable market
data. The following table demonstrates the sensitivity to & reasonably possible change in credit
sproad, with zll other variables held constant, on the fair vaiue of the Group’s embedded
conversion option of the convertible redeemable bond.

Change in share price Credit spread +1%  Credit sproad -1%
+5.00% £50,014,644 (262,899,345)
Liguidity risk .

Liquidity risk is the risk from inability to mect abligations when they become due, because
of faifure to liquidate assets or obtain adequate funding. The Group ensures that sufficient
liquid assets are available to meet shoxt-term funding and regulatory capital requirements.

The Group has a policy of regularly monitoring its cash position to ensure that maturing
liabilities will be adequately met. :

Prudent liquidity risk management tmplies maintaiing sufficient cash, the availability of
funding through an adequate amount of committed credit facilities and the ability to close out
market positions. Management believes that cash generated from operations is sufficient to
maet daily working capital requirements.

Surplus cash is invested into a range of short-dated money time deposits, which seek to ensure
the security and liquidity of investroent while optimizing yield.

The Group expects to generate cash flows from its operating activities mainly on sale of
services. The Group also has sufficient cash and adequate amount of credit facilities with
barnks to meet any unexpected obligations. )

Foreign currency risk
Foreign currency risk is the risk that the fiture cash flows of financial assets and {inancial
lizhilities will fluctuate becanse of changes in foreign exchange rates. The Group’s exposure
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to the risk of changes in foreign exchange rates relates to the Group’s operating activities when
revenue or expenses are denominated in a different currency from the Group’s finctional
CUTFENCY.

The Group operates internationally throvgh its various international affiliates by fulfilling the
money remittance and cargo delivery services of these related parties. This exposes the Group
to foreign exchange risk primarily with respect to Euro (EUR), Hongkong Dollar (HKD),
Australian Dollar (AUD} Taiwanese Dollar (WD), US Doliar (USD), Great British Pound
(GBP) and Canadian Dollar (CAD). Foreign exchange risk arises from future commercial
transactions, foreign currency denominated assets and liabilities and net investments in foreign
operations.

The Group enters info short-term foreign currency forwards, if needed, to manage its foreign
currency visk from foreign currency denominated transactions. :

Information on the Group’s foreign currency-denominated monetary assets and liability
recorded under “trade and ofher receivabies’ and ‘bonds payable’, respectively, assets and
liabilities related to convertible instrument in the interim condensed consolidated statements of '
financial position and their Philippine Peso equivalents follow:

March 31, 2018 (Unaudited)

Horeign currency Peso equivalent
Assets: :
Buro 3,042,291 £193,011,39%
Taiwanese Dollars 59,305,301 105,563,436
Hongkong Dollars 15,702,258 104,420,016
Australian Dollars 588,060 23,822,311
Great British Pound 6,590 -476,918
US Dollars 380,106 19,776,915
Liability: .
US Dollars (18,887,004 (982,690,818)

The translalion sxchange rates used were P63.64 1o EUR [, RG.65 1o HKD |, PA0.51 to A UD I, RL7810 TWD 1, 252.03 1o
USH | and R72.37 10 GBP I In 2018,

December 31, 2017 (Audited)

Foreign curency Peso equivalent
Assets: 7
Euro 3,001,837 £178,939,504
Honghkong Dollars 15,118,598 96,607,841
Aunsmralian Dollars [,234,425 48,031,477
Tatwaness Dollars . 56,818,370 95,454,862
US Dollars 577,108 28,809,231
Great British Pound 33,453 2,260,419

2,260,419

Liability:
U8 Doltars (17,441,443} (908,026,829}

The transation exchange rares used werg F60.05 10 EUR 1, 86,41 to HKD 1, B39.11 10 AUD 1, B1.68 ra TWD 1, B50.04 fo USD !
and P67.37 o GBP 1 in 2047, ’




- 34 -

The following table demonstrates the sensitivity to a reasonably possible change in foreign
exchange rates, with all variables held constant, of the Group’s income before tax {due to
changes in the fair value of monetary assets and Habilities) as at March 31, 2018 and
Pecember 31, 2017, '

Increase (decrease) in

Reasonably possible change in foreign income before tax

exchange rate for every two units of March 31,2018 December 31, 2017

Philippine Pesc (Unaudited) {Audited)
22 £120,275204 £169,195,374
ea) (R120,275,204) (169,195,374}

There is no impact on the Group’s equity other than those already affecting profit or oss. The
movement in sensitivity anatysis is derived from current observations on fluetuations in doliar
average exchange 1ates.

The Group recognized £108.53 million and 223.84 million foreign exchange gains - net, for
the three months period ended March 31, 2018 and 2017, respectively, arising from settied
ransactions and transiation of the Group’s cash and cash equivalents, trade receivables, rade
and convertible instrument and other payables.

Credir ¥isk
Credit risk is the risk that one party to a financial instrument will fail to discharge an obligation
and cause the other party to incur a financial loss. )

Credit fsk is mouitored and actively manaped by way of strict requirements relating to the
creditworthiness of the counterpasty at the point at which the transactions are concluded and
also throughout the entire life of the transactions, and also by way of defining risk limits.

The maximuom credit risk exposure of the Group’s financial assets is equal to the carrying
amaounts in the consolidated statements of financial position.

There are no collaterals held as security or other credit enhancements attached to the Group™s
financial assets.

The Group has £1,551.60 million and £1,675.80 million irade receivables, B164.45 million
and B147.63 million of which are past due and/or impaired, as at March 31, 2018 and
December 31, 2017, respectively.

