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CR03586-2020

SECURITIES AND EXCHANGE COMMISSION
SEC FORM 17-A, AS AMENDED

ANNUAL REPORT PURSUANT TO SECTION 17
OF THE SECURITIES REGULATION CODE AND SECTION 141
OF THE CORPORATION CODE OF THE PHILIPPINES

1. For the fiscal year ended
Dec 31, 2019
2. SEC Identification Number
AS093-005277
3. BIR Tax Identification No.
002-648-099-000
4. Exact name of issuer as specified in its charter

LBC EXPRESS HOLDINGS, INC. (formerly FEDERAL RESOURCES INVESTMENT
GROUP INC.)

5. Province, country or other jurisdiction of incorporation or organization
Philippines
6. Industry Classification Code(SEC Use Only)

7. Address of principal office

LBC Hangar, General Aviation Center, Domestic Airport Road, Pasay City
Postal Code
1300

8. Issuer's telephone number, including area code
(632) 8856 8510
9. Former name or former address, and former fiscal year, if changed since last report

Federal Resources Investment Group Inc. / No. 35 San Antonio Street, San Francisco
del Monte, Quezon City 1105

10. Securities registered pursuant to Sections 8 and 12 of the SRC or Sections 4 and 8 of the RSA

Title of Each Class Number of Shares of Common Stock Outstanding and Amount of Debt Outstanding
Common Shares 1,425,865,471

11. Are any or all of registrant's securities listed on a Stock Exchange?
Yes No
If yes, state the name of such stock exchange and the classes of securities listed therein:
Philippine Stock Exchange / Common shares
12. Check whether the issuer:

(a) has filed all reports required to be filed by Section 17 of the SRC and SRC Rule 17.1
thereunder or Section 11 of the RSA and RSA Rule 11(a)-1 thereunder, and Sections 26 and 141

https://edge.pse.com.ph/openDiscViewer.do?edge_no=83bc88ad7344a93d0de8473cebbd6407
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of The Corporation Code of the Philippines during the preceding twelve (12) months (or for such
shorter period that the registrant was required to file such reports)

Yes No

(b) has been subject to such filing requirements for the past ninety (90) days
Yes No

13. State the aggregate market value of the voting stock held by non-affiliates of the registrant. The
aggregate market value shall be computed by reference to the price at which the stock was sold, or
the average bid and asked prices of such stock, as of a specified date within sixty (60) days prior to
the date of filing. If a determination as to whether a particular person or entity is an affiliate cannot be
made without involving unreasonable effort and expense, the aggregate market value of the common
stock held by non-affiliates may be calculated on the basis of assumptions reasonable under the
circumstances, provided the assumptions are set forth in this Form

3,049,258,877 as at May 27, 2020

APPLICABLE ONLY TO ISSUERS INVOLVED IN
INSOLVENCY SUSPENSION OF PAYMENTS PROCEEDINGS
DURING THE PRECEDING FIVE YEARS

14. Check whether the issuer has filed all documents and reports required to be filed by Section 17 of
the Code subsequent to the distribution of securities under a plan confirmed by a court or the
Commission.

Yes No
DOCUMENTS INCORPORATED BY REFERENCE

15. If any of the following documents are incorporated by reference, briefly describe them and identify
the part of SEC Form 17-A into which the document is incorporated:

(a) Any annual report to security holders
2019 SEC Form 17-A with Consolidated Audited Financial Statements

(b) Any information statement filed pursuant to SRC Rule 20
None

(c) Any prospectus filed pursuant to SRC Rule 8.1
None

The Exchange does not warrant and holds no responsibility for the veracity of the facts and representations contained in all corporate
disclosures, including financial reports. All data contained herein are prepared and submitted by the disclosing party to the Exchange,
and are disseminated solely for purposes of information. Any questions on the data contained herein should be addressed directly to
the Corporate Information Officer of the disclosing party.
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For the fiscal year
ended

Currency PHP

Balance Sheet

Current Assets
Total Assets
Current Liabilities
Total Liabilities

Retained
Earnings/(Deficit)

Stockholders' Equity
Stockholders' Equity - Parent

Book Value Per Share

Income Statement

Gross Revenue

Gross Expense
Non-Operating Income
Non-Operating Expense
Income/(Loss) Before Tax
Income Tax Expense

Net Income/(Loss) After Tax

Net Income/(Loss) Attributable to Parent

Equity Holder

Earnings/(Loss) Per Share (Basic)

Earnings/(Loss) Per Share (Diluted)

Financial Ratios

Liquidity Analysis Ratios:

Current Ratio or
Working Capital Ratio

Quick Ratio

Solvency Ratio
Financial Leverage Ratios
Debt Ratio

Debt-to-Equity Ratio

Annual Report

LBC Express Holdings, Inc.
LBC

PSE Disclosure Form 17-1 - Annual Report
References: SRC Rule 17 and
Section 17.2 and 17.8 of the Revised Disclosure Rules

Dec 31, 2019

Year Ending
Dec 31, 2019
7,883,732,608
14,093,685,359
4,942,499,617
10,825,571,654

1,621,371,760

3,268,113,705
3,240,914,837
2.54

Year Ending
Dec 31, 2019
15,227,052,746
13,936,325,902
589,847,217
1,044,731,484
835,842,577
360,022,399
475,820,178

494,574,503

0.35
0.35

Formula

Current Assets / Current
Liabilities

(Current Assets - Inventory -
Prepayments) / Current
Liabilities

Total Assets / Total Liabilities

Total Debt/Total Assets

Fiscal Year Ended
Dec 31, 2019

1.83

1.64

1.41

0.71

Total Debt/Total Stockholders' 247

Equity

https://edge.pse.com.ph/openDiscViewer.do?edge_no=83bc88ad7344a93d0de8473cebbd6407

Previous Year Ending
Dec 31, 2018
7,116,343,887
11,370,174,754
4,173,066,721
8,092,208,290

1,625,483,991

3,277,966,464
3,292,677,829
23

Previous Year Ending
Dec 31, 2018
12,341,528,914
10,973,880,237
672,944,567
223,895,998
1,816,697,246
467,666,189
1,349,031,057
1,359,766,592

0.95
0.68

Previous Fiscal Year
Dec 31, 2018

1.71

1.55

1.41

0.71
2.47
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Earnings Before Interest and

Interest Coverage Taxes (EBIT) / Interest 5.08 9.1
Charges
Asset to Equity Ratio Total Assets / Total 3.47 3.47

Stockholders' Equity
Profitability Ratios

Gross Profit Margin (S:il)l:tso-f%c:\tli(::LG/%:?:sSold or 0.27 0.31
Net Profit Margin Net Profit / Sales 0.05 0.11
Return on Assets Net Income / Total Assets 0.06 0.12
Return on Equity Net Income / Total 0.19 0.41

Stockholders' Equity

Price Per Share / Earnings 38.92 14.84

Price/Earnings Ratio Per Common Share

Other Relevant Information

Please find attached the annual report (SEC 17-A) of the Company for the year ended 31 December 2019, filed with the
Securities and Exchange Commission.

The 2019 ratios are based on balances without the impact of PFRS16 adoption

The 2019 financial ratios are based on balances without the impact of PFRS16 adoption.

Filed on behalf by:
Name Ernesto Il Naval
Designation Alternate Corporate Information Officer
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COVER SHEET

for
SEC FORM 17-A (ANNUAL REPORT)

SEC Registration Number

Als|o]9]3]0]0[5][2]7]7]

COMPANY NAME

(lL(B[c| |E[x[P[R[E|S[S]| [H[O[L[D[I[N[G[s|.[ [IIN[C]|.]| [AIN[D]
L [slulBls[iofi[alrR[u[els][ [ [ [ [ [ [ [ [T [ [ [[]]]
PP PPl
PP PP PPl
PRINCIPAL OFFICE (No./ Street/Barangay / City / Town / Province )
(lL[B[C| [H[AIN|GIAIR][,| IG[EIN|E[RIA[L] |A[V[I|A[T]I|O[N] [C]
[EIN[TIR[E|,| |D[o|M[E[S[T]1[c] [A]I[R|P[O|R[T| [R|O[A[D][, [P]
(Als[AlY] [c[1[T]Y] [M[EIT[R[O] [MIA[NJI|L[A] | [ | [ [ | |
PP PP PP
Form Type Department requiring the report Secondary License Type, If Applicable
[1[7]-[A] [s[E[c] ]
| COMPANY INFORMATION |
Company’s Email Address Company's Telephone Number Mobile Number
| N/A | | +6328856-8510 | | N/A |
No. of Stockholders Annual Meeting (Month / Day) Fiscal Year (Month / Day)
| 487 | | 29Mondayofdune | | 12/31 |
| CONTACT PERSON INFORMATION |
The designated contact person MUST be an Officer of the Corporation
Name of Contact Person Email Address Telephone Number/s Mobile Number
| Enrique V.Rey,Jr. | |evrey@Ibcexpress.com| | 8856-8510 | | |

| CONTACT PERSON’s ADDRESS |

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

NOTE 1: Incase of death, resignation or cessation of office of the officer designated as contact person, such incident shall be reported to the Commission within
thirty (30) calendar days from the occurrence thereof with information and complete contact details of the new contact person designated.

2: All Boxes must be properly and completely filled-up. Failure to do so shall cause the delay in updating the corporation’s records with the Commission
and/or non-receipt of Notice of Deficiencies. Further, non-receipt of Notice of Deficiencies shall not excuse the corporation from liability for its deficiencies.






11. Are any or all of these securities listed on a Stock Exchange? Yes (x) No ()

Name of Stock Exchange: Philippine Stock Exchange
Class of securities listed: Common Shares?

12. Check whether the issuer:

13.

14.

(@)

(b)

a) has filed all reports required to be filed by Section 17 of the SRC and SRC

Rule 17 thereunder or Section 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) months (or for such shorter
period that the registrant was required to file such reports):

Yes(x) No ()

b) has been subject to such filing requirements for the past ninety (90) days.

Yes(x) No ()

Aggregate market value of voting stock held by non-affiliates is
P3,049,258,877 as at May 27, 2020.2

DOCUMENTS INCORPORATED BY REFERENCE

Briefly describe documents incorporated by reference and identify the part of
the SEC Form 17-A into which the document is incorporated:

2019 Consolidated Audited Financial Statements (incorporated as reference
for items 6, 7 and 12 of SEC Form 17-A

2018 Sustainability Report

3 As of December 31, 2019, 40,899,000 common shares have been listed with the Philippine Stock
Exchange. The remaining 1,384,966,471 are subject of listing applications filed with the Philippine
Stock Exchange.

4 Inclusive of common shares with pending listing applications.



Unless otherwise specified or the context otherwise requires, all references to the “Company” are to
LBC Express Holdings, Inc. (LBCH), its subsidiary LBC Express, Inc. (LBCE) and the subsidiaries
of the latter on a consolidated basis. However, references to the “Company”, when used in the context
prior to the corporate reorganization, are to Federal Resources Investment Group, Inc.

PART I - BUSINESS AND GENERAL INFORMATION

Item 1. BUSINESS

BUSINESS DEVELOPMENT

CORPORATE REORGANIZATION

The Company was incorporated and registered with the Securities and Exchange Commission (SEC)
as “Federal Chemicals, Inc.” on July 12, 1993. At the time, the Company was principally engaged in
the business of manufacturing various adhesives and sealants and other chemicals for hardware,
construction, do-it-yourself and industrial applications. The Company has been a publicly-listed
company since December 21, 2001, and was traded under the ticker symbol “FED” on the Philippine
Stock Exchange (PSE).

On September 28, 2007, the change in corporate name from Federal Chemicals, Inc. to Federal
Resources Investment Group, Inc. as well as the change in the primary purpose of the Company to that
of a holding company was approved by the SEC.

On April 23, 2015, the Board of Directors of the Company approved the issuance of 59,101,000
common shares, at 1.00 per share, out of the unissued portion of the Company’s authorized capital
stock to LBC Development Corporation, subject to acceptable documentation being arrived at, as well
as the fulfillment of such conditions agreed upon by the parties, including a mandatory tender offer,
where required under relevant laws and regulations.

The Company needed to raise additional capital through the issuance of new shares out of the unissued
portion of the Company’s authorized capital stock for general corporate purposes. Further, such
infusion was preparatory to a potential additional investment of LBC Development Corporation into
the Company as a result of the ongoing due diligence on the Company.

On May 18, 2015, the Company and LBC Development Corporation entered into a Deed of
Subscription, whereby LBC Development Corporation, subject to the completion of the mandatory
tender offer, subscribed to 59,101,000 common shares out of the unissued authorized capital stock of
the Company or 59.10% of the authorized capital stock of the Company. The consideration for the
subscribed shares was £59,101,000 or £1.00 per share.

On May 22, 2015, LBC Development Corporation filed with the SEC its mandatory tender offer report
for all the outstanding shares of the Company for a tender offer price of 1.00 per share. The mandatory
tender offer period commenced on June 8, 2015 and ended on July 7, 2015. On July 14, 2015, LBC
Development Corporation filed with the SEC its final tender offer report.

On July 22, 2015, the Company issued the stock certificates covering the subscribed shares to LBC
Development Corporation.

On July 29, 2015 and in consonance with such change in control, the Board of Directors of the
Company approved the acquisition by the Company of all the outstanding shares of stock of LBC



Express, Inc., at the time a wholly-owned subsidiary of LBC Development Corporation, at the book
value of not less than B1 billion. The Board also approved the following:

(i)  increase in the authorized capital stock of the Company from 100 million to up to P3
billion in which subsequently approved by SEC on September 18, 2015 at P2 billion;

(i)  the issuance of shares out of the increase in authorized capital stock or out of the
unissued capital stock to LBC Development Corporation and/or to other investors
and/or third parties for the purpose of (a) funding the acquisition by the Company of all
the outstanding shares of stock of LBC Express, Inc.; (b) funding the acquisition of
other potential investments, whether or not related to the business of LBC Express, Inc.;
and (c) ensuring compliance by the Company with the minimum public ownership
requirements of the PSE;

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

(iv)  the change of the trading symbol “FED” to “LBC”.

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

On September 18, 2015, pursuant to the authority to issue shares out of the increase in authorized
capital stock or out of the unissued capital stock to LBC Development Corporation, the Company and
LBC Development Corporation entered into Subscription Agreements, whereby LBC Development
Corporation subscribed to, and the Company agreed to issue, 1,146,873,632 additional Common
Shares at a subscription price of P1.00 per share or an aggregate subscription price of £1,146,873,632
(the Additional Subscriptions), consisting of 475,000,000 shares issued 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 SEC of the increase in the
authorized capital stock of the Company from £100,000,000.00 divided into 100,000,000 Common
Shares with par value of P1.00 per Share, to £2,000,000,000.00 divided into 2,000,000,000 Common
Shares with par value of 1.00 per Share. Notices of exemption for the Additional Subscriptions were
filed with the SEC on October 13, 2015.

On September 24, 2015, the Company purchased from LBC Development Corporation a total of
1,041,180,493 shares of stock in LBC Express, Inc. for an aggregate purchase price of P1,384,670,966.

On October 2, 2015, the Company entered into Subscription Agreements with each of Vittorio P. Lim,
Mariano D. Martinez, Jr., and Lowell L. Yu (collectively, the Subscribers), wherein subject to the
approval by the SEC of the Capital Increase, 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 R1.00 per
share or an aggregate subscription price of £178,991,839.00 out of the authorized and unissued capital
stock of the Company. The foregoing subscription was undertaken to ensure compliance by the
Company with the PSE Minimum Public Ownership requirement of at least 10% of the outstanding
capital stock of the Company. A notice of exemption for the subscription was filed with the SEC on
October 13, 2015.

Involvement in Bankruptcy or Receivership Proceedings

As of the end of December 2019, the Company was not involved in any bankruptcy, receivership or
any similar proceedings.



Material Reclassification, Merger, Consolidation or Purchase or Sale of a Significant Amount of
Assets (not in the ordinary course of business)

On September 24, 2015, the LBCH purchased from LBC Development Corporation (LBCDC) a total
of 1,041,180,493 shares of stock in LBCE for an aggregate purchase price of P1,384,670,966.

On June 20, 2017, the BOD approved the issuance of convertible instrument. Accordingly, on August
4, 2017, LBCH issued, in favor of CP Briks Pte. Ltd, a seven-year secured convertible instrument in
the aggregate principal amount of US$50.0 million (P2,518.25 million) convertible at any time into
192,307,692 common shares of LBCH at the option of CP Bricks Pte. Ltd at 13.00 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, beginning on the 30th month
from issuance date at the redemption price equal to the principal amount plus internal rate of return
ranging from 10% to 13%.

The convertible bond is a hybrid instrument containing host financial liability 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 contract.

As of December 31, 2019, the carrying value of bond payable amounted to P1,247.02 million and the
fair value of the derivative liability amounted to £2,048.68 million. The fair value changes of the
derivative liability recognized as “Gain (Loss) on derivative” amounted to (P642.51) million in 2019
and P454.20 million in 2018. Interest expense arising from the accretion of interest on the bond
payable amounted to P183.92 million in 2019 and 161.65 million in 2018.

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

obligations:

a) Within one month from August 4, 2017, the Company shall discontinue any royalty payments to
LBCDC for all trademarks, brands and licenses. This was already terminated in September 2017;

b) Within three months from closing date, LBCDC shall procure that LBCH enters into a binding
sale and purchase agreement to acquire the equity interests of the 12 overseas entities. Also, within
12 months from closing date, LBCDC shall procure that LBCH closes the acquisition of the equity
interest of the overseas entities;

¢) Within six months following the termination of royalty payments, the Company shall be permitted
to make loans and advances to LBCDC and this shall not be considered a Reserved Matter;

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 settle all obligations to the Group.

On February 28, 2018, the BOD of LBCH 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. On April 5, 2018, the BOD approved the sale
of the same 86% equity interest of Diez Equiz Pte Ltd to Maleka, Inc. at the sale price of USD 1.00
per share.

QUADX Inc.
On March 19, 2018, through a Deed of Assignment, LBCE assigned its receivables from

QUADX Inc. to the Parent Company amounting to 2186.02 million. On the same date, the Parent
Company and QUADX Inc. entered into a Subscription Agreement to subscribe and issue a total of
1,860,214 shares of stock of QUADX Inc. through the conversion of the assigned advances to equity
which represents 86.11% ownership by the Parent Company.



QUADX Inc. owns and operates e-commerce websites and primarily offers shipping, re-packing and
consolidation facilities, multi- payment platforms, and digital services that serves clients in the
Philippines.

The increase in authorized capital stock of QUADX Inc. was approved by the SEC on June 14, 2018,
the same date that the Parent Company accounted the business combination under the acquisition
method.

On May 29, 2019, the Parent Company sold its 1,860,214 shares in QUADX Inc. to LBCE, which
shares represent 86.11% ownership in QUADX Inc., subject to the terms and conditions agreed upon
under a Deed of Absolute Sale of Shares, for an aggregate purchase price of 186.02 million.

OnJuly 1, 2019, LBCE, under a Deed of Absolute Sale of Shares, sold its 1,860,214 shares in
QUADX, Inc. to LBCDC for an aggregate purchase price of 2186.02 million.

The divestment of QUADX Inc. shares was made pursuant to plans of the Group to refocus the
strategic direction for QUADX Inc., with a view of turning around losses.

Overseas Entities
All entities acquired from overseas, except QuadX Pte. Ltd, are entities under common control of the
Araneta family.

QuadX Pte. Ltd.

On April 4, 2018, the BOD of the Parent Company approved the acquisition of 86.11% equity interest
in QuadX Pte. Ltd., an entity domiciled in Singapore, through the following: (a) the purchase of 862
ordinary shares of QuadX Pte. Ltd. held by an individual shareholder, at the sale price of USD1.00 per
share; and (b) the subscription to 85,248 ordinary shares out of the unissued capital stock of QuadX
Pte. Ltd. at the subscription price of USD1.00 per share.

On April 23, 2018, the BOD of the Parent Company approved the infusion of additional capital to
QuadX Pte. Ltd. in the amount of R31.86 million for the purpose of partially financing the purchase
by the latter of Software Assets in the amount of 237.00 million from QUADX Inc.

QuadX Pte. Ltd. is engaged in digital logistics business. The acquisition is expected to contribute to
the global revenue stream of the Group.

LBC Mabuhay Saipan, Inc.

On March 7, 2018, the Parent Company acquired 100% ownership of LBC Mabuhay Saipan, Inc.
(LBC Saipan) for a total purchase price of USD 207,652 or B10.80 million. LBC Saipan operates as
a cargo and remittance Company in Saipan.

LBC Express Airfreight (S) Pte. Ltd., LBC Aircargo (S) Pte. Ltd., LBC Money Transfer PTY
Limited and LBC Australia PTY Limited

On June 27, 2018, the BOD of the Parent Company approved the purchase of shares of various
overseas entities. On the same date, the following Share Purchase Agreements (SPAS) were executed
by the Parent Company and Jamal Limited, a transitory seller, for a total purchase price of US $4.60
million or B245.67 million under the SPAs. Jamal Limited, a third party, purchased these entities from
Advance Global Systems Limited, an entity under common control, prior to sale to the Parent
Company.




Details follow:

Number of Purchase Primary Place of

Entity Name shares price operation business

LBC Express Airfreight (S) Pte. Ltd. (LBC Singapore) 10,000 $2,415,035 Logistics Singapore

LBC Aircargo (S) Pte. Ltd. (LBC Taiwan) 94,901 146,013 Logistics Taiwan

LBC Money Transfer PTY Limited (LBC Australia 10 194,535 Remittance Australia
Money)

LBC Australia PTY Limited (LBC Australia Cargo) 223,500 1,843,149 Logistics Australia

The transfer of the ownership of the shares and all rights, titles and interests thereto shall take place
following the payment of the considerations defined. These entities operate as logistics and money
remittance companies on the countries where they are domiciled.

LBC Mabuhay (Malaysia) SDN BHD

On August 15, 2018, the Parent Company approved the acquisition of 92.5% equity ownership of LBC
Mabuhay (Malaysia) SDN BHD (LBC Malaysia) for a total purchase price of US $461,782 or
P24.68 million. LBC Malaysia engages in the business of courier services in Malaysia.

LBC Mabuhay (B) Sdn Bhd and L BC Mabuhay Remittance Sdn Bhd

On October 15, 2018, the Parent Company acquired 50% ownership of LBC Mabuhay Remittance
SDN BHD and LBC Mabuhay (B) SDN BHD for total purchase price of US $557,804 and US
$225,965, respectively, equivalent to R42.39 million. These entities operate as logistics and money
remittance companies in Brunei, respectively.

Entities under LBC Express Holdings USA Corporation

On March 7, 2018, the BOD of the Parent Company approved the purchase of shares of the entities
under LBC Express Holdings USA Corporation. On the same date, the share purchase agreements
(SPA) were executed by the Parent Company and LBC Express Holdings USA Corporation with a
total share purchase price amounting to US $8.34 million, subject to certain closing conditions.

The transfer of the ownership of the shares and all 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 and/or regulate the Companies.

Effective January 1, 2019, the Parent Company’s purchase of LBC Mundial Corporation and LBC
Mabuhay North America Corporation was completed upon approval by the US Regulatory bodies that
oversee and/or regulate the following entities:

e LBC Mundial Corporation (LBC Mundial) which operates as a cargo and remittance
company in California, USA. The Parent Company purchased 4,192,546 shares or 100%
of the total outstanding shares from LBC Holdings USA Corporation. LBC Mundial
wholly owns LBC Mundial Nevada Corporation which operates as a cargo company in
Nevada, USA.

e LBC Mabuhay North America Corporation (LBC North America) which operates as a
cargo and remittance company in New Jersey. The Parent Company purchased 1,605,273
shares or 100% of the total outstanding shares from LBC Holdings USA Corporation.
LBC North America wholly owns LBC Mundial Cargo Corporation which operates as a
cargo company in Canada and LBC Mundial Remittance Corporation, a money remittance
company in Canada.



OnJuly 1, 2019, the Parent Company’s purchase of LBC Mabuhay Hawaii Corporation, who operates
as a cargo and remittance company in Hawaii, was completed upon the approval by the US regulatory
bodies. The Parent Company purchased 1,536,408 shares or 100% of the total outstanding shares from
LBC Holdings USA Corporation.

Mermaid Co. Ltd.

On October 31, 2019, the Parent Company acquired 100% ownership of Mermaid, Co. Ltd. for total
purchase price of US $200,000. Mermaid Co. Ltd. operates a service for the shipping of household
and other goods from expatriates living in Japan to their respective home countries, known as the
“Balikbayan Box”.

On December 12, 2019, the purchase of Mermaid Co. Ltd. Was completed upon approval of the
relevant government agencies.

LBC HISTORY

LBC Express, Inc. was initially founded in 1950s as “Luzon Brokerage Corporation.” It subsequently
changed its name to “LBC Air Cargo, Inc.” and operated as a brokerage and air cargo agent. A few
years after incorporation, LBCE evolved into an express delivery service, becoming the first Filipino-
owned private courier company to provide time-sensitive deliveries in the Philippines and offer
customers an alternative to the Government-owned and operated postal service. In 1973, LBCE
pioneered 24-hour door-to-door express delivery and messengerial services in the Philippines,
providing greater convenience to its existing customers and further expanding its market share.
LBCE’s name was formally changed to “LBC Express, Inc.” on April 26, 1988 to reflect the express
delivery services that had come to form its hallmark business. In the 1990s, LBCE adopted the slogan
“Hari ng Padala”, or Filipino for “King of Forwarding Services.” LBCE has now become the market
leader in the Philippine domestic air freight forwarding market and, for the year ended November 30,
2012, had a market share of 41.8% of the domestic air freight forwarding industry in terms of
throughput by weight, according to data from the CAB. While LBCE’s logistics business still primarily
comprises retail express courier and freight forwarding services, it has also expanded its product mix
to offer services targeted at corporate customers, including full container load and less-than-container
load sea freight forwarding and end-to-end logistics solutions.

In the early 1980s, LBCE entered into the domestic remittance business, leveraging the existing branch
network of its logistics business as customer contact points for remittance acceptance and fulfillment,
growing this business at low marginal cost. Beginning in 1999, LBCE expanded its money transfer
services segment by offering bill payment collection services in the Philippines by serving as a third
party collection agent for various vendors throughout the Philippines. In 2006, LBCE also began
providing corporate remittance fulfillment services, such as payouts of government Social Security
System benefits, payroll and insurance benefits on behalf of third parties, as well as remittance
encashments for customers of its local remittance partner, Palawan Pawnshop.

LBCE commenced its international money transfer operations in 1987 by establishing relationships
with agents and affiliates in the United States and steadily expanding its network elsewhere globally
to provide fulfillment services for inbound international remittances. LBCE later leveraged the
network of its overseas affiliates to expand its Logistics business internationally as well. Today, LBCE
provides courier and freight forwarding services in 22 countries and territories outside of the
Philippines and fulfillment services for inbound remittances originating from over 30 countries and
territories outside the Philippines, including the United States, Canada, the Asia Pacific region, Europe
and the Middle East.



The following diagram illustrates the operating ownership structure of the Company as of December 31, 2019:
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The consolidated financial statements include the financial statements of LBCH and the following

subsidiaries:

Country of Ownership Interest
incorporation Principal activities 2019 2018
LBC Express, Inc. Philippines  Logistics and money remittance 100% 100%
LBC Express - MM, Inc. Philippines  Logistics and money remittance 100% 100%
LBC Express - CL, Inc. Philippines  Logistics and money remittance 100% 100%
LBC Express - NL, Inc. Philippines  Logistics and money remittance 100% 100%
LBC Express - VIS, Inc. Philippines  Logistics and money remittance 100% 100%
LBC Express - SL, Inc. Philippines  Logistics and money remittance 100% 100%
LBC Express - SCS, Inc. Philippines  Logistics and money remittance 100% 100%
LBC Express Corporate Solutions, Inc. Philippines  Logistics and money remittance 100% 100%
LBC Express - CMM, Inc. Philippines  Logistics and money remittance 100% 100%
LBC Express - EMM, Inc. Philippines  Logistics and money remittance 100% 100%
LBC Express - MIN, Inc. Philippines  Logistics and money remittance 100% 100%
LBC Express - SMM, Inc. Philippines  Logistics and money remittance 100% 100%
LBC Express - SEL, Inc. Philippines  Logistics and money remittance 100% 100%
LBC Express - WVIS, Inc. Philippines  Logistics and money remittance 100% 100%
LBC Express - SEM, Inc. Philippines  Logistics and money remittance 100% 100%
LBC Express - SCC, Inc. Philippines  Logistics and money remittance 100% 100%
South Mindanao Courier Co., Inc. Philippines  Logistics and money remittance 100% 100%
LBC Express - NEMM, Inc. Philippines  Logistics and money remittance 100% 100%
LBC Express - NWMM, Inc. Philippines  Logistics and money remittance 100% 100%
LBC Systems, Inc. Philippines  Logistics and money remittance 100% 100%
LBC Express Bahrain WLL Bahrain Logistics 49% 49%
LBC Express Shipping Company WLL Kuwait Logistics 49% 49%
LBC Express LLC Qatar Logistics 49% 49%
LBC Mabuhay Saipan Inc. Saipan  Logistics and money remittance 100% 100%
LBC Aircargo (S) PTE. LTD Singapore Logistics 100% 100%
LBC Express Airfreight (S) PTE. LTD. Singapore Logistics 100% 100%
LBC Money Transfer PTY Limited Australia Money remittance 100% 100%
LBC Australia PTY Limited Australia Logistics 100% 100%
LBC Mabuhay (Malaysia) SDN BHD. Malaysia Logistics 93% 93%
QUADX Inc. Philippines E-com web and logistics - 86%
QuadX Pte. Ltd. Singapore Digital logistics 86% 86%
LBC Mabuhay (B) Sdn Bhd Brunei Logistics 50% 50%
LBC Mabuhay Remittance Sdn Bhd Brunei Money remittance 50% 50%
LBC Mundial Corporation United States  Logistics and money remittance 100% -
of America
LBC Mundial Nevada Corporation United States  Logistics and money remittance 100% -
of America
LBC Mabuhay North America Corporation United States  Logistics and money remittance 100% -
of America
LBC Mundial Cargo Corporation Canada Logistics 100% -
LBC Mabuhay Remittance Corporation Canada Money remittance 100% -
LBC Mabuhay Hawaii Corporation United States  Logistics and money remittance 100% -
of America
Mermaid Co., Ltd. Japan Logistics 100% -

Note:

(1) This entity is a subsidiary of LBC Express Shipping Company WLL which has 49% ownership interest.



BUSINESS

SERVICES
The Group’s business is principally comprised of two major segments: (a) Logistics; and (b) Money
Transfer Services.

The Group’s Logistics products serve Retail (C2C) and Corporate/Institutional (B2B/B2C) customers.
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 include Domestic Remittance services (available as branch retail services),
Bills Payment collection, and Corporate Remittance Payout services. International Money Transfer
Services are also offered overseas through the Group’s own branches, and through partners, which
encompasses International Inbound Remittance services.

The table below presents the above-mentioned components of the Group’s revenue associated with its
business segments, for the years indicated.

In PHP ‘millions For the year ended December 31, 2019
Money transfer
Segments Logistics services Total
Type of Customer
Retail B9,944.62 B925.77 B10,870.39
Corporate 4,290.14 66.52 4,356.66
Total revenue from contracts with customers B14,234.76 £992.29 B15,227.05
Geographic Markets
Domestic P10,272.69 B£659.08 B10,931.77
Overseas 3,962.06 333.21 4,295.28
Total revenue from contracts with customers B14,234.76 £992.29 B15,227.05
In PHP “‘millions For the year ended December 31, 2018
Money transfer
Segments Logistics services Total
Type of Customer
Retail P7,186.36 B859.57 P8,045.93
Corporate 4,192.46 103.14 4,295.60
Total revenue from contracts with customers B£11,378.82 B£962.71 B12,341.53
Geographic Markets
Domestic B9,302.78 B799.49 B10,102.27
Overseas 2,076.04 163.22 2,239.26
Total revenue from contracts with customers B11,378.82 £962.71 B12,341.53
In PHP ‘millions For the year ended December 31, 2017
Money transfer
Segments Logistics services Total
Type of Customer
Retail B5,751.66 B£995.47 B6,747.13
Corporate 3,184.78 43.48 3,228.26
Total revenue from contracts with customers B8,936.44 B1,038.95 B9,975.38
Geographic Markets
Domestic B7,479.82 B£907.12 P8,386.94
Overseas 1,456.62 131.82 1,588.44
Total revenue from contracts with customers B8,936.44 B1038.95 £9,975.38




As of December 31, 2019, the Logistics business of the Group accounts for approximately 93% of its
total revenues while Money Transfer Services accounts for the remaining 7%.

Retail Logistics comprised 70%, 63% and 64%, respectively, of the Group’s service revenue from
Logistics for the years ended December 31, 2019, 2018 and 2017. The Group’s primary retail logistics
offerings are its “Express” products (courier and air cargo forwarding) and balikbayan boxes.

As of December 31, 2019, the LBCE does not process outbound remittances from the Philippines. For
the years ended December 31, 2019, 2018 and 2017, service fees from international inbound
remittances were P333.21 million, P163.22 million and P131.82 million, accounting for 34%, 17%
and 13%, respectively, of the Group’s total service revenues from Money Transfer Services.

Logistics

The Logistics business is the Group’s primary source of revenue. The Group serves two primary
customer segments within the Logistics business: (a) Retail (C2C) customers; and (b)
Corporate/Institutional (B2B/B2C) customers. The main services offered to Retail customers include
Courier, Air Cargo Forwarding and Balikbayan box services. The main services offered to Corporate
clients include, in addition to Courier and Freight Forwarding services, Specialized Corporate
Solutions, or Corporate Logistics services, tailored to the specific needs of the client.

As of December 31, 2019, the Group has offered Logistics services at 1,466 Company-owned branches
in the Philippines and 75 Company-owned branches, and 1,021 Partner-agent branches, in 29 other
countries and territories worldwide.

Retail Logistics

Retail Logistics comprised 70%, 63% and 64%, respectively, of the Group’s service revenue from
Logistics for the years ended December 31, 2019, 2018 and 2017. The Group’s primary Retail
Logistics offerings are its “Express” products (comprised of Courier and Air Cargo forwarding) and
Balikbayan boxes.