N
-

As at March 31, 2018 and December 31, 2017, the aging analyses of the Group’s past due
and/for impaired trade receivables are as follows:

March 31, 2018
Past Due but not Impaired lrflpa:r_cd
Financial
110 30 days 31 to 90 days Over 80 days Assets Total

Trade and ofher receivables #54,853204  PE27,902,348 213,408,565  F68,182406 F164,446,613
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December 31, 2017

Past Due buit not Impaired Impuired

Financial

1 to 30 days 31 to 90 days  Over 20 days Assets Total
Trade and other receivables B64,705.065 P16,556,165 RO 092445 B57.252,950  B147.606,625

All other financial assets of the Group are neither past due nor impaired.

Capital Management

The Group's objectives in managiug capital are to safeguard the Group®s ability to continue as
a going concemn so that it can continue to provide shareholder returns and to maintain an
optirnal capital structure ta reduce the cost of capital and thus, increase the value of
shareholder investment.

In order to maintain a healthy capital structure, the Group may adjust the amount of dividends
paid to shareholders, issue new shares or sell assets to reduce debts. Management has agsessed
that the Group is self-sufficient based on historical and current operating results.

The capita! that the Group manages is equal to the total equity as shown int the interim
condensed consolidated statements of financial position at March 31, 2018 and :
December 31, 2017 amounting to £2,909.90 million and £2,365.47 million, respectively.

23,

Fair Values

The methods and assumptions used by the Group in estimating the fair value of the financial
instruments are as follows:

The carrying amounts of cash and cash equivalents, trade and other receivables, due from/to
related parties, shortterm-cash investments, accotmis and other payables, transmissions
Tiability, and the current postion of notes payable and lease liabilities approximate their fair
value. These financial instraments are relatively short-term in nature.

The fair value of quoted AFS investment is the current closing price while the unquoted ARS
investinent is based ou the published net asset value per unit as of reporting date.

The estimated fair value of long-term portion of notes payable as at March 31, 2018 is based
on the discounted value of future cash flow using applicable rates ranging from 4.14% to
4.20%. R

The fair value of the long-term portion of lease liabilities as at March 31, 2018 1s based on the
discounted value of future cash flow using applicable interest rates ranging from 7.50% to
9.91% for 2018 and 2017.

The estimated fair value of derivative liability as at March 31, 2018 is based on an indirect
method of valuing multiple embedded derivatives. This valuation technique using binomial
pyramid model using stock prices and stock price volatility. This valuation method compares
the fair value of the option-free instrument against the fair value of the tiybrid convertible
instrument. The difference of the fair values is assigned as the value of the embedded

derivatives.

The significant unobservable input in the fair value is the stock price volatility of 16.33% in
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2017. A 5% increase (5% decrease) in the stock price volatility would decrease by £2,030
(increase by B817) the fair value of the derivative liability.

The estimated fair value of bond payable as at March 31,‘ 2018 is based on the discounted
value of fiture cash flow using applicable rate of 17%.

The estimated fair value of other noncuorrent labilities as at March 31, 2018 is based on the
discounted value of future cash flow using applicable rate of 3.85% to 12.28%.

The discounting used Level 3 inputs sach as projected cash flows and other market data.

Except for the fair values of quoted AFS investment, the discounting used inputs such as cash
flows, discount rates and other-market data, hence are classified as Level 3,

The unquoted AFS investment is under the Leve] 2 category while the quoted investirent is
under the Level 1 category.

‘Fhe quantitative disclosures on fair value measurement hierarchy for assets and liabilities as at
March 31, 2018 and December 31, 2017 follow:

vierch 31, 2018
Teir value measurements using
" Quoted priees in

aclive markets Significont
for ideniical Signifieant urrobservable
asseds  observable inputs inputs
Carrying vilues “Total {Lovel 1} {Level 2) {Level 3)
Assets measured at fair value
Quoted equity securities PA21,329,760  B421,320,760  P421,329,760 P -
Unquoted unit investmont
trugt fnd 360,590,940 361,590,948 - 360,590,948 -
Linbility measured nf fair value
Devivasive liability 1481418326  1,081,418,326 - - 1,681,418,326
Liabilittes for which fuir value sre diselosed e
£ onp-lerm poles payable 592,500,000 594,134,259 - - 504,134,259
Bond payable 974,641,761 574,641,761 - -~ 974,641,761
Mon-carrent lease labilitics 88, 18{,748 4,343,636 - - 94,355,036

Othior nonewerent liabilities 110,191,478 126,653,235 - - 126,653,235

Docgmber 31, 2017
Fair value measurements bsing

Quoted prices in

active markets for Significant Significant
identioal asscts  observable Inpuis unobservable inputs
Carrving values Total {Level ) {Level 2) (Level 3)
Assery measured at fair value
Cuoted equity securities P444,736,969 Pa44,736,969 444,736,069 B B
Unquoted unit investment
wrust fund 440,763,495 440,763,495 - 440,763,495 -
Liahility meeasured 2t fale value
Derivative Bability 1,860,373,479 £,860,373,479 - - 1,860,373,479
Liabilities fur which fair vajue arc diselesed )
Bond payable 896,185,059 896,185,059 = - 896,185,059
L.ang-term notes payable 601,250,000 601,250,000 - - 601,250,000
Moa-cument least liabifities 87,031,857 87,031,857 - - 87,031,857
Other noncorrent labilities £18,327,055 118,327,055 - - 118,322,053

During the three months ended March 31, 2018 and year ended December 31, 2017, fhere were
1o transfers hetween Level 1 and Level 2 fair value measurements and no transfers into and
out of Level 3 fair value measurements.
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231. Segment Reporting

Management has determined the aperating segments based on the information reviewed by the
execitive committee for purposes of allocating resources and assessing performance.