Courier

Courier services are the Group’s express messengerial services and refer to deliveries of parcels (i.e.
letters and small packages typically weighing three kilograms or less) by land and/or air on a time-
sensitive basis. LBCE generally makes domestic courier deliveries within 24 hours of acceptance and
international courier deliveries within one to three days of acceptance, depending on the origin and
destination country. The Group is limited in liability for delays caused by certain force majeure and
other events that may prevent it from making an on-time delivery. The fees for courier services are
based on weight, dimensions and final destination, and the Group imposes add-on charges for extra
services such as pick-up in certain areas outside of the National Capital Region of the Philippines,
additional insurance and same-day delivery service.

Air Cargo

Cargo refers to larger packages and boxes (typically weighing over three kilograms). As with courier
services, the Company generally makes express deliveries of domestic air cargo within 24 hours of
acceptance, while international air cargo is generally delivered within one to three days of acceptance,
depending on the destination country. The Company charges for air cargo forwarding and items
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 extra services such as pick-up in
certain areas, additional insurance and same-day delivery service.
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Balikbayan Boxes

The balikbayan box is a box shipment of personal effects cargo sent by retail customers to friends and
family, domestically and internationally. Balikbayan boxes are forwarded by the Group by way of sea
transport and generally delivered within 35 days of acceptance from the sender, subject to force
majeure and other unforeseen events. Because the Group charges for sea freight forwarding based on
standard dimensions of the box rather than weight, balikbayan boxes provide a low cost option to
customers making shipments of various items. They are also a means for customers to ship certain
items that cannot be shipped by air, such as liquids and aerosols. Accordingly, balikbayan boxes are
frequently used by overseas Filipinos to send large numbers or volumes of consumer products, such
as clothing, home goods and personal care items, to recipients in the Philippines. Balikbayan boxes
come in a variety of dimensions and typically weigh between 30 to 80 kilograms.

Corporate Logistics

The Company provides services to a varied portfolio of corporate and institutional customers, which
include consumer goods manufacturers, 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 clients
through courier and air cargo forwarding services, the Company also provides the following services:

Specialized Corporate Solutions (SCS)

SCS refers to the end-to-end tailored logistics services provided by the Company to corporate clients
with specific requirements.

As part of SCS, the Company provides transportation of mail, parcels and cargo via air, land and sea.
The Company offers sea freight forwarding services domestically for both full container load (FCL)
and less-than-container load (LCL) shipments. LCL services are particularly attractive for small and
medium-sized businesses with relatively lower volume shipping requirements. Corporate clients have
the option of dropping off their shipments at the Company’s container freight stations located near
local ports or requesting a pick-up from the Company. The Company also offers flexible payments
modes, including payment at origin, payment at destination, payment on account of shipper, and
payment on account of consignee. Shipping times for sea freight are more protracted than for air
freight, ranging from three to seven days for domestic shipments and seven to 45 days for international
shipments. In recent years, the volume of sea freight forwarding services provided by the Company
has increased due to the growth in its corporate client portfolio.

The Company also expanded SCS to include value-added services such as onsite operations, cold
chain, warehousing, and cross-border logistics. The palette of available onsite operations includes
warehouse storage, cross-docking (the temporary storage of arriving order and subsequent breaking-
down and reassembly for truck delivery), inventory management, reverse logistics, pick-up of pallets
and containers, order fulfillment services at the customer’s own warehouse, specialized packaging and
re-packaging (such as ice gelling for pharmaceutical products), open-checking services, cash on
delivery (collection of value of item from consignee upon delivery and remittance of value to shipper)
and delivery and discrepancy reporting, among others, which are in addition to its customary courier
and freight forwarding services.

The Company performs services for corporate clients both pursuant to long-term contracts and on a
per-transaction basis. SCS contracts typically have terms of one to three years. The Company extends
credit facilities to most of its corporate clients, following a standard credit check procedure when first
engaging a new client.
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In recent years, the Company has increased its focus on its corporate logistics business and aims to
continue expanding its corporate client portfolio and service offerings going forward.

Money Transfer Services

Money Transfer services are the Group’s second primary business segment and comprise both
domestic and international money transfer services.

Domestic

Domestic Money Transfer services include (a) Remittances and (b) Bills Payment collection and
Corporate Remittance Payout services. For the years ended December 31, 2019, 2018 and 2017,
service fees from domestic Money Transfer Services were P659.1 million, 799.5 million, and #907.1
million, respectively, representing 66%, 83%, and 87%, respectively, of the Company’s total service
revenues from Money Transfer Services.

Remittances

Remittances are transfers of funds between customers from one location to another. The Company is
licensed by the Bangko Sentral ng Pilipinas (BSP) to serve as a remittance agent in 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 is located within the Philippines). Retail customers in the Philippines,
particularly the unbanked population and others who are underserved by traditional banking
institutions, account for the majority of the Company’s Domestic Remittance customers. The
Company offers Domestic Remittance services in the form of branch retail remittance services.

e Branch retail services enable customers who make remittances at any Company-owned branch in
the Philippines to choose among the following fulfillment options for their beneficiaries:

e Instant branch pick-up (Instant Pera Padala “IPP*’), a real-time cash pick-up remittance
facility in which funds become instantaneously available for pick-up by the remitter’s
beneficiary once the sending party has made the payment at a Company-owned branch; the
sending party can designate any pick-up location or geographic zone within the Company’s
domestic network (including both Company-owned branches and branches of its partners,
Palawan Pawnshop, Cebuana Lhuillier);

o ““Pesopak,” aservice by which remittances are delivered directly to the beneficiary’s doorstep,
providing an attractive 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 Remit-to-account (““RTA™), a service by which funds accepted from a sender at a Company
branch will be directly deposited to the designated local bank account of the beneficiary.

LBCE charges a service fee for processing Domestic Remittances according to a progressive schedule
based on the value of the remittance. Fees may also vary depending on the chosen method of
fulfillment. For example, Remit-To-Account (RTA) and Pesopak deliveries may incur additional
service charges. The significant majority of remittances made by customers of LBCE are for sums
equivalent to approximately 13,000 or less.
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Bills Payment Collection and Corporate Remittance Payouts

LBCE serves as a third party bills payment collection sub-agent for approximately 180 creditors in the
Philippines, including major utilities companies, insurance companies, certain Government agencies,
telecom providers and publishers, among others, through its contract with CIS Bayad Center, Inc.
(Bayad). Through the LBCE, Bills Payment collection service, customers of these merchants and other
creditors can settle their accounts by submitting their payment along with the billing notice issued by
the merchant to any company-owned branch in the Philippines. LBCE processes Bills Payment
collections through the same integrated point-of-sale (POS) system used by the LBCE for acceptance
of parcels, cargo and remittances.

The Company also provides Payout services for various corporations and organizations. For example,
the Company provides Payroll services for certain companies, whereby employees can collect salary
checks at an LBC branch. As part of its reciprocal agreements with Palawan Pawnshop, Cebuana
Lhuiller, and Petnet, Inc. (Western Union), LBCE also provides encashment services for beneficiaries
of senders who make a remittance at a Palawan Pawnshop, Cebuana Lhuillier or Western Union
branch.

International

The Company provides fulfillment services for international inbound remittances from over 20
countries and territories overseas to the Philippines through its overseas branches and affiliates and its
network of international remittance agents.

To expand its international reach, LBCE has also entered into agreements with affiliates and remittance
fulfillment agents in countries and territories outside of the Philippines. These agents include
International Remittance houses such as in the Asia-Pacific region: in Hong Kong, Pacific Ace Forex
H.K. Limited, and Franki Exchange Co.; in Malaysia, CIMB Islamic Bank Berhad, SMJ Teratai SDN.
BHD., TML Remittance Center SDN. BHD., Tranglo, Merchantrade Asia SDN. BHD.; in Japan,
Transremittance Co. Ltd., and Japan Remit Finance Co. Ltd.; in Taiwan, Eastern Union Interactive
Corp.; in Singapore, Kabayan Remittance Pte. Ltd.; in Australia, Ozzi Pay Pty. Ltd.; in Israel, WIC
Worldcom Finance Ltd.; in the Middle East continent: Zenj Exchange Co., WLL., Bahrain; in the
United Arab Emirates, Al Ansari Exhchange LLC., Al Ghurair Exchange LLP., Instant Cash FZE.,
Onyx Exchange; in the European continent, Money Exchange SA, Spain; Intel Express Georgia,
Georgia; Xpress Money Services Ltd., and Philippines Remittances Ltd., in the United Kingdom; in
the North American region; Uremit International Corp. and Atin Ito Variety Bakery & Remittance
Ltd., Canada; Remitly Inc., Intermex Wire Transfer LLC, Limica Corporation (Guam), XOOM
Corporation, Tempo Financial US Corp., and Placid NK Corporation, in the United States of America,
among others. International remittances are also encashed by LBCE from Philippine-based companies
with international presence, such as Petnet Inc. (under Western Union), Gemini Exchange
International Inc., Pinoy Express Hatid Padala Services, Inc., New York Bay Philippines, Inc., Filremit
Corp., Fastremit Service Inc., I-Remit Inc., Betur Inc. (DBS Coins.Ph), Pisopay.Com Inc., True Money
Philippines Inc., Optimum Exchange Remit Inc., Ayannah Business Solutions Inc., and Atomtrans
Tech Corp. For this same purpose, the Company also has partnerships with Philippine financial
institutions with strong international presence such as Asia United Bank Corporation, Bank of
Commerce, China Banking Corporation, Metropolitan Bank & Trust Company and Subsidiaries, Rizal
Commercial Banking Corporation, Bank of the Philippine Islands, and Landbank of the Philippines,
among others. Through the extended networks of its partners and agents, the Company provided
fulfillment services for inbound remittances, although it transacts only with its direct agents. Under
the terms of the fulfillment partnership agreements that the Company enters into, direct agents are
permitted only limited use of the “LBC” name, trademarks and other protected signs when transacting
business on behalf of the Company and still carrying on business under their own corporate and trade
names. The Company receives a fixed percentage of the agent’s revenues in exchange for its services
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in relation to inbound international remittances. The Company requires most of its remittance agents
to maintain a revolving fund for advance funding cover, which must be replenished when the balance
falls beneath a set threshold. This is to ensure that the Company bears minimal credit risk when making
payouts on behalf of international agents. In addition, most of the agreements have in place a maximum
remittance value per transaction as a further risk mitigation tool, typically ranging from 75,000 to
£100,000.

The basic process for domestic remittances is as follows:

e Remittances from origins are accepted via point-of-sale system. Encashment branch will
check the possible match using the Auto-Scrubbing Process (Sender and Beneficiary names
are checked against the International Sanctions List) and ensure the validity of transaction.
Data processing will be performed as well as fund allocation. Payout, delivery, credit to bank
et.al are the methods in fulfillment of the transactions.

As with domestic remittances, beneficiaries of international inbound remittances can avail of instant
branch pick-up services at any location within the Group’s domestic network as soon as the transaction
is processed into the Group’s POS system from its overseas branch or agent-operated location.
Beneficiaries of inbound international remittances can also arrange for the money to be delivered to
their door, have the sums credited to a pre-paid remittance card or have proceeds deposited directly
into a bank account. The Group charges a service fee for processing international remittances
according to a progressive schedule based on value of the remittance and pick-up destination of the
remittance. Although mobile remit confirmation codes are not yet sold internationally, the Group does
enable online remit services from the United States, in which the sender can remit funds to a Philippine
beneficiary through the Group’s website using a debit card. The significant majority of remittances
made by customers of the Group are for sums equivalent to approximately 10,000 to 15,000 or less.

As of the end of December 2019, the Company does not process outbound remittances from the
Philippines. For the years ended December 31, 2019, 2018 and 2017, service fees from international
inbound remittances were 333.2 million, 2163.2 million and P131.8 million, accounting for 34%,
17% and 13%, respectively, of the Company’s total service revenues from Money Transfer Services.

OPERATIONS

LBC’s Courier and Freight Forwarding services utilize transport by air, sea and land and a network of
strategically-located warehouses, distribution centers and delivery hubs to provide end-to-end delivery
services for its Retail customers and Corporate/Institutional clients.

Logistics

Logistics entails the management of the flow of goods from a point of origin to a specified destination,
including any ancillary services that may be required to facilitate the process, such as storage and
packaging.

Air Freight Forwarding
Domestic

The Group’s end-to-end domestic air freight forwarding services involve the following steps: (1)
acceptance (by pick-up or drop-off at a branch) (2) ground transport to a regional
warehouse/distribution center, (3) primary sorting, (4) loading to aircrafts (for air transport), (5)
withdrawal by the receiving distribution center/delivery hub, (6) secondary sorting (if required) and
(7) ground transport for delivery to final destination.
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Acceptance is the receipt by the Group of the customer’s parcels and cargo, either through its
pick-up service or at one of the Group’s 1,466 customer contact points in the Philippines where
customers can drop off parcels and cargo. All parcels and cargo must be accompanied by a
waybill from the customer providing the recipient’s name, shipping address, description of
contents, estimated value and other pertinent information. Upon receipt of the customer’s
parcel or cargo, 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 throughout the transport process until its final destination.

At the close of business each day (approximately 7:00 p.m.), all packages are delivered by the
Group’s vehicle fleet to a regional warehouse / distribution center, from any of 33 warehouses
in the country. The Company has two primary distribution centers: the Central Exchange,
located at the Group’s corporate headquarters in the General Aviation Center of the old
domestic airport in Manila, where all packages collected from, passing through or destined for
Metro Manila are aggregated, and the Cebu Central Exchange, functioning similarly to the
Central Exchange in Manila. Packages collected in other areas are aggregated at any one of
33 warehouses located near airports throughout the country. Upon receipt, the Exchange teams
“scan-in” all packages and print manifest (i.e. an itemized inventory) listings of all the
barcodes “scanned.” The manifest is used to check the number of shipments “scanned in”
against the number of shipments that are later “scanned out.”

Throughout the night, the Exchange teams engage in primary sorting, and label parcels and
cargo bound for different destinations across the Philippines to prepare them for onward
transmission by air, sea or land. All packages to be transported by air are scanned by X-ray
machines for detection of illegal and contraband goods. In the Central Exchange, the Company
houses its own X-ray machines which are located adjacent but within the facility, and operated
by independent airline employees. This bypasses the need to transport the cargo to the airline
carriers’ facilities for scanning, increasing the efficiency of the Company’s sorting process.

By morning, all packages bound for other provinces and cities are loaded onto the first and
second flights of the day operated by Cebu Pacific Air and Philippine Airlines, among others.

When the planes arrive at the destination airport, a team of employees withdraws shipments
and again scans the barcodes and sorts the items, segregating parcels and cargo destined for
different zones. The items may also be sorted at the Company’s 208 regional delivery hubs
(secondary distribution centers) for more efficient distribution to smaller cities and
municipalities.

Packages are then loaded onto the Group’s delivery vehicles, which either transport the items
to a delivery hub for secondary sorting, or directly to the final destination if already within the
zone of delivery.

International

The Group’s international Air Freight Forwarding and Courier services involve a similar process as
its domestic Air Freight Forwarding and Courier services, namely (1) acceptance (by pick-up or drop-
off at an international LBCE-owned, or affiliate-owned branch or agent-operated location), (2) ground
transport to a regional hub / distribution center, (3) primary sorting, (4) loading to international aircraft,
(5) withdrawal of cargo by Philippine associates at the Central Exchange in Manila or Cebu, (6)
secondary sorting, (7) further forwarding by air to regional destinations (if necessary) and (8) ground
transport, via Company-owned and third party trucks, for delivery to final destination. In the case of
shipments originating from overseas, LBCE’s overseas branch, affiliate or agent, as applicable, is
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responsible for all of the steps from acceptance of the parcel/cargo through loading of the parcel/cargo
onto the Philippine-bound airline carrier.

In the case of shipments originating from the Philippines and sent overseas, the overseas branch,
affiliate or agent, as applicable, is responsible for all of the steps from acceptance of the parcel/cargo
at the international destination to secondary sorting and delivery of the item to its final destination by
ground.

International shipments utilize the same, integrated barcoding and scanning system as domestic
shipments, enabling a seamless exchange between the Group’s domestic team and its overseas teams.

Ground Delivery Fleet

Ground transport forms a key component of nearly all forms of delivery and forwarding services
offered by the Group. Motorcycles and trucks are used for door-to-door pickup and delivery of parcels,
cargo and money remittances, as well as ground transport of items destined for onward forwarding by
air or sea. The vehicle fleet is also an integral part of the Group’s contingency planning in the event
that air and/or sea transport become unavailable. The Group also, from time to time, engages third-
party trucking and transportation companies.

For items that are transported entirely by ground, parcels and packages undergo (1) acceptance (by
pick-up or drop off at a branch), (2) ground transport to the regional distribution center, (3) primary
sorting, (4) ground transport to a delivery hub for secondary sorting (if required) and (5) ground
transport to the final destination.

As of December 31, 2019, the Company has a fleet of 3,289 vehicles (including 2,672 motorcycles
and 617 delivery vans). The Company’s drivers and couriers are trained in vehicle operation safety,
customer service, cash handling and other procedures. Vehicles are acquired on a lease-to-own basis
pursuant to finance leases with a typical term of three to five years to ownership. The Company’s
vehicle fleet undergoes maintenance on a regularly scheduled basis, and vehicles are typically replaced
every ten years. The Group began re-fleeting most of its delivery trucks, in 2014, and motorcycles, in
the latter part of 2017. Comprehensive insurance is maintained for all vehicles.

Sea Cargo Forwarding

As of the end of December 2019, the Group’s Sea Cargo forwarding services are available
domestically in Manila, Cebu, Bacolod, Iloilo, Davao, Cagayan de Oro and General Santos, and
internationally in 29 countries and territories outside the Philippines.

The Group does not own ships and contracts with third party shipping carriers for these services.
Domestic sea transport is provided by Oceanic Container Lines, Inc., 2Go Freight, Lorenzo Shipping
Lines, Gothong Southern and Asian Marine Transport Corporation, among others, while international
sea transport is provided through Orient Freight International, an international freight forwarding
agency in which LBCH acquired a 30% stake in 2018. This allows the Company to contract directly
with international shipping carriers rather than rely on another international freight forwarder. The
Company’s sea cargo forwarding services are separated into Retail operations and Corporate
operations.

Retail

Retail sea cargo denotes balikbayan boxes, which are primarily international inbound shipments and
intra-Philippine shipments.
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The basic forwarding process for Balikbayan Boxes is as follows:

Acceptance of Balikbayan Boxes is handled by the LBCE (in the case of domestic shipments)
or an LBCE overseas branch, overseas subsidiaries or affiliate (in the case of inbound
international shipments). Balikbayan Boxes are typically picked up by delivery trucks, as they
tend to be larger in terms of weight and volume.

Upon acceptance, all cargo is input into the Company’s VISTRA acceptance system by a
delivery team, which produces a delivery dispatch report and cross checks each shipment for
discrepancies when units are consigned to the international freight forwarder.

Balikbayan Boxes are sorted and placed into containers at the local warehouse or distribution
center of the Group’s branch or affiliate/agent. Once a container is full, the Group can arrange
for pick-up from the international freight forwarder or local shipping partner, as applicable.
Because the throughput of goods shipped by the Group is substantial, containers are usually
filled within one to two days.

The Group’s international freight forwarder (in the case of inbound international shipments)
or the Group’s local shipping partners (in the case of domestic shipments) will then collect the
cargo from the warehouse or distribution center and load the items onto a ship.

International inbound Balikbayan Boxes are in transit for three (3) to seven (7) days (for
shipments within Asia) or 30 to 45 days (for shipments from Europe or North America) prior
to arriving in Manila. All such Balikbayan Boxes are received by the international freight
forwarder at either of the ports in Manila, Subic, Zambales, or Cagayan de Oro and consigned
to the Group at the Vitas Harbor Center Warehouse. Intra-Philippine shipments, which
generally take between two and five days to arrive at their destination, are received at regional
warehouses and distribution centers. For international inbound shipments, the Group’s
customs brokers facilitate procedures necessary to be undertaken with the Philippine Bureau
of Customs, while its international freight forwarder arranges for customs brokerage in the
international jurisdictions.

At the Vitas Harbor Center Warehouse or any of the regional warehouses and distribution
centers, boxes are again scanned, inspected for any damage and sorted for further forwarding
to their final destination by ground transport or re-directed to a domestic shipping company
for further sea transport if necessary. International inbound Balikbayan Boxes are received by
Group’s overseas branches and affiliates and sorted for final delivery. Balikbayan Boxes are
randomly scanned in the United States and in the Philippines via X-ray machines to prevent
entry of illegal goods and money laundering.

Corporate

For Corporate Sea Cargo shipments, LBCE provides forwarding services for both Full-Container Load
(FCL) and Loose-Container-Load (LCL) shipments. LBCE’s Corporate Sea Cargo forwarding
services include, among others, Pier-to-Pier service (in which a customer’s shipment is delivered to a
receiving office at the destination pier for pickup by the receiving party) and Pier-to-Door service (in
which the customer’s shipment is delivered to the address of the receiving party). Corporate clients
can either drop-off their cargo at LBCE’s container freight stations or arrange for pick-up by LBCE’s
delivery fleet.

For corporate customers who wish to make regular use of the LBCE’s services, the company assigns
an account executive to be in-charge of obtaining details of the shipments and advising the customer
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on the readiness process and approval of credit terms. In addition, after shipments are completed, an
account coordinator reports a summary of the transactions and the Billing and Collection department
bills and collects payment for the shipments.

All corporate shipments are aggregated and sorted at the Company’s container freight stations located
near the local ports. Container freight stations are separate from the receiving warehouse for the retail
balikbayan boxes.

Specialized Corporate Solutions

Under SCS, the Group provides transportation of mail, parcels and cargo via air, land and sea for its
corporate clients, as well as value-added services such as onsite operations, and warehousing, among
others. The transportation service operates in substantially the same manner as the general logistics
operations described above.

Money Transfer Services
Remittances

Infrastructure

The Group leverages the branch network and vehicle fleet used for its Logistics services as a platform
for its remittance services. The extensive geographic reach of its branch network, its large fleet of
delivery vehicles, the existing workforce of trained employees and the availability of cash funds at
each of the Group branches from its logistics operations enable the Group to offer remittance services
at very low additional operating cost. As the remittance business has grown into a significant portion
of its business, the Group has increased the number of customer contact points for its remittance
services by entering into fulfillment partnership agreements with agents and affiliates domestically
and internationally.

The Global Remittance Team is in charge of operating the Group’s remittance business. With respect
to domestic remittances, its primary duties include, among others, reviewing daily acceptance values;
forecasting the daily funding needs of each branch to meet fulfillment obligations; ensuring the proper
safeguarding of cash at branches; overseeing the transport and deposit of cash into the Group’s regional
bank accounts (from which local managers of the branch offices can withdraw the funds); establishing
and training branch employees in cash acceptance, Anti-Money Laundering (AML), customer
identification and other policies; and reporting covered transactions and suspicious transactions to the
BSP. With respect to international remittances, its primary duties include monitoring balances of
revolving accounts and settlement of payments. The Global Remittance Team uses data collected from
the Group’s front-end POS software to analyze end-of-day acceptance information at all of the branch
locations. This enables the Global Remittance Team to estimate the funding requirements for each
branch on a daily basis. The Group is in the process of transitioning its POS system into a more fully
integrated system with the rest of its business operating software.

Domestic Partners

To expand its domestic network for remittance services, LBC Express Inc. and Eight Under Par, Inc.
(a Philippine corporation doing business under the trade name “Palawan Pawnshop”) entered into a
non-exclusive agreement in June 2012 to serve as reciprocal fulfillment agents within the Philippines.
A similar partnership was entered into by the Company with Cebuana Lhuillier Services Corporation
(under the trade name “Cebuana Lhuillier”) in 2019. Through these agreements, all of Palawan
Pawnshop’s 3,002 branches and Cebuana Lhuillier’s 2,500 branches in the Philippines are available
to provide instant branch pick-up services for beneficiaries of LBCE’s remittance customers, and all
of LBCE’s 1,466 branches in the Philippines in turn provide the same service for Palawan Pawnshop’s
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customers. All partners collect a reciprocal percentage of service fees for performing services on behalf
the other.

The Group believes that its strategic partnerships with Palawan Pawnshop and Cebuana Lhuillier have
enabled it to greatly expand its geographical reach in the Philippines and provide more services to
more customers, particularly in areas where it has fewer Company-owned branches, at minimal
expense. In 2018, Petnet, Inc. (Western Union) became an international fulfillment partner, extending
the group’s reach and network to more customers worldwide, through Western Union’s approximately
500,000 agents in 220 countries.

The basic process for Domestic Remittances is as follows:

¢ Branch Retail services enable customers who make Remittances at any of the 1,466 Company-
owned branches in the Philippines to choose among the fulfillment options for their
beneficiaries. Upon acceptance from the sender, there is an online facility processes the
request. An encashment alert is sent to the specified branch and the latter ensures fund
availability to serve the consignee.

o0 Instant branch pick-up (Instant Pera Padala “IPP”’), a real-time cash pick-up
remittance facility by which funds become instantaneously available for pick-up by
the remitter’s beneficiary once the sending party has made the payment at any of the
1,466 Company-owned branches or Palawan Pawnshop and/or Cebuana Lhuillier
partner branches; the sending party can designate any pick-up location or geographic
zone within the Company’s domestic network;

0 “‘Pesopak,” a service by which remittances are delivered directly to the beneficiary’s
doorstep

0 “‘Remit-to-account” (RTA), a service by which funds accepted from a sender at a
Company branch will be directly deposited to the designated local bank account of
the beneficiary

International Remittance Agents

To expand its international reach, LBCE has also entered into agreements with affiliates and remittance
fulfillment agents in countries and territories outside of the Philippines. These agents include
International Remittance houses such as in the Asia-Pacific region: in Hong Kong, Pacific Ace Forex
H.K. Limited, and Franki Exchange Co.; in Malaysia, CIMB Islamic Bank Berhad, SMJ Teratai SDN.
BHD., TML Remittance Center SDN. BHD., Tranglo, Merchantrade Asia SDN. BHD.; in Japan,
Transremittance Co. Ltd., and Japan Remit Finance Co. Ltd.; in Taiwan, Eastern Union Interactive
Corp.; in Singapore, Kabayan Remittance Pte. Ltd.; in Australia, Ozzi Pay Pty. Ltd.; in Israel, WIC
Worldcom Finance Ltd.; in the Middle East continent: Zenj Exchange Co., WLL., Bahrain; in the
United Arab Emirates, Al Ansari Exhchange LLC., Al Ghurair Exchange LLP., Instant Cash FZE.,
Onyx Exchange; in the European continent, Money Exchange SA, Spain; Intel Express Georgia,
Georgia; Xpress Money Services Ltd., and Philippines Remittances Ltd., in the United Kingdom; in
the North American region; Uremit International Corp. and Atin Ito Variety Bakery & Remittance
Ltd., Canada; Remitly Inc., Intermex Wire Transfer LLC, Limica Corporation (Guam), XOOM
Corporation, Tempo Financial US Corp., and Placid NK Corporation, in the United States of America,
among others. International remittances are also encashed by LBCE from Philippine-based companies
with international presence, such as Petnet Inc. (under Western Union), Gemini Exchange
International Inc., Pinoy Express Hatid Padala Services, Inc., New York Bay Philippines, Inc., Filremit
Corp., Fastremit Service Inc., I-Remit Inc., Betur Inc. (DBS Coins.Ph), Pisopay.Com Inc., True Money
Philippines Inc., Optimum Exchange Remit Inc., Ayannah Business Solutions Inc., and Atomtrans
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Tech Corp. For this same purpose, the Company also has partnerships with Philippine financial
institutions with strong international presence such as Asia United Bank Corporation, Bank of
Commerce, China Banking Corporation, Metropolitan Bank & Trust Company and Subsidiaries, Rizal
Commercial Banking Corporation, Bank of the Philippine Islands, and Landbank of the Philippines,
among others. Through the extended networks of its partners and agents, the Company provided
fulfillment services for inbound remittances, although the it transacts only with its direct agents. Under
the terms of the fulfillment partnership agreements that the Company enters into, direct agents are
permitted only limited use of the “LBC” name, trademarks and other protected signs when transacting
business on behalf of the Company and still carrying on business under their own corporate and trade
names. The Company receives a fixed percentage of the agent’s revenues in exchange for its services
in relation to inbound international remittances. The Company requires most of its remittance agents
to maintain a revolving fund for advance funding cover, which must be replenished when the balance
falls beneath a set threshold. This is to ensure that the Company bears minimal credit risk when making
payouts on behalf of international agents. In addition, most of the agreements have in place a maximum
remittance value per transaction as a further risk mitigation tool, typically ranging from 275,000 to
£100,000.

The basic process for domestic remittances is as follows:

¢ Remittances from origins are accepted via point-of-sale system. Encashment branch will
check the possible match using the Auto-Scrubbing Process (Sender and Beneficiary names
are checked against the International Sanctions List) and ensure the validity of transaction.
Data processing will be performed as well as fund allocation. Payout, delivery, credit to bank
et.al are the methods in fulfillment of the transactions.

Bills Payment Collection and Corporate Remittance Payouts

The majority of the Company’s Bills Payment Collection services are governed by an agreement first
entered with CIS Bayad Center, Inc. (Bayad) dated January 21, 2013, by which the Company
subcontracts through Bayad the performance of third-party bills collection services for more than 180
vendors/creditors or “billers,” including government agencies, utilities companies, insurance and
telecommunications providers among others, with whom Bayad has contracts/agreements. The term
of the agreement is three years, with a renewal option thereafter by mutual consent of the parties. The
Company collects a service fee from Bayad each month based on the total number of valid transactions
it has processed for that month. At the close of each business day, a payment transaction report is
generated for each vendor and transmitted to Bayad. The Company must then deposit the day’s
collections into a designated bank account of Bayad by the following day.

The Company also contracts directly with certain organizations, such as private insurance companies
and certain employers, to serve as a Corporate Payout agent.

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

o Bills Payment. The Company serves as a third party bills payment collection sub-agent for
various vendors/creditors or “billers” in the Philippines, including government agencies,
utilities companies, insurance companies, telecommunications providers and publishers,
among others, through their contracts with CIS Bayad Center, Inc.

o] Via POS. The customer fills out details necessary for the transaction onto the Bills
Payment form available at the branch, in which the branch associate will enter to the POS.
The cash transaction amount and pass-on fee is collected from the customer, if applicable.
The branch does the data sending (from local server to production server). The LBC
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Backroom will perform all necessary validation procedures before the closing of the
transaction.

o] Via PCS/Bayad Center. The customer fills out the details necessary for the
transaction onto the Bills Payment form available at the branch, which the branch associate
will enter onto the PCS. The cash transaction amount and pass-on fee is collected from the
customer, if applicable. The transaction will be uploaded to Bayad PC/Terminal followed by
data import and sending. Bayad, in return, sends a report and confirmation of the validity of
transactions. The LBC Backroom will perform all necessary validation procedures before the
closing of the transaction.

Corporate transactions. The Company also provides Payout services for various
corporations and organizations. The processor will acknowledge corporate transactions via
email and validate payments by corporate client. The LBC backroom will confirm fund
allocation, assign tracking numbers and perform recording to complete the transaction
processing.

Cash on Delivery / Cash on Pick-Up (“COD/COP”)

More and more Filipinos are doing their shopping online. Since 2017, the e-commerce industry has
been growing exponentially, with digital marketplaces registering record sales and consistent growth.
The Philippines has also ranked first in social media use and time spent online, which makes the
country an ideal market for e-commerce to thrive and sustain vigorous activity.

One of the many challenges faced by many e-commerce merchants were payment gateways/options.
A majority of online sellers are also considered “casual sellers” or “social sellers” and with most of
them unbanked, completing a transaction had been a challenge. LBCE’s inception of a payment
solution bundled with logistics capabilities was “Cash On Delivery” (COD) and *“Cash On Pick-up”
(COP) service.

With this innovative new service, LBCE has enabled more merchants, including “casual or social
sellers” to enter into and participate regularly in the thriving e-commerce arena. With “COD/COP,”
merchants have LBC deliver their goods and collect payment for them, which in turn can either be
remitted to their appointed bank accounts or picked up from a designated LBC branch.

This pioneering service has helped spur the further growth of the e-commerce industry in the country,
enabling trade, commerce, and generated income for many—promoting the Company’s strategy of
financial inclusivity and wide accessibility of services.

“COD/COP” utilizes both of LBCE’s core business/services: logistics, as a courier of parcels & boxes,
and money remittance, as a payment collection channel and payout conduit. Furthermore, LBC serves
as a venue for transactions or “trading place”: COP guarantees convenient and seamless transactions
between merchant and buyer, a buyer may opt for any of LBCE’s 1,466 branches as a pick- up point
for their items purchased. COD offers the more established delivery scheme: LBC delivery associates
collect payments from buyers upon delivery of the items, and these are delivered to any designated
address, be it residential, office, or any other location. The collection of payments on behalf of the
merchants from the buyers offer safe, reliable and guaranteed assurance for merchants engaging in
online selling transactions. LBCE’s expansive nationwide network and serviceable areas also allows
for buyers to shop from anywhere in the Philippines, and sellers to reach more customers nationwide.
COD/COP rates are competitively priced, providing value for money for merchants and buyers, along
with LBC’s guaranteed service levels.
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COD/COP can be availed of at any LBC branch, without any other obligations or contracts;
transactions are immediately processed upon fulfillment of the prescribed forms available at the
branch. There is no need to create an “account” on online shopping sites, or to maintain any minimum
volume of transactions to start an online or “social selling” business.

MARKETING AND SALES

The Group believes that strategic marketing and targeted sales are crucial to maintaining its
competitive advantage over competitors. The Group regularly advertises on television, radio and
billboards, as well as in print and on the Internet. The Group also brands its ground fleet with the
“LBC” logo. In addition, it has dedicated teams to promote the value of its brand among general
consumers as well as to manage long-term corporate client relationships. It also engages in several
community outreach initiatives in line with its commitment to corporate social responsibility.