The Group’s two main operating segments comprise of logistics and money transfer services.
The executive committes considers the business from product perspective.

The Group’s logistics produots are geared toward both retail and corporate clients. The main
services offered under the Group’s logistics business are domestic and international courier
and freight forwarding services (by way of air, sea and ground transport).

Money transfer services comprise of remittance services (including branch retail services,
prepaid remittance cards and online and mobile remit) and bills payment collection and
corporate remiitance payout services. Money transfer services include international presence
through its branches which comprises internationai inbound remittance services.

The Group only reports revenue line item for this segmentation. Assets and Habilities and cost
and expenses are shared together by these two segments and, as such, cannot be reljably
separated.

The following table presents the amount of revenues generated from these scgmenfs:

For the three months ended
March 31, March 31,
2018 ©o20Y7
{Unaudited) (Unaudited)
Logistics
Retail £1,585,439,159 R]1,385,623,012
Corporate 937,102,132 783,387,896

2,522,541,291 2,181,005,908

Money transfer services

Domestic 197,691,360 257,187,945
International inbound 30,467,885 19,991,607
228,159,245 277,179,552

¥2,750,700,536 P 458,185,460

The revenue of the Group consists mainly of sales to external customers. Revenus arising
from service fees charged to affiliates amounted to B220.65 million and £124.63 million in
March 31, 2018 and 2017, respectively.

Seasonality of Operafions

The Group’s operafion. tends to experience increased volume in remittance transmission as
weli as cargo throughout the second quarter and fourth quarter of the year, particularly during
the start of the school vear and during the holiday season. .
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24, Basic/Dilufed Earnings Per Share

The following table presents information necessary to caleulate eamnings per share (EPS) on

net income atiributable to owners of the Parent: Company:

For the three months ended

March 31, March 31,
2018 2017
(Unzudited) (Unaudited)

Net income atiributable to equity holder of the: Parent
Company

Less profit impact of assumed conversion of bonds
payable

P559,769,644 220,491,376 |

(113,029,323}

P446,740,311 $229 491,376

For the three months ended

March 31, March 31,
2018 2017
{Inaudifed) (Unaudited)

Weighted average number of common shares ottstanding
Dilutive shares arising from convertible debt

1,425,865,471 1,425,865,471
193,053,546

Adjusted weighted average nurnber of common shares for

diluted EPS 1,618,919.317 1,475,865,471
Basic EPS £{.39 20.16
Dilated EPS P0.28 P0.16

25, Note to Consolidated Statement of Cash Flows

In-2018, the Group has the-following nen-cash transactions wider:

QOperating activitics

a) Accrued interest income from time deposit amountiog to #0.86 million.

Investing achvifies

a.) Unpaid acquisitions of property and equipment amounted to £0.73 millios.

Details of the movement in cash flows from financing activities are as follows:

December 31, i.easing Maseh 31,

2017 Casly Figws ar Interest 2018

Motes payable . ¥1,041,300,000 (RBE 800,000} B- B 952 506,000
Legse labilities ' £17,723,381 (E,384,788) 2L - 199,565,369
Enterest paid {15,302,1367 - 14,553,445 1.258.009

Totol lirbilRies iom
financing activities P1,159,023.351 (R 12.986,924) (BT21.2716)

RIG553. 045 R1LOA3ILGETR
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26, Other Matters

Closure of LBC Development Bank, Inc.

On September 9, 2011, the BSP, through Monetary Board Resolution Mo. 1354, resolved to
close and place LBC Development Bank Inc.”s (the “Bank”) assets and affairs under
receivership.

On Pecember 8, 2011, the Philippine Deposit Insurance Company (PDIC), as the official
receiver and liquidator of closed banks, demanded on behalf of the Bank that LBC Holdings
USA Corporation (LBC US) pay for its alleged outstanding obligations to LBC Bank
amounting to approximately £1.00 billion, a clain: that LBC US has denied as being baseless
and unfoundéd. No further demand on this matter has been made by the PDIC since ther,
although there are no assurances that the clait has been waived or abandoned in whole or in
part, or that the PDIC will not institute relevant proceedings in court or serve another demand

" letter to LBC US,

In relation o the Bank’s closure and receivership, the receivables amounting to
£295.00 miflion were written-off in 2011,

On March 17 and 29, 2014, the PDIC’s external counsel sent letters to LBCE, demanding
collection of the alleged amounts totafing 21.79 billion. On March 24 and 29, 2014, July 29,
2014, June 17, 2015 and June 26, 2015, the same legal counsel sent collestion letters addressed
to LBC Systems, Inc, [Formerly LBC Mundial Inc.] [Formerly LBC Mabuhay USA
Corporation], demanding the payment of amounts aggregating to 911.59 million, all on
behalf of the Bank.

On November 2, 2015, the Bark, represented by the PDIC, filed a case against LBC Express,
Inc. (LBCE) and LBC Development Corporation (LBCDC), together with other respondents,

hefore the Makati City Regional Trial Court (RTC) for a total collection of 21.82 billion. The

case is in relation to the March 17, 2014 demand latter representing collection of unpaid
service fees due from June 2006 o August 2011 and service charges on remittance transactions
from January 2010 to September 201 (. In the Complaint, the PDIC justified the increase in the
amount from the demand letter to the amount claimed in the case due to their discovery that
the supposed payments of LBCE were aliegedly unsupported by actual cash inflow to the

Bank.