Brand Equity

The Group considers the “LBC” brand, which has been cultivated over the Group’s over 60-year
operating history, to be an integral component of its operational success. The Group believes that the
brand, the distinctive red and white “LBC” logo and the Group’s key marketing slogans (formerly,
“Hari ng Padala,” and currently, “We Like To Move It”) have become associated with its reputation
for being a convenient, affordable and reliable provider of its services. As part of its marketing
strategy, the Group outfits its delivery fleet, branch offices, advertisements and other marketing
materials with the “LBC” logo and believes that its brand equity is one asset that puts it ahead of its
competitors in gaining market share in a fierce competitive environment.

The “LBC” brand was one of Reader’s Digest’s Trusted Brand Winners: Platinum Award in
Philippine Airfreight/Courier Service Category and Brand Gold Award Remittance Category in 2017.
According to the LISBON Survey, a survey conducted by Market Research Solutions, Inc., an
independent marketing and research firm, the Company was considered one of the Best-in-Class
Companies in the Philippines for both the freight forwarding and remittance industries in 2012, the
Company achieved 81% brand awareness/market reach for sea cargo, the highest in the segment, with
the closest competitor achieving 47% recognition.

LBC remains to be one of the Philippines’ most recognized brands. A pioneer in its industry in the
Philippines, and now with 1,466 branches nationwide with presence in 30 countries around the globe,
in the service of Global Filipinos everywhere, sustained by a presence in traditional and increased
visibility digital media platforms including social media, the brand’s equity is at the strongest it’s ever
been.

In November 2013, the Company and LBC Development Corporation undertook a re-launch of the
“LBC” brand name to emphasize the entrepreneurial and adaptive spirit of the Company that is
complementary to its long heritage. The marketing campaign features a new formulation of the
Company as not simply a mover of goods but also a mover of space (“space where people can
reconnect and relate”) with the aim of highlighting the human connection in the services provided by
the Company to its 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,” highlighting the corporate
logistics segment of its business.

In 2017, the Company launched “Totoo ang Ligaya,” a global campaign particularly directed toward

its millions of customers in various parts of the world. This was a follow-up to the widely successful
2016 campaign launched called “Aming Ligaya.” Previous campaigns also included, in 2015, “Paulo”,
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a sales & marketing campaign highlighting the remittance business, and 2014’s Global Brand
Ambassador Endorser Campaign “Everywhere,” featuring mega endorser Kris Aquino.

Complementing its ongoing digital transformation, LBCE launched a brand campaign in 2018. The
campaign showed how the LBC brand has evolved to serve the growing needs of its different
customers — both in the retail space and in the corporate landscape, and in the new arena of “social
selling.” It captures how the brand offers customized solutions to service ever-changing needs and
grows with various markets as they progress in life. This spirit of change and service is aptly captured
in the campaign’s manifesto, “Let’s Move.”

The campaign rolled out in the Philippines and in the various countries where LBC has an established
presence. It was launched and released in both traditional media channels and the digital space. It has
helped fortify the brand’s already top-of-mind position with consumers.

SoShop!

The SoShop! program was launched by LBC Express this 2020 to provide ecommerce solutions to a
growing customer base of online businesses and social sellers. The brand is equipped with end to end
products like Cash on Delivery, Cash on Pick Up, and LBC Online, which can act as payment and
fulfilment solutions to the audience. The brand alone saw over 240,000 customers avail of these
products this last 12 months.

SoShop! looks build on this and encourage usage and retention for the current base of customers. The
members will be special invited to join with perks and privileges as incentives. Members chosen may
join special events, receive exclusive learnings, and be asked to partake in activities designed to grow
businesses and scale up revenues. Those who join will be asked to be part of a Facebook Group and
will be given a unique account number. The objective of the program is to further increase usage of
ecommerce LBC products and services while lessening the challenges everyday online sellers face.

SoShop! looks to be an ideal match for the brand and sellers as this gives both a chance to grow
themselves and increase revenues with the provided solutions. LBC has the right tools in place while
sellers are now in need of

Advertising

The Group regularly advertises over media channels such as TV, radio and print. The Group also
sponsors community events such as the Ronda Pilipinas, the largest Philippine cycling race, and
sporting events.

OMNICHANNEL

Traditionally, LBC customers transact through the Company’s brick-and-mortar branches; customers
personally book their deliveries, and pay for their transactions. Through the years, the Company has
invested in many technological platforms to offer various options for customers—aside from
transacting through branches, customers can now opt to make bookings through the Group’s telephone
hotline and website, and schedule pick-ups of packages.

In 2018, LBC introduced LBC Connect, a mobile application available for download onto
smartphones. LBC Connect has the following functions and capabilities: Branch Locator (to locate
the nearest branch to your current location), Track & Trace (to check and track the status of your
delivery). This mobile application will continue to create additional functionalities and services, to
better serve customers.
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Also in 2018, LBC enhanced the capabilities of its consumer website, www.lbcexpress.com. In
previous years, the website’s function was primarily for information; its functionalities have since
been expanded to include transactional capabilities. Online bookings, and Pick-Up Scheduling can
now be processed through the Company’s website. This service capability has been first introduced to
customers in the Philippines, USA and UAE, but will soon be available to more customers across the
globe. All this is part of the Company’s ongoing effort to create a seamless, omnichannel experience
for customers across all LBC touchpoints.

INFORMATION TECHNOLOGY
Operational

The Group is committed to continuing to invest in state-of-the-art IT systems to maintain its
competitive edge and more effectively deliver quality service to its customers. The company embarks
on a massive enterprise-wide digital transformation program with RAMCO Logistics and Interblocks
systems. RAMCO Logistics covers the need of all the business operations from Transportation to
warehousing to order management for Parcel/courier service providers, forwarders, 3PL who are
seeking high performance logistics software. RAMCO Logistics solution allows LBC to standardize
its process for the logistic segment of the business into one technology and application platform, thus
eliminating redundancy in operations and achieving absolute data integrity and scope for planning and
optimization. The company will start deploying RAMCO Logistics at the third quarter of 2020.
Customer Relationship Management Module (CRM) will go live by July 2020 to be followed by
RAMCO Warehouse Management Module, RAMCO Enterprise Asset Management (EAM) and
RAMCO (WMS) Transport Management Module (TMS) on August 2020, August 2020 and
September 2020, respectively. RAMCO module for Human Resources Systems was also implemented
in second quarter of 2017.

For the money segment of the Group, it has partnered with Hitachi Digital Payment Solutions
Philippines, Inc. formerly Interblocks, a leading provider and innovator of integrated, electronic
payment processing solutions that empower Banks & Financial Service Providers across global
markets. The Group will utilize Hitachi Digital Payment Solutions, Inc. ibSuite platform to drive a
broad range of solutions in Service Delivery, Payments, Cards, Virtual Banking and Mobile
Commerce, Interblocks combines strong financial transaction integrity and tight data security into all
of its solutions, delivering a totally integrated, consistent and rich experience across all customer touch
points.

The Group launched LBC Cash on Delivery Delivery (COD)/ Cash on Pickup (COP) System at the
last quarter of 2018. This facilitates the “Kaliwaan System”, making transactions safer and more secure
for both buyers and sellers. This also makes online sales transactions faster and more convenient for
buyers and sellers with it’s 1400 branches nationwide as pick-up points and payment centers for their
buyer.

In addition, the Group has outfitted each of its couriers with handheld scanners, which will increase
efficiency and minimize human error in documenting daily pick-ups and deliveries. In FY 2019, all
old handhelds were replaced with latest model together with SOTI Mobility Management that will
help the business eliminate handheld device downtime. The Group has also implemented a put-to-light
sorting technology for its non-bulk mail, which will help automate some aspects of the parcel sorting
process.

The Group has also upgraded its current network infrastructure to allow for a more secure and reliable
environment. It upgraded its connectivity bandwidth and implemented a Software Defined Wide Area

Network (SD WAN) to provide added network security and reliability. This has enabled the Group to
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improve its network availability significantly. The group also invested on Security Operation Center
(SOCQC) in partnership with DTSI/NTT Security to provide 24/7 real time threat detection with
capabilities on global intelligence correlation, multi-stage attack detection and anomaly threat
analysis.

Business Management

The Group uses a comprehensive suite of customized business management solutions software
designed and licensed by SAP. The Group has utilized SAP’s Financial Accounting and Controlling
(SAP FICO), Sales and Distribution (SAP SD) and Materials Management (SAP MM) modules. The
Group has migrated SAP System Landscape to SAP HANA Enterprise Cloud which enables
scalability with low risk deployments and leverage on SAP HEC’s Fully Managed Services which
covers Infrastructure and Database related activities. Thus, free-up IT resources and saves on cost for
the company. SAP Financial modules were also rolled-out to Middle East countries like UAE, KSA,
Kuwait and Bahrain for ease of financial reporting and consolidation and in compliance with the VAT
Implementation in the Gulf Cooperation Council (GCC) Region.

As part of the digital transformation program, the Group has utilized Data Analytics for both predictive
and operational purposes. It has also utilized its GPS data to create a database for last meter
deliveries. It has also allowed itself to do paperless transactions through its handheld devices. The
Group is also maximizing the use of Power Bl (Business Intelligence) for its operational and financial
reports allowing it to be able to make well informed decisions based on real time data.

Online and Mobile Platform

To enhance the customer experience, the Group has developed a digital platform that enables online
real-time transaction processing and customer service through its website (www.lbcexpress.com).
Currently, the Group’s website contains several interactive features for its customers, including
package tracking, rate calculators and scheduling of pick-ups for parcels and cargo, as well as real-
time customer service support through the “Live Talk” capability. Another added value to customer
experience is the company’s launch of Chatbot through its Facebook account. This will eventually be
available in the website to respond to package tracking, rate calculator and branch locator. The
company launched LBC Online and IPP Online in June 2020 through its website. LBC Online is a
digital service to bridge LBC closer to the customers through online innovation where customers can
book packages, process shipping and manage their money remittance all in a click while at the comfort
of their home. IPP Online is the company’s digital innovation to its current Instant Peso Padala
product. This service allows the customer to send money anywhere and anytime which his recipient
can claim at any LBC branch or Remittance partner nationwide. The website is mobile responsive
allowing the same functionality from any mobile device.

Digital Transformation

Achieving the Group’s vision is anchored on its ability to digitally transform the way they do things;
the “Way We Move”. However, Digital Transformation is not only just about incorporating the
technological tools needed to change the organization; it is a massive undertaking given the scale of
the Group and understanding that changes will only begin once mindsets of the human elements are
also shifted. This “Change Management” for a 70- year old company, a heritage brand, will include
over 7,652 associates across the globe, and a vast network of brick and mortar stores, hubs, and
warehouses.

For the customers: Evolving consumer behavior and preferences are driving the way LBC wants to
approach business. Our Group will be introducing solutions for a market that is connected 24/7, time-
starved, with demands anchored on technology’s ability to respond at the speed of need.
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In response to customer demand, LBC recognizes that we cannot continue running our business with
the current processes and technologies. Automation of all key processes is needed to survive and to
be relevant in the industry.

The Group’s core logistics applications are upgrading to automate all manual processes. Operations
will significantly change once fully implemented. The Group will also be introducing additional
products and services to customers of all segments.

For the partners: Boundaries among suppliers, service providers and consumers are evolving
quickly, as a result of rapid shifts in technological advances. This entails a fundamental rethinking
about how LBC streamlines internal processes, and will prioritize, ever more, driving speed and
efficiency.

LBC’s Digital Transformation will accelerate business activities, processes and competencies that
will, in turn, impact the stakeholders in strategic and meaningful ways. The Group will harness Digital
Transformation to radically improve internal performance, partner relationships, and expand reach
across different business segments. The Group aims to:

e Further develop the first mile to make us accessible for pick-ups for the retail market, and
small-corporate accounts (MSMES);

e Set up our cross-border operations to capture the e-Commerce market at its origin, making
LBC an end-to-end logistics service provider;

o Partner with other logistics service providers through crowdsourcing, making our pick-up and
delivery operations “burstable”;

e Utilize crowdsourcing to fulfill the need for surge of volume, thus providing a cost-effective
solution to demand;

e Expand our Returns Services to Reverse Logistics through reselling, liquidation or disposal of
returned items;

e Expand money transaction through digital currency solutions, allowing peer-to-peer payments
or C2B payments; and

e Ensure improved efficiencies in our hubs.

All these initiatives will be driven by technology and supported by skilled workforce.

LBC has invested on Digital Transformation to ensure that infrastructure and systems will support our
automated processes, and to enable better decision making through information transparency and
integrity across all touchpoints.

STATUS OF ANY PUBLICLY-ANNOUNCED NEW PRODUCT OR SERVICE

Cash on Delivery / Cash on Pick-Up (“COD/COP”)

More and more Filipinos are doing their shopping online. Since 2017, the e-commerce industry has
been growing exponentially, with digital marketplaces registering record sales and consistent growth.
The Philippines has also ranked first in social media use and time spent online, which makes the
country an ideal market for e-commerce to thrive and sustain vigorous activity.

One of the many challenges faced by many e-commerce merchants were payment gateways/options.
A majority of online sellers are also considered “casual sellers” or “social sellers” and with most of
them unbanked, completing a transaction had been a challenge. LBCE’s inception of a payment
solution bundled with logistics capabilities was “Cash On Delivery” (COD) and “Cash On Pick-up”
(COP) service.
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With this innovative new service, LBCE has enabled more merchants, including “casual or social
sellers” to enter into and participate regularly in the thriving e-commerce arena. With “COD/COP,”
merchants have LBC deliver their goods and collect payment for them, which in turn can either be
remitted to their appointed bank accounts or picked up from a designated LBC branch.

This pioneering service has helped spur the further growth of the e-commerce industry in the country,
enabling trade, commerce, and generated income for many—promoting the Company’s strategy of
financial inclusivity and wide accessibility of services.

“COD/COP” utilizes both of LBCE’s core business/services: logistics, as a courier of parcels & boxes,
and money remittance, as a payment collection channel and payout conduit. Furthermore, LBC serves
as a venue for transactions or “trading place”: COP guarantees convenient and seamless transactions
between merchant and buyer, a buyer may opt for any of LBCE’s 1,466 branches as a pick- up point
for their items purchased. COD offers the more established delivery scheme: LBC delivery associates
collect payments from buyers upon delivery of the items, and these are delivered to any designated
address, be it residential, office, or any other location. The collection of payments on behalf of the
merchants from the buyers offer safe, reliable and guaranteed assurance for merchants engaging in
online selling transactions. LBCE’s expansive nationwide network and serviceable areas also allows
for buyers to shop from anywhere in the Philippines, and sellers to reach more customers nationwide.
COD/COP rates are competitively priced, providing value for money for merchants and buyers, along
with LBC’s guaranteed service levels.

COD/COP can be availed of at any LBC branch, without any other obligations or contracts;
transactions are immediately processed upon fulfillment of the prescribed forms available at the
branch. There is no need to create an “account” on online shopping sites, or to maintain any minimum
volume of transactions to start an online or “social selling” business.

For the year ended December 31, 2019 and 2018, LBCE generated revenue from COD/COP
amounting to R807.3 million and R123.6 million, respectively.

COMPETITION

Logistics

The Group is known to be a leader in the Philippine retail logistics industry. It has been the top
importer of balikbayan boxes in terms of throughput for the past 20 years. Although the Group has a
leading position and significant market share in the courier and air freight forwarding industry, the
Group faces competition from AP Cargo Logistics Network Corporation, JRS Business Corporation,
Airfreight 2100, Inc., Cargo Padala Express Forwarding Service Corporation, Libcap Super Express
Corporation and 2Go Express, Inc. The Group’s international competitors include DHL, FedEx and
UPS. However, international freight forwarders have historically not been strong competitors of the
Group in the Philippines due to certain restrictions on foreign ownership in the cargo industry 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 are DHL, FedEx and UPS.
Although the Group’s market share is still relatively small in the corporate logistics industry, its
corporate logistics segment has maintained strong growth since the Group first formally introduced
these services as a separate business line in 2010. The Company seeks to increase its market share by
leveraging its existing brand and network from its retail services.
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Money Transfer Services

According to Ken Research, the Group is one of the top five non-bank providers of domestic
remittance services by remittance volume as well as one of the top five non-bank providers of
international inbound remittances in the Philippines by remittance volume in calendar year 2012. The
Group competes against Philippine banks and various non-banks, such as pawnshops, for its
international and domestic remittance services. Philippine banks, such as BDO Unibank, Inc., Bank
of the Philippine Islands, Philippine National Bank, Metrobank and RCBC, account for the significant
majority of market share in terms of volume for both domestic and international remittances. However,
because the Group targets the unbanked population in the Philippines (which account for the majority
of Filipinos), the Group believes its domestic remittance business has significant room for additional
growth. The Group’s main non-bank competitors in the remittance industry include M. Lhuillier,
Cebuana Lhuillier, iRemit and Western Union, however, the Company has also embarked on
partnerships with these competitors, in order to mutually grow the industry’s market penetration by
extending each brand’s networks. The Group believes that high barriers to entry, including regulatory
licenses and a distribution network, make it unlikely that there will be additional material competitors
in the future. For the bills payment segment, the Group’s largest competitors are bills payment outlets
owned and operated by the SM group of companies at its various malls, as well as various banks.

QUALITY ASSURANCE AND INTERNAL CONTROLS
Quality Assurance

The Group recognizes that quality is an integral part of doing business. This is viewed as one of the
primary responsibilities in dealing with our stakeholders. LBC is driven by its brand promise, "A
Friend who makes your day," in ensuring that quality is effectively carried out in all aspects,
particularly by growing profitable revenues and optimize operational costs; executing processes with
clarity, certainty and convenience, driving operational excellence and building an agile organization.
In 2019, LBC celebrates its 9th consecutive year of having certified to 1ISO 9001:2015 standards. This
is a manifestation that LBC consistently conforms to an international quality management system
standard based on a risk-based thinking approach following a Plan-Do-Check-Act framework.

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

Discrepancy Reporting and Undeliverable Items

To ensure that loss and damage is minimal, the Group trains all relevant employees in the proper
handling of parcels and cargo. It also has in place stringent procedures for scanning of shipments at
all touch points. Upon withdrawal of an item at a distribution center, a manifest of all scanned barcodes
is printed, which is later checked against outgoing shipments. Pursuant to the Group’s standard
operating procedures, all shipping discrepancies must be reported as they occur, with team leaders at
the Central Exchange and regional distribution centers responsible for preparing preventive and
corrective action, as well as compiling and providing discrepancy reports to the management on a
regular basis. Discrepancies include damage, incomplete addresses, misrouted parcels and cargo,
shipments to out-of-delivery-zone addresses, pilferage and improper acceptance.

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

Cash Collection and Management

The Group has implemented strict and comprehensive cash collection and management policies and
procedures to minimize operational errors and promote customer trust. For example, every Group
branch office is required to set up “cash sanctuaries” to minimize financial loss in the event of a
robbery. In addition, the Group also sets strict limits on the amount of cash each branch is permitted
to hold before the branch is required to make cash deposits at a bank, as well as value limits on cash
deliveries of Pesopak.

Compliance with the Group’s cash collection and management policies and procedures is monitored
through random audits conducted by the Group’s general accounting staff. Each branch has a team
leader who is responsible for appointing two cash custodians, one primary cash custodian and one
back-up cash custodian, maintaining a team resolution (which is signed by all branch associates and
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 to properly
account for cash under safekeeping on a daily basis and ensure that there is no mingling of Group
funds with customer funds. Every branch associate is required to undertake precautions to safeguard
the cash within his or her branch office.

Business Continuity

The success of the Group’s business is particularly dependent on the efficient and uninterrupted flow
of its operations.

To safeguard against unanticipated interruptions in its business, the Group has instated the following
business continuity plans and procedures:

¢ Information Technology. With respect to technology, the Group has back-up servers managed
by its IT service provider with built-in redundancies for its various systems in which
operational and customer data is stored. In the event of system downtimes, the Group has in
place a back-up system whereby communication is maintained through mobile text messaging.

e Transportation (Logistics). Although the Group relies on airline and shipping carriers for its
daily freight forwarding operations, it also has in place alternative procedures in the event that
an airline or shipping carrier is unavailable. For example, when flights are grounded due to
severe weather, the Group’s vehicle fleet is capable of making deliveries by ground. Although
ground deliveries may take longer than air cargo shipments, this enables the Group to continue
its service even when other modes of transportation may be unavailable. When its usual
shipping carriers are unavailable, the Group also makes use of its vehicle fleet. The vehicles
can make deliveries to any region accessible by land, or can make use of RORO (“roll-on-
roll-off”) car ferries to reach locations that require sea transport.

¢ Funding Insufficiencies (Remittances). Although the Global Remittance Team 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 Group has in
place procedures for either nearby branches to deliver the necessary sums, or for authorized
personnel to withdraw the cash from one of the Group’s local bank accounts.
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SUPPLIERS

The Group has a broad base of suppliers. The Group is not dependent on one or a limited number of
suppliers. The Group adheres to a Sourcing/Purchasing procedure which begins from the receipt of
request for quotation or approved requisition of Stock Items, Non-stock Items, Services and Capital
Expenditures to monitoring of delivery of stocks and/or services. These procedures adhere to Policies
& Procedures such as: Three Canvassing Policy, Bids and Awards Policy, Policy on Construction of
Facilities implemented by the Company’s Sourcing & Procurement team. Likewise, a Procurement
Manual is in place, which contains, among others, the following:

e Accreditation Requirements for Suppliers / Contractors

e Guidelines on Requesting, Office Supplies, Marketing Collaterals, Computer Peripherals and
Uniforms

Timeline for Purchase Order Processing and Delivery

Process flow in Purchase Order creation for Regular Materials and Supplies

Materials and Supplies Dispatch procedure

Domestic Purchasing Process

International Purchasing Process

Vendor Evaluation Form

CUSTOMERS

The Group has a broad market base, including local and foreign individual and institutional clients.
The Group does not have a customer that will account for 20% or more of its revenues.

TRANSACTIONS WITH RELATED PARTIES

Please refer to item 12 (“Certain Relationships and Related Transactions”) of this Report.

INTELLECTUAL PROPERTY

The Group uses a variety of registered names and marks, including the names “LBC Express, Inc.,”
“LBC Express,” “LBC”, “Hari Ng Padala” (Filipino 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. 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 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.
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The LBC Marks have also been registered in each major jurisdiction in the Company’s international
network. LBC Development Corporation is currently in the process of registering the LBC Marks in
the International Register pursuant to the Protocol Relating to the Madrid Agreement (the “Protocol”),
which will grant the LBC Marks intellectual property protection in the jurisdictions of all Contracting
Parties (as such term is defined in the Protocol). LBC Development Corporation is also currently in
the process of registering the LBC Marks in jurisdictions within the Company’s international network
not covered by the Protocol.

On August 4, 2017, the trade licensing agreement was amended and both parties agreed to discontinue
royalty payments for the use of LBC Marks in recognition of LBCE’s own contribution to the value
and goodwill of the trademark effective September 4, 2017.

GOVERNMENT PERMITS AND LICENSES

The Group secures various approvals, permits and licenses from the appropriate government agencies
or authorities as part of the normal course of its business.

EMPLOYEES

As of December 31, 2019, the Group had, on a consolidated basis, 9,088 full-time regular employees,
compared to 7,652 full-time regular employees as of December 31, 2018. The Group continues to add
to its workforce on a regular basis in line with the growth of its business.

Under the Group’s hiring policy, all branch employees must have at minimum a college degree, while
exchange associates and drivers and couriers are generally required to have completed a two-year
vocational course or the second year of college. Employees of the Group in the Philippines are
primarily trained in-house.

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

The following table sets out the number of employees of the Group by job function as of December
31, 20109:

Number of

Employees
Management and Administrative ASSOCIAteS ........c.cccevvevererieennnnn, 205
Central Exchange and Regional Distribution Center Associates.... 333
BranCh ASSOCIAIES .......eeveeeeeee e ettt e et et e eee e e e e e e s e s et e eeeeeeennnees 3,617
DIIVEIS QNG COUTIEIS ..vevvveeeiee e eeeeeeet e e e et s e e st eeesssesesreeeeeessseeannes 2,840
OBNE ..ot 2,093
0] 7 OO 9,088

1) Figures presented do not include probational employees (i.e. individuals who had
been employed by the Company for less than six-months as of the period indicated).

As of the end of December 2019, four Company subsidiaries in the Philippines have entered into
collective bargaining agreements with their respective employees, with approximately 900 employee
memberships. Approximately 500 of these employees in the Philippines belong to one of the six labor
unions (for four subsidiaries) and the remaining approximately 130 employees belong to one of the
other five labor unions. The Group believes that there is sufficient coverage by its other, non-unionized
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subsidiaries to provide back-up support in the event of a disruptive labor dispute at any given unionized
subsidiary. In addition, because freight forwarding and messengerial services may be considered
indispensable to national interest in the Philippines, the Secretary of the Department of Labor and
Employment in the Philippines has the discretion to end strikes or certify the same to the National
Labor Relations Commission for compulsory arbitration pursuant to Article 263(g) of the Philippine
Labor Code, even in cases involving private providers of such services. Such cessation order or
arbitration certification would have the effect of automatically enjoining an intended or impending
strike or, if one has already taken place, of requiring all striking or locked out employees to
immediately return to work and all employers to immediately resume operations. The Company has
not experienced any disruptive labor disputes, strikes or threats of strikes for at least the past decade.
Management believes that the Company’s relationship with its employees in general is satisfactory.

The Group complies with minimum compensation and benefits standards as well as all other applicable
labor and employment regulations in all of the jurisdictions in which it operates. The Group has in
place internal control systems and risk management procedures, primarily overseen by its Corporate
Compliance Group, Labor Department and Legal Department, to monitor its continued compliance
with labor, employment and other applicable regulations.

In addition to full-time employees, the Group relies on contractors for the peak seasons, such as during
the Easter and Christmas seasons, to satisfy increased demand for services.

RISKS
The Group is subject to certain operational, regulatory and financial risks as follows:

e A significant portion of the Group’s business activities are conducted in the Philippines and a
significant portion of its assets are located in the Philippines, which exposes the Group to risks
associated with the Philippines, including the performance of, and impacts of global conditions
on, the Philippine economy.

e The Group’s business is particularly dependent on the quality as well as the efficient and
uninterrupted operation of its IT and computer network systems, and disruptions to these systems
could adversely affect its business, financial condition and results of operations.

e The Group may not be able to expand its domestic branch network and its product offerings and
expand into new geographical markets or develop its existing international operations
successfully, which could limit the Group’s ability to grow and increase its profitability.

o |If consumer confidence in the Group and the “LBC” brand deteriorates, the Group’s business,
financial condition and results of operations could be adversely affected.

e The Group relies on third party contractors to provide various services, and unsatisfactory or faulty
performance of these contractors could have a material adverse effect on the Group’s business.

e The Group faces risks from increases in freight and transportation costs.

e The Group operates in competitive industries, which could limit its ability to maintain or increase
its market share and maintain profitability.

e Any deterioration in the Group’s employee relations, or any significant increases in the cost of
labor, could materially and adversely affect the Group’s operations.

e The Group does not own any real property and the Group may be unable to renew leases at the
end of their lease periods or obtain new leases on acceptable terms.

e The Group may encounter difficulties in managing the operations of its agents and affiliates
effectively.

e The Group’s businesses are subject to regulation in the Philippines, and any changes in
Government policies could adversely affect the Group’s operations and profitability.

e The Group is subject to numerous U.S. and international laws and regulations intended to help
detect and prevent money laundering, terrorist financing, fraud and other illicit activity. Failure by
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the Group, its agents and affiliates to comply with these laws and regulations and increased costs
or loss of business associated with compliance with these laws and regulations could have a
material adverse effect on the Group’s business, financial condition and results of operations.

e The Group faces risks from trade restrictions.

e Any inability of the Group to secure renewals or new licenses for its money transfer operations
may have a material adverse effect on its business, prospects, financial condition and results of
operations.

e Risks associated with the Group’s money transfer operations outside the Philippines could
adversely affect the Group’s business, financial condition and results of operations.

Item 2. PROPERTIES

REAL PROPERTY

On April 15, 2019, LBCE entered into a Contract to Sell (CTS) with a third party for the purchase of
parcels of land for a total consideration of R916.89 million. As stipulated in the Contract, within 10
days of the signing of the CTS, LBCE paid the initial down payment amounting to £183.38 million.
Subsequently, the second payment of 291.69 million was settled by LBCE within 15 business days
upon presentation of the seller of the new subdivided title, while the remaining purchase price
amounting to 2641.82 million shall be paid by LBCE through a bank financing not later than one year
from the CTS date. Accordingly, the seller agrees and undertakes that, upon execution of the CTS and
the initial down payment, the seller will turn over the physical possession of the subject property to
LBCE. Capitalized direct expenses include transfer fees, capital gains tax, documentary stamp taxes
and notarial fees amounting to 114.37 million.

The Group’s registered office is located at the LBC Hangar at the General Aviation Center in the Old
Domestic Airport, Pasay City pursuant to a lease with the Manila International Airport Authority. The
LBC Hangar houses the Central Exchange, as well as the Company’s Information Technology Team
and Global Remittance Team. The aggregate floor space of the LBC Hangar is approximately 2,160
sqg. m.

In addition, the Group leases the spaces for all of its 1,466 Company-owned branches in the
Philippines, as well as its regional distribution centers, delivery hubs, container freight stations and
warehouses. The average term of these leases is three to seven years, with renewal options under most
of the lease agreements. Branch offices are refurbished approximately every five to seven years, and
the Company considers strategic relocation of branch offices from time to time to meet changing
market demands.

For its general and administrative activities, the Group leases a 2,820 sq. m. office space at the Two-
E-com Centre in Pasay City, Metro Manila, and a 1,126.97 sq. m. office space at the Ocean Breeze
also in Pasay City, Metro Manila, both located near its registered office at the LBC Hangar.

For the years ended December 31, 2019, 2018 and 2017, the Company’s total expenses related to
leases were R1,329.3 million, 21,002.9 million and 2831.6 million, respectively.

EQUIPMENT

Other property and equipment owned by the Group in the Philippines primarily comprises its fleet of
3,289 vehicles (2,672 motorcycles and 617 vans, excluding those acquired through operating lease),
servers, computers and peripheral equipment, software, vaults, handheld scanners, X-ray scanners and
its bulk mail sorting machine.
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Item 3. LEGAL PROCEEDINGS

Due to the nature of the Group’s business, it is involved in various legal proceedings, both as plaintiff
and defendant, from time to time. Such litigation involves, among others, claims against the Group for
non-delivery, loss or theft of packages and documents, mis-release of remittances, labor disputes, as
well as cases filed by the Group 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 September 9, 2011, the BSP, 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, 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 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 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 to the Bank’s closure and receivership, the receivables amounting to £295.00 million 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 totaling £1.79 billion. On March 24 and 29, 2014, July 29, 2014, June 17, 2015
and June 26, 2015, the same legal counsel sent collection 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 Bank, represented by the PDIC, filed a case against LBC Express, Inc.
(LBCE) and LBC Development Corporation (LBCDC), together with other respondents, before the
Makati City Regional Trial Court (RTC) for a total collection of £1.82 billion. The case is in relation
to the March 17, 2014 demand letter representing collection of unpaid service fees due from June 2006
to August 2011 and service charges on remittance transactions from January 2010 to September 2011.
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 allegedly
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 (a) 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 totalling £6.90 million. The attachment of the shares 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, together with other defendants, filed motions to
dismiss the Complaint on January 12, 2016 for the collection of the sum of £1.82 billion. On January
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21, 2016, LBCE and LBCDC filed its Urgent Motion to Approve the Counterbond and Discharge the
Writ of Attachment.

On February 17, 2016, the RTC issued the order to lift and set aside the writ of preliminary attachment.
The order to lift and set aside the preliminary attachment directed the sheriff of the court to 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 attached 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, including LBCE and LBCDC. Motions for reconsideration filed by the defendants were
subsequently denied by the RTC in the Resolution dated February 16, 2017. On April 24, 2017, LBCE
and LBCDC filed a Petition for Certiorari with the Court of Appeals, challenging the RTC’s June 28,
2016 Joint Resolution. The Petition for Certiorari is entitled “LBC Express, Inc. and LBC
Development Corporation vs. Hon. Maximo M. De Leon and LBC Development Bank, as represented
by its receiver/liquidator, the Philippine Deposit Insurance Corporation,” and docketed as CA-G.R.
SP No. 150698.

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, including a motion for inhibition. On
July 21, 2017, LBCE received the Joint Resolution dated July 20, 2017, granting the Verified Omnibus
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 20, 2017. The defendants, including LBCE and LBCDC 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 raffled to a new judge
who will preside over the trial. The case was re-raffled to Branch 134 of the Makati Regional Trial
Court.

On or about September 3, 2018, PDIC motions to issue alias summons to five individual defendants,
who were former officers and directors of LBC Bank. For reasons not explained by PDIC, it had failed
to cause the service of summons upon five of the individual defendants and hence, the court had not
acquired jurisdiction over them.

On October 26, 2018, the Motion to Defer Pre-Trial scheduled on November 15, 2018 was filed
because the PDIC was still trying to serve summons on the five individual defendants and thus, for
orderly proceedings, pre-trial should be deferred until the court acquires jurisdiction over them.

At the hearing held on November 9, 2018, which the PDIC did not attend, the judge directed PDIC’s
counsel to coordinate with the Sheriff and cause the service of summons promptly. The judge then
rescheduled the pre-trial to January 23, 2019. On November 21, 2018, comment from the PDIC was
received, arguing that pre-trial can proceed, even without the presence of the five individuals because
there are merely necessary parties to the case, and not indispensable parties.
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As of early January 2019, the alias summons was served on only two of the individual defendants, in
which they filed Motion to Dismiss on November 2018 and January 2019. The PDIC filed its
comments thereto and both Motions to Dismiss were deemed submitted for resolution.

On January 18, 2019, PDIC filed a Pre-Trial Brief. LBCE and the other defendants, on January 21,
2019, filed a Motion, asking the RTC to direct the PDIC to explain in writing its compliance with the
previous order to cause the service of summons on the remaining five individual defendants and to
defer pre-trial until the court has acquired jurisdiction over them.

On January 23, 2019, the judge ordered the PDIC to file its comment to the Motion and rescheduled
the pre-trial to February 21, 2019.

The PDIC filed a Comment with Motion to Declare Defendants in Default, arguing that the pre-trial
should proceed and that the current defendants are just delaying the proceedings. The PDIC also
explained its efforts to serve summons on the five individuals but admitted that it had only served
summons of two of the individual defendants. The PDIC also stated that it is filing another motion for
the issuance of another round of alias summons for the three remaining defendants.

On February 4, 2019, a Reply was filed arguing that: (a) the PDIC never explained the three-year delay
in serving summons on the other defendants, (b) it is the PDIC’s omission which have made the
proceedings disorderly because not all of the defendants are at the pre-trial state, and (c) to avoid
complications, the pre-trial should be deferred until the court has acquired jurisdiction over all
defendants.

The court conducted a hearing on February 1, 2019 on the Motion to Declare Defendants in Default
and granted time to submit comment thereto. A comment opposition was filed on February 11, 2019,
arguing that there is no basis to consider the current defendants in default because they are appearing
at every hearing and that there are pending motions citing just and valid reasons to defer pre-trial,
considering that summons are still being served on some defendants. Emphasis was given in particular
that once jurisdiction is acquired over individual defendants, they will file their own answers, raising
their own defenses, which should be considered at pre-trial. Also, it is mandatory to refer them to
mediation and JDR for possible amicable settlement of the entire case. Even if mediation and JDR fail,
the current judge is required by procedural rules to raffle the case to another branch so that his
judgment is not influenced by matters discussed during JDR.

On February 18, 2019, a Pre-Trial Brief was filed by LBCE and the other defendants, without prejudice
to the defendants’ pending motions to defer Pre-Trial.

At the hearing scheduled on February 21, 2019, the judge took note of all the pending motions and
said that they are deemed submitted for resolution. In the meantime, the judge directed the parties to
perform a pre-marking of all their documentary exhibits before the clerk of court. The judge then
rescheduled Pre-Trial to March 28, 2019.

On March 6, 2019, with respect to CA-G.R. SP No. 150698, LBCE and LBCDC received a copy of
the Court of Appeals’ Decision dated February 28, 2019, denying the Petition for Certiorari. The Court
of Appeals ruled that the PDIC representative was sufficiently authorized to sign the verification and
the PDIC does not need to secure prior approval of the liquidation court to file the case. LBCE and
LBCDC filed a motion for reconsideration on March 21, 2019. On 18 July 2019, they received a copy
of the Court of Appeals’ resolution denying the motion for reconsideration. LBCE and LBCDC filed
an appeal to the Supreme Court on September 2, 2019 assailing the Court of Appeals Decision and
Resolution. The appeal with the Supreme Court is entitled “LBC Express, Inc. and LBC Development
Corporation v. Hon. Maximo M. De Leon, Presiding Judge of the Regional Trial Court of Makati
Branch 143 and LBC Development Bank as represented by its receiver/liquidator, the Philippine
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Deposit Insurance Corporation” and docketed as G.R. No. 248539. The appeal was initially assigned
to the Third Division of the Supreme Court. In the appeal, LBCE and LBCDC are praying for the
dismissal of the Complaint because PDIC failed to obtain leave from the liquidation court to file the
Complaint before the Regional Trial Court, contrary to the provisions of the Rules of Court and
established jurisprudence. PDIC has filed its Comment on January 11, 2020. The Supreme Court has
not resolved the appeal as of today.

Meanwhile, PDIC has pre-marked its evidence during pre-marking conferences held on March 6 and
11, 2019. LBCE on the other hand pre-marked its evidence on March 22, 2019 and on April 10, 11,
and 24, 2019.

LBCE was informed by the court staff that due to the order of Executive Judge for court records
inventory and disposal, the pre-trial scheduled for March 28, 2019 will be reset to May 2, 2019.

At the pre-trial hearing on May 2, 2019, the judge released his Order, whereby he: (a) noted that several
of the individual defendants have already received summons, (b) consequently, granted the motion of
LBCE to defer pre-trial proceedings in order to have an orderly and organized pre-trial, (c) cancelled
the pre-trial hearing until the other defendants have filed their answers, and (d) denied the PDIC’s
motion to declare the defendants in default. The judge also denied the motion to dismiss of one
defendant.

Meanwhile, three out of four individual defendants have already received summons and have filed
motions to dismiss the case, all of which were denied by the court. The two individual defendants
have filed their motion for reconsideration which has not been resolved by the court. When the motion
for reconsideration is denied, the two individual defendants will have to file their answers.

While waiting for the other individual defendants to file their respective answers, PDIC, LBCE and
LBCDC and the other individual defendants have proceeded to pre-mark their respective documentary
exhibits in preparation for eventual pre-trial. The court has not set a date for the pre-trial.

In relation to the above case, in the opinion of management and in concurrence with its legal counsel,
any liability of LBCE is not probable and estimable at this point in time.

Item 4. SUBMISSION OF MATTERS TO AVOTE OF SECURITY HOLDERS

Except for matters taken up during the annual meeting of the stockholders of LBCH held on July 29,
2019, there was no other matter submitted to a vote of security holders during the period covered by
this Report.

PART Il - OPERATIONAL AND FINANCIAL INFORMATION

Item 5. MARKET FOR ISSUER’S COMMON EQUITY AND RELATED
STOCKHOLDER MATTERS

MARKET INFORMATION

LBCH common shares are listed with the PSE. As of the end of December 2019, the total number of
shares held by the public was 219,686,131 common shares or 15.41% of the total issued and
outstanding capital stock of the LBCH.
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The following table sets forth the share prices of LBCH’s common shares for each quarter of the years
2019, 2018, 2017, 2016 and 2015:

High Low
Quarter ®) ®)
2019
4t 15.50 13.30
3 14.90 13.52
2nd 15.80 14.00
18t 15.90 14.18
2018
4t 15.00 13.52
31d 15.36 14.20
2nd 15.78 14.08
1t 19.90 14.00
2017
4TH 17.00 14.80
3RD 16.18 15.00
2ND 17.94 14.20
15T 15.88 14.00
2016
4TH 16.00 11.50
3RD 14.88 10.50
2ND 15.00 10.14
15T 12.20 6.20
2015
4TH 14.50 11.50
3RD 16.98 11.32
2\D 24.80 11.32
15T 27.55 15.02

The stock price of common share of LBCH as of the close of the latest practicable trading date,
May 27, 2020, is R13.88.

STOCKHOLDERS

As of end of December 2019, LBCH has 487 registered holders of common shares. The following are
the top 20 registered holders of the common shares:

. . Number Of
Name of Stockholder Nationality Shares Held Percentage
1 |LBC Development Corporation Filipino 1,205,974,632 84.58%
2 |Lim, Vittorio Paulo P. Filipino 59,663,948 4.18%
3 |Martinez Jr., Mariano D. Filipino 59,663,946 4.18%
4 |Yu, Lowell L. Filipino 59,663,946 4.18%
5 [Pcd Nominee Corporation Filipino 37,086,795 2.60%
6 |Pcd Nominee Corporation Non-Filipino 3,266,102 0.23%
7 |Ko Mei Nga Filipino 10,000 0.0007%
8 |[Tia, Tommy Kin Hing Chinese 10,000 0.0007%
9 |[Santos, Ferdinand S. Filipino 10,000 0.0007%
10 [Lantin, Andy Filipino 5,000 0.0004%
11 [Leong, Jennifer H. Filipino 3,000 0.0002%
12 | Cabual, Alfonso B. Filipino 3,000 0.0002%
13 |Juatan, Arnel A. Filipino 2,000 0.0001%
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. . Number Of
Name of Stockholder Nationality Shares Held Percentage
14 | Solis, Edward A. Filipino 2,000 0.0001%
15 | Sobrino, Reychie C. Filipino 2,000 0.0001%
16 [Simbajon, Gliceria Filipino 2,000 0.0001%
17 |Siman, Melba J. Filipino 2,000 0.0001%
18 | Sarmiento, Sergio S. Filipino 2,000 0.0001%
19 | Sequena, Marvin O. Filipino 2,000 0.0001%
20 | Sarmiento, Nelson C. Filipino 2,000 0.0001%

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 the form of stock and/or cash dividends, subject always to:

(@ All requirements of the Corporation Code of the Philippines as well as all other applicable
laws, rules, regulations and/or 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.

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 September 12, 2019, the BOD of LBCH approved the declaration of cash dividends amounting to
R356.47 million.

On December 20, 2018, the BOD of LBCH approved the declaration of cash dividends amounting to
R285.17 million.

On April 19, 2017, the BOD of LBCH approved the declaration of cash dividends amounting to
R2827.00 million from unappropriated retained earnings as of March 31, 2017 amounting to 2849.83
million.

On October 11, 2016, the BOD of LBCH approved the declaration of cash dividends amounting to
R2313.69 million (nil in 2015).

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

There are no recent sale of unregistered securities or exempt securities or recent issuance of
securities constituting an exempt transaction.
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Item 6. MANAGEMENT’S DISCUSSION AND ANALYSIS OR PLAN OF OPERATION

KEY PERFORMANCE INDICATORS

Financial Ratios:

Current ratio?

Acid Test Ratio!

Solvency Ratio!

Debt-to-equity ratio!

Asset-to-equity ratio®

Interest rate coverage ratio!

Return on equity!

Debt-to-total assets ratio*

Return on average assets!

Net profit margin!

Book value per share

Basic earnings per share

Diluted earnings per share

Total Current Assets

Total Current Liabilities

Total Current Assets - Prepayments
and other current assets

Total Current Liabilities

Net income after tax less non-cash
expenses

Total Liabilities

Total Liabilities

Stockholder’s equity attributable to
Parent Company

Total Assets

Stockholder’s equity attributable to
Parent Company

Income before interest and tax expense

Interest expense

Net income attributable to Parent
Company

Stockholder’s equity attributable to
Parent Company

Total liabilities

Total assets

Net income attributable to Parent
Company

Average assets

Net income attributable to Parent
Company

Service Fee

Stockholder’s equity attributable to
Parent Company

Total number of shares

Net income attributable to Parent
Company

Weighted average of common shares
outstanding

Net income attributable to Parent
Company after impact of conversion of
bonds payable

Adjusted weighted average number of
common shares for diluted EPS

'Excluding impact of PFRS16 adoption

2019
1.83

1.64

0.31

2.47

3.47

5.08

19%

0.71

6%

5%

2.54

0.35

0.35

2018
171

1.55

0.23

2.47

3.47

9.11

41%

0.71

14%

11%

2.30

0.95

0.68

2017
2.51

2.35

0.17

2.98

3.98

9.24

30%

0.75

9%

7%

1.66

0.49

0.49
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RESULTS OF OPERATIONS
Year ended December 31, 2019 compared to the year ended December 31, 2018
Service Revenues

The Company’s service revenues increased by 23% to B15,227.05 million for the year ended
December 31, 2019 from R12,341.53 million for the year ended December 31, 2018. This growth
was principally due to the increase in revenues from both logistics and remittance segment by 25%
and 3%, respectively.

There is also a continuous growth in the domestic business mainly from the opening of 70 retail
branches, introduction of new products in mid-2018 and domestic retail price increase effective
October 2018.

Net contributed revenue of the businesses acquired in 2019 is 81,781.11 million.
Cost of Services

Cost of services is higher by 31% to 211,183.62 million for the year ended December 31, 2019 from
P8,563.58 million for the year ended December 31, 2018, relative to the growth in volume for
logistics and money transfer services, thus, a 23% surge in cost of delivery and remittance. Further,
there is an increase in domestic air freight cost per kilo effective October 2019.

Salaries and benefits related to operations is up by 42% largely from the acquisition of entities in
2019 and 2018.

The net movement in depreciation and rental showed an increase of 45% which arises from the
adoption of PFRS16 wherein right-of-use assets were recognized and amortized through time. There
are also additional capital expenditures mostly on leasehold improvements and computer equipment
associated with the construction or relocation/renovation of branches.

Utilities and supplies expense increased by 15% or B151.00 million, driven by higher data
connectivity and security expenses primarily from operations of new branches and warehouses.

Gross Profit

Gross profit is favorable by 7% to 4,043.43 million for the year ended December 31, 2019 from
B3,777.95 million for the year ended December 31, 2018, attributable to the increase in revenue
amounts from logistic and remittance segment. This is the result of the initiative to expand location
and business combination since last year.

Operating Expenses

Operating expenses is higher by 14% to B2,752.70 million for the year ended December 31, 2019
from B2,410.30 million for the year ended December 31, 2018, caused by the following:

Commission expense, which is mostly related to agents from international subsidiaries, increased by

P134.21 million during the year, traceable to North America entities which joined the group during
the year.
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Advertising and promotion expenses grew by 41% or £129.06 million, mainly from parallel
increases in production costs, radio advertisements, as well as costs for digital/online campaigns and
sponsorship. The fluctuation pertains also to the marketing/promotion expenses of newly purchased
subsidiaries.

Professional fee is higher by 48% or £90.79 million which can be traced from the acquired entities
in 2018 and 2019. These fees include payroll, tax and accounting consultancy fees.

Dues and subscriptions were also higher 45% or by P28.58 million, primarily attributable to the rate
increase for one of the major Information Technology service providers and new subscription to
cloud, other software services and applications.

Other Expense, Net

Other expense, net amounting to P454.88 million loss for the year ended December 31, 2019 as
compared to P449.05 million income in 2018 resulted from the following:

e Loss on derivative amounting to P642.51 million for the year ended December 31, 2019 as
compared to the P454.20 million gain last year, is mainly due to the changes in assumptions
used in valuation.

e Foreign exchange gain, net is lower by P127.50 million which resulted from the foreign
exchange trading, and revaluation of US dollar denominated bank and time deposit accounts.

e Interest expense went up by P173.04 million mostly from the adoption of PFRS16 which
requires recognition of interest from lease liabilities.

e The above mentioned were negated with the gain recognized from a sale of subsidiary on
July 1, 2019 and gain on bargain purchase from business combination completed during the
year.

Net Income after tax

Net income after tax was lower at P475.82 million for the year ended December 31, 2019 from
£1,349.03 million for the year ended December 31, 2018, primarily due to the following:
e Losson derivative attributable to the convertible instrument amounting to 642.51 million.
e Lower foreign exchange gain by P127.50 million;
o First time adoption of PFRS16 resulted to higher depreciation and interest expense,
partially offset by the decline in rentals.
e Net income from operation stand at P1,783.36 million in 2019 which is 11% higher
compared to P1,603.52 for the year ended 2018.

Year ended December 31, 2018 compared to the year ended December 31, 2017
Service Revenues

The Group’s service revenues increased by 24%, to 12,341.53 million for the year ended December
31, 2018, from P9,975.38 million, for the year ended December 31, 2017, primarily due to the
increase in revenues from the Logistics segment, attributable to growth in both retail and corporate
sales by 25% and 35%, respectively.

In 2018, LBCH expanded operations by acquiring one (1) domestic and nine (9) international entities

engaged in money remittance, and online and regular logistics services. Net contribution to revenue
from these business combinations amounted to P889.79 million or 36% of the total increase.
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There is also continuous growth in the domestic business, evidenced by the opening of 76 additional
retail branches and the introduction of new products mid-2018, with total contribution of these to
total revenue amounting to P123.67 million. Improvement in the corporate/institutional segment of
the Group is also noteworthy, as it expanded its e-commerce directed logistics and warehousing
services, while likewise maintaining its annual growth of corporate/institutional accounts.

Cost of Services

Cost of services increased by 30% to P8,563.58 million for the year ended December 31, 2018 from
P6,606.03 million for the year ended December 31, 2017, in relation to volume growth in logistics
services. This resulted with a 40% increase in cost of delivery and remittance.

Direct cost was also significantly affected by the increase in fuel rates, largely due to additional taxes
imposed in compliance with the TRAIN Law effective January 1, 2018. This inclined carriers,
mainly outsourced airlines and truckers, to enforce rate increases during the year.

Gross Profit

Gross profit increased by 12% to $3,777.95 million for the year ended December 31, 2018 from
P3,369.35 million for the year ended December 31, 2017, primarily due to the increase in volume
and revenue amounts for logistics services.

Operating Expenses
Operating expenses increased by 19% to 2,410.30 million for the year ended December 31, 2018
from $2,021.90 million for the year ended December 31, 2017, relative to the following:

Salaries and wages expenses increased by 27% or P134.97 million, relative to an annual appraisal
resulting from inflation, and the implementation of TRAIN Law which increased fringe benefit tax
rate from 32% to 35%.

Advertising and promotion expenses also contributed to the operating expense increase, as it grew
by 88% or P148.14 million, mainly from parallel increases in production costs, television and radio
advertisements, as well as costs for digital/online campaigns.

Provision for impairment losses increased by P66.86 million, mainly due to the adoption of the new
standard, PFRS 9, which requires recording an allowance for impairment loss for all loans and other
debt financial assets not held at fair value at profit and loss. This resulted to the additional provision
from the change in forecast and model assumptions.

Dues and subscriptions were also higher by P32.80 million, primarily attributable to a Cloud
Subscription Fee incurred for the year ended December 31, 2018. This Cloud Subscription, with a
contract effective as of August 2017, replaces the maintenance costs; thus, a decline of 25% in the
latter account.

Commission expense, which is mostly related to agents from international subsidiaries, increased
by P26.94 million this year.

Other Income, Net
Gain on derivative amounting to P454.20 million is recognized as a result of lower estimated fair

value of derivative liability as of December 31, 2018, as compared to the value as of December 31,
2017. This is mostly from decline of share price from P17.00 to P14.10 per share.
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Foreign exchange gain, net is higher by 78% or P71.30 million which resulted from the foreign
exchange trading, and a revaluation of US dollar denominated time deposit accounts.

Interest income increased to P33.45 million in 2018 from P16.17 million in 2017, mainly from the
continuous roll over of time deposits denominated in local and foreign currency, throughout the year.

Fair value gain on investment through profit and loss amounting to £8.49 million is the realized and
unrealized fair value valuation gain of unit investment trust fund earned during the year.

Interest expense is up by P87.08 million mostly from the accretion of bond payable.
Net Income after tax

Net income after tax increased by 91% to P1,349.03 million for the year ended December 31, 2018
from P707.92 million for the year ended December 31, 2017, mainly related to the following:

e Growth in gross profit by 16%, resulting from an increase in volumes;
e Recognition of gain from derivative, amounting to P454.20 million which compensates the
loss incurred in 2017.

FINANCIAL CONDITION
As of December 31, 2019, compared to as of December 31, 2018

Assets

Current Assets

Cash and cash equivalents increased by 7% to B4,418.67 million as at December 31, 2019 from
B4,137.44 million as at December 31, 2018. Refer to analysis of cash flows in “Liquidity” section
below.

Trade and other receivable, net is lower by 6% at B1,537.85 million as at December 31, 2019 from
B1,642.13 million as at December 31, 2018 mainly due to sale of a subsidiary in which all receivables
related to this entity were no longer included in the year.

Due from related parties is higher by 98% to 21,103.81 million as at December 31, 2019 from
B557.96 million as of December 31, 2018, mainly from the assignment of receivable from QuadX
Inc. to LBC Development Corporation (LBCDC).

Investment at fair value through profit or loss is lower by 88% to R15.63 million as at
December 31, 2019 from R131.29 million as at December 31, 2018, primarily from redemption of
investments amounting to 280.48 million during the year. This was offset by placement of
B171.00 million for working capital requirement. Related unrealized foreign exchange loss and
unrealized fair value loss as at December 31, 2019 amounted to 80.63 million and B5.29 million,
respectively.

Prepayments and other current assets increased by 25% to 2807.78 million as at December 31, 2019
from B647.52 million as at December 31, 2018, mainly traceable to prepaid taxes and insurance,
existing short-term cash investment in the books of an acquired entity in 2019 amounting to B128.65
million and current portion of loan receivable from Transtech Co. Ltd. amounting to B6.09 million.
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Non-current Assets
Property and equipment, net increased by 47% to £2,110.74 million as at December 31, 2019 from
P1,436.08 million as at December 31, 2018, primarily due to the purchase of parcels of land.

Right-of-use of assets resulted from the adoption of PFRS16, which requires the recognition of an
identifiable asset for the right to directly use the asset being leased in its operating leases.

Intangibles, net declined by 35% to B363.75 million as at December 31, 2019 from B555.37 million
as at December 31, 2018. The decrease was mainly due to sale of a subsidiary for which carrying
value of B179.11 million was derecognized.

Investment at fair value through other comprehensive income, decrease by 15% to B286.74 million
as at December 31, 2019 from B337.45 million as at December 31, 2018, relative to movement in
market price from B1.73/share to B1.47/share.

Investment in associate increased by 5% to £250.64 million at December 31, 2019 from
£239.02 million as at December 31, 2018 due to equity share in earnings including other
comprehensive income of 26.62 million, offset by dividend income of 815 million.

Security deposit increased by 6% to 2330.62 million as at December 31, 2019 from B312.43 million
as at December 31, 2018 due to branches opened, additional security deposit requirement of renewed
leases and deposits from acquired businesses.

Deferred tax assets - net increased by 25% to B377.56 million as of December 31, 2019 from
£302.28 million as of December 31, 2018 mainly attributable to the deferred tax recognized related
to accrued retirement liability, provision for bonus and leave credits, allowance for impairment
losses and PFRS 16 related adjustments which are future tax deductible.

Advances for future investment in shares decreased by 82% to B78.73 million as of December 31,
2019 from R439.82 million as of December 31, 2018. The beginning balance represents the payment
for acquisition of shares of North America entities, wherein the approval was granted effective
January 1 and July 1, 2019. In 2019, LBCE subscribed 29,436,968 shares of Terra Barbaza Aviation,
Inc. (TBAI) at B1.75 per share. LBCE used its outstanding advances to TBAI amounting to 851.51
million as payment for the total subscription price. LBCE also subscribed 20,001,250 Common
Shares in TBAI from its shareholder amounting to B27.21 million representing 25% ownership.
Currently, TBAI is in the process of increasing its authorized capital stock. Once the application for
the increase in authorized capital stock is approved by SEC, 20,000,000 of the Common Shares
purchased by LBCE will be converted to 20,000,000 nonvoting Preferred A shares. Subsequently,
the remaining 1,250 Common Shares, will represent 24.86% of the total outstanding Common
Shares.

Other noncurrent assets increased by 72% to 8238.46 million as at December 31, 2019 from B138.93
million as at December 31, 2018 mainly due to loan receivable amounting to R83.73 million and
note receivable of £26.81 million during the year.

On September 25, 2019, LBCH entered into a loan agreement with Transtech Co. Ltd amounting to
US $1.8 million at 2.3% interest per annum. Notes receivable includes the promissory note from an
employee and LBC Holdings USA Corporation (LBC Holdings USA).

Notes receivable from LBC Holdings USA is with interest rate of 4% per annum and payable in 180
equal monthly installments while notes receivable from an employee is payable through salary
deduction in monthly installments.
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The net decline in goodwill amounting to B205.56 million is mainly due to the sale of a subsidiary
reducing the account by B225.81 million and an increase of 219.60 million related to newly acquired
equity interest during the year.

Liabilities

Accounts and other payables were up by 16% to £3,242.18 million as at December 31, 2019 from
£2,806.17 million as of December 31, 2018, primarily due to the unpaid acquisitions of property and
equipment as at December 31 is higher by 2641.82 million, mainly from purchase of land;

Due to related parties amounting to B33.61 million as at December 31, 2019 is below
December 31, 2018 balance amounting to B93.99 million attributable to the sale of subsidiary in
2019.

Dividends payable decreased by 95% to 214.78 million as at December 31, 2019 from £285.17
million due to the settlement and offsetting agreements made during the year. For the year 2019,
through a Memorandum of Agreement, LBC Development Corporation (the Ultimate Parent
Company) assigned to LBCH a portion of its payable to LBCE for which the latter applied against
dividends payable of LBCH with a total amount of B493.29 million.

Notes payable (current and noncurrent) increased by 27% to B929.72 million as at
December 31, 2019 from B829.50 million as at December 31, 2018, primarily due to additional notes
payable availed amounting to 2400.00 million and settlement of 2299.78 million during the year.

Transmissions liability up by 8% to £B586.89 million as at December 31, 2019 from
B543.90 million as of December 31, 2018, mainly attributable to a higher amount of merchant
liability (from bills payment) and transmission liability by the newly acquired businesses, LBC
North America entities, which are not yet claimed as of date.

Lease liabilities (current and noncurrent) is significantly increased to B2,001.75 million as at
December 31, 2019 from B140.07 million as of December 31, 2018, driven by the adoption of
PFRS16 which requires recognition of lease liability related to the operating leases.

Bond payable increased by 13% to B1,247.02 million as at December 31, 2019 from R1,108.42
million as at December 31, 2018, mainly from the accretion of interest, offset by the gain on foreign
exchange translation by R45.32 million.

Derivative liability increased by 46% to B2,048.68 million as at December 31, 2019 from R1,406.18
million as of December 31, 2018, related to change in market data assumptions used in valuation.

Income taxes payable is lower by 66% to B43.36 million as at December 31, 2019 from
B126.57 million as at December 31, 2018 primarily resulting from impact of PFRS16 to profit and
loss.

Retirement benefit obligation decreased by 5% to B637.79 million as at December 31, 2019 from
B672.27 million as of December 31, 2018 driven by significant amount of contributions in 2019, net
actuarial gain and effect of disposal of a subsidiary.

Other liabilities account is lower by 50% to £39.79 million as at December 31, 2019 from
£79.99 million in 2018 due to settlements during the year.
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As of December 31, 2018, compared to as of December 31, 2017
Assets

Current Asset
Cash and cash equivalents increased by 10% to B4,137.44 million as of December 31, 2018 from
P3,778.41 million as of December 31, 2017. Refer to the analysis of cash flows in “Liquidity”
section below.

Trade and other receivables, net declined by 2% to 1,642.13 million as of December 31, 2018 from
B1,675.80 million as of December 31, 2017, mainly due to improvements in collection efficiency,
as evidenced by lower daily sales outstanding (DSO) for the net trade receivable from outside and
related parties.

Due from related parties is lower by 16% to 8557.96 million as of December 31, 2018 from B667.72
million as of December 31, 2017, mainly attributable to advances to QUADX Inc. in 2017 which
are assigned to LBCH in 2018 as part of the settlement of subscription of shares of QUADX Inc.

Investment at fair value through profit or loss decreased by 70% to 2131.29 million as of December
31, 2018 from B440.76 million as of December 31, 2017, primarily from redemption of investments
amounting to 1,215.94 million during the year, and offset by the placement of R888.58 million for
working capital requirement. The redemption was mostly used in the purchase of entities mentioned
above, as part of investments.

Prepayments and other current assets increased by 45% to B647.52 million as of December 31, 2018
from B446.13 million as of December 31, 2017, due to additional prepaid accounts of newly acquired
entities amounting to B144.75 million, comprised of input value-added tax (VAT), creditable
withholding taxes (CWT) and materials and supplies.

Non-current Assets

Property and equipment, net increased by 47% to R1,436.08 million as of December 31, 2018 from
B976.05 million as of December 31, 2017, primarily due to business combination which contributed
B87.89 million fixed assets during acquisition. Additions to motorcycle fleet and opening of new
branches are also factors for the increase in motor vehicle by 88% and leasehold improvements by
16%.

Intangibles, net is higher by 56% to 555.36 million as of December 31, 2018 from B356.85 million
as of December 31, 2017, mostly from the software of the acquired entity engaged in online logistics
with net book value amounting to 2198.22 million as of December 31, 2018. In addition, the LBC
Express acquired web filtering software amounting to P15.19 million, on an interest bearing payment
arrangement over 18 months.

Investment at fair value through other comprehensive income is lower by 24% to B337.45 million
as of December 31, 2018 from B444.74 million as of December 31, 2017, relative to movement in
market price from B1.97/share to B1.73/share.

Deferred tax assets - net increased by 4% to 8302.28 million as of December 31, 2018 from B289.52
million as of December 31, 2017 pertaining to the recognition of contract liabilities in compliance
with PFRS15. Deferred tax related to this amounted to 211.38 million.

Security deposit went up by 22% to 2312.43 million as at December 31, 2018 from B255.42 million

as at December 31, 2017 largely from opening of new branches, warehouses and the transfer of the
head office during the year.
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Investment in associate amounting to B239.02 million is the result of acquisition of 30% equity
interest in Orient Freight International, Inc. on March 19, 2018.

Purchased goodwill amounting to R492.45 million resulted from acquisition of equity interest in
domestic and overseas entities during the year.

Advances for future investment in shares represents the acquisition of shares of entities under LBC
Express Holdings USA Corporation amounting to B439.82 million. Regulatory approvals were
granted on the purchase of LBC Mundial Corporation and LBC Mabuhay North America
Corporation on January 1, 2019 while closing conditions are not yet met for LBC Mabuhay Hawaii
Corporation.

Other noncurrent assets consist largely of VAT on capital goods which increased by 64% to £138.93
million as of December 31, 2018 from £92.16 million as of December 31, 2017.

Liabilities

Accounts and other payables were up by 75% to B2,806.17 million as of December 31, 2018 from
£1,603.11 million as of December 31, 2017, primarily due to the following:
0 Higher trade payables to outside parties by 108% or B708.91 million which is mainly
comprised of delivery and freight related payables.
o0 Accrual for contracted jobs increased by 57%, mostly from a higher count of direct
manpower to accommodate the increase in volume of operations.
o0 Accrued rent and utilities increased by 37%, related to additional branches and warehouses.
o Total accounts payable from newly acquired entities amounted to £589.8 million as of
December 31, 2018.

Due to related parties amounting to 293.99 million as of December 31, 2018 was largely comprised
of accounts acquired during business combination. The Group regularly makes advances to and from
related parties to finance working capital requirements.

Dividends payable amounting to B285.17 million represents the amount declared by LBCH’s Board
of Directors on December 20, 2018.

Notes payable (current and noncurrent) declined by 20% to 2829.50 million as of December 31,
2018 from B1,041.30 million as of December 31, 2017, primarily attributable to higher settlement
of notes payable during the year, amounting to 2361.80 million, and offset by an additional
availment of short-term notes payable amounting to 2150.00 million.

Transmissions liability dropped by 8% to B543.90 million as of December 31, 2018 from B588.20
million as of December 31, 2017, mainly attributable to a lower amount of merchant liability (from
bills payment), by 9%.

Lease liabilities (current and noncurrent) was higher by 19% to 140.07 million as of December 31,
2018 from R117.72 million as of December 31, 2017, driven by the additional finance leases related
to vehicles entered during the year, amounting to 246.00 million.

Retirement benefit liability decreased by 5% to B672.26 million as of December 31, 2018 from
B705.33 million as of December 31, 2017, due to the higher fund contributions made in 2018.

Bond payable increased by 24% to B1,108.42 million as of December 31, 2018 from £896.19 million

as of December 31, 2017, mainly from the accretion of interest and impact of higher exchange rates,
amounting to 2161.65 million and 250.58 million, respectively.
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Derivative liability declined by 24% to B1406.18 million as of December 31, 2018 from £1,860.37
million as of December 31, 2017, related to fair value gain resulting from lower share price.

Other liabilities decreased by 32% to B79.99 million as of December 31, 2018 from B118.33 million
as of December 31, 2017, mainly from the amortization of existing liabilities related to computer
infrastructure, payroll and logistic systems and IT security tools.

LIQUIDITY

Cash Flows
Years ended December 31, 2019 and December 31, 2018

Cash flow from operating activities

The Company's net cash from operating activities is primarily affected by income before income
tax, depreciation and amortization, retirement benefit expense, interest expense, unrealized foreign
exchange gain, loss on derivative, gain from bargain purchase, gain from sale of subsidiary, equity
in net earnings of an associate and changes in working capital. The Company's net cash from
operating activities were £2,107.42 million and B1,616.78 million for the year ended December 31,
2019 and 2018, respectively. The inflow from operating activities were generally from normal
operations.

Cash flows from investing activities

Cash used in investing activities for the year ended December 31, 2019 and 2018 amounted to
£895.017 million and B910.50 million. Major investing activities for the period includes acquisition
of land, business combination and granting of loans receivable.

Cash flow from financing activities

Net cash used in financing activities for the year ended December 31, 2019 and 2018 amounted to
£890.49 million and R472.06 million, respectively. Transactions for the year include dividends,
availment and settlement of notes payable and the impact of the adoption of PFRS16 in leases.

Years ended December 31, 2018 and December 31, 2017

Cash flow from operating activities

The Group’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
income and expense, loss on derivatives, unrealized fair value gain from investments through profit
and loss, share in equity of net earnings of an associate and, changes in working capital. The Group’s
net cash from operating activities were P1,616.78 million, and £1,386.28 million for the year ended
December 31, 2018 and 2017, respectively.

For the year ended December 31, 2018, cash flow from operating activities were derived from the
normal operations.

Cash flows used in investing activities
Cash flow used investing activities for the years ended December 31, 2018 and 2017 were £910.50
million and P834.55 million, respectively. Major activities for the year included:

0 Business combination in 2018, in which the net cash payment (net of cash acquired)

amounted to P43.43 million for all acquired subsidiaries. Settlement related to investment
in associate amounted to P218.27 million.
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0 Acquisitions of property and equipment and intangibles amounted to 540.14 million and
P164.33 million, respectively, in 2018 while it amounted to 354.91 million and P38.45
million, respectively, in 2017.

Cash flow from financing activities

Cash flow (used) from financing activities for the years ended December 31, 2018 and 2017 were
(P472.06 million) and 1,922.97 million, respectively.

For the year ended December 31, 2017, the inflow from financing activities is primarily from the
issuance of a convertible instrument that generated cash amounting to 2,505.66 million.
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Item 7. FINANCIAL STATEMENTS

The 2019 consolidated financial statements of the Company are incorporated herein the accompanying
index to exhibits.

Item 8. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON
ACCOUNTING AND FINANCIAL DISCLOSURES

The consolidated financial statements of the Company as at and for the year ended December 31, 2019
and 2018 were audited by SGV & Co., a member firm of Ernst & Young Global Limited.

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.

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

2019 2018
In millions (B)
Audit and Audit-Related Fees® P6.83 P5.68
Total P6.83 P5.68

@ 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.

SGV & Co. did not provide services for tax accounting, compliance, advice, planning and any other form
of tax services to the Company in the last two fiscal years. Other than the audit of the annual financial
statements and the review of the interim financial statements, SGV & Co. did not provide any other
services to the Company in the last two fiscal years.