On December 28, 2015, the summons, together with a copy of the Complaint of LBC
Development Bank, Inc., and the writ of preliminary attachment were served on'the former
Corporate Secretary of LBCE. The writ of preliminary attachment resulted to the (&) "
attachment of the 1,205,974,632 shares of LBC Express Holdings, Inc. owned by LBCDC and
(b} attachment of various bank accounts of LBCE totaling £6.90 million. The attachment of
the shaves in the record of the stock transfer agent had the effect of preventing the registration
or recording of any transfers of shares in the records, until the writ of attachment is discharged.

LBCE and LBCDC, the ultimate Parent Company, togetber with other defendants, filed
motions to distniss the Complaint on January 12, 2016. On January 21, 2016, LBCE and
LBCDC filed its Urgent Motion to Approve the Counterbond and Discharge the Writ of
Attachment, .
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On February 17, 2016, the RTC issued the order to Jift and set aside the writ of preliminary
attachment. The order to lift and set aside the preliminary attachment directed the sheriff of
the conrt o deliver to LBCE and LBCDC all properties previously garnished pursuant to the
writ. The counterbond delivered by LBCE and LBCDC stands as security for all properties
previously attachied and to satisfy any final judgment in the case.

In a Joint Resolution dated June 28, 2016, the RTC denied the motions to dismiss filed by all
the defendants, inclading LBCE and LBCDC. Motions for reconsideration filed by the
defendants were subsequently denied by the RTC in the Resolution dated February 16, 2017.

After filing motions for extension of time, LBCE and LBCDC filed their Answer with
Counterclaims on April 10, 2017. In the Resolution dated June 15, 2017, the RTC denied the
third motion for extension, declared all of the defendants including LBCE in default and
ordered PDIC to present evidence ex-parte. LBCE and LBCDC filed a Verified Omnibus
Motion for reconsideration and to lift the order of default, The other defendants filed similar
motions, inciuding a motion for inhibition. On July 21, 2017, LBCE received the Joint
Resolution dated July 20, 2017, granting the Verified Oinnibus Motions and the Motion for
Inhibition, thereby lifting the order of default and admitting the Answers filed by all
defendants.

The PDIC filed a Motion for Reconsideration dated August 7, 2017, seeking to reconsider the
Joint Resolution.dated July 26, 2017, The defendants, incleding LBCE and LECDC have filed .

- their respective comments thereto and the motion is currently pending resolution.

From August 10, 2017 to January 19, 2018, LBCE, LBCDC, the other defendants and PDIC
were referred to mediation and Judicial Dispute Resolution (JDR) but were unable to reach a
compromise agreement. The RTC ordered the mediation and JDR terminated and the case was
raffled to & new branch of the Makati RTC under a new presiding judge.

On April 24,2017, LBCE and LBCDC filed a Petition for Certiorar: with the Court of
Appéils, challenging the RTC"s June 28, 2016 Joint Resolution. The PDIC, LBCE, and
LBCDC have filed their respective Comment, Reply, and Memoranda. The Petition for
Certiorari was deemed submitted for resolution as of October 26, 2017 and s still pending.

The uitimate outeome of the case cannot presently be determined.

In relation to the above case, in the opinion of management and in concurrence with its legal
counsel, any {iabiiity of LBCE is not probable and estimable at this point in time.

27

T

Subsequent Events

On April 4, 2018, the BOD of the Parent Company approved the investment and acquisition of
8§6% equity interest on QuadX Pte. Ltd. through the following: (a) the purchase of 862
ordinary shares of QuadX Pte. Ltd. held by Fernando Gonzalez Araneta, at the sale price of
USD1.00 per share; and (b) the subscription to 83,248 ordinary shares out of the unissued
capital stock of QuadX Pte. Ltd. at the subscription price of USD1.00 per share.

On April 5, 2018, the BOD of the Parent Company approved to dispose the 86% equity interest
in Diez Equiz Pte. Lid. to Maleka, Inc. at a sale price of USD 1.00 per share.
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On April 18, 2018, several extensions were made to the initial agreement between LBCDC and
P Briks, Pte. Ltd. (see Note 13). '

On April 23, 2018, the BOD of the Parent Company approved the infusion of additional capital
in the amount of 3 1.86 million in its subsidiary, QuadX Pte. Ltd., for the purpose of partially
financing the purchase by the latter of Software Asssts in the amount of £37.00 million from
QUADX INC.




LBC EXPRESS HOLDINGS, INC. AND SUBSIMARIES
INDEX TO THE CONSOLIDATED FINANCIAL STATEMENTS
AND SUPPLEMENT ARY SCHEDULES

SUPPLEMENTARY SCHEDULES

-

Report of Independent Anditors’ on supplementary schedules
Supplementary schedules required by Annex 68-E
Schedule A: Financial Assets

Schedule B: Aenounts Receivable from Directors, Officers, Employees, Related Parties and
Principal Stockholder (Other Than Related Partics)

Schedule C: Amounts Receivables/Payables from/fto Related Parties Which are Eliminated
During the Consolidation of Financial Statements

Schedule 1 Intangible Assets

Schedule E: Long Term Debt

Scheduje F: Indebtedness to Related Parfies

Schedule ; Guarantees, of Securities of other Issuers

Schedule H: Capital Stock

Map of the relationships of the companies within the Group
Recoreiliation of retained eamings available for dividend declaration