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 is composed of at least three appropriately qualified non-executive members of the
Board of Directors, the majority of whom, including the Chairman, is an Independent Director. The Audit
Committee, with respect to an external audit:

) Perform oversight functions over the Company’s external auditors. It ensures the independence

of internal and external auditors, and that both auditors are given unrestricted access to all
records, properties and personnel to enable them to perform their respective audit functions.
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. 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 audit firm is involved in
the activity to secure proper coverage and minimize duplication of efforts.

° Evaluate and determine the non-audit work, if any, of the external auditor, and periodically
review the non-audit fees paid to the external auditor in relation to the total fees paid to him and
to the Company’s overall consultancy expenses. The committee should 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 and annual corporate governance report;

o Review the reports submitted by the external auditors.

The following are the members of the Company’s Audit Committee:

a) Solita V. Delantar - Chairman
b) Luis N. Yu, Jr. - Member
¢) Anthony A. Abad - Member

PART Il - CONTROL AND COMPENSATION INFORMATION
Item 9. DIRECTORS AND EXECUTIVE OFFICERS
DIRECTORS

LBCH’s by-laws and articles of incorporation provide for the election of nine directors, two of whom
shall be independent directors. The Board of Directors 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 is pre-screened by the Corporate Governance
(formerly Nomination and Renumeration) Committee and is a registered owner of at least one common
share of the capital of LBCH.

The Company’s Corporate Governance Committee is composed of the following:

a) Anthony A. Abad - Chairman
b) Solita V. Delantar - Member
c) Luis N. Yu, Jr. - Member

The table below sets forth each member of the LBCH’s Board of Directors:

Name Nationality Age Position
Miguel Angel A. Camahort Filipino 57 Chairman of the Board
Rene E. Fuentes Filipino 46 Director
Enrique V. Rey, Jr. Filipino 49 Director
Augusto G. Gan Filipino 57 Director
Mark Werner J. Rosal Filipino 45 Director
Jason Michael Rosenblatt American 43 Director
Anthony A. Abad Filipino 56 Independent Director
Solita V. Delantar Filipino 76 Independent Director
Luis N. Yu, Jr. Filipino 64 Independent Director

The business experience of each of the directors is set forth below.
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Miguel Angel A. Camahort
Chairman of the Board

Mr. Miguel Angel A. Camabhort is the Chairman of the Board of Directors and President of LBCH. He is
also the President and Chief Operating Officer of LBCE., the operating company of LBCH. Prior to
joining the LBC Group, Mr. Camahort was Senior Vice-President and 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 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 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,
US.A.

Rene E. Fuentes
Director

Mr. Rene E. Fuentes is currently the Executive Vice-President and Chief Operating Officer of the
International Sales and Operations division of LBCE., the operating company of LBCH. He previously
held the Senior Vice-President for Global Retail Operations position of the same company, from 2015 to
2019. Prior to joining the LBC Group in 2001, 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 the De La Salle University, and completed a Key Executive Program in
November 2013 at the Harvard Business School.

Enrique V. Rey, Jr.
Director

Mr. 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 LBCH on September 2017 after being an officer-in-
charge for the same position since December 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, Jr. attended De La Salle
University and completed a Management program at the Ateneo Business School. Mr. Rey, Jr. has also
attended INSEAD and received training in Finance. Since 2010, Mr. Rey, Jr. has been a member of the
Institute of Internal Auditors.

Augusto G. Gan
Director

Mr. Augusto G. Gan was appointed Director of LBCH in September 2015. He has also been a Director
of LBC Express, Inc., the operating company of LBCH, since 2013. Mr. Gan concurrently serves as a
Director of Atlantic Gulf and Pacific Company, Investment and Capital Corp. of the Philippines, Pick
Szeged ZRT and Sole-Mizo Zrt. 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.
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Mark Werner J. Rosal
Director

Atty. Mark Rosal became a Director of LBCH on April 28, 2015. Born in Cebu City, Atty. Rosal, prior
to taking up Law, obtained a Bachelor’s Degree in Physical Therapy from the Cebu Velez College, and
is a registered Physical Therapist. Atty. Rosal subsequently 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 Bacalla
Fortuna Helmuth and Virtudazo Law Offices, a Cebu-based law firm. Atty. Rosal's field of practice is
Corporate Law, Mergers and Acquisitions, Real Estate Law, Estate Planning, and Company Labor Law
matters. He holds various positions and performs multiple roles in various private corporations such as
Cebu Agaru Motors Inc., Wide Gain Property Holdings, Inc., Sem-Ros Food Corp , Rural Bank of
Talisay, (Cebu) Inc., and OneMeridaLand Corp.

Jason Michael Rosenblatt
Director

Mr. Jason Rosenblatt 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, Partner; Standard Bank, Global Head of
Special Situations; DKR Oasis, Head of Principal Strategies; Ritchie Capital Management, Director;
McKinsey Company, Associate; and Bank One, Associate.

Anthony A. Abad
Independent Director

Atty. Anthony A. Abad is currently Chief Executive Officer and Managing Director of TradeAdvisors,
as well as a partner of Abad Alcantara & Associates. He is also the Chairman for the Philippines of the
Commission on Competition, International Chamber of Commerce, and Legal Advisor to the
International Finance Corporation. 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.

Solita V. Delantar
Independent Director

Ms. Solita V. Delantar was appointed Director of LBCH in March 2014. She concurrently serves as
Independent Director on the Board of Directors at Anchor Land Holdings, Inc., Executive Director at
PMAP Human Resources Management Foundation (since July 2013) and Vice President at
PONTICELLI, Inc. (since 2006). 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.
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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.

MANAGEMENT AND OFFICERS

LBCH’s executive officers and management team cooperate with its Board by preparing appropriate
information and documents concerning the Company’s business operations, financial condition and
results of operations for its review. The table below sets forth each member of the LBCH’s management:

Name Nationality Age Position

Miguel Angel A. Camahort Filipino 57 Ch'e.f Executive Officer and
President
Investor Relations Officer, Chief

Enrique V. Rey, Jr. Filipino 49 Finance Officer and Chief Risk
Officer

Cristina S. Palma Gil-Fernandez Filipino 51 Corporate Secretary

Rosalie H. Infantado Filipino 44 Treasurer

Assistant Corporate Secretary,
Mahleene G. Go Filipino 39 Corporate Information Officer and
Compliance Officer

Ernesto C. Naval 11l Alternate Corporate Information

Filipino 27 Officer

Jeric C. Baquiran Filipino 42 Chief Audit Executive

The business experience of each of the LBCH’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.
Chief Finance Officer, Investor Relations Officer

Please refer to the table of directors above.

56



Cristina S. Palma-Gil Fernandez
Corporate Secretary

Atty. Palma Gil-Fernandez assumed the position of Corporate Secretary of LBCH 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 25 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.

Rosalie H. Infantado
Treasurer

Ms. Infantado assumed the position of Treasurer of LBCH 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 PriceWaterhouseCooper Philippines.

Mabhleene 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 LBCH in September 2015. Born on April 25, 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 Senior Associate at the same office.
She currently serves as Corporate Secretary for Azyantech Corporation.

Ernesto C. Naval 111
Alternate Corporate Information Officer

Atty. Ernesto C. Naval I11 assumed the position of Alternate Corporate Information Officer of LBCH in
June 2018. Born on November 4, 1992, Atty. Naval graduated with the degree of Bachelor of Science,
Management, from the Ateneo De Manila University in 2013, and with the degree of Juris Doctor from
Ateneo de Manila School of Law in 2017. He is a Junior Associate at Picazo Buyco Tan Fider & Santos
Law Offices from 2018 to the present.

The Board has established committees to assist in exercising its authority in monitoring the performance
of the business of the Company. The committees, as detailed below, provide specific and focused means
for the Board to address relevant issues including those related to corporate governance.

Jeric C. Baquiran
Chief Audit Executive

Mr. Jeric C. Baquiran was appointed Chief Audit Executive of the Company in March 2019. He joined

LBC Express in 2006, and since 2015 has lead the Corporate Audit department for the company, as Senior
Manager of the Corporate Audit Department. Mr. Baquiran graduated from Saint Mary’s University,
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Bayombong, with a Bachelor of Science degree in Accountancy in 1999. He passed the Certified Public
Accountancy Licensure Examination in May 2000. Prior to joining LBC, he held audit positions at DCCD
Engineering Corporation (2000 to 2003), and Lapanday Foods Corporation (2003 to 2005).

The Board has established committees to assist in exercising its authority in monitoring the performance
of the business of the Company. The committees, as detailed below, provide specific and focused means
for the Board to address relevant issues including those related to corporate governance.

Committees
Audit Corporate Related Party Board Risk
Governance Transactions Oversight
Solita V. Delantar Chairman Member Member
Luis N. Yu, Jr. Member Member Member Chairman
Anthony A. Abad Member Chairman Chairman
Enrique V. Rey, Jr. Member
Augusto G. Gan Member

SIGNIFICANT EMPLOYEES

The Company considers its entire work force as significant employees. Everyone is expected to work
together as a team to achieve the Company’s goals and objectives.

FAMILY RELATIONSHIPS

As of the date of this Report, there are no family relationships between Directors and members of the
Company’s senior management known to the Company.

INVOLVEMENT IN CERTAIN LEGAL PROCEEDINGS

The Company believes that 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 Report: (1) had any 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 September 9, 2011, the BSP, 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, 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 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 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.
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In relation to the Bank’s closure and receivership, the receivables amounting to £295.00 million 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 totaling 1.79 billion. On March 24 and 29, 2014, July 29, 2014, June 17, 2015 and
June 26, 2015, the same legal counsel sent collection 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 Bank, represented by the PDIC, filed a case against LBC Express, Inc. (LBCE)
and LBC Development Corporation (LBCDC), together with other respondents, before the Makati City
Regional Trial Court (RTC) for a total collection of £1.82 billion. The case is in relation to the March
17, 2014 demand letter representing collection of unpaid service fees due from June 2006 to August 2011
and service charges on remittance transactions from January 2010 to September 2011. 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 allegedly 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 (a) 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 totalling
P6.90 million. The attachment of the shares 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, together with other defendants, filed motions to
dismiss the Complaint on January 12, 2016 for the collection 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 February 17, 2016, the RTC issued the order to lift and set aside the writ of preliminary attachment.
The order to lift and set aside the preliminary attachment directed the sheriff of the court to 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 attached 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, including LBCE and LBCDC. Motions for reconsideration filed by the defendants were
subsequently denied by the RTC in the Resolution dated February 16, 2017. On April 24, 2017, LBCE
and LBCDC filed a Petition for Certiorari with the Court of Appeals, challenging the RTC’s June 28,
2016 Joint Resolution. The Petition for Certiorari is entitled “LBC Express, Inc. and LBC Development
Corporation vs. Hon. Maximo M. De Leon and LBC Development Bank, as represented by its
receiver/liquidator, the Philippine Deposit Insurance Corporation,” and docketed as CA-G.R. SP No.
150698.

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, including a motion for inhibition. On July 21, 2017, LBCE
received the Joint Resolution dated July 20, 2017, granting the Verified Omnibus Motions and the Motion
for Inhibition, thereby lifting the order of default and admitting the Answers filed by all defendants.
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The PDIC filed a Motion for Reconsideration dated August 7, 2017, seeking to reconsider the Joint
Resolution dated July 20, 2017. The defendants, including LBCE and LBCDC 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 raffled to a new judge who will preside
over the trial. The case was re-raffled to Branch 134 of the Makati Regional Trial Court.

On or about September 3, 2018, PDIC motions to issue alias summons to five individual defendants, who
were former officers and directors of LBC Bank. For reasons not explained by PDIC, it had failed to
cause the service of summons upon five of the individual defendants and hence, the court had not acquired
jurisdiction over them.

On October 26, 2018, the Motion to Defer Pre-Trial scheduled on November 15, 2018 was filed because
the PDIC was still trying to serve summons on the five individual defendants and thus, for orderly
proceedings, pre-trial should be deferred until the court acquires jurisdiction over them.

At the hearing held on November 9, 2018, which the PDIC did not attend, the judge directed PDIC’s
counsel to coordinate with the Sheriff and cause the service of summons promptly. The judge then
rescheduled the pre-trial to January 23, 2019. On November 21, 2018, comment from the PDIC was
received, arguing that pre-trial can proceed, even without the presence of the five individuals because
there are merely necessary parties to the case, and not indispensable parties.

As of early January 2019, the alias summons was served on only two of the individual defendants, in
which they filed Motion to Dismiss on November 2018 and January 2019. The PDIC filed its comments
thereto and both Motions to Dismiss were deemed submitted for resolution.

On January 18, 2019, PDIC filed a Pre-Trial Brief. LBCE and the other defendants, on January 21, 2019,
filed a Motion, asking the RTC to direct the PDIC to explain in writing its compliance with the previous
order to cause the service of summons on the remaining five individual defendants and to defer pre-trial
until the court has acquired jurisdiction over them.

On January 23, 2019, the judge ordered the PDIC to file its comment to the Motion and rescheduled the
pre-trial to February 21, 2019.

The PDIC filed a Comment with Motion to Declare Defendants in Default, arguing that the pre-trial
should proceed and that the current defendants are just delaying the proceedings. The PDIC also
explained its efforts to serve summons on the five individuals but admitted that it had only served
summons of two of the individual defendants. The PDIC also stated that it is filing another motion for
the issuance of another round of alias summons for the three remaining defendants.

On February 4, 2019, a Reply was filed arguing that: (a) the PDIC never explained the three-year delay
in serving summons on the other defendants, (b) it is the PDIC’s omission which have made the
proceedings disorderly because not all of the defendants are at the pre-trial state, and (c) to avoid
complications, the pre-trial should be deferred until the court has acquired jurisdiction over all defendants.

The court conducted a hearing on February 1, 2019 on the Motion to Declare Defendants in Default and
granted time to submit comment thereto. A comment opposition was filed on February 11, 2019, arguing
that there is no basis to consider the current defendants in default because they are appearing at every
hearing and that there are pending motions citing just and valid reasons to defer pre-trial, considering that
summons are still being served on some defendants. Emphasis was given in particular that once
jurisdiction is acquired over individual defendants, they will file their own answers, raising their own
defenses, which should be considered at pre-trial. Also, it is mandatory to refer them to mediation and
JDR for possible amicable settlement of the entire case. Even if mediation and JDR fail, the current judge
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is required by procedural rules to raffle the case to another branch so that his judgment is not influenced
by matters discussed during JDR.

On February 18, 2019, a Pre-Trial Brief was filed by LBCE and the other defendants, without prejudice
to the defendants’ pending motions to defer Pre-Trial.

At the hearing scheduled on February 21, 2019, the judge took note of all the pending motions and said
that they are deemed submitted for resolution. In the meantime, the judge directed the parties to perform
a pre-marking of all their documentary exhibits before the clerk of court. The judge then rescheduled
Pre-Trial to March 28, 2019.

On March 6, 2019, with respect to CA-G.R. SP No. 150698, LBCE and LBCDC received a copy of the
Court of Appeals’ Decision dated February 28, 2019, denying the Petition for Certiorari. The Court of
Appeals ruled that the PDIC representative was sufficiently authorized to sign the verification and the
PDIC does not need to secure prior approval of the liquidation court to file the case. LBCE and LBCDC
filed a motion for reconsideration on March 21, 2019. On 18 July 2019, they received a copy of the Court
of Appeals’ resolution denying the motion for reconsideration. LBCE and LBCDC filed an appeal to the
Supreme Court on September 2, 2019 assailing the Court of Appeals Decision and Resolution. The
appeal with the Supreme Court is entitled “LBC Express, Inc. and LBC Development Corporation v. Hon.
Maximo M. De Leon, Presiding Judge of the Regional Trial Court of Makati Branch 143 and LBC
Development Bank as represented by its receiver/liquidator, the Philippine Deposit Insurance
Corporation” and docketed as G.R. No. 248539. The appeal was initially assigned to the Third Division
of the Supreme Court. In the appeal, LBCE and LBCDC are praying for the dismissal of the Complaint
because PDIC failed to obtain leave from the liquidation court to file the Complaint before the Regional
Trial Court, contrary to the provisions of the Rules of Court and established jurisprudence. PDIC has
filed its Comment on January 11, 2020. The Supreme Court has not resolved the appeal as of today.

Meanwhile, PDIC has pre-marked its evidence during pre-marking conferences held on March 6 and 11,
2019. LBCE on the other hand pre-marked its evidence on March 22, 2019 and on April 10, 11, and 24,
2019.

LBCE was informed by the court staff that due to the order of Executive Judge for court records inventory
and disposal, the pre-trial scheduled for March 28, 2019 will be reset to May 2, 2019.

At the pre-trial hearing on May 2, 2019, the judge released his Order, whereby he: (a) noted that several
of the individual defendants have already received summons, (b) consequently, granted the motion of
LBCE to defer pre-trial proceedings in order to have an orderly and organized pre-trial, (c) cancelled the
pre-trial hearing until the other defendants have filed their answers, and (d) denied the PDIC’s motion to
declare the defendants in default. The judge also denied the motion to dismiss of one defendant.

Meanwhile, three out of four individual defendants have already received summons and have filed
motions to dismiss the case, all of which were denied by the court. The two individual defendants have
filed their motion for reconsideration which has not been resolved by the court. When the motion for
reconsideration is denied, the two individual defendants will have to file their answers.

While waiting for the other individual defendants to file their respective answers, PDIC, LBCE and
LBCDC and the other individual defendants have proceeded to pre-mark their respective documentary
exhibits in preparation for eventual pre-trial. The court has not set a date for the pre-trial.

In relation to the above case, in the opinion of management and in concurrence with its legal counsel, any
liability of LBCE is not probable and estimable at this point in time.
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Item 10. EXECUTIVE COMPENSATION

COMPENSATION

There are no employees under LBC Express Holdings, Inc.

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 LBCH 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 LBCH was compensated, or to be
compensated, directly or indirectly, during 2019 for any service provided as a Director.

EMPLOYMENT CONTRACTS

LBCH 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.

Item 11. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND
MANAGEMENT

Security Ownership of Certain Record and Beneficial Owners of more than 5% of the LBCH’s
voting securities as of December 31, 2019.

Name and
Address of
Record Owner No. of % of Total
and Common Outstanding
Relationship to Name of Beneficial Shares Held in Shares of
Title of Class Issuer Owner Citizenship LBCH LBCH
Common LBC The record owner is the Filipino 1,206,178,232 84.59%
Development beneficial owner of the
Corporation shares indicated

General Aviation
Center, Domestic
Airport
Compound,
Pasay City
(stockholder)

Security Ownership of Directors and Officers as of December 31, 2019

% of Total
Amount and Nature of Outstanding
Title of Class Name of Beneficial Owner Beneficial Ownership Citizenship Shares
Common Rene E. Fuentes 1- direct Filipino 0.0%
Common Enrique V. Rey, Jr. 1- direct Filipino 0.0%
Common Augusto G. Gan 1- direct Filipino 0.0%
Common Miguel Angel A. Camahort 1- direct Filipino 0.0%
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% of Total

Amount and Nature of Outstanding
Title of Class Name of Beneficial Owner Beneficial Ownership Citizenship Shares
Common Mark Werner J. Rosal 1,000 - direct Filipino 0.0%
Common Solita V. Delantar 1- direct Filipino 0.0%
Common Luis N. Yu, Jr. 1- direct Filipino 0.0%
Common Antonio A. Abad 101-direct Filipino 0.0%
Common Jason Michael Rosenblatt 1-direct Filipino 0.0%

Voting Trust Holders of five percent or More

There were no persons holding more than five percent of a class of shares of LBCH under a voting trust
or similar agreement as of the date of this Prospectus.

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 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 84.58% of
the Company’s total issued and outstanding capital stock of the Company.

As of December 31, 2019, there are no arrangements which would delay, defer or prevent a change in
control of the Company.

Item 12. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS

RELATED PARTY 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
favourable 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 18 (“Related Party Transactions™) to the notes to the 2019 consolidated financial
statements of the Company which is incorporated herein in the accompanying index to exhibits.

The Company has the following major transactions with related parties:
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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” (Filipino for “King of Forwarding Services”) and
“WWW.LBCEXPRESS.COM” as well as the “LBC” corporate logo and the “Team LBC Hari Ng
Padala” logo.

On August 4, 2017, LBC Express, Inc. and LBCDC entered into a 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 payments for the use of LBC Marks in recognition of
LBCE’s own contribution to the value and goodwill of the trademark effective September 4, 2017.

Cash Advances to and from Related Parties

The Group 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 and Brokerage Fees

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

LBCE acquires services from OFIl which include sea freight and brokerage mainly for the cargoes
coming from international origins. These expenses are billed to the origins at cost.

Guarantee Fee

LBCE 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 the affiliate’s accommodation
to the Company’s 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.

Business Combinations

On May 29, 2019, LBCH sold all its 1,860,214 common shares in QUADX Inc. to LBCE for P
186,021,400 or P100 per share payable no later than two years from the execution of deed of absolute
sale of share, subject to any extension as may be agreed in writing by the parties.

On July 1, 2019, LBCE sold all its QUADX Inc. shares to LBCDC for P186.02 million, payable no
later than two years from the date of sale, subject to any extension as may be agreed in writing by the
parties. On the same date, LBCE, LBCDC and QUADX Inc. entered into a Deed of Assignment of
Receivables whereas LBCE agreed to assign, transfer and convey its receivables from QUADX Inc. as
of March 31, 2019 amounting to P832.64 million to LBCDC which shall be paid in full, from time to
time starting July 1, 2019 and no later than two years from the date of the execution of the Deed,
subject to any extension as may be agreed in writing by LBCE and LBCDC. The balance of the
assigned receivables which remain unpaid amounted to P832.64 million as of December 31, 2019.

On March 7, 2018, the BOD of the Parent Company approved the purchase of shares of the entities
under LBC Express Holdings USA Corporation. The acquisition is expected to benefit the Group by
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contributing to its global revenue streams. On the same date, the share purchase agreements (SPA) were
executed by the Parent Company and LBC Express Holdings USA Corporation with a total share
purchase price amounting to US $8.34 million, subject to certain closing conditions. As discussed in
Note 16, the transfer of the ownership of the shares and all 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 and/or regulate the Companies. On various dates in
2019, the Parent Company was granted the regulatory approvals on the purchase of LBC Mundial
Corporation, LBC Mabuhay North America Corporation and LBC Mabuhay Hawaii Corporation (see
Note 4).

In 2019, LBCE subscribed 20,000,000 Preferred A shares and 29,436,968 Preferred B Shares of Terra
Barbaza Aviation, Inc. (TBAI) amounting to 78.73 million. The Preferred A Shares will be issued
upon conversion of the 20,000,000 Common Shares in TBAI arising from the 20,001,250 Common
Shares purchased by LBCE from a common shareholder in January 2020.

Currently, TBAI is in the process of application of its authorized capital stock for Preferred A and B
Shares. Once the application is approved by the SEC, 20,000,000 of the Common Shares purchased by
LBCE from the common shareholder will be converted to 20,000,000 non-voting Preferred A Shares.
The remaining 1,250 Common Shares will then represent 24.86% of the total outstanding Common
Shares.

Notes receivable

In November 2011, LBC Mundial Corporation paid-off LBC Express Holdings USA Corporation’s
outstanding mortgage loan which is consolidated into a long-term promissory note amounting to
US$1,105,148 at 4% interest, payable in 180 equal monthly instaliments. As of December 31, 2019,
total outstanding notes receivable amounted to £30.75 million, P26.81 million of which is presented as
noncurrent under “Other noncurrent assets”. Interest income earned from notes receivable amounted to
P1.21 million for the year ended December 31, 2019.

Dividends

On September 12, 2019, the BOD of LBCH approved the declaration of cash dividends amounting to
P356.47 million.

On June 6, 2019, LBCH recognized cash dividends from OFIl amounting to £15.00 million for its 30%
interest on OFII.

PARENT COMPANY/MAJOR HOLDERS

As of the date of this Report, LBC Development Corporation owns 84.59% of the total issued and
outstanding capital stock of the Company.
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PART IV - CORPORATE GOVERNANCE

Item 13.

CORPORATE GOVERNANCE

Please refer to the Integrated Annual Corporate Governance Report submitted on May 30, 2019.

PART V - EXHIBITS AND SCHEDULES

Item 14. REPORTS ON SEC FORM 17-C
@) Exhibits - Please accompanying index to exhibits
(b) Reports on SEC Form 17-C
The following current reports have been reported by LBC Express Holdings, Inc. during the year
2019:
Disclosure Date of Report
1 SEC 17-C (Change in Directors/Officers) (Appointment of Lead Independent Director, Chief
Risk Officer, Chief Audit Executive and Committee Members) 12 March 2019
2 SEC 17-C (Material Information/Transaction) (Approval of the Consolidated Audited
Financial Statements of the Company and its Subsidiaries as of 31 December 2018)
12 April 2019
3 SEC 17-C (Notice of Annual or Special Stockholder’s Meeting) (Rescheduling of the Annual
Stockholders' Meeting) 16 May 2019
4 SEC 17-C (Acquisition/Disposition of Shares of Another Corporation) (Sale of shares in
QUADX Inc.) 29 May 2019
5 SEC 17-C (Acquisition/Disposition of Shares of Another Corporation) (Sale by LBC
Express, Inc. of its shareholdings in QuadX, Inc. to LBC Development Corporation) 1 July 2019
6 SEC 17-C (Press Release) (Press release on the Company's performance for the 2nd Quarter
of the financial year ending 2019) 19 August 2019
7 SEC 17-C (Declaration of Cash Dividends) (Declaration of Cash Dividends) 12 September 2019
8 SEC 17-C (Change in Corporate Contact Details and/or Website
References) (New Company Contact Numbers) 26 September 2019
9 SEC 17-C (Material Information/Transaction) (Withdrawal of Listing Application) 4 October 2019
10 SEC 17-C (Board Approval of Revised Related Party Transactions Policy and Material
Related Party Transactions Policy) 28 October 2019
11 SEC 17-C (Acquisition/Disposition of Shares of Another Corporation) (Acquisition of shares
in Mermaid Co., Ltd.) 31 October 2019
12 SEC 17-C (Press Release) (Press release on the Company's performance for the 3rd Quarter
of the financial year ending 2019) 15 November 2019

66
















Express
Holdings, Inc.

Moving

Towards Sustainability
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Globalization has fueled greater connectedness between people and
businesses, and along with it the tremendous growth of LBC. As the
Philippines’ pioneer and market leader in express delivery, shipping,
courier and remittance services, we are taking our success as an
opportunity for greater responsibility by moving towards sustainable
logistics.

Sustainability is nothing new to us at LBC. We have always strove to do the right thing, such as
introducing certified biodegradable pouches way before the fight against plastic waste became
widespread.

This time we are taking sustainability front and center. While this report is a response to
regulation, as the country’s leader in logistics we want to make sure we take it a step further and
that sustainability reporting grows in strategic value to the company. By becoming the first local
provider of sustainable logistics in the country, we also assert our position as a key player in
global logistics, where sustainability is fast becoming the norm.

Starting this journey in 2019 was a chance for us to look more closely at the environmental and
social impacts of our business, the initiatives where we can create the best value as we operate,
and how to manage those impacts. We conducted a roundtable interview with senior
management and an internal survey of 155 respondents representing all departments across our
operations to identify these material sustainability issues.

*  Environment:
»  Energy use in terms of fuel consumption for vehicles and electricity use and
efficiency in operations
» Use of raw materials and recycled input materials in operations to minimize
waste
Compliance with laws and regulations
Social issues:
> Employee hiring and retention
Compensation and benefits
Employee training and development (including lifelong learning)
Product responsibility:
Customer satisfaction
> Innovation and future technologies
Data security, protection and privacy

Inside are stories and information on these key sustainability issues, some of which are actually
LBC strongholds that we are quite proud of, such as product responsibility, human resources,
and our financial performance. Given the spread and complexity of our operations, we decided
to focus on available environmental performance data from Central Exchange, our 24-hour
facility where all deliveries are centralized and sorted before delivery. We expect to improve on
the scope and collection of our environmental data over the next few years.

We look forward to your comments and suggestions on how we can improve our next report and
make it relevant to you, our stakeholders. For comments, suggestions, and clarifications on the
sustainability statements in this report, please email Rea L. Gomez at rigomez@Ibcexpress.com.




About LBC

What Moves and Drives Us

Our Vision. By 2020, L BC shall be the acress and delivery solutions provider of choice, professionally ano
taechnologically equipoed to serve Filipino famiies and business entities through total customer experence.

Qur Mission. Lirking and bridging customers through our network and inrovating new solutions to provide
faster, easier, and mcre cost-effective delivery solutiors,

OQur Culture

These are the values

that define everything

we doin LBC:

« Humility

- Integrity

- Trust

+ Commitment

« Social Responsibility

« Customer First

« Teamwork

« Innovative

- Positive Thinking

What We Are All About

Our Brand Attributes

Clarity

We believe in providing
transparent anc timely
information to give
customers peace of mind.
We want o pay particular
éttention to:
The process cf
MOVINE tems or
money
- The schedule ard
timing of your delivery
J Clear communication
of our cost

Certainty

We Eelieve in proniding
our vanous stakeholders
with certainty through:

Prasenting relevant
opticns for vifferent
needs

Our staffs
commitment to

set expactatiors
and deliver on our
promises

Fair and timely
updates of
information

Convenience

We promise to make your
experience as hassle free
as possible by:

Constantly improvinig
our processes and
adding new and
relevant capabilives
Easyaccessto tal
center and frontline
staff

Growing cf our
network coverage




What We Commit To

Our Brand Promise:

“A friend who makes your day”

LBC is the warm and helpful partner who enjoys
moving packages, goods and money for you. We
understand tha: people look forward to what

you're sending, so we provide clarity, certainty and

convenjence to help ma<e everyone’s day.”

1 History and Network

Integrate core competencies to create a solid

foundation for our service commitment.

2 Understand and Learn

Gain meaningful insight into the evolution of
the modern customer and apply to reinvent

the business model.
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What Inspires Us

Qur Brand Tagline:

“We like to move it”

3 Quality and Service
Apply new capabilities to win customers
through quality and customer satisfaction

4 Innovate and Execute
Ensure resilience and agility as well as
maintain market position by delivering
high value products and services.
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Our Business At A Glance

...............................................................................

© ©

BUSINESS
SOLUTIONS

——

- 34.9%

gzrll:::zﬁtion (%) 5 7 -40/0

Revenue P7.186.36 P4.365.11

(in million pesos)
MONEY Payment Solutions

© ©

MOMNEY
EXPRESS

AN BAETS
INSTANT PESO EADAL A

OE e DA K N T DAL CASH O P CEK- UPY

FEQRARD S CASH ON DLLIVERY
Revenue 0 0
Contribution (%) 6-4 /0 1-3 /0
Revenue P795.56 P167.15

(in million pesos)




A Successful Global Business

Growth is our responsibility to the globalized Filipino. As we expand our presence, LBC
remains the brand that they can trust to connect them, no matter where they are in the
world, meaningfully back home.

P12.34 billion in revenues

Present in 30 countries worldwide
1,397 branches in the Philippines
899,115 balikbayan boxes delivered
27.67 million remittance transactions
277,513 international parcels forwarded

PRESENCE IN

3

A g cou NTRI ES
| A A
L
[ ]
13 | i % ‘ -“ |
EMPLOYEES
WORLDWIDE
Europe Middle East  Oceania Asia Pacific  North America
Countnes 1 5 2 9 2
Warehouses 2 8 1 8 13
Cargo and 6 12 2 17 37
Remittance Branches
Partner Agent Countrnes 9

Partner Agent Branches 136 469 3 184 189



12,514
10,020
8,695 il

REVENUES

REVENUE
(IN PHP MILLIONS)

27.67

MILLION REMITTANCE
TRANSACTIONS IN 2018

A brand that's synonymous to reliability
and trust.

The gold standard for Global Filipinos. 3 3 ) 9 5

A recognized name that's accessible
wherever Filipinos are. TONS DOMESTIC AIR CARGO

FORWARDED IN 2018

899,115 277,513

BALIKBAYAN BOXES INTERNATIONAL PARCELS
FORWARDED IN 2018 FORWARDED IN 2018




Caring for the Customer amidst Changes

As markets change, LBC also transforms while continuously improving standard of
product responsibility and accountability that LBC is known for. Digital transformation
enhances our ability to deliver solutions aligned with our brand attributes and upholding

our service principles throughout.

AUDIT FINDINGS per SERVICE PRINCIPLE

Target 2018 2017 2016

On-time delivery rate 90%  88.09% 89.4% 90%
Productivity per courier 90% 65% 70% 99.8%
Customer Care Answer level 95% 95% 96% 96%
Customer Care Average 3.9 3.83 3.58 3.23
handling time (minutes)
Customer Care Total response 45 44 55 45
time (minutes)
Customer Care Complaint
management -

* closure rate 80% 100% 100% 100%

* closure rate w/in 24 80% 84% 62% 20%

hours




Going Above and Beyond—

Meet LBC’s Brennie Salvador

‘We like to move it’ —that’s LBC Express’ tagline. But for LBC employees, it's more than
just a catchphrase for the country’s largest and most trusted courier and logistics
company. It's the very reason why they do what they do, and go above and beyond
their job description.

Fundamentally, it's something that's easier said than done—because delivering true
customer service that exceeds customer expectations, which prompts emotional
connections that lead to loyal patronage, comes down to people.

For companies like LBC, who wants to embed this kind of commitment to customer
service at every level of the brand, it’s about hiring great team members with a positive
attitude towards training, who share LBC’s inherent service-oriented culture,
empowering and recognizing the simple things that employees do to make customers
happy...people like Brennie Salvador.

Qver the holidays—one of the busiest seasons for any courier—one particular shipment
for Teodorico Lafarte, was delayed. The packet contained a passport and visa for
Lafarte’s relative, Chonita Dianal, who was set to leave the country on December 26,
2015.

Upon checking, the package was confirmed to be already in transit, loaded and bound
for Bacolod, scheduled for arrival at 9:30PM on Christmas Eve—a time when LBC
employees were scheduled only for half-day of work so that they could spend the
holidays with family and loved ones.

At this point, Brennie demonstrated just how LBC employees demonstrate exceptional
customer service. Brennie gathered his team members, to let them all know that they
should all go home at 7PM to be with family, while he took it upon himself to personally
pick up the urgent package and make sure it is delivered to Chonita Dianal.

“The package was delivered promptly, with time to spare, on December 24, at 10:30
PM,” Brennie proudly shares.

He got home at around 11PM on Christmas Eve, just in time to welcome Christmas Day
with his family.

Exceptional customer service shouldn’t be hard to come by, especially at LBC.
Brennie's story is a great example. It goes beyond a successful transaction between
LBC and a customer; it's anchored on an emotional connection that builds trust and
reliability, as well as appreciation between two people. And that can make all the
difference in the world.




Heroes Come In All Shapes And Sizes

“I-would fike to commend two of your staff, hamely: Mr.
Andy Nicdae & Mr William Alguso Jr. (V. Luna, QC
Branch).

Yesterday, August 2, 2016, I was able fo retrieve two
letters which were erroneously addressed. Though tsaw in
the email. that such letters were a!redy Yin transit”, (they
were brought to your office last August 1, 20186, at about
5PM) when | talked to them yesterday, they asstred me
that they will try their best to ‘help me.. That was ‘8:30AM.

At'about 12pm in the. afterncoi, Mr. Nicdao-called me and:
informed me that the letters were already retreived. | was
really thankful uponknowmg that they relentlassly thried
their best to contact the concerhed delivery personnel just.
to be able to get hold of the letters Such acts of
conisderation-and their siricerity to-help is highly laudable!

| congratulate the entire LBC for having such personnel, a
‘mariifestation that your comparly continously imbibe the
‘Value ‘of committed frontline -seivices, ‘worthy -6f your
clients' trust for a foya! client like me. It would not be a
surprise if the company's growth is sustamed in the.future.
years, even in the next genetations to come.”

Meet Andy Nicdao and William Alguso. Jr., who both prove that the simple act of | going
the exira mile for Esmeralda Paz D. Manalang, can tangibly represent what the joy of
moving can do for others; By making sure that Esmeralda received her letiers on time;
they have.added another.loyal ¢ustemer to LBC's growing busiriess.

Thére are hiéraes who sagcrifice their lives to save the world...and then there are those
whose dedication to their jobs manage to touch the lives of their customers: The latter
are -heroes in their own right, deservmg ‘of the spotlight, as much as any caped
crusader.

To thatend, the story of Andy Nicdao and William Alguso Jr. LBG Employees from'the V..
Lupa Quezon City branch, and what they did for-one Esmeralda Paz Manalang, stands.
as a perfect example.

*| was. waiting for two letters that were -erronecusly addressed. And [ Spoke to both
Andy and’ Wllharn ‘who assured me that they will try their best to help me. That was at.
8:30AM;” tells Esmeralda. “At about 12pm in the -afternoon; Mr. Nicdao called me: and
mformed me that theletters were already retreived.”

On any given day, an LBC branch will receive <insert number of letters>. All of which
have to be sorted:and sent oat for delivery. And while flgurlng out where Esmeralda’s
lstters went are part of: their job the: pair going out of their way to make sure that it
arrives safely and immediately-in her hands.on the.sanie day:she approached them was:




something that only committed frontline members dedicated to representing what LBC
stands for, demonstrating the joy of moving.

“| congratulate the entire LBC for having such personnel, it proves that your company
continuously imbibes the value of committed frontline services, worthy of your clients'
trust,” Esmeralda shares.

Coordinating Meaningful Relationships

“Gusto ko lang magpasalamat kay Francis. He help all the
way and he extend extra mile kasi yung document ko is
very urgent. He coordinated to personnel to those
branches, siya din ang nag-follow dun. That’s amazing
effort for customer service, and | thank him very much
sobrang nagpapasalamat ako for him. Kung hindi dahil sa
kanya hindi ko makukuha ang document ko.”

Mary Nancy Arciaga heaps on the praise for Francis who willingly coordinated,
followed up and delivered exceptional customer service just to make sure an
urgent document was brought safely to her.

It's rare that a company can effectively ingrain their corporate vision and values into
their team members, so much so that their employees are able to deliver above and
beyond what is expected of them.

The importance of LBC to its customers can sometimes be lost in the minute of making
sure that the company receives and delivers everything efficiently. But each package
and parcel ultimately represents something to its sender or recipient—something
important, sentimental, urgent.

Such is the case for Nancy Arciaga, who was waiting on an urgent document and
commended LBC customer associate, Francis Potolin for understanding the
importance behind her delivery.

“He coordinated everything and spoke to everyone across various branches...he
followed up with everyone. That’s amazing effort and customer service,” Nancy
explains.

It's a simple act of kindness driven by what it means to be an LBC employee—
understanding the importance of the joy of moving; demonstrating clearly what Aming
Ligaya stands for.

“I thank him very much. Kung hindi dahil sa kanya, hindi ko makukuha ang document
ko,” Nancy ends.




Building Bridges Through the Joy of Moving

‘We had ‘a-customer named Francisco "Kiko" Mercado, He:
Was a customer and used-to send his sh:pments at Dasma
Bayarr (DASOT) and Waltermart Dasma (DSMO3). His:
shipments usually consisting of internet routers. and
antennas. His business seems io grow faster that it has:
came to the point that he sent shipments, almost,
everyaay.

As a business minded person; he has to-think of his-clients:
satisfaction, as always. He has to be sure that ail his:
ordsrs/shipments will meet his promised dehvery date to
his clients. And time came that -he .needs to. rush the
product for his.clients. Unfortunate!y, the 2 branches were
already at their cutoff time. He then rushed and:drove fo
SM Dasrnato-send the packages before-its cutoff at 8PM.

He arrived at SM.Dasma branch. 15mins before the cutoff
time. He was immetliately assisted by our associate. in
.duty Mr. Jenrue! Costales; for him. to meet the (24hr) next
‘day delivery.

After then, he became our a not sg consistent nor a
reguiar customer He only sent packages at' SM Dasma if
-he.has a late.orders and need those to be rushed.

He was then remembered for his buzzer beater roufirie
‘everytime he- sends packages The associates, especially
Mr.: Costales, always started a happy conversations and
jokes with him until He got used on-it.-Mr. Costales built a
‘good relationship with him and eventually encouraged Mr.
Kiko to regularly send his shipments-at SM Dasrma branch..
He also offered to Mr Kiko his effort to pickup the:
‘customeér's shipments.at the-Mall entrance'if needed.

Mr:. Kiko ‘becarrie our regular; consistent, loyal, and supér
cool customer for more than a year. According fo him,
-aside from late citoff of the branch; the associates are all
friendly and s light 10 talk and laugh with, He used to talk;.
laugh, had. jokes to associates on duty espec:faﬂy to Mr.
‘Costales who-really madehis day st ¢ool.and hght since
the very first day-of interaction,

Unitit today, Mr. Kiko is our active and. loyal customer at SM.

Dasma Branch. Thank you to him. Hands down 1o this
-customer. And thank you to Mr Jerrugél Costalés. who
indeed offered his good service te ‘Mr. Francisco "Kiko"
Mercado,




Here’s how Jerruel Z. Costales demonstrates the joy in moving...by proving that LBC'’s
concept of what make them happy—Aming Ligaya--can build relationships. In fact,
Francis Mercado touts Jerruel’s exceptional customer service as the main reason why
he has maintained a loyal and easy-going relationship with the team that runs his
favorite LBC branch.

For LBC, the concept behind the joy of moving or aming ligaya is so much more than a
catch phrase. In fact, it holds so much value for the company that consistently, their
employees do what they can to make sure that it’'s a value shared not only amongst
colleagues, but their customers as well.

Long-time customer Francisco Mercado, a small business owner, can attest to this.
Francisco, or Kiko as he is fondly called, would regularly send shipments to his
customers via LBC.

As his business grew, customer satisfaction became a major focus—which of course
included having his customers’ shipments sent promptly, on the committed dates of
delivery; something that he knew he could always trust LBC to do.

One particular transaction howver, required Kiko to deliver his shipments on a day
where he missed the cutoff times of the LBC branches he frequented. This led him to
head over to another branch, rushing to deliver his important shipment before the
designated 8PM cutoff, where he was promptly assisted by Jerruel Costales.

From this simple display of customer attentiveness, efficiency and effort, Kiko has since
become a regular, loyal and one of the branch’s favorite customers. The joy of moving is
exemplified not only by the great service but the relationship that has since grown
between customer and LBC associate.

Going the Extra Mile with Dio

Nowadays, we used to see the delivery task is being
carried by most men, considering that the type of work is
tough and can only be handled effectively by them. A
brighter side was seen in EVIS area just recently, a lady
sales associate performed the role of courier in Guiuan
branch when the branch experienced the unpredictable
manpower crisis, wherein the regular Courier went on
leave (sick-leave) and resignation of second Courier, and
such effort was admired by each one of us.

Diocelyn B. Tan, known as “Dio”, a 26 year old woman, a
good wife and a responsible mother of her child, 5 years in
service, sales associate of Guiuan branch in EVIS area,
showed off an extra ordinary work just to bring joy and




satisfaction ‘to -aur custorners. In the absence: of their
Couriers, Dio always: vo;*uni‘eerf-h_erse'ff'w;‘th.-'no-_ hesitation. to
act as courier just'to deliver those incoming shipments of
their branch for the day despite tiow tough the work of
being a-courier, like. the ‘risk afong the: way while in the
process of delivery as well as the unstable wedther
conditions. She performed her duties more than her job
description, from sales associate 1o courier, doing beyond:
what is expected from her in the fulfiliment of commitment
towards our valued customers..

Truly Dio shows an‘impressive work and should beé called a
role model associate that everyone should look up to.
Walk=in customers.and netizens salutes and ‘appreciates:
her for not alf women can do such things like Dio does:
Sherjust proved that “Wormen ¢an do what men can”.

A simple word that described her act is "COMMITMENT"
that brings’ joy fto our customers. Impossible things.
happens, like what Dig did, every associates should operr
up for something new in environment not for. appreciation:
nor-a recognition but for aiming.-a good fmage, Dringing joy
arnig’ fmprowng service for our customer's satisfaction. Two
thumbs up for Dio, She is not only @ lady courier that can
be proud of, but everyone'sidol and hero.

Meet Diocelyn B. Tan, who is.making the effort to demonstrate what the joy of
moving means.

How? By literally. doing the heavy lifting. herself to get the job done. When the
branch is unexpectedly short oh-manpower but the customers still expect their-
deliveries on time, Dio will voluntarily rolf up her sleeves and take on the challenge
‘of one of the most difficult facets of the business.

s typlcal to see the men of LBC dolng the heavy: lifting.. It's a teugh job, and
_somebody’s: got io: do. iL. Diocelyn “Dio” Tan knows that—which. is why, when push
comes. 1o shove and LBG needs to get-the job done, she-herself is: willing. to roll up-her-
sleeves.and make the literal effort to'do it-for customers.

What better proof is there of the joy of moving than by taking on the: duties’ typically
assigned to male couriers.

“There was one day that we-experienced an unexpected manpower cnsns where our
regular couriers were on sick leave and the other ‘had’ just resigned,” explains. Dio's
ranager..

Dio was quick to act an it however, choosing to-quickly to bring joy and satisfaction to
customer by taking on the job. herself. In the absence. of the branch’s..couriers, Dio
volunteered without hesitation to bring the shipments in profiptly.




Her commitment to her job truly brings joy to customers. “Every associate in LBC
should bring something new to our work—delivering joy, demonstrating kung ano ang
aming ligaya and improving service for our customer’s satisfaction,” she shares.

Aming ligaya
ang maghatid
ng inyong saya.

We Like R [‘,-.'
ToMove it " -~

n MLACexpress ’ ‘LBCexpress

Aming ligaya
ang maghatid
ng inyong saya.




Our Sustainability State of Play:
From ESG data to business intelligence

At 74 years of service, LBC have grown its service, impact, and commitment to its
community. Today, LBC is a data-rich leading logistics company serving 30 countries
around the world. To further our positive impact in the community we serve, we are
turning our data into sustainable business intelligence to ensure that LBC continues to
endure and grow in the next 100 years.

For the 2019 State of Play report, the project team requested environment, human
resource (social), and other basic information. As a preliminary report, the project team
collected partial data for 3 core information: GHG emission, employment profile, and
employee safety. Key findings include:

* Available data. LBC has the data in-house and is ready to collect the full set of
required data point for the next sustainability report. There are opportunities to
train staff across business units to collect these data sets regularly and ahead of
the next sustainability report deadline.

* Infrastructure. The data is available across various systems — digitally or
mentally tracked. What needs to be tracked? How will it be tracked and
recorded? What systems are in place that can be expanded to collect
environmental and HR metrics specific to the sustainability report. Are there
feedback loops that encourage behavior change? LBC has been making its
operations leaner, providing service to its community beyond compliance. An
infrastructure will formalize and recognize employee effort across the
organization.

* Prioritizing Report Quality. LBC serves communities in diverse geographic
zones. As such, culture and impact may be localized to a city or even to a single
location. Gathering partial data for this report showed that the data is
susceptible to selective narrative. A wider scope of data collection is
recommended for the next report.

As LBC prepares for a GRI-based annual sustainability report, the list below illustrates
data that was not collected, partially collected, and completely collected to form a full
checklist.

CHECKLIST:

To be collected®

Complete data

*This does not indicate that LBC does not have the data. The data may not have been
collected at this time.




Environment

The environment data collected was obtained from the Central Exchange Station
(CES). As a preliminary report, CES is meant to be representative of the data collection

process.

487 tonnes CO2e represents the Scope 1 emission of CES. The scope includes shuttle
vans to and from CES and, at this time excludes, the trucks used for delivery. Scope 1
emission calculated is not representative of the whole fleet. However, it highlights the
availability of data components needed for calculation in the next report.

1381 tonnes CO2e represents the Scope 2 emission of CES. This scope includes 100%
of the electricity consumed in 2018.

Energy
Stationary fuel Electricity consumed
fuel kwH
6633 GJ 6981 GJ
Ghg Ghg
487 tonnes CO2e 1381 tonnes CO2e
Water & Effluents
Water discharge Water consumption
Water
13,334 CBM
Waste
Hazardous

waste

Plastic + Wood
60,000 kg




Human Resources (Social)
The human resource data collected represents Philippine nationwide LBC workforce.
Full sets of data from training to its employment profile is available internally and this
positions LBC to highlight its workforce narrative in the next report. Sample data
available for this report includes:

* Gender diversity split at 35% female and 65% male

* New hire rate is 44%

* Turnover rate is 28%

To move from data to business intelligence, LBC can leverage these metrics to advance
workforce sustainability and retention.

Employment data

Employment Type Gender Employment Level* Age
Regular 2% |F 35% SM  0.34% <30 45%
Probationary 21% |M 65% MM 1.71% 30-50 51%
Contractual Sup 5.92% >50 4%
Project RF 92.02%

Other 7%

*SM - Senior Management, MM — Middle Management, Sup — Supervisor, RF — Rank &
File

New hire

Age* Gender” Overéll
<30 46% [F 34% New hire
30-50 26% M 50% 44%
>50 5%

*Refers to the % of new hire.
ie 46% of employees below 30 yrs old are new hires
ie 34% of females are new hires

Turnover

Age Gender” Overall
<30 30% 'F 30% Turnover
30-50 15% ‘M 27% 28%
>50 15%

*Refers to the % of new hire.
ie 30 % of employees below 30 yrs old were turnedover
ie 30% of females were turnedover




Freedom of association

CBA Participants
Participants
1%
Training
Employment Level” Gender* Training Cost ‘

SM  37% F 43%

MM  75% M 48%

Sup 77%

RF 33%

*Refers to the percentage of training attendees vs their corresponding total category.
ie 37% of Senior Management received training.
ie 43% of females received training

OHS
Fatal cases Occupational injury | Lost working days Occupational
disease
Total Total Total Total
5 4 0 0
Safe man hours Safety drills Hours of health & safety
training

Other

Information on customer service, cyber-security, and corporate social responsibility are
found in other parts of this report.

Additionally, supply chain is not required but is one of the material topics for the
logistics industry. LBC'’s next sustainability report is an opportunity to highlight LBC’s
supply chain standards, practices, and policies.




Product Responsibility:
A Strong Brand Moving with the Times

Filipinos everywhere know that our brand is synonymous with convenience, reliability,
and affordability. Backed by more than seven decades of heritage and experience, LBC
also stands for the agility to move fast in these changing times. Over the years we have
adapted to evolving markets, customers, and regulations by also transforming the way
we work and the way we move, while ensuring clarity, certainty, and convenience for
our customers.

Through Digital Transformation, we are leveraging digital technology and information to
meet the needs of time-conscious, perpetually connected, and better-informed markets
and customers. Launched in 2017, Digital Transformation is at the heart of LBC’s
product responsibility. As our global reach expands and volumes for delivery increase,
we upgrade and automate all our key processes and technologies and integrate of
these changes into our culture. Through Digital Transformation, we achieve greater
efficiencies, accelerated business activities, better employee competencies, and
improved partner relationships and customer satisfaction.

We have enhanced efficiencies in Central Exchange Station, our 24/7 consolidating
facility in Metro Manila, which sorts approximately 175,000 packages per day from all
over the Philippines daily by integrating the “Put-to-Light” (PTL) sorting system. This
light-directed sortation system is a quick, convenient, and highly intuitive approach to
automating the very tedious work of manually sorting parcels and packages, and
operators are trained quicker compared to other sorting technologies. Seeking to
further expand the breadth of our operations over the coming years, the technology
provides us with the agility to manage quick volume changes better than other
technologies.

o Increased accuracy by 99%
o Faster sorting by 30%

Powered by Digital Transformation, we remain driven to stay ahead and become the
country’s first and leading brand in sustainable logistics. Through our processes and
our people, we are equipping ourselves with the knowledge, skills, and tools to foster
growth and deliver superior cargo, courier, and remittance solutions while minimizing
operational inefficiencies that have negative environmental and social impacts.




LBC's Global Gold Standard of Quality the Longest-
running in the Industry

In' 2019, LBC Express marked its hinth' year of being certified with the 1SO 9007: 2015
Quality Management Standard, and became one of the few [ogistics' companies in the
country with the lengest—runnlng ISO certification for-quality. managerent. LBG Express
also. has the most number of sites certified with this stringent international gold
standard of quality, which is based on a risk-based. thinking ‘appraach: following the
Plan-Do-Check-Act framework. The ISO certification assures customers and all
stakeholders that guality is integrated into every aspect of our operat:ens so that brand
attributes are ‘observed throughout, active management ‘supervision s present, and
employees are professionally and ‘technologically equipped to. meet. customer
expectations and ensure customer satisfaction.

“We started working towards earning, this recognition -back in 2011 in.an attempt to
fhlghllght the brand's focus on quality, reliability and-customeér-satisfaction. Since then,
we've successfully maintained the -certification for six year, wheré it has expanded
towards other aspects of the: business,. including Central Excharige, Warehousmg
Remijttance and Payment Solutions,” explains Mariz Bacabac, LBC Senior Manager-for
Quality Standards.

LBC easily maintaing the "esteemed. recognition, this time focusing on risk-based
thinking. '

“This was a shift from simple compliance to the-typical set-of policies and processes;
towards taking a more forward-thinking approach focused on Knowing and addressing
thie risk and opportunities that the business may face,” adds Bacabac.

And following LBC’s thrust for growth, the preparations included niot just-a single facet
‘of the business but across. Corporate Solutions services, all branches nationwide,
remittance and payment solutions, contact center, and headquarters [n-addition;-new
-concepts:were introduced as part of the trammg where the system enisured that various
teams-understood its relevance for internal operations.

“We are extremely proud of our tearm and their efforts to transition from the: processed-
based approach towards the new risk-based cettification. LBG's core -service
advantage stems from being agile and this translated into our interhal opérations as
well.”

180 certification:is. & sought after recognition that is based on a company’s. ability to
deliver strong quality management principles. anchered on streng customer: focus,
motivation, process approach and continuous: lmprovement and review. Renewing the
-certlficatlon for ancther year reafiirms: LBC's strength in rneetmg and satisfying
customer needs.

The company’s goal now is to énsure LBC lives up to'the certification’s expectations, by
consistently delivering the high quahty service that they have committed ta,

"There’s no better proof: of show of: our commitment to quality than renewirig our
-certification to 1SO 9001. It highlights. that we will always put our customers
shareholders, partners and.suppliers, as well as employees and team members first,’
ends Bacabac.




The 3Cs of Delivery

According to reports, the Philippine Logistics Industry is seen to grow into a $41.3
billion industry in four years’ time. Due to increased economic activity in the ASEAN
region, and the recent ratification of the ASEAN Economic Community (AEC)
Framework, which gives the Philippines access to markets in the region, international
cargo, courier, and logistics services will definitely see a spike in the demand. From the
simple and usual padala via envelopes or balikbayan boxes, to the much larger half- or
full-container cargo services, most, if not all, logistics services across land, sea, and air,
will be utilized in this foreseen escalation in regional commerce.

The logistics industry at large, in the Philippines, at least, has gotten a lot of practice
from the many challenges that plague it, most of which are infrastructure- and trust-
related. Aside from that, couriers have also gained a lot of insight from serving the 2.4
million strong OFW community, 25% of which working in the Middle-East. It is through
this experience that LBC Express, Inc., the country’s largest courier, cargo, and logistics
company was able to distill effective service into three Cs: Certainty, Clarity, and
Convenience.

Certainty

At the root of it all, logistics is a business of trust. By sending out their padala,
customers are trusting the courier to get the package to its recipient securely, and on-
time. It can be quite daunting especially with the common problems that plague the
Philippines such as traffic and extreme weather. But it can be done through dedicated
manpower and a fleet of vehicles ready to deploy at any given time.

LBC'’s over 10,000 employees are ready serve and are committed to get a package to
its destination, some even going above and beyond the call of duty at the risk of
missing out some important holidays. These employees then have access to a massive
fleet of motorcycles, trucks, and delivery vans to ensure a prompt and safe delivery.



Through the manpower and infrastructure, both local and international, that LBC has.
built up over the: years, customers can be-assured that their padala is treated with the
Ltmost respect and.care that it deseives.

Clarity
In logisitics, espema[ly ‘when it invelves: hard-earmed maoney, clarrty is one of the things

‘the customers-need to be able ta put'their trust in.a courier setvice. it should be clear-

how much money they will be sending, how the recipients will get it securely, and how-
meich the entire transaction will cost.

LBC has always operated at a level of clarity that is ‘easy to understand for most:
customers. The in-store Staff are always ready fo answer any inguiries from customers
and'all of the costs for the sérvicés dre shown up front.

LBC understands that transparency increases confidence and assurance for the.
customers. Should there be ariy disputes in any seftyice transaction, LBC’s Hotling'and
Facebook page are always ready 10 answer and help resolve any problems or.concerns.

Corivenience

Being able to reach your customers; anytime, anywhere i is crucial to keeplng your brand
relevant and always: top-of:find. Converilence and ease-of-access: helps boost brand
recall.and customer satisfaction.

LBC has over 1,400 locatlons worldwide and ‘it's still growmg though a multitude of
international: parthers who: help make LBC more accessible {o. the: Filipinos all over the:
world: Those who can’t go to branches themselves can even have their packages:
picked up from their homes. The LBG Hotling aiso. provides an easier for customiers to
reach them.

“We belisve that; to the customers, a package is more than just a-bunch of items to be
seht home;” said LBC President and COO Miguel Camahort. “We:like to.go deeper thar:

“that. We-understand that what they are’ ultimately sending is-their love from a distance,.

especially. the OFWSs. It's more padama than itis padala,” he explained.

“Having these thrée Cs is one way of simplifying what serviee should be,” Gamahort:
added, “But it is in no- way smp[lfymg, nor trivializing what a package means. Through
the 3Cs we hope to give our customers, both retail and businesses, the best service
that they deserve,” he concluded.




Moving Spaces, Going the Extra Mile

At LBC, we understand that we move more than goods or remittances—we move
spaces. At the heart of the Filipino concept of “padala” is the need for connection
between a parent and a child, a husband and a wife, loved ones separated by great
distances. We know that each hard-earned package and remittance is a way to bridge
the distance.

It is a reality made more poignant among domestic workers in Hong Kong and
Singapore, economic powers with skyrocketing property values and large Filipino
migrant populations. There, overseas Filipinos find themselves working and living in
such small quarters, they often don’t have any space to move.

Attuned to the realities and needs of migrant Filipinos in Hong Kong, 95% of whom are
domestic helpers, LBC HK designed a promo that “allowed them to store their ‘padala’
in the LBC branch due to the limited space in their employer’s home,” says its country
head Arnold E. Cereno.

Available for free for four months, the unique promo recognizes the reality that it takes
time for a migrant mother, a husband, to put together a ‘padala’, buying a few items at a
time, given their limited resources.

“Once the OFW is ready with her care package, we pull it out of storage and she can
convert it into a balikbayan box to send home to her loved ones.” Arnold considers this
chance to “help nanays send their padala and hear their stories” the highlight of his
work in LBC. He realizes that “we are a bridge to their loved ones in the Philippines.”

LBC is such a trusted name among migrants, and is so strongly associated with moving
spaces to foster connections that its Singapore branch in Lucky Plaza mall effectively
transforms into community center of sorts for Filipino migrant workers. There they
gather regularly, hang out and chat as they pack their balikbayan boxes within the
branch premises. They know that no company places equal care to their padala like
LBC, and that the business is built on the intangible value—the sentiment—behind each
package.

“The busy Sunday crowd will always be my favorite,” says Singapore country head
Rose Sharon F. Tordesillas who welcomes the cheerful bustle. “Watching them and
listening to their stories while they label and pack every item into the box is very
moving. It depicts the story of a family member who sacrifices everything to provide the
best for their loved ones back home.”

Both the Hong Kong and Singapore branches show not only LBC’s importance to the
Filipino community abroad, but also how LBC must continuously evolve and customize
solutions to match the needs of customers on the ground. Arnold and Sharon agree
that customer preferences are rapidly changing, competitors are proliferating, and
investors and government are starting to exert pressure on businesses, more apparent
in the more mature markets where they operate.

“Sustainability is very important to LBC because we need to secure our long-term
prosperity given these changes we are facing,” says Sharon.




Amold adds, “sustainability allows LBG ie be the first to ensure superb services to our
customers,” amidst greater compeétition and tighter regutation.

Both country heads agree that there will always be changes, threats and challenges,
but “sustalnablllty means we can cortinue to.take care of our-employees and provide
exceptional service to all our stakeholders.”




A Consciousness for the Environment

Energy and waste are among the top sustainability issues for the logistics and transport
sector, and similarly what came up as aspects of our operations that are material for our
stakeholders. Here we share select highlights and initiatives that seek to manage the
impacts of these two issues on the environment. We are proud to share that these
initiatives were undertaken voluntarily prior to any pressure or requirement as part of our
management’s decision to do the right thing.

In logistics, the best practice is for environmental responsibility to deliver greater
operational efficiencies and enjoy cost savings. With our sustainability agenda, we
expand our long-standing consciousness for the environment so that it will allow us to
meet business and operational targets and strengthen our brand equity as a
responsible business. Thus, we look forward to improving our collection of
environmental data in the next report to sufficiently reflect our entire operation’s impacts
and allow our stakeholders to accurately assess our performance.

Biodegradable Before it was Fashionable

Y v Like =1
- To slave It a4

.

|

l_ § inin—swnamm [ 1 iCrapene Wi
won BER W ameveeeriai 1000 10 555 1§98

* Introduced in 2012
* 140,000 pouches issued daily (2018 average)
* Certified 100% oxo-biodegradable




* Breaks down in 1 to ¥ years™ when exposed to degradation promoters such as
heat, light, or microorganisms such as those in landfills

* Does not emit methane when degrading vs. other plastics, including plastics
with cornstarch-based additives

* Certified safe for human use

*Actual amount of time may vary depending on exposure

Other Biodegradable LBC “Receptacles” or Packaging
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Here Comes the Sun:
Solar-powered Warehousing

Automation, while increasing efficiency and accuracy, improving processes, and
minimizing costs, also means greater energy consumption. This is especially true in
logistics warehouses, where operations run 24/7: the more things are automated, the
more energy we consume.

Sustainability will allow us to manage the impact of our enterprise-wide digitization as
we explore opportunities for better energy management. As a start, in our Davao
warehouse, we have installed solar panels to provide us with a solar-generated power
system that has approximately 100 kW of power capacity, 35% of the 300 kW
maximum required power needed in the warehouse.

With the addition of solar power to our energy mix, we can potentially experience
reductions in energy costs. A greener energy mix also allows us to study the potential of
neutralizing a percentage of the emissions we generate in our operations. We look
forward to sharing the results of this initiative in our next report.

LBC has engaged an agreement with GREEN ENERGY to supply the Company with
energy from a Solar-generated power system at its warehouse facility in Davao City.
Equipment for installation will handle an approximately 100KW power capacity. Almost
35% of the 300KW maximum required power will be produced to generate power for
the Davao warehouse’s requirements.

Advantages of Solar Energy:

> Renewable Energy Source
> Among all the benefits of solar panels, the most important thing is that solar
energy is a truly renewable energy source. It can be harnessed in all areas of the
world and is available every day. We cannot run out of solar energy, unlike some
of the other sources of energy. Solar energy will be accessible as long as we
have the sun, therefore sunlight will be available to us for at least 5 billion years
when according to scientists the sun is going to die.

»  Reduces Electricity Bills

»  Since you will be meeting some of your energy needs with the electricity your
solar system has generated, your energy bills will drop. How much you save on
your bill will be dependent on the size of the solar system and your electricity or
heat usage. Moreover, not only will you be saving on the electricity bill, there is
also a possibility to receive payments for the surplus energy that you export
back to the grid. If you generate more electricity than you use (considering that
your solar panel system is connected to the grid).

»  Diverse Applications
» Solar energy can be used for diverse purposes. You can generate electricity
(photovoltaics) or heat (solar thermal). Solar energy can be used to produce
electricity in areas without access to the energy grid, to distill water in regions
with limited clean water supplies and to power satellites in space. Solar energy




can also be integrated into the materials used for buildings. Not long ago Sharp
introduced transparent solar energy windows.

Solar Energy Benefits:

»  Low Maintenance Costs

Solar energy systems generally don’t require a lot of maintenance. You only
need to keep them relatively clean, so cleaning them a couple of times per
year will do the job. If in doubt, you can always rely on specialized cleaning
companies, which offer this service from around £25-£35. Most reliable
solar panel manufacturers offer 20-25 years warranty. Also, as there are no
moving parts, there is no wear and tear. The inverter is usually the only part
that needs to be changed after 5-10 years because it is continuously
working to convert solar energy into electricity and heat (solar PV vs. solar
thermal). Apart from the inverter, the cables also need maintenance to
ensure your solar power system runs at maximum efficiency. So, after
covering the initial cost of the solar system, you can expect very little
spending on maintenance and repair work.

»  Technology Development

(3

Technology in the solar power industry is constantly advancing and
improvements will intensify in the future. Innovations in quantum physics
and nanotechnology can potentially increase the effectiveness of solar
panels and double, or even triple, the electrical input of the solar power
systems.




Our Commitment to our People

Expanding from local to global, LBC depends on its employees to ensure quality and
excellence throughout this crucial period of growth. How LBC creates and shares value
with our people through our employee development programs came up as key
sustainability topic so that they are able to develop their skills, increase their
productivity, and most importantly improve their lives in pace with our growth.

Growing Leaders from the Ground

LBC is proud of the fact that a large marjority of our senior management have grown
organically with the company, not the least of which is our EVP-COO for Philippine
Operations, Mr. Oliver Lazaro Valentin, who started as an account executive in our
forwarding services almost 30 years ago. We see the potential in each ka-LBC to be a
leader, thus invest in growing and developing their knowledge, skills, and capacity to
one day be part of our management pool and lead the company. Key personnel
development programs include Learning Management System, which includes e-
Learning, Development Programs for Supervisors, Service Excellence Program, and a
Career Development and Succession Planning (CDSP) initiative, among others. We
have started a Competency-based System to ensure the effective performance of the
functions and responsibilities of all employees no matter what their position is and help
identify and address their development needs together with their supervisors. Every
year, we conduct an assessment called Leadership Practices Inventory to study and
enhance the leadership behavior of supervisors to top management.

o 592 leaders trained and evaluated in 2018
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LEADERSHIP

SRAGTICES 2015 2016 2017 2018

. MODEL THE WAY = 33 | 338 = 34 3.51

INSPIRE A SHARED

VISION 3.32 3.34 3.43 3.47

CHALLENGE THE

PROCESS 328 | 335 342 | 348

ENABLE OTHERS TO

ACT 3.43 3.45 3.51 3.55

ENCOURAGE THE

HEART 3,38 3.41 3.49 352

OVER ALL _ 3.36 3.38 3.46 3.51

o 2018 Training Programs Offered: to a total of 9,518 employees
= 39% - Compliance, Leadership, Functional/Technical Training
= 61% - Customer Service Training (Service Excellence Program)

Ka-LBC: Engaged Employees Driven by Values

At the heart of Digital Transformation is People Transformation. We know that our
investments in technology and innovation will only be fully realized with an engaged and
skilled workforce driven by values and the passion to deliver customer excellence.

Every year we conduct a Values Validation Survey and an Employee Engagement
Survey to ensure that each Ka-LBC demonstrates and embodies our core values and
commits to LBC’s mission so that they are able to give their best to their work each day.
We are pleased to share that LBC’s Mission and Purpose as well as the Opportunity to
Do Best are among the top three engagement drivers of the company in 2018.

o Organization-wide Employee Engagement Survey, 2018
= 100% employees surveyed
4.06 out of 5 - Employee engagement score
80% - Employee satisfaction score
84.5% - Willingness to promote LBC as an employer
84.5% - Happiness at work (Very Happy, Happy)

o Organization-wide Values Validation Ratings:
» All Values have improved over the last three years.




CORE VALUES 2015 2016 2017 2018

HUMILITY 3.59 3.57 3.68 3.70
INTEGRITY 3.60 3.59 3.68 3.70
COMMITMENT 3.55 3.54 3.64 3.68
CUSTOMER FIRST 3.57 3.54 3.66 3.68
TRUST 3.57 3.55 3.67 3.69
TEAMWORK 3.57 3.54 3.66 3.70
POSITIVE THINKING 3.55 3.54 3.65 3.68
INNOVATIVE 3.49 3.48 3.61 3.65
SOCIAL RESPONSIBILITY 3.51 3.49 3.62 3.67
OVER ALL 3.57 3.53 3.65 3.69

The Value of Joy in the Workplace

Sometimes, a job is nothing more than a means to an end—a way to make ends meet,
a way to pay the bills, a way to create some semblance of security amid uncertain
economic times.