Schedule of financial soundness indicators

Schedule of all the effective standards and interpretations




LBC EXPRESS HOLDINGS, INC. AND SUBSIDIARIES

SCHEDULE A: FINANCIAL ASSETS
MARCH 31, 2018

Name of issuing entity and sssociation of ench issue Number of shares -

Ampunt shown in the balance sheet

Income received and acerued

Available-for-sale

Cuoted - Araneta Properties, Inc. 195,060,074 B471,329,760 B
Unquoted - 360,550,940 60,044
Loans and receivables

Cash in bank and cash equivalents - 3,662,357,162 859,551
Trade and other recelvables - 1,515,430,069 -
Due from related parties - 737,539,490 -
Short term investments - 51,154,691 -

- 5966481412 858,551

£6,748,402,112 8910555




LBC EXPRESS HOLDINGS, INC. AND SUBSIDIARIES

SCHEDULE B: AMOUNTS RECEIVABLE FROM DIRECTORS, OFFICERS, EMPLOYEES, RELATED PARTIES AND PRINCIPAL

STOCKHOLDER (OTHER THAN RELATED PARTIES)

MARCH 31,2018

- ] Balance at
Name and Designation af - . Amounts Amounts . ) Balance at end
debtor cmm_sz.:_m of Additions collected written off Current Non-current of period
period
Fernando G. Aranets,
Chigf Strategy Officer B5.284,395 B B- B 19,284 395 P— B8,284 395
89,284,395 B B £9,284 395 B- 89,284 365




LBC EXPRESS HOLDINGS, INC. ».ZAU SUBSIDIARIES

SCHEDULE C: AMOUNTS RECEIVABLES/PAYABLES FROM/TO RELATED PARTIES WHICH ARE ELEMINATED DURING THE CONSOLIDATION OF FINANCIAL

STATEMENTS
MARCH 31,2018

- sunts
Nezme of Subsidiaries Balance at a.mm.ﬁ-::w Additions Amounts collected >«H$M= Current Not Balancs H.: end of
of period off eurredt period
LBC Express, Inc, B38,487,662 (B178,041,647) {P80,539) {#139,614,524) - (B139,614,324)
LBC Express, Ing, - MM 128,609,241 61,871,170 (53,633,615} - 136,846,795 - 136,846,796
LBC Express, Inc. - sCC 19,129,917 45,377,388 (40,258,958) - 24,248,347 - 24,248,347
LBC Express, Inc. ~ NEMM 32,320,712 37,084,450 (30,668,098} = 38,732,074 - 38,737,074
LBC Express, Inc. - NWhM 44,821,804 35,993,856 £29,133,118) - s 51,662,542 - 51,662,542
LBC Express, Inc. - EMM 24,861,548 21,685,112 {15,655,860) - 27,890,800 - 27,850,800
LBC Express, Inc. - SMM 24,798,642 34,927,687 {29,884,430) - 29,841,899 - 29,841,899
LBC Express, Ine. - CMM 24,256,322 31,852,484 (27,606,674} - 28,502,132 - 28,502,132
LBC Express, Ing. - SL 76,629,968 61,734,583 (58,366,011) - 79,998,340 - 79,998,540
LBC Bxpress, Ine. - 8EL 55,816,918 42,483,309 (35,586,279) - 62,713,948 - 62,713,948
LBC Express, Inc. - CL 36,575,228 43,805,043 (40,886,394) - 39,497,877 - 39,497,877
LBC Bxpress, Inc. - NL 44,800,227 44,085,966 {39,164,750) - 49,721,443 - 49,721,443
LBC Express, Ine, - VIS 82,257,503 57,352,251 (51,608,4349) - 28,001,318 - 88,001,318
LBC Express, Inc. - WVIS 51,536,971 40,808,508 (35,426,336} - 57,009,123 - 57,009,123
LBC Express, Inc. - MIN 51,052,152 47,104,432 (39,199,259) - 8,957,315 - 68.957,315
LBC Esxpress, Inc. - SEM 43,662,778 25,866,110 (14,911,556) - 50,620,292 - 50,620,292
South Mindanao Consder Co. Inc. (37,420,209 (41,122,811) 42,820,137 - (35,723,983) - (35,722,983}
LBC Express Carporate Solutions, Ine. (3,952,627) 4,033,244 (4,223,537) - {4,142,920) - (4,142,920)
LBC Express, Inc. - SC§ . (207,463) 47,857,291 (41,516,637 - 6,133,191 - 5,133,191
LBC Systems, [ac. (64,489,250) 3,327,295 {4,668,469) - (65,830,424 - {63,830.424)
LBC Express WLL 2,596,111 (13,623,858) 22,133,453 - 11,105,698 e 11,103,698
LBC Express Bahrain WLL (41,947,170) {909,529) {2,975,809) - (43,832,508} - (45,632,508}
LBC Express LLC (55,995,250) . (2,930,047 (5,885,845) - {74,811,142) - (74,811,142}
LBC Mabuhay Saipan, Inc. - 9,994,881 - - 9,594,881 - 9,994,681
7580,201,735 B464,714,068 (B549,387,088) - B495,528,715 - 495,528,715




LBC EXPRESS HOLDINGS, INC. AND SUBSIDIARIES

SCHEDULL D: INTANGIBLE ASSETS

MARCH 31,2018

Deseription mmmﬁu_:m Additions at cost Charged to costs and Disposals Reclassifications Endiog balauce
alance . expenses
Software £352,310,011 - Aw 16,272,232) P B- 8336,037,779
Development in Progress 4,540,000 30,700,480 - — - 35,240,480
P356.850,011 230,700,480 (R16,272,232) P P 371,278,252