Other times, if you're lucky, a job becomes a career—a way to find fulfillment through
your job, a way to affirm skills, grow and learn new ones, a way to enjoy what you do
everyday. Such is the case for LBC Express. Known as the country’s largest express
delivery and logistics company in the industry, LBC has just launched a new campaign
that focuses on the joy behind what they do.

As a service oriented industry, it might comes as a surprise how joy made its way to
LBC'’s roster of values. Diligence—maybe, respect—definitely, hard work—for sure, but
joy, while common in personal values, are typically absent in corporate ones.

“Why, though?” asks President of LBC Express, Miguel A. Camahort. “When it is this
very value that drives the kind of work that we deliver to our customers; when it's the
reaction we want to draw from our customers.”

It's the same sentiment that is echoed by hundreds of LBC employees. Because while
job description and salary is important, there’s another factor that one should always
consider before joining a company—culture. And LBC’s culture, as evidenced by the
tenure of its employees and the loyalty they have shown, has made a massive impact
on their team'’s happiness and success in the organization.

“| started in the main office, in the hangar in the South. I lived in North Luzon in Bulacan
and | had to board somewhere closely by. | have a husband and child, who | would see
weekends because | had to be close to work. | work as a customer associate. | like
handling difficult customers—this is where | get to exercise patience. As the years went
by, | was able to hone this skill and build relationships with regular customers. And as a
mother, because | experienced what it’s like to leave your family behind in some way,
this made what our customers do for their families more relatable. It makes me so happy




to be in someway instrumental to reaching out to their loved ones. Everything is worth
it, as long as you love what you do, and you’re happy with what you do,” says Helen
Lopez, who has been working with LBC for 22 years.

“| started my career in LBC in 1987. | was a security guard, then a delivery man for
almost 4 years. Then in 1992, | was lucky and | was promoted and moved to Dagupan
City, my hometown. Eventually, | was brought back to Manila and even became a team
leader. The company has been very supportive to me and that helped me invest in small
businesses. Bumili ako ng tricycle, nagtayo ako ng carinderia, and | ran it using all the
things | learned from LBC. If LBC has its own vision and mission and values, you should
have your own as well. It helps that | share these concepts with the company. And as an
employee, I’'m very happy,” shares Romulo Cruz who has been with LBC for 29 years.

“Meron kaming mga suki—mga regulars—nakakakwentuhan namin tungkol sa buhay
buhay, pinapa-merienda kami. Kung baga, naging kaibigan na namin kasi halos buwan
buwan may pinapadeliver sa kanila. Kahit first time namin nahatiran, parang kaibigan na
namin sila kasi panatag na loob namin na nahatid namin ang package nila ng maayos.
Siyempre yung ganda serbisyo namin ay nakadepende sa mga pinaglalaanan ng trabaho
namin—ang mga anak ko, halimbawa—pero papasok parin dun yung mahal ko talaga
trabaho ko; masaya ako ako sa ginagawa ko. Sa trabahong ito—gusto ko lang ipaalala
sa mga bago na maging proud kayo sa ginagawa nyo. Kahit na minsan pinagpapawisan,
kahit na mahirap dahil bumabagyo—alam natin na may umaasa sa amin,” shares Jonas
Navalta, who has been part of the Quezon City Delivery Team.

“I've experienced instances that customers will knock on our doors just as you’ve closed
the store to say that they need your help because it's an emergency. There are times na
talagang gagawan mo ng paraan. Hanga't kaya talaga. Here, | really learned how to
value the people you work with—treat them as you would your friends; at magpakita ka
ng malasakit, bigyan mo sila ng importansya, lalo na ang customers. Nagagawa mo lang
yan kung enjoy ka sa trabaho mo.,” says Cora Vizcarra, a Customer Associate for LBC
who has been working for the company for 32 years.

Take a close look at these stories and you'll realize that it is bound by the joy that they
have for what they do. Their inherent enthusiasm for the job boils down to the support
LBC has for the joy of moving—and how that translates to love for their job.

“We often ask our employees if they can imagine what it would be like if they didn’t
exist; if one day they woke up and LBC wasn’t there—for them and for loyal LBC
patrons—what would the world be like? And it hits them, how important what they do
is. Doing their job knowing that it makes them happy? That’s the cherry on top of the
icing,” ends Camahort.




Exploring the Key to Corporate Loyalty and Longevity

The: reality is, people - spehd dedicating their adult lives to work more than- any other
endeavor. it's o wender then that attitudes towards work, petsonal ‘employee values,
-corporate sirategies and technology evolve at such a rapid pace—and when
companies are unable to keep up with these: changes, it créates a gap between
.corparations and empioyees one that franslates to disengagement, liftle: motivation,
and low morale.

‘While most-bluechip organizations' fun their compames as though the team memibers
that actua[ly do the legwork and make company expansion and growth possible are
expendable, there are some that have managed to-build a culture anchored on shared
values, openess: and encouragement This-allows employees to actually invest in the
growth. of the -organization, instead of seeing their jobs as a tedious-and daily form of
drudgery:

Perhaps the' key is to. acknow[edge that there‘will be a gap between. corperate values
and- personal ones. And companies, such as LBG Express; the country's -number-one
express delivery and logistics service, is fucky to have found. team members that-closely
-share their own corporate values: It's because of this that the comipany is able to attract
-and retain top:talent; grow leaders, and thrive ih a constantly-evolving workplace—a
prime example being Angehto Latayan.

“I've been in LBC for 24 years. 24 years of service,” Latayan, Area Manager of South
'East Luzen, shares with a smile. “After graduation, this was my first job—and I'm
hoping this will be mylast.”

Latayan started-as-a-frontliner for the company. Sitting behind a desk at an LBC brangh,
‘he would accept: money; cargo, parcel and process the deliveries day in-and day out.
From there he trlad hiS hand -out w1th the dellvery team by far one. of the ‘most

Manager

His dynamic moverent inside the organization is a testament to-the-kind of investmnet
‘that an organization. should make: towards: the growth- of their team. And it’s the same
‘reason that.employees themselves go aboveand beyond the call’ of duty to-make. sure
that this investrent is returned tothe. company.

“Madarmi ‘tayong mga kwentong ganyan. From job: refated concerns td love life,” he
laughs. “This company has nurtured my growth as a leader, and one of thé more
‘important thirigs I've learned is hindf fang naman puro. professmnal ang kailangan mo
.asikasuhin as:a leader. Anythlng that happens beyond: the call of dity, magagawan natin
ng paraan‘yan— —and that transiates to the growth of the. organlzatlon as a'whole”

tt-all "boils dewn to ihe joy that he feels—for deing his job well, for delivering on his-
promises to customers, for being a part of an organization that values and recognizes
‘the effort that loyal employees consistently give.

“The more na nakakatufong ka...the more na natuturuan mo riri ang sarili mo. The more
you realize gaéno ka kahalagasa kumpanya.”




Similarly, Latayan recognizes just how important the company has been to his personal
growth as well, inside and outside of the professional spectrum.

“Dito na napalaki mga anak ko,” he shares. “But kung sa work ang paguusapan, from
the start, my mentors taught me that work doesn’t have to be a simple means to an
end. Dapat pag nag trabaho ka, may malasakit. At hangang ngayon, naapply ko ang
service princples ng kumpanya sa lahat ng ginagawa ko. Definintely, kung may malasakit
ka, you’re always doing your best. And you reap the rewards of that.

Why Should You Care—
Employee Engagement In An Every Evolving Corporate
Setting

The general principles of
employee engagement
are meant to bolster
commitment, strengthen
loyalty, invest time, skills
and energy into
personal growth, with
the ultimate goal of
supporting overall
company interests.

But it has to start
somewhere.

It helps when a
company makes a
concerted effort to
make sure that their
team members are given opportunities to strengthen engagement with the organization.
However, it has to be anchored on something that already resonates with them to begin
with—and that’s where personal values come in.

“When | first joined LBC, | came in with dedication and loyalty, values which ultimately
translated towards the job, the customers, the team | worked with, and the company. In
the 34 years | have spent with the company, that has always been my guide,” explains
Reynold De Castro, a 58-year old employee of the country’s number one express
delivery and logistics company, LBC Express.

LBC has always known that their team members are the main source of their
competitive advantage. Sharing long-held values with tenured employees gives them an
opportunity to take care of their team members and create an engaged workforce that




gives them an edge in today’s business landscape. How? Because they have a team
that actually cares.

De Castro is a prime example. His personal tenets of loyalty and dedication translates
not only to the organization’s growth but to how he handles customers, his colleagues,
and new hires. This makes the idea of sharing personal values with the company you
work for, a business imperative, not just an HR buzzword.

This also means De Castro plays a key role in the ever growing business of LBC—
because no one reflects the vision of an organization more than each employee's
immediate leader.

“| was lucky that what | believed in fit well with what LBC valued. | started as a cargo
representative, now known as a customer associate, became part of the accounting
team, then moved to human resources, became branch manager...now I'm the delivery
manager for North NCR. That’s 34 years and counting. LBC was my first job, first and
only. I'm happy enough with the company that | want to retire here,” he adds.

That said, his outlook clearly demonstrates how he is coaching younger team members
and new hires for success aligned with corporate goals, empowering them to
communication, opening channels for feedback and ensuring that employees continue
to feel valued in the organization he has grown to love.

At the end of the day, team members who share the same principles stay to become
examples of corporate values because they know they're investing in something
worthwhile. They care, because they know that the organization cares for them as well.
This recognition sends a powerful message to employees: that the organization is with
them for the long haul, and will understand what’s important to them, inside and outside
of work.

“Best thing | learned in LBC is the importance of being there for everyone who is part of
the team. Invest enough in your job that you get to know them and start to feel like
family—that you can be there for them. Know how you can help. It's what we do for our
customers, and it’s the best thing we can do for our team members,” he ends.

What Drives Employee Commitment?

Generally, employees find satisfaction in their jobs when they find one that is perfectly
in sync with their skills and interests. So it's quite surprising to find out that Rodel
Roque, who has spent nearly three decades with LBC, graduated with a degree in
associate marine engineering.

It's a degree that could have easily taken him halfway across the world as a seaman.
Instead, he chose to build a career with what is now the country’s number one express
delivery company.

“| started, May 7, 1988,” Rodel recalls with a smile. That's a total of 28 years with a
company that Rodel largely considers his family, an intrinsic part of his life.




“Unang kailangan nila nun, pick up driver. Ngayon tawag nila shuttler. From there,
naging dispatcher ako...tapos ngayon, customer associate ako.”

This kind of dedication to an organization can be attributed to several aspects—their
leaders, the company’s systems and values, and the employees themselves. Evidently,
Rodel has the drive to learn the business and a long-term objective to grow with LBC.
But having a mentor and a company that shared his enthusiasm and values worked to
create an ideal work environment.

“Dati noon, kapag tapos na shift ko, hindi ako umuuwi kaagad. Pumipirmi ako sa branch.
Tumutulong ako sa iba, pinagaaralan ko pano yung ginagawa nung iba. Kung paano
yung sistema,” he explains. “Cora Vizcara was my mentor,” he adds, referring to a
fellow tenured employee who showed him the ropes as he worked through the different
departments of the organization.

Rodel’s approach to work proves that while loyalty, dedication and engagement to the
job will depend on multiple drivers, the ultimate driver for success and longevity in the
workplace still rests with the employee. And while Rodel was indeed lucky enough to
have been given mentorship and guidance, as well as work in a company that was
supportive of his efforts, it was still up to him to find passion and show commitment to
achieve his goal.

In his 28 years with LBC, he has seen the organization grow—and with it, Rodel himself
flourished with the company. He cites his love for his job and his colleagues as a big
factor, something which perfeclty fits with LBC’s new campaign, Aming Ligaya, which
communicates the value of what they do. The joy of moving is something that he hopes
new team members joining the LBC family finds and takes to heart.

“Hindi naman ako magtatagal sa trabaho kung hindi ako masaya—28 years yun. At 28
years kong na-e-enjoy ang trabaho ko at ang nagagawa ko para sa mga customers
namin,” he ends.

Success in Traditionally Male-Dominated Work
Environments

Marites Gonzales began her career in LBC over a decade ago in the office
administration department, on the path to eventually becoming a key piece of the most
awarded delivery hub established in the company’s history.

The Tandang Sora, Quezon City delivery branch is obviously a male-dominated work
environment. And between organizing the paperwork and keeping the delivery team in
line, the momentous task of proving herself and what she can do for the team became
evident.

In male dominated work environments, it's typical for women to have to deal with
contradictory factors on a daily basis. State your opinion, but don’t come off too strong.




Give decisive direction, but make sure you don't seem pushy. Be ambitious and work
towards it, just don’t make it too obvious.

It's a double-standard that would normally make working in such environments difficult
—if the double-standard even existed at all.

You see, apart from the expected horsing around you can expect in largely male
populated industries, Marites somehow found herself in a place where the team saw
past gender. Instead, focus shifted on getting the job done right and making sure that
the joy of moving, whether it be packages or lives, was felt by everyone, from
customers to team members.

“14 years na po ako sa LBC...at tatlo lang kaming babae dito sa delivery hub. Yes, male
dominated workplace, pero parang pamilya kami. Maraming biruan, bonding...” she
explains.

The dynamics within the hub is perhaps a reflection of the kind of values that LBC
advocates. It demonstrates that when a team is working towards a common objective
and is driven by a common goal, what they can achieve is exceptional.

“Four-time winner na kami ng service excellence awards. Masasabi kong kasi
pinagtutulungan namin marating ‘to . Basta’t kakayanin, magtutulungan kami,” she
explains. “Dito sa branch namin, may malasakit kami. Sa customer, sa ka trabaho namin
—yun na siguro yung dahilan bakit ang ganda ng takbo ng hub namin. At masaya kami
na nakakatulong kami kahit na sa maliit na paraan lang.”

What Motivates Employees to Stay and Thrive with A
Company

Leandro Libradilla first started in LBC when he was just 21-years-old after finishing
school. As far as milestones go, this was a big one. It was his first job, after all. But little
did he know then that it was also going to mark his first step towards what would
become a nearly four-decade long career with a company set to become a leader in its
industry.

“Thirty-seven years ago, nung kakapasok ko palang, maliit palang ang LBC nun. |
started as a courier and after a few weeks, | got an appointment as a full time
employee,” he recalls. “After a few months, | transferred to any position available that
was offered to me. Airport representative, manifest clerk, delivery...l was all around.”

Anding, as he was fondly called at work, became part of LBC at a time when the LBC
name was yet to be recognized as a global brand signifying trust and dependability. It
was well on its way to becoming a household name, however. Even at that early of its
growth, it was a company that was already driven by the need to deliver smiles to its




customers, which was made possible through the hard work and effort of its team
members.

“Kung kaya nila, dapat kaya ko rin became my motto. | saw the effort that team
members put into getting the job done right and how they wanted to do it well. | wanted
to prove to myself that | could do that too,” Anding says. That was his motivation--and
he rarely turned down an opportunity to try something new and learn with a company
that was steadily becoming a leading name in the industry.

His efforts proved to be
worth it. As Anding joined Araw S,
different departments and itlgaya ' 4 piant
teams, he quickly learned :
the ins and outs of the
logistics and delivery
industry. And as LBC grew
year after year to become a
globally recognized name in
the business, Anding grew
along with them. From
starting out as a courier, his
collective experience spent
learning the ropes of every
department in LBC he was
given an opportunity to work
with became the backbone
for his current position,
which he holds with pride--
as the Area Manager for the
whole Eastern Visayas.

“Napamahal na ako sa trabaho ko. And now, with my experience in LBC, | make it a
point to sit down new hires and inject in their minds that they are not only joining the
number brand in the business, they are joining a family. LBC works because we
understand what is important to us and our customers. /to ang ating ligaya,” he shares.

And that’s what the joy of moving is all about—moving the lives of customers, of team
members and the brand itself.




Delivering Great Customer Service Is Simpler Than You
Think

LBC built a globally recognized company based on their ability to deliver not just their
customer’s packages, but their ability to deliver exceptional customer service.

That’s no easy feat. It's an increasingly competitive industry that has to meet ever
evolving customer demands, amid a workforce that constantly deals with high attrition.

The company credits their success on their commitment to their loyal customers, of
course. But these customers would not have built a relationship with LBC if it weren't
for their employees—team members who have stayed through the years, saw the
company grow, shared the company values, and demonstrated it in everything that they
did for its patrons.

Taking Cora Vizcara’s example, given her 32 years in LBC, it all boils down to this:
believe in the service that you are delivering and empathize with the customer’s needs.

It's that simple.

“Para sa akin, ang laki ng nagagawa ng malasakit para sa customers. Pahalagahan mo
ang trabaho na ginagawa mo para sa kanila, pahalagahan mo ang mga padala nila,” she
explains.

Fortunately, this is a value that Cora shares with LBC, making it easier to deliver on the
kind of care and service that she believes customers deserve. Across the three decades
that she has spent with LBC, a common understanding of what brings joy to the
stakeholders that made this company what is is today became a major factor not only
for LBC’s success but her own as well.

“Yung konsepto ng aming ligaya ng LBC...totoo yun. Nakakataba ng puso yung
nagiging kaibigan mo na ang mga customers mo dahil pinakitaan mo sila ng malasakit,”
Cora adds. “Bilang frontliner—dapat napapakita mo ang halaga nung customer, kasi
ikaw ang representative ng kumpanya.”

Cora is a steadfast examples of what LBC’s Aming Ligaya truly stands for. For her,
along with many other tenured employees, delivering great customer service means
doing so consistently. Other can go above and beyond the call of duty once in a while,
it's another thing to do so all the time. That’s what she constantly strives for, and what
she hopes the new generation of LBC employees will take to heart.




All In the Family—
How A Company Nurtures Employees Through the Years

By and large, a company’s corporate culture will be shaped by the way they do
business. For example, in the case of LBC, the country’s number one express delivery
and logistics company, their values are strongly anchored on the joy of moving.

To customers, this means that LBC employees will do what they can to get the job
done, simply because they realize the significance of what they do. For LBC employees,
this means that the company will do what they can to make sure that being part of the
LBC family will move their lives.

While LBC may be a globally recognized company now, they continue to encourage
loyalty and build relationships with their team members by advocating the strengths of
being part of an organization that truly believes in their people. And it’s the reason why
employees like Heli Sulib, Sr., have stayed with the company for over three decades.

“Thirty-two years. | started after graduation, nung February 12, 1984. Thirty-two fruitful
years,” he proudly says. “| started as a courier, with the delivery team—motor and van.
After five years, | was appointed as delivery dispatcher. After a few years, | was
appointed as the head of the distribution center. And now, | am the delivery manager of
Cebu and Tagbilaran.”

His career path with LBC demonstrates how a company is able to develop employees
across varied roles, making them feel valued and a real part of something big. But it’s
the connection between what people do everyday and the overarching, longterm goals
of an organization that is crucial to the fuilfillment they feel for their jobs.

Someone like Sulib, who passionately believes in what he does, is driven by his role in
LBC, and its mission of delivering smiles to its customers.

“Init o ulan, sisikapin namin na madeliver lahat para mapasaya ang customer. Pag
nagpapasalamat na ang customer na napadala on time ang package nila, yung ang
pinaka-fulfilling para sa akin,” he insists.

Sulib, fortunately for LBC, is one among many. He, alongside other tenured members of
the LBC family, illustrates how people can become a business’ competitive advantage,
simply because they put passion into everything they do. The strength of the business
is therefore, anchored on their commitment, and is nearly impossible to replicate unless
a company sincerely shares these values with team members.

And to new employees coming to join the fold, he has this to say—“Payo ko sa mga
baguhan, i-enjoy nyo trabaho nyo. llaan nyo ang investment ng oras at pagod nyo sa
kumpanyang paglalaanan rin kayo. Ang dami kong natutunan dito, at marami pa akong
natutunan. Dito na ako magreretire talaga.”



How LBC’s Aming Ligaya Shapes Employee Fulfillment

A thriving, productive, and dynamic workplace, run by dedicated employees is
attainable. The question is, is this something that you can claim for the company that
you work for?

According to Romulo C. Cruz, this is something that his employer, LBC Express Inc.,
who he has been with for 29 years, has known and established through the decades.

The company takes pride in the kind of joy that they are able to deliver to customers.
The employees find fulfillment in delivering that joy, as demonstrated by the drive they
have to get the job done. And what keeps this cycle going is LBC’s knowledge that
employee happiness matters.

“| actually started as a security guard here,” Romula begins. “But | started my career in
LBC in November 1987...with the delivery team. Tapos naging customer associate.
Nung 1992, sinwerte, na-promote ako...”

Even before the rest of the corporate landscape focused on the idea that individual
talents, regardless of what position you held in the company, positie attitudes, and
shared values were relevant to their longevity and growth, LBC was already at the
forefront.

“Masasabi kong the company is very supportive sa empleyado. Sa 29 years ko sa
kumpanya, tatlo ang kolehiyo ko noon, napagtapos ko sila. Nakapagpatayo ko ng mga
small businesses—bumili ako ng tatlong tricycle, at nagtayo ng carinderia,” he shares.
“Aral at puhunan, masasabi kong galing sa LBC yun.”

He credits his personal success to all the things he learned with LBC.

“Kung ang LBC may vision, mission, at core values, dapat meron ka rin. Sa kumpanya, it
was integrity, customer first, trust, confidence. Madami yan—pero yan ang mga
nangingibabaw sakin dahil importante na shini-share mo yan. At yung pamamahala ng
negosyo ko ngayon, natutunan ko rin yan sa LBC.”

Romulo is a firm believer in the opportunities that employers can bring their employees,
if they find the right match. Pegged against his own experiences with LBC, he highlights

the company’s understanding of what their tagline Aming Ligaya means, not only to its
customers, but to its employees as well.

“Lahat ng miyembro ng LBC, natututo hindi lang sa trabaho, pati sa buhay. Hindi ko

sinasabi na masaya lagi, na madali—pero shempre mahal natin ang trabaho natin.
Fufilled ako as an employee, in short,” he ends with a smile.




A Partner for Economic Growth

The development of micro, small and medium enterprises (MSMEs) is the cornerstone
of inclusive economic growth. MSMEs help create jobs, allow people to get out of
poverty, and promote a more equitable distribution of income that leads to social
cohesion and stability. However, they have limited financial resources, often lack
technological capacity, and face challenges accessing a wider network of customers.

In the Philippines MSMESs, which include a growing number of online sellers, comprise
96.6% of the total number of registered businesses, so that their potential for delivering
benefits to the national economy is tremendous. Recognizing this, LBC develops
delivery and payment solutions that allow these businesses to grow. With LBC as
partner, they have on their side the secure technology, reliability of transactions, and
service excellence that our brand is known for.

In 2018, LBC launched Cash on Pickup (COP) and Cash on Delivery (COD), harnessing
not only our core strengths as courier service provider and payment collection channel,
but our growing list of LBC’s serviceable areas. This allows businesses to reach more
customers, and customers to shop anywhere and feel empowered as a consumer.

With COP, buyers can now add any LBC branch as a pickup point of their merchandise,
where payment will also be collected. This provides both seller and buyer the benefit of
a safe, seamless, and convenient transaction. Sellers are assured that they will get paid
and buyers know that they will receive the product in good condition. COD, in turn,
allows the buyer to pay for the item upon delivery, which will be remitted to the seller.

These two solutions testify to LBC’s ability to remain responsive to the both small and
seismic shifts in retail and consumer preference and behavior with reliability and
convenience. They also allow the unbanked to start participating in economic activities,
while being protected by LBC’s robust compliance system and stringent monitoring
standards.

Currently, the Philippine operations of eBay, one of the leading e-commerce sites in the
world, also use these solutions, attesting to the level of quality that LBC strives to meet
customer needs no matter the size their transaction or business so that everyone can
be part of a more inclusive economy. As LBC Chief Marketing Officer Javier Mantecon
says, “LBC believes that MSMEs are going to power the nation in many years to come.
With LBC, they have a better chance of surviving and thriving as they become more
efficient, more productive, and find their expertise so they can challenge large
enterprises.”

Spotlight: Moving Money, Moving Lives

1,463,250 million customers served in 2018

Present in 13 countries for inbound remittances

P23,516,189 million of inbound remittances

P135,556,048 million remitted from urban center to rural areas in 2018

33 remittance partners nationwide

1,401 remittance branches of LBC Express, agents and 30 affiliates nationwide
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As the Filipino becomes more globalized, the ability to regularly send money back home
in a secure and reliable way is an utmost concern. These remittances and money
transfers address basic needs, send children to school, secure roofs over people’s
heads, fund sari-sari stores and startups, and create local economic activity in the rural
areas.

Given the significance of money transfer services not only to its beneficiaries but also to
sustainable development, our money services business leverages LBC Express’
delivery services’ wide network of branches and delivery fleet. We offer various
fulfillment options for this this service in almost all areas of the Philippines such as
instant branch pickup, doorstep delivery through Pesopak, and deposit to the
beneficiary’s local bank account. Prepaid VISA remittance cards are also available to
those who want the convenience of instant reloads in LBC branches that the beneficiary
can then use in establishments that accept VISA.

Through its money services, LBC helps address the needs of vulnerable groups
immediately and facilitate development by providing capital to local communities with
fragile economies.
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Corporate Social Responsibility:
LBC Foundation

The LBC Foundation is all about moving people forward.

As a trusted corporate
citizen, the LBC ’
Foundation seeks to
create and re-distribute
wealth by responding to
the needs of society and

working towards a

sustainable form of FOUNDATION

support for the
underserved Filipino.

MOVE IT FORWARD

How?

* By enriching life and culture, encouraging the development and education, and
empowering those who serve the poor for nation building.

* By creating maximum impact by bridging those leading change in their

respective fields, and fostering a partnership that benefits the organization’s
stakeholders first.

Our intention is driven by shared values that are the benchmark of everything that
we do...
The LBCF Values

Excellence
LBC Foundation strives to maximize its resources in achieving significant social impact.

Commitment
LBC Foundation is dedicated to transforming lives

Collaboration
LBC Foundation recognizes that creating access and opportunities for Filipinos involves
strategic partnerships with diverse stakeholders

Integrity




LBC Foundation will act in a transparent manner in all its activities; demonstrating
accountability.

Bayanihan
A thread that binds. LBC Foundation believes in the benefit of mutual aid or cooperative
endeavour in community development.

LBC Foundation uphcolds these core values:
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The LBCF Vision

To transform and empower communities by helping Filipinos move towards a better
quality of life.

Does it excite you?

Does it tell the world about the good you want to do?

Is it bigger than you? (In other words, is it more than you can do alone?)
Is it simple?

Is it clear?

Is it about what you can give? (not about what you’ll get)

L] L] L] L L] L]

The LBCF Mission

To create access and opportunities for the underserved Filipino through capacity
building, strategic partnerships, and engagement.

Does it tell the world about the purpose of LBCF?

Is it clear and simple?

Will it help keep you focused on the right things?

Does it link in well with the Vision and tell people your part in delivering it?




In 2018, The LBC Foundation:

159 community members served
2 new classrooms built & outfitted in Batangas
2 classrooms built & outfitted in Dumaguete
2 classrooms built & outfitted in Ifugao
Ph1 million worth of in-kind donations:
o Ph824,684 million on educational tools and 1 16p diesel-engine boat
donated to transport students
o Ph206,951 million worth of free cargo services to assist 20 NGOs 101
children supported through World Vision
* 230 scholars (kindergarten, elementary, and high school)
* 1,149 volunteers and 3,037 volunteer hours in various programs throughout the
country

Thets ciansroars were bullt through a joint partnentp wih .




Volunteerism & Corporate Culture

In ‘& modern world where we are more aware of the lives of gthers, there is. increasing.
pressure of corporatlons to -give back to the communlty through -charity work:
Nowadays, it is-seen-as a regular practice: for.a company o engage in Corporate- Socral.
Responsibility {CSRY), ‘as it can be deemed ‘to be a small step towards improving a

nation’s development; and even Fortune 500 firms such as Starbucks place: huge.
impottance onthe principle of volunteerism,

Howevey, thiere-are: some claims, supported by Protessor Aneel Karriani, who believe
that CSR is used as a “distraction” ‘by rhany companies, believing that it can be-
considered to be a farce, and insisting that governmgnt. regulation is the only way 1o
ensure that. CSR'is. used appropriately.

Despite Karnani's arguments, there is also resounding evidence to.the contrary Gawad
Kalinga is. a' .nation. building movement, who recently: participated in the LBGC
Foundation's. Ka-Liga Tournament;, along with other NGOs such as-the Fairplay- for-All
Foundatioh and Futkal Tondo. This tournament gave. childrén a chance to rebuild their
morale, letting’ them experience-fair play and enjoy a moment of fréedom witholut any
worries;

The LBC Foundation is the Gorporate Social Responsibility arm of the LBC Group, the:
country’s largest courier, logistics and remittance. company, and has created close
partnerships and friendships-with these NGOs, due o’ their alignment in their mutual
goal to build a better Philippines. The LBG Foundation has participated in a humber of:
activities 1o help the: community, recentfy culminating in the successful construction of
houses in 2013"in Baluarie; Quezon Clty which has rekindled hope:for 27 families aiter
the tragic loss of their homes. There'is a lot to. be said for the importance of passion in
CSR; and this is embodied in‘the phenomenal work ofthe LBC Foundation, and shown
through' the words of Gawad Kalinga advacate Boy Montelibane, who states that “they’
[LBC] are not building-just with their money, but with their hearts”.

The LBCF has also recently had their first college graduate from their'.scholarship
programme for quallf[ed and deserving employees children, A programme that looks at
the promotion of education for all, LBCF have been 1nored|bly tritmphant with this
endeavor, as Ralph Picardal graduated in. October 20185, and gave his complete
grat|tude to' the 'LBCF for supporting him throughout referrmg to. the- group -as an

“advocate for youth".

“LBC employees are always ready to serve, and ready to-go:the exira mile, Whether it's
for their-primary functions at LBG or thirough volunteer work for the foundation;” said
Nena Wuthrich, Executive: Director of LBCFE. “It's always a pleasure for us te do
everythiing we can to:sefve ouf customers, so -we-carfry that cuiture and spirit over to.
foundation activities that improve lives; businesses, and, especially; eommunities,” she
concluded.

According to Small Busifiess Trends, around 67% of emiployees say ihat CSR is a
strong or essential motivator in how-they choose their jobs. With supportive garrison of
8,000 employees, the LBC Foundation has shown that passion for voluntarism reaches:
the hearts of the people, and the result of that is clear, -as the group-has the correct
mentality and ability-to:be able to achieve their aim.of building a betterPhilippines.



How LBC Moves Communities
Through Volunteerism in Emergency
Situations

When natural disaster strikes, communities come together to provide aid and assist in
recovery or rebuilding efforts.

Often missing from all the action are the private sector—organizations who, given their
scale, are likely more capable of offering manpower and resources towards these
initiatives. Arguably, disaster preparedness and emergency response is something that
would fall under the purview of the government; but private corporations such as LBC
are now leading the way with programs that intend to protect and help communities
during emergency situations.

“Most people are aware of the active role that non-profit organizations take in disaster
relief or emergency response. But private organizations that are willing to engage their
internal team and resources often play a role that's just as important,” begins Chris
Guidotti of LBC, who spearheads the LBC Emergency Response Team. “Private
companies have the manpower and funding, which can easily align with government
and NGO goals to mobilize a more responsive approach to emergency situations.”

The relationship between businesses and the communities they move in now becomes
a jump off point for discussions on a private company'’s ability to contribute to the cycle
of preparation, response and recovery of underserved areas in the Philippines.

For LBC, who is recognized as one of the largest companies handling courier and cargo
logistics in the country, with an employee base of over 10,000, it became the catalyst to
seek out and mobilize individuals within the organization who shared the company’s
views on giving back to the community.

“We are fortunate to have a team of people behind this initiative who readily volunteer
their time and effort for this project, making them some of the most reliable people to
call during emergency situations,” Guidotti notes.
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They were dubbed the LBC Heroes—each member of this 25-man team are volunteers
from across LBC’s different business units—from the frontliners to executive
management—readily giving their time, expertise and resources to ensure that
communities are able to respond to emergency situations with their help. They undergo
training with the Philippine Red Cross and Philippine Coast Guard as well, emphasizing
just how integral the public-private synergy can be.

Among their primary resources is a fully-equipped Emergency Response Vehicle (ERV),
allowing them to easily travel around the city and position themselves in areas where
they can lend a hand.

The ERV is deployed whenever there is a storm warning. A long-standing partnership
with www.weather.com.ph allows the team to be alerted of high-risk areas during heavy
rains or storms. This allows them to easily pinpoint and deploy their resources
accordingly—as in the case of last year’'s category 4 typhoon Lando, where the LBC
Heroes were deployed to Barangay San Roque in Cabanatuan City, Nueva Ecija where
they were able to provide medical assistance onsite for over a hundred members of the
town.

“But it's not everyday that there’s a natural disaster to take care of—and we wanted to
maximize our resources for communities. So we also make an effort to be present to
provide emergency response during local events,” he adds.

In more recent efforts, the team joined festivities for the Black Nazarene, where the LBC
Heroes combined with resources from a total of 57 private and government medical
groups addressed the medical emergencies for one of the biggest religious festivities in
the country. The team was also present during the Pahiyas Festival in Lucban—an
annual flower festival known for drawing local and tourist crowds to provide basic first
aid to participants.

“The spirit of collaboration is central to our efforts—from our volunteers to our
government partners to our community leaders. Whether it's a major disaster or simply
the fact that we want to be there to mitigate emergencies, we are fortunate to have a
team of people behind this initiative who has demonstrated an admirable level of
commitment to this project,” Guidotti ends.




Safeguarding Business Integrity

With each LBC padala, we commit to peace of mind. We invest in and leverage the
latest technology to provide our customers clear and correct information on our delivery
process, schedule, and costs so that customers, whether it is the sender or the receiver,
feel secure. As such ensuring the integrity not only of our people but also of our
systems and operations is paramount to us. Customers and corporate clients need to
be able to trust our processes, feel protected, and receive the same high level of
excellence and convenience in each transaction amidst the growing complexity of the
regulations and pressures we face in both local and international regimes and across
borders.