LBC EXPRESS HOLDINGS, INC. AND SUBSIDIARIES

SCHEDULE E: LONG TERM DEBT
MARCH 31, 2018

Title of issue and type of obligation

Amount anthorized by

Amaunt shown nnder caption
“"Curyrent liabilities" in related balance

Amount shown under caption
"Noncurrent lizbilities” in related

indenture sheet balance sheet
MNotes payable 2952 500,000 £364,000,000 £592,500,000
Ohbligation under finance lease 64,624,705 21,385,121 43,239,584
Bond payable 574,641,761 - 974,641,761
Deerivative Hability 1,681,418,326 - 1,681,418,326
Other liabilities 153,689,108 43,497,630 110,191 478
£3,826,873,900 8424 862,751 P3,401,991,149

I
l



LBC EXPRESS HOLDINGS, INC. AND SUBSIDIARIES

SCHYDULE T: INDEBTEDNESS TO RELATED PARTIES
MARCH 31,2018

Name of related party

Balance at begiuning of period

Balance at end of period

Others

§2,542,583

R2,646,716

B2,542,585

B2,646,716




LBC EXPRESS HOLDINGS, INC. AND SUBSIDIARIES
SCHEDULE G: GUARANTEES OF SECURITIES OF OTHER ISSUERS

MARCH 31,2013
Name of issuing entity of
securities guaranteed by the Title of issue of each class | Total amount gunranteed Amount of owned by person for Nature of guarantee
company for which this statement § of securities guaranteed and outstanding which statement s filed B
is filed

NOT APPLICABLE




LBC w%wamm HOLDINGS, INC. AND SUBSIDIARIES : o
SCHEDULE H: CAPITAL STOCK ,

MARCH 31,2018 -
Number of shares issued Mumber of shares Number of shares held b
Numher of . . "
. and ouistanding at reserved for options, - Directors,
Title of issue shares . .
. shown under related warranfs, conversion Réfated parties officers and Others
authorized . - )
balance sheet capfion and other rights emplovees

Comon stack - B par value 2.000,000,000 1,425,865 471 L 1,206,178,232 1,108 219,686,131




LBC EXPRESS HOLDINGS, INC. AND SUBSIDIARIES

MAP OF THE RELATIONSHIPS OF THE COMPANIES WITHIN THE GROUP
MARCH 31,2018




RECONCILIATION OF RETAINED EARNINGS AVAILABLYE ¥OR DIVIDEND

DECLARATION
As of March 31, 2018

LBC EXPRESS HOLDINGS, INC,

LBC Hangar, General Aviation Centre, Domestic Airport Road, Pasay City, Metro Manila

Unappropriated Retained Earnings, as adjusted to available
for dividend distribution, beginning

Adil: Net Income actually earned/realized during the period
Net income during the period closed to Retained Earnings
Less:
Equity in net income of associate/joint venture
Unrealized foreign exchange gain (loss)- net (except these athibutable fo cash and
cash equivalents); Unrealized actoarial gain
Fair value adjustment (M2M gains)
Fair value adjustment of investment property resulting to gain
Adjustment due to deviafion from PFRS/GAAP gain
Other unrealized gains or adjustments to the retained earnings as a result of certain
transactions accounted for under the PFRS
Deferred tax asseis
Subtotal

Add: Non actual losses
Depreciation an revaluation increment (after tax)
Adjustment due to deviation from PFRS / GAAP ~loss
Loss on fair vaiue adjustment of trvestment property (after tax)

Add(Less):
Dividend declarations during the period

Reversals of appropriations

Effects of prior period adjustments
Treasury sharss

Effect of pooling-of-interest method

(B249,743,415)

218,451,449

(41,769,570)

Total Retained Earnings, end
.Available for dividend declaration

£10,477,604




LBC EXPRESS HOLDINGS, INC. AND SUBSIDIARIES

SCHEDULE OF FINANCIAL SOUNDINESS INDICATORS
¥OR THE QUARTER AND YEAR ENDED MARCH 31, 2018 AND DECEMBER 31, 2017

Financial Soundness Indicators

Below are the financial ratios that are relevant to the Group for the quarter ended March 31, 2018 and
year epded December 31, 2017 )

Financial ratios 2018 2017

Current ratio Current assets 2611 2,511
Current liabilities

Debt to equity ratio Total liabilities 2391 2981
Stockholders® Equity

Debt to total assets ratio Total liabilities §.70:1 0.75:1
Total assets
Return on average assets Net income atiributable to Parent

Company 5.81% 8.71%
Axerape agsets

Book value per share Stockholders’ equity P04 RL.66
Total number of shares

Basic eamings per share Net income atiributable to Parent
: Companry B39 BG40

Weighted average number of

cotmrnon shares outstanding

Diluted earnings per share HNet income attributable to Parent
Company £0.28 P0.49

Adjnsted welghted average number of

commeon shares for diluted EPS




LBC EXPRESS HOLDINGS, INC. AND SUBSIDIARTES
SCHEDULE OF ALL EFFECTIVE STANDARDS AND INTERPRETATIONS
UNDER PHILIPPINE FINANCIAL REPORTING STANDARDS

Philippine Securities and Exchange Commission (SEC) issued the amended Securities Regulation
Code Rule SRC Rule 68 and 68.1 which conselidates the two separate rutes and Iabeled in the
amendment as “Part I and “Part II", respectively. Italso prescribed the additionat schedule
requirements for large enfities showing e fist of all effective standards and interpretations under
Philippine Financial Reporting Standards (PERE). i

Below is the list of all effective PFRS, Philippine A.ccounting Standards (PAS) and Philippine
Interpretations of International Financial Reporting Interpretations Committee (TFRIC) as of
Mearch 31, 2018:

F¥ramework for the Preparation and Presentation

Statements
Conceplual Framework Phase A: Objectives and qualitative characteristios

of Finaneial v

PFRSs Practice Statement Management Cammentary . v

Philippine Financial Reporting Standards

PFRS 1 First-time Adoption of Philippine Financial Reporting v
{(Revised) |Standnrds '
Amendments to PFRS 1: Cost of an Investment ina v
Bubsidiary, Jointly Controlied Entity or Associate
Amendmests to PFRS 1: Additional Exemptions for First- v
time Adopters '
Amendment fo PFRS 1: Limited Exemption from ] v
Comparative PFRS 7 Disclosures for First-time Adopters
Amendments to PFRS 1: Severe Hyperinflation end Removal v
of Fixed Date for First-time Adaopters
Ameéndments I PRRS 1: Government Loans ' o v
Amendmentsto PFRS T:Borrowing Cost v
Amendments to PFRS 1ileaning of “Effective PFRS™ v
PFRS 2 Share-besed Payment v
Amendments to PFRS 2: Vesting Conditions and ¥
Cancellations
Amendments to BFRS 2: Group Cash-settled Share-based ' v

Payment Transactions

Definitich of Vesting Condition




LFr 4l

Business Combinations

Accounting for Contingent Consideration in a Business
Combination

Scope Exceptions for Joint Amangements

PFRS 4

Inswrance Contracts

Amendments 10 PFRS 4; Financial Guarantee Contracts

PFRS 5

Non-current Assets Held for Sule and Discontinued
Cperations

Changes in Metheds of Disposal

PFRS ¢

Exploration for and Evaluation of Mineral Resources

PFRS 7

Financial Instruments; Disclosures

Servicing Coniracts

Amendments to PFRS 7 Reclassification of Financizl Assets

Amendments to PFRS T: Reclassification of Financial Assets |
« Bifective Date and Transition

Amendments to PERS 7: Improving Disclosures about
Financial Instruments

Amendments 10 PFRS 7: Disclosures - Transfers of Finaneial
Assels

Amendments to PFRS 7: Disclosures - Offsetting Financiaf
Assets and Financiaf Liabilities

Amendments to PFRS 7; Mandatory Effective Date of PERS
9 and Transition Disclosures *

Applicabliity of the Amendments to PFRS 7 to Condensed
Interim Financial Statements

Amendments to PERS 7: Hedpe Accounting (2013 version) *

PFRS &

Operating Segments

Apgregation of Operating Segments and Reconciliation of
the Total of the Reperinble Segments’ Assets to the Entity’s
Assets

PERS 9

Fihaneial insiruments *

Amendments to PERS 9; Mandatory Effective Date of PFRS
9 and Transition Disclosures *

Financial instraments: Classification and Measurement
{2010 version) *

Amendments to PERS 9: Hedge Accounting (2013 version) *




Consolidated Financial Statements

Amendments to PFRS 10: Investment Entities

Sale or Contribution of Assets between an Investor and its
Assookate or Joint Venture

PFRS 11

Joint Arrangements

Amendments to PFRS 11: Accounting for Acquisitions of
Interests in Joint Operations

PFRS 12

Disclosure of Interests in Other Entities

Amendments to PERS 12: Investment Butities

PFRS 13

Fair Value Measurement

Amendments to PFRE 13:5hort Term Recaivable and
Payable

Puortfolio Exception

PIFRS 14

Regulatory Deferral Accounts

PFRS 15

Revenue from Contracts with Customers

FFRS 16

Leases *

Philippine Actounting Standards

PAS 1 Presentation of Financial Statements
Amendment to PAS 1: Capital Disclosures
Amendments to PAS 1; Puttable Financial Instruments and
Obligations Arising on Liguidation
Amendments to PAS 1: Presentation of tems of Other
Comprehensive Income
Amendments to PAS L:Clarification of the Requirements for
Comparative Informetion
Amendments to PAS 11 Preseruatiati oF financial statements -
disclosure initiative

PAS2 Inventories

PAS T Statement of Cash Flows
Amendments to PAS 7: Disclosurs Iniistive

FAS S Accounting Policies, Chianges in Accounting Estimates and
Errors

PAS 10 Events after the Reporting Date

PAS 11 Construction Contracts "

PAS 12 Encome Taxes
Amendment to PAS 12 - Deferred Tax: Recovery of
Underlying Assets
Amendment to PAS 12 - Recognition of Deferred Tax Assets
for Unrealized Losses *

PAS 16 Property, Plant and Equipment




Revaluafion Method - Proportionate Restatement of
Accumulated Depreciation and Amortization

Amendments to PAS 16: Clarification of Acceptable
Methads of Depreciation and Amortization

Amendments to PAS 16: Bearer Plants

PAS 17

Leases

PAS 18

Revenue

PAS 19

Employee Benefits

Amendments to PAS 19: Defined Benefit Plans: Employce
Contributions

Regional Market Issue Regarding Discount Rate

Amendments to PAS 19:Defined Benefit Plan: Employee
Contributions

PAS 20

Accouriting for Government Grants and Disclosure of
Government Assistance

PAS21

The Effects of Changes in Foreign Exchange Rates

Amendment: Net investment in a Foreign Operation

PAS 23
(Revised)

Borrowing Costs

PAS 24

Related Party Disclosures - Key Management Personme]

Related Party Disclosures - Key Management Persannel
{Amended)

PAS 26

Accounting and Reporting by Retirement Benefit Plans

PAS 27

Separate Financlal Statements

Amendments to PAS 27; Equity Mefhod in Separate

Financial Statements

| Amendments to PAS 27+ [nvestment Entities

Amendments fo PAS 27: Cost of an Investment in a
Subsidiary, Joinily Controlled Entity or Associate

Amendments to PAS 27: Equity Method in Separate
Financial Statements

PAS 28

Investments tn Associates and Joint Yentures

Sala or Contribution of Assets between an Envvestor and its
Associate or Joint Venture

Amendments to PAS 28: [nvestment Entities

PAS 29

Financial Reporting in Hyperinflationary Economies




By oy s

Finaneial Instruments: Disclosure and Presentation

Amendments to PAS 32: Puttable Financial Instruments and

 Obligations Arising on Liguidation

Arendment to PAS 32; Classification of Rights fssues

Amendutent to PAS 32; Tax Effest of Distribution to Holders
of Equity Instraments

Amendments to PAS 32: Offsetiing Finencial Assets and
Financis| Liabilities

PAS 33

Bamings per Share

PAS 34

Interim Financial Reporting

Amendments to PAS 34: Interim Financial Reporting and
Segment Information for Total Assets and Liabilities

Disclosure of Information ‘Elsewhere in the Interim
Financial Report®

PAS 36

Impaiement of Asgsets

Amendments to PAS 36: Recoverable Amount Disclosures
for Non-Financial Assets

PAS 37

Provisions, Contingent Liabilities and Contingent Assets

PAS 38

Intangible Assets

Revziuation Method — Proportionate Restatement of
Accurnulated Deprecistion and Amortization

Amendments to PAS 38: Clarification of Acceptable
Metheds of Depreciation and Amortization

PAS 39

Financial Instranents: Recognition and Measurement

Amendments to PAS 39; Transition and initial Recognition
of Finaroial Assets and Financial Liabilities

Amendments e PAS 30+ Cash Flow Hedge Accoumnting of
Forecast Intragroup Transactions

Amendments to PAS 39: The Fair Value Option

Amendinenis to PAS 39; Financial Guarantee Contracts

Amendments to PAS 39: Reclassification of Financial Assets

Amendments {0 PAS 39 Reclassification of Financial Assets
- Effective Date and Transition

Amendments to PAS 39: Embedded Derivatives

Amendment 1o PAS 39: Elipible Hedged items

Amendments to PAS 39: Novation of Derivatives and
Continuation of Hedge Accounting




PAS 40

Investment Property

Amendments to PAS 40: Clarification on Ancillary Services

PAS 4] Agriculture
Amendrnents ko PAS 41: Bearer Plants

Philippine Interpretations

IFRICT | Changes in Existing Decommissioning, Restoration and
Similar Liabilities

JFRIC 2  |Members' Shere in Co-operative Enfities and Similar
Instruments

IFRIC & | Delermining Whether an Arrangement Contains a Lease

IFRICS | Rights to Interests erising from Decommissioning,
Resteration and Environmental Rehabilitation Funds

IFRIC & |Liabilities avising from Participating in a Specific Marke! -
Waste Electrical and Electronic Equipment

IFRIC T | Applying the Restarement Approaeh under PAS 29 Financial
Reparting in Hyperinflationary Economies

IFRIC 8  |Scope of PFRS 2

IFRIC 9 |Reassessment of Embedded Derivatives
Amendments to Philippine Interpretation IFRIC 9:
Embedded Derivatives :

IFRIC 18  [/nterim Financial Reporting and Impairment

IFRIC 11 | PFRS 2+ Group and Treasury Share Transactions

IFRIC 12 | Service Coneession Arrangements

IFRIC 13 | Custemer Loyalfy Programmes

IFRIC 14 |The Limit on a Defined Benafit Asset, Minimum Funding
Reguirements and their Interaction .
Amendments to Philippine Interpretaiions TFRIC 14,
Prepayments of a Minimum Funding Requirement

IFRIC 15 | Agresments for the Canstruction of Real Estate *

IFRIC 16 |Hedges of & Net Investment in a Foreign Operation

IFRIC 17 |Distributions of Mon-cash Assets i Owners

IFRIC 18 | Transfers of Assets from Customers

IPRIC 19 |Extinguishing Financiai Liabilities with Equity Instruments

TERIC 20

Stripping Costs in the Production Phase of & Surface Mine

Levies

IFRIC 21




Government Assistance - NO Specific Relation to Operating
Activities

Consolidation - Special Purpose Entittes

Amendment to SIC - 121 Scope of SIC 12

Jointly Confrolfied Enftities - Non-Monetary Contributions by
Venturers

Operating Leases - Incentives

Income Taxes - Recovery of Revalued Non-Depreciable
Assets

income Taxes - Changes in the Tax Status of an
Shareholders

Entity or its

Evaluating the Su
Form: of a Laase

Service Concession Arrangements: Diselosures. -_

Revenue - Barter Trangactions Tnvolving Advertising
ervices

s
§1037 | tangible Asses - Wb Sl Coss ]

* These standards ara nof yet effective as of March 31, 2018.

1n addition, the IASE has issued the following new standards that have not yet been adopted locally by
the SEC and FR3C. The Group is currently assessing the impact of these new standards and plans to
adopt them on their required effective dates once adopted Tocally.

. [FRS 15, Revenue from Contracts with Customers (effective January 1, 2018}

Standards tagged as “Not applicabie” have been adopted by the Group but have no significant govered
transactions for the quartet ended March 31, 2018,

Standards tagged as “Not adopted” 216 standards issued but nat yet offestive as of March 31, 2018

The Group will adopt the tandards and Interpretations when hese become effective.
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