Investing in Cyber-security

The Company has invested tens of million to upgrade its network infrastructure for
greater security. LBC was the first to partner with NTT Security for its Managed Security
Operations Center (SOC) in the Philippines. Regular Network Penetration
Tests, Vulnerability Scans and audits are being conducted on LBC's infrastructure.

Our enterprise-wide Digital Transformation program has allowed us to maintain our
competitive edge as we scale up our business and establish a truly global footprint.
Throughout this growth we do not compromise on the need to secure and protect
business and customer data, which is central to maintaining LBC’s success and
positive reputation.

Since the launch of our Digital Transformation program we have implemented the

following:
* increased our investments in IT security by 300%;

* partnered with one of the world’s leading global technology company in the
management of our security operations center;

* placed several layers of protection through our infrastructure and software
applications;

* implemented advanced programs to protect the organization against malicious
threats;

* installed powerful and proactive data leakage prevention tools to ensure data
privacy throughout our operations, among others.

Because the nature of cyber-security threats evolve even as their presence remains
constant, LBC has a comprehensive cyber-security program that allows us to
periodically assess a wide spectrum of cyber-security risks and conduct tests and
audits on our systems. We have backup servers for built-redundancies in the event of
business interruptions due to a cyber-attack. Training programs are available to all
employees to help them identify vulnerabilities, raise their awareness on proactive and
preventive practices, and teach them to be vigilant. Similarly, employees who handle
customer data are trained in protocols and practices that protect customer information.
We do not sell customer data for marketing purposes.




A Strong Commitment to Compliance

..............................................................................

FRAMEWORK OF LBC AML COMPLIANCE PROGRAM

POLICIES AND

PROCEDURES

AUDIT AND
TESTING

LBC ANTI-MONEY LAUNDERING STATEMENT

LBC Express conducts its business with the highest ethical
standards and is committed in preventing the use of its services
and products to facilitate money laundering.

LBC Express believes it has an obligation to participate in the
international effort to shut down avenues that money launderers
and other criminal use to help fund criminal activities.

2018 Achievements

68 alleged scam transactions stopped
P701,703 customers’ money saved from fraud

1,430 Suspicious Transaction Records (STRs) filed, 42% increase from 2017
99.88% of STRs considered High Value




* 32 out of 33 remittance partners reviewed under Enhanced Due Diligence (1
remittance partner submitted incomplete documents thus the review is

pending.)

We have a strong compliance and anti-money laundering program that protects our
customers and our business from illegal transactions and malicious use of our systems.
Guided by our policy and framework, the Compliance team monitors domestic and
international remittance transactions based on risk and materiality to identify which
ones need further investigation.

We have a regular reporting mechanism in place for Suspicious Transactions,
Suspicious Activities, and Suspicious Matters. When there are reasonable grounds to
suspect that a transaction may be related to terrorist or illegal activity or money
laundering, we file reports with the relevant financial intelligence units of the various
jurisdictions where our remittance business operates. In the case of the Philippines, this
is the Anti-Money Laundering Council (AMLC).

In 2018, 99.88% of the 1,430 Suspicious Transactions Reports submitted by LBC
Express to the AMLC were considered to have High Value for investigation purposes.
This attests to the reliability of the parameters our company has identified in our
transaction monitoring, which has been recognized by the AMLC with a high rating in its
AML Risk Rating System along with our strong and good governance. At the same
time, the number STRs we filed was low considering the scale of our business.

From 2015 to 2018, the top 5 reasons for filing
STRs with AMLC
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Other 2018 highlighis include:

LBG Express. successfully re-registered its Remittarice License with the Bangko

Sentral ng Pilipihas after it adapted a new framework.to‘supervise: and govern its
-oversight of Mongy Service Businesses in-the couritry in 2017. Through the.new

regulation, we also. commit: to consumer protection in the areas of: disclosure
and transparency, protection ‘of client information, fair treatment, effective

‘récourse, -ang financial education.

LBG. Express was the first to sign the Information Sharing Protocol with the
AMLC, a publie-pfivate parthership that promotes cooperatlon and coordination
1o effectively prevent, control, detect and investigate money laundeting,

tetrorism and finanging of terrorism in‘the-Philippines.

LBC Express is one’ of the representatives from the Money Service Business
sector for-the.Mutual Evaluation Process (MEP). Conducted by the Asia Pacific
Group (APG) on Money Laundering, the MEP determines a country's level of
compliance. with international standards on anti- -money laundering and
comba’ung the: ﬂnancmg of terrorism: Poor country performance can have
negative |mpacts on. financial institutions and the economy in’ general as it will
entail more stringent’ reqmrements for the inflow and outflow of financial
transactions for that: cauntry. LBC Express is-proud to have been sélected by
the BSP and AMLC to demaonsirate that these standards arg in place and
effectively met-and implemented.. |

The Compttance Departmerit completed ‘the submission of 2018 Year-end
Report to demonstrate compliance with the "Anti- Money Launderlng Act and
Anti-Money Laundering Laws in interriational jurisdictions where LBC operates
rrioney remittance services:

LBC Gotnpliance Officer lrefe Victofia . Isidoro-Torres, LLB, CAMS was
glected as vice premdent of the Association of Remittance Company
Compllance Officers — Philippines (ARCCO — Phil), which represents. various
Money Services Busiresses (MSB) such as. remittance companies and
pawnsheps.. The association, made up of compliance officers from various
MSBs, advocates industry: position with regulators and leads dialagues for
reforms. Atty. Toires has been. a Certified Anti-Money Laundering Specuallst.'

{CAMS] since 2008 and oversees all the Iegal and regulatory obligatlons of the-
company.




IRENE V. C. ISIDORO-TORRES, LLB*, CAMS** *

Bachelor of Laws (LLB, 1996) University of the Philippines
College of Law

Admitted to the Philippine Bar 1997

**Certified Anti-Money Laundering Specialist Since 2008 DPO
ACE1 &2

Certified December 2018 (Certification Program of the
National Privacy Commission)

AREAS OF SPECIALIZATION

Anti-Money Laundering (AML), Bank Secrecy Act (BSA),
Regulatory & Remittance Compliance, Data Privacy, Credit Card
Regulations, Partnership & Corporation Law, Contract Negotiation
Corporate Recovery, Mergers and Acquisition, Restructuring and
Rehabilitation.

AFFILIATIONS

- 2008 to present, Member, Association of Certified Anti-Money
Laundering Specialist (ACAMS).

+ 1997 to present, Lifetime Member, Integrated Bar of the
Philippines + 2018 Sectoral Representative Data Privacy Council,

Transport and Logistics

- 2018-2019 Vice President of Association of Remittance Company Compliance Officers — Philippines
(ARCCO) TEACHING

- 2011-2012. Lecturer. University of the City of Valenzuela. Partnership & Corporation Law.




LBC’s Commitment:
Moving Towards Sustainable Logistics

Our Digital Transformation program ushered for LBC the need to
disrupt our business model and accelerate our activities to keep
ourselves ahead of the pack. This will allow us to remain the brand of
choice among consumers and exceed their expectations. Given the
times we are in, we recognize that as we grow and get faster, LBC
creates impacts on the environment, society, and all our
stakeholders.

As a business that has always believed in doing things responsibly, LBC is ready to
become a leader in sustainable logistics. Our leadership in the Philippine logistics
sector gives us the opportunity to set the pace of sustainable logistics in the country
and be a strong competitor in the global logistics sector, where sustainability is now the
standard. We will do so by committing to the

following:

As the leading logistics company in the Philippines,
we have

* |ntegrating sustainability into LBC’s
business strategy so that it contributes to
the value of the company and make it a
growth driver;

* Elevate to the Board level the environmental
and social risks and opportunities that the
sector and the business face;

* Improve our data collection and
management to provide our stakeholders
with a more accurate way to assess our
performance;

* Design products and services with built-in
sustainability features so that we make it
easier for our customers to choose greener
solutions;

* Manage and mitigate the environmental
impacts of our widespread automation by
identifying areas for greater efficiencies and
optimization in our operations;

* Engage regularly with all stakeholders to
better understand our impacts and identify
material sustainability topics that affect
them and our business.




Like digital transformation, sustainability is a recognition that we can
no longer run our business as usual given the development
challenges that our planet and our society face. This preliminary
report kickstarts our journey towards improvement. As our President
and CEO Miguel A. Camahort reminds us, “For decades, we’ve
always been pacesetters. Those who quickly move can also quickly
improve. So fast doesn’t just win the race. It gets a head start to the
next one.”

United Nations Sustainable Development Goals
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LBC is committed to supporting the following UN Sustainable Development Goals:

1 No Poverty

3 Good Health and Well-Being

4  Quality Education

5 Gender Equality

8 Decent Work and Economic Growth

9 Industry, Innovation, and Infrastructure

12 Responsible Consumption and Production
13 Climate Action

16 Peace, Justice and Strong Institutions

17 Partnerships for the Goals
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Express

Holdings, Inc.

STATEMENT OF MANAGEMENT’S RESPONSIBILITY
FOR FINANCIAL STATEMENTS

The management of LBC Express Holdings, Inc. and its subsidiaries is responsible for the
preparation and fair presentation of the consolidated financial statements including the
schedules attached therein, for the years ended December 31, 2019 and 2018, in accordance
with the prescribed financial reporting framework indicated therein, and for such internal
control as management determines is necessary to enable the preparation of consolidated
financial statements that are free from material misstatement, whether due to fraud or error.

In preparing the consolidated financial statements, management is responsible for assessing
the Group’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 to liquidate the Group or to cease operations, or has no realistic alternative but to do
s0.

The Board of Directors is responsible for overseeing the Group’s financial reporting process.

The Board of Directors reviews and approves the consolidated financial statements including
the schedules attached therein, and submits the same to the stockholders.

SGV & Co., the independent auditor 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.

Signature: \
MIGUEL ANGEL A. CAMAH‘th
Chief Executive Officer and President

Signature: /

ENRIQUE V. REY, JR. o
Chief Finance Officer

Signed this ‘L{Sﬁ day of !!b_\i\ 2020. !

JUN 11 2028
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INDEPENDENT AUDITOR’S REPORT

The Stockholders and the Board of Directors
LBC Express Holdings, Inc. and Subsidiaries
LBC Hangar, General Aviation Centre
Domestic Airport Road

Pasay City, Metro Manila

Opinion

We have audited the consolidated financial statements of LBC Express Holdings, Inc. and its subsidiaries
(the Group), which comprise the consolidated statements of financial position as at December 31, 2019
and 2018, and the consolidated statements of comprehensive income, consolidated statements of changes
in equity and consolidated statements of cash flows for each of the three years in the period ended
December 31, 2019, and notes to the consolidated financial statements, including a summary of
significant accounting policies.

In our opinion, the accompanying consolidated financial statements present fairly, in all material respects,
the consolidated financial position of the Group as at December 31, 2019 and 2018, and its consolidated
financial performance and its consolidated cash flows for each of the three years in the period ended
December 31, 2019 in accordance with Philippine Financial Reporting Standards (PFRSs).

Basis for Opinion

We conducted our audits in accordance with Philippine Standards on Auditing (PSAs). Our
responsibilities under those standards are further described in the Auditor s Responsibilities for the Audit
of the Consolidated Financial Statements section of our report. We are independent of the Group in
accordance with the Code 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 ethical responsibilities in accordance with
these requirements and the Code of Ethics. We believe that the audit evidence we have obtained is
sufficient and appropriate to provide a basis for our opinion.

Emphasis of Matter

Without qualifying our opinion, we draw attention to Note 29 of the consolidated financial statements which
describes the uncertainty related to the outcome of the case filed against LBC Express, Inc. (LBCE), among
other respondents, by LBC Development Bank, Inc., as represented by itg-receiverand liquidator, the
Philippine Deposit Insurance Corporation (PDIC) for collection of an allaged ; amount of 1.82 billion. The
claim pertains to allegedly unpaid service fees from June 2006 to Augusti2 01.1 and unpaid service charges

on remittance transactions from January 2010 to September 2011. f
| 1
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To date, the pre-trial of the case has been deferred due to pending motions to dismiss and to implead some
individual defendants. The case will then be referred to mediation and judicial dispute resolution. If
mediation fails, only then will the case be scheduled for pre-trial, during which the parties will present to the
court the issues for resolution, the evidences and witnesses and other matters to be resolved at trial. The
court has yet to receive the evidences of the parties and thereafter decide the case.

Given this, the ultimate outcome of the case cannot presently be determined. In the opinion of management
and in concurrence with its legal counsel, any liability of LBCE arising from the case is not probable and
estimable at this point in time.

Key Audit Matters

Key audit matters are those matters that, in our professional judgment, were of most significance in our
audit of the consolidated financial statements of the current period. These matters were addressed in the
context of our audit of the consolidated financial statements as a whole, and in forming our opinion
thereon, and we do not provide a separate opinion on these matters. For the matter below, our description
of how our audit addressed the matter is provided in that context.

We have fulfilled the responsibilities described in the Auditor’s Responsibilities for the Audit of the
Consolidated Financial Statements section of our report, including in relation to these matters.
Accordingly, our audit included the performance of procedures designed to respond to our assessment of
the risks of material misstatement of the consolidated financial statements. The results of our audit
procedures, including the procedures performed to address the matters below, provide the basis for our
audit opinion on the accompanying consolidated financial statements.

Assessment of potential liability in relation to the closure of LBC Development Bank, Inc.

The Parent Company’s subsidiary, LBC Express, Inc. (LBCE), among other respondents, is involved in a
case filed by LBC Development Bank, Inc., as represented by its receiver and liquidator, the Philippine
Deposit Insurance Corporation (PDIC), for collection of an alleged amount of £1.82 billion. This is
significant to our audit because the determination of whether any provision for potential liability from this
case should be recognized and the estimation of such amount require 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 29 to the consolidated financial statements.

Audit Response

Our audit procedures focused on the evaluation of the management’s assessment on whether any
provision for potential liability should be recognized and the estimation of such amount. We held
discussions with and obtained the written reply of the Group’s external legal counsel on the status of the
case and their assessment of any potential liability. We also sent a confirmation letter to PDIC and
obtained their reply which we provided to the Group for them to reconcile-with their récords.

N1 it
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Adoption and implementation of PFRS 16, Leases

Effective January 1, 2019, the Group adopted the new standard on leases, PFRS 16, Leases, using the
modified retrospective approach. The Group’s adoption of PFRS 16 is significant to our audit because
the Group has high volume of lease agreements; the recorded amounts are material to the consolidated
financial statements; and the adoption involves application of significant judgment and estimation in
determining the lease term, including evaluating whether the extension option is enforceable and whether
the Group is reasonably certain to exercise the option to extend or terminate the lease, and in determining
the incremental borrowing rate.

The adoption resulted in the recognition of right of use assets and lease liabilities amounting to

P2,155.42 million and £2,048.42 million as of January 1, 2019, respectively, and the recognition of
depreciation expense and interest expense of £745.04 million and £135.71 million, respectively, for the
year ended December 31, 2019. Furthermore, the Group reassessed the useful lives of the non-movable
leasehold improvements on the premises of the affected lease contracts as a result of the assessment of the
lease terms upon adoption of PFRS 16, which resulted in decrease in retained earnings by £132.81

million as at January 1, 2019, net of income tax.

The disclosures in relation to the adoption of PFRS 16 are included in Note 2 to the consolidated financial
statements.

Audit response

We obtained an understanding of the Group’s process in implementing the new standard on leases,
including the determination of the population of the lease contracts covered by PFRS 16, the
determination of the incremental borrowing rate and lease term, the application of the short-term and
low-value assets exemptions, the selection of the transition approach and any election of available
practical expedients.

To test the completeness of the population of the lease contracts, we obtained the list of lease agreements
in prior year where rent expenses have been recognized. The list was reconciled to the current year list.
On a test basis, we inspected lease agreements, identified their contractual terms and conditions and
traced these contractual terms and conditions to the lease calculation prepared by management.

For selected lease contracts with renewal and/or termination option, we reviewed the enforceability of the
extension and/or termination option. We also reviewed the management’s assessment of whether it is
reasonably certain that the Group will exercise the option to renew or not exercise the option to terminate.

We tested the parameters used in the determination of the incremental borrowing rate by reference to
market data. We test computed the lease calculation and the impact of the change in useful lives of the
non-movable leasehold improvements, prepared by management on a sample basis, including the
transition adjustments.
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We reviewed the disclosures related to the transition adjustments based on the requirements of PFRS 16
and PAS 8, Accounting Policies, Changes in Accounting Estimates and Errors.

Accounting for business combination

In 2019, the Parent Company completed the acquisitions of entities, including entities under common
control for a purchase consideration of £439.31 million. The business combinations were accounted
under acquisition method which resulted in recognition of goodwill and gain on bargain purchase of
P0.65 million and £20.47 million, respectively. We considered the accounting for these acquisitions to be
a key audit matter because it required significant management judgment in assessing whether the business
combinations between entities under common control have a substance from the perspective of the Parent
Company, for the business combinations to qualify for the acquisition method. In addition, it involves
judgment and estimation in identifying the underlying assets and liabilities and in determining their fair
values.

Details of the acquisitions are disclosed in Note 4 to the consolidated financial statements.
Audit Response

We evaluated management’s judgment on whether the transactions have substance and qualify for the
acquisition method of accounting by reference to the purchase agreement and documents related to the
acquisitions, and by evaluating whether the considerations for the acquisitions were at fair value. In
applying the acquisition method, we reviewed the identification of the underlying assets and liabilities
and the determination of their fair values in comparison with the underlying records. We involved our
internal specialists in testing whether the considerations paid for the acquisitions were at fair value and in
reviewing the identification and basis of fair valuation of the assets and liabilities acquired. We checked
the mathematical accuracy of the final purchase price allocation and reviewed the presentation and
disclosures in the consolidated financial statements.

Recoverability of Goodwill

Under PAS 36, Impairment of Assets, the Group is required to perform an impairment test on goodwill
annually, or more frequently, if events or changes in circumstances indicate that the carrying value may
be impaired. As of December 31, 2019, the Group has goodwill that is primarily attributable to LBC
Aircargo (S) PTE LTD, LBC Australia PTY Limited and LBC Money Transfer PTY Limited, each is
considered to be a separate cash generating unit (CGU), amounting to P286.89 million which is
considered significant to the consolidated financial statements. In addition, management’s assessment
process requires significant judgment and is based on assumptions, specifically for the annual and long-
term revenue growth rates, capital expenditures and discount rates.

The Group's disclosures on goodwill are included in Note 4 to the consolidated financial statements.

w1 2
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Audit Response

We involved our internal specialist in evaluating the methodologies and the assumptions used. These
assumptions include annual and long-term revenue growth rates, capital expenditures and discount rates.
We obtained an understanding of the Group’s impairment assessment process and the related controls.
We compared the key assumptions used, such as the annual and long-term revenue growth rates against
the historical performance of the CGU, market and industry outlook, and consideration of whether the
CGU is a start-up entity and other relevant external data, and the capital expenditures against Company’s
plans. We tested the parameters used in the determination of the discount rate against market data. We
also reviewed the Group’s disclosures about those assumptions to which the outcome of the impairment
test is most sensitive; specifically, those that have the most significant effect on the determination of the
recoverable amount of goodwill.

Other Information

Management is responsible for the other information. The other information comprises the information
included in the SEC Form 20-IS (Definitive Information Statement), SEC Form 17-A and Annual Report
for the year ended December 31, 2019 but does not include the consolidated financial statements and our
auditor’s report thereon. The SEC Form 20-IS (Definitive Information Statement), SEC Form 17-A and
Annual Report for the year ended December 31, 2019 are expected to be made available to us after the
date of this auditor’s report.

Our opinion on the consolidated financial statements does not cover the other information and we will not
express any form of assurance conclusion thereon.

In connection with our audits of the consolidated financial statements, our responsibility is to read the
other information identified above when it becomes available and, in doing so, consider whether the other
information is materially inconsistent with the consolidated financial statements or our knowledge
obtained in the audits, or otherwise appears to be materially misstated.

Responsibilities of Management and Those Charged with Governance for the Consolidated
Financial Statements

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

In preparing the consolidated financial statements, management is responsible for assessing the Group’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 to liquidate the Group or to
cease operations, or has no realistic alternative but to do so.

Those charged with governance are responsible for overseeing the Groiﬁ;p’.s.ﬁnancia] reporting process.
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Auditor’s Responsibilities for the Audit of the Consolidated Financial Statements

Our objectives are to obtain reasonable assurance about whether the consolidated financial statements as a
whole are free from material misstatement, whether due to fraud or error, and to issue an auditor’s report
that includes our opinion. Reasonable assurance is a high level of assurance, but is not a guarantee that an
audit conducted in accordance with PSAs will always detect a material misstatement when it exists.
Misstatements can arise from fraud or error and are considered material if, individually or in the
aggregate, they could reasonably be expected to influence the economic decisions of users taken on the
basis of these financial statements.

As part of an audit in accordance with PSAs, we exercise professional judgment and maintain
professional skepticism throughout the audit. We also:

o Identify and assess the risks of material misstatement of the consolidated financial statements,
whether due to fraud or error, design and perform audit procedures responsive to those risks, and
obtain audit evidence that is sufficient and appropriate to provide a basis for our opinion. The risk of
not detecting a material misstatement resulting from fraud is higher than for one resulting from error,
as fraud may involve collusion, forgery, intentional omissions, misrepresentations, or the override of
internal control.

e Obtain an understanding of internal control relevant to the audit in order to design audit procedures
that are appropriate in the circumstances, but not for the purpose of expressing an opinion on the
effectiveness of the Group’s internal control.

e Evaluate the appropriateness of accounting policies used and the reasonableness of accounting
estimates and related disclosures made by management.

e Conclude on the appropriateness of management’s use of the going concern basis of accounting and,
based on the audit evidence obtained, whether a material uncertainty exists related to events or
conditions that may cast significant doubt on the Group’s ability to continue as a going concern. If
we conclude that a material uncertainty exists, we are required to draw attention in our auditor’s
report to the related disclosures in the consolidated financial statements or, if such disclosures are
inadequate, to modify our opinion. Our conclusions are based on the audit evidence obtained up to
the date of our auditor’s report. However, future events or conditions may cause the Group to cease
to continue as a going concern.

¢ Evaluate the overall presentation, structure and content of the consolidated financial statements,
including the disclosures, and whether the consolidated financial statements represent the underlying
transactions and events in a manner that achieves fair presentation.

e Obtain sufficient appropriate audit evidence regarding the financial information of the entities or
business activities within the Group to express an opinion on the eensolidated financial statements.

We are responsible for the direction, supervision and performance of [thegroup audit. We remain solely

responsible for our audit opinion. i :
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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 internal
control that we identify during our audit.

We also provide those charged with governance with a statement that we have complied with relevant
ethical requirements regarding independence, and to communicate with them all relationships and other
matters that may reasonably be thought to bear on our independence, and where applicable, related
safeguards.

From the matters communicated with those charged with governance, we determine those matters that
were of most significance in the audit of the consolidated financial statements of the current period and
are therefore the key audit matters. We describe these matters in our auditor’s report unless law or
regulation precludes public disclosure about the matter or when, in extremely rare circumstances, we
determine that a matter should not be communicated in our report because the adverse consequences of
doing so would reasonably be expected to outweigh the public interest benefits of such communication.

The engagement partner on the audit resulting in this independent auditor’s report is
Cyril Jasmin B. Valencia.

SYCIP GORRES VELAYO & CO.

r - Al T T
’%. Valosean g
Aril Jasprin B. Valencia \

Partner
CPA Certificate No. 90787
SEC Accreditation No. 1737-A (Group A),

January 24, 2019, valid until January 23, 2022 .
Tax Identification No. 162-410-623 BAUN 11
BIR Accreditation No. 08-001998-74-2018,

February 26, 2018, valid until February 25, 2021
PTR No. 8125312, January 7, 2020, Makati City

May 28, 2020
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December 31

2019 2018
ASSETS
Current Assets
Cash and cash equivalents (Notes 3, 24 and 25) P4,418,669,253 P4,137.439,144
Trade and other receivables (Notes 4, 6. 18, 24 and 25) 1,537,848,554 1.642,133,769
Due from related parties (Notes 18, 24 and 25) 1,103,805,387 557,958,095
Investment at fair value through profit or loss (Notes 10, 24 and 25) 15,629,263 131,294,744
Prepayments and other current assets (Notes 2, 7, 12, 24 and 25) 807,780,151 647,518,135
Total Current Assets 7.883,732,608 7,116,343 887
Noncurrent Assets
Property and equipment (Notes 2 and 8) 2.110,735,060 1,436,080,000
Right-of-use assets (Notes 2 and 22) 1,885,830,072 =
Intangible assets (Note 9) 363,746,898 555,369,656
Investment at fair value through other comprehensive income
(Notes 10, 24 and 25) 286,738,308 337,453,928
Deferred tax assets - net (Notes 2 and 21) 377,561,496 302,277,269
Security deposits (Note 22) 330,624,118 312,431,108
Investment in an associate (Note 11) 250,638,683 239,019,848
Advances for future investment in shares (Note 18) 78,727,321 439,823,608
Goodwill (Note 4) 286,887,944 492 446,084
Other noncurrent assets (Notes 7, 12, 18 and 24) 238,462,851 138,929,366
Total Noncurrent Assets 6,209,952,751 4,253 830.867
P14,093,685.359 P11,370.,174,754
LIABILITIES AND EQUITY
Current Liabilities
Accounts and other payables (Notes 13, 18, 24 and 25) $£3,242,180,861 P2,806,169,280
Due to related parties (Notes 18, 24 and 25) 33,611,365 93,992,129
Dividends payable (Notes 17, 18, 24 and 25) 14,775,250 285,173,094
Current portion of notes payable (Notes 15, 24 and 25) 376,666,667 297,000,000
Transmissions liability (Notes 14, 18, 24 and 25) 586,888,109 543,895,836
Income tax payable 43,362,953 126,565,090
Current portion of lease liabilities (Notes 2, 22, 24 and 25) 645,014,412 20,271,292
Total Current Liabilities 4.942,499,617 4,173.066,721
Noncurrent Liabilities
Derivative liability (Notes 16, 24 and 25) 2,048,681,561 1,406,175,427
Bond payable (Notes 16, 24 and 25) 1,247,021,058 1,108,417,074
Retirement benefit liability - net (Note 23) 637,794,685 672,265,144
Notes payable - net of current portion (Notes 15, 24 and 25) 553,055,555 532,500,000
Lease liabilities - net of current portion (Notes 2_,_2_2, 24.and 25) 1,356,731,239 119,797,742
Other noncurrent liabilities (Notes 9. 24 and 25y 39,787,939 79.986,182
Total Noncurrent Liabilities | 5.883,072,037 3,919.141,569
\ %6 10,825,571,654 8.092.208,290
Equity X o -
Equity attributable to shareholders of the Parent Comparly T"ﬁ
Capital stock (Note 17) A4 L9 1,425865,471 1,425,865,471
Retained earnings (Notes 2 and 17) 13““\ \ 1,621,371,760 1,625,483.991
Accumulated comprehensive income 193,677,606 241,328.367
3.240,914,837 3.292,677.829
Non-controlling interests 27,198,868 (14.711,365)
Total Equity 3.268,113,705 3,277.966.464
P£14,093,685,359 P11,370.174,754

See accompanying Notes o Conselidated Financial Statements.
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LBC EXPRESS HOLDINGS, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME

Years Ended December 31

2019

2018

2017

SERVICE REVENUE (Note 26 and 30)
COST OF SERVICES (Note 19)

$15,227,052,746
11,183,621,581

P£12.341,528,914
8,563,582.476

$£9.975,384,899

6,606,032,273

GROSS PROFIT 4,043,431,165 3,777.946,438 3,369,352,626
OPERATING EXPENSES (Note 20) 2,752,704,321 2,410,297.761 2,021,904,507
OPERATING INCOME 1,290,726,844 1,367,648,677 1,347.448.119
OTHER INCOME (CHARGES)
Gain on disposal of a subsidiary (Note 4) 443,755,622 — ==
Interest income (Notes 5 and 7, 12 and 18) 46,607,074 33,454,657 16,169,689
Foreign exchange gains - net (Notes 20 and 24) 35,773,986 163,270,294 91,981,180
Equity in net earnings of an associate (Note 11) 26,154,472 11,103,396 5=
Fair value gain (loss) on investment at fair value through
profit or loss (Note 10) (5,292,340) 8,492.280 -
Interest expense (Notes &, 9, 15, 16, 18 and 22) (396,933,010) (223.895,998) (136,816,952)
Gain (loss) on derivative (Note 16) (642,506,134) 454,198,052 (199,950,820)
Others - net (Note 4) 37,556,063 2,425,888 7,938,629
(454,884.267) 449.048.569 (220,678,274)
INCOME BEFORE INCOME TAX 835,842,577 1.816,697,246 1,126,769,845
PROVISION FOR INCOME TAX (Note 21) 360,022,399 467,666,189 418,854,463
NET INCOME 475,820,178 1,349,031,057 707,915,382
OTHER COMPREHENSIVE INCOME (LOSS)
Items not to be reclassified to profit or loss in
subsequent periods
Remeasurement gains on retirement
benefit plan - net of tax (Notes 17 and 23) 27,696,955 21,659,053 37,895,818
Share in other comprehensive income of an associate
(Notes 11 and 17) 464,363 - -
Unrealized fair value loss on equity investment at fair value
through other comprehensive income
(Notes 10 and 17) (50,715,620) (107.283,041) =
Items that may be reclassified to profit or loss in
subsequent periods
Unrealized fair value loss on available-for-sale investment = = (13.473,623)
Currency translation loss - net (26,439,558) (1.597,643) (2.861.602)
(48,993.860) (87,221,631) 21,560,593
TOTAL COMPREHENSIVE INCOME P426,826,318 £1.261.809,426 £729.475,975
NET INCOME ATTRIBUTABLE TO:
Shareholders of the Parent Company (Note 28) £494,574,503 £1,359.766,592 P703.876,073
Non-controlling interests (18,754,325) (10,735,535) 4,039,309
NET INCOME P475,820,178 £1.349,031,057 £707.915,382
TOTAL COMPREHENSIVE INCOME
ATTRIBUTABLE TO:
Sharcholders of the Parent Company (Note 28) P446,923,742 £1,275,292,376 £725,118,990
Non-controlling interests 2 (20,097,424) (13.482.950) 4,356,985
TOTAL COMPREHENSIVE INCOME P426,826,318 P1,261.809.426 P729.475,975

EARNINGS PER SHARE (Note 28)
Basic
Diluted

A Y

N
_ £0.95

P0.68

£0.49
#0.49

See accompanving Notes 1o Consolidated Financial Statements.
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LBC EXPRESS HOLDINGS, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF CASH FLOWS

Years Ended December 31

2019 2018 2017
CASH FLOWS FROM OPERATING ACTIVITIES
Income before income tax P835,842,577 P1,816,697,246  P1,126,769,845
Adjustments for:
Depreciation and amortization
(Notes 2, 8, 9, 19, 20 and 22) 1,358,221,618 405,366,112 320,756,856
Interest expense (Notes 8, 9, 15, 16, 18 and 22) 396,933,010 223,895,998 136,816,952
Loss (gain) on disposal of property and equipment
and intangible assets (Note 8) 2,001,348 1,295,215 (2.145,151)
Retirement expense, net of benefits paid and
contribution to retirement plan
(Notes 19, 20 and 23) 12,013,117 (5,079,634) 38,435,988
Gain on bargain purchase (Note 4) (20,474,024) (6,615,953) =
Realized gain on redemption available-for-sale
investments = — (4,361,295)
Gain on disposal of a subsidiary (Note 4) (443,755,622) - =
Fair value gain on investment at fair value through
profit or loss (Note 10) 5,292,340 (8,492,280) -
Equity in net earnings of an associate (Note 11) (26,154,472) (11,103,396) =
Interest income (Notes 5,7 12 and 18) (46,607,074) (33.454,657) (16,169,689)
Unrealized foreign exchange gain (loss) (27,114,808) (75,820,537) 14,975,028
Loss (gain) on derivative (Note 16) 642,506,134 (454,198,052) 199,950,820

Operating income before changes in working capital
Changes in working capital:
Decrease (increase) in;

2,688,704,144

1,852,490,062

1,815,029,354

Trade and other receivables (1,075,260,707) 225,796,968 (146,353.368)
Prepayments and other assets (283,410,485) (155,270,869) (58,041,963)
Security deposits (24,664,884) (33.339,511) (29,171,710)
Other noncurrent assets (81,049,657) (44,590,712) (13,014,373)
Increase (decrease) in:
Accounts and other payables (Note 27) 1,347,332,231 349,469,580 263,449,497
Transmissions liability (2,324,547) (109,907,958) 120,918,861
Net cash generated from operations 2,569,326,095 2.084.647,560 1,952,816,298
Interest received 46,607,074 33,454,657 13.440,565
Income tax paid (508,516,906) (501,318,880) (579,977,276)
Net cash provided by operating activities 2,107,416,263 1,616,783.337 1,386,279,587
CASH FLOWS FROM INVESTING ACTIVITIES
Proceeds from:
Redemption of investments classified as (Note 10):
Investment at fair value through profit or loss 280,748,100 1,215,938,291 =
Available-for-sale investments = - 1,206,361,295
Disposal of property and equipment and
intangible assets (Notes 8 and 9) 8.866,161 6,122,794 5.639.892
Decrease in cash due to disposal of a subsidiary (362,489,501) = —
(Increase) decrease in due from related
parties (Note 27) (46,588,893) 162,015,580 (259,183.593)
Acquisitions of:
Subsidiaries, net of cash acquired (Note 4) 578,902,978 (43,432.802) e

(Forward)
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Years Ended December 31

2019 2018 2017
Intangible assets (Notes 9 and 27) (£118,090,942) (P164,330,859) (P38,449,650)
Investment in an associate (Note 11) = (218,265.077) =
Property and equipment (Notes 8 and 27) (1,065,364,093) (540,140,832) (354,905,072)

Investments at fair value through profit or loss
(Note 10)
Available-for-sale investments
Advances for future investment in shares (Note 18)

(171,000,000)

(888,580,000)

(439,823,608)

(1,394,016,400)

Net cash used in investing activities (895,016,190) (910,496,513) (834,553,528)
CASH FLOWS FROM FINANCING ACTIVITIES
Proceeds from notes payable 400,000,000 150,000,000 369,899 521
Decrease in due to related parties 43,215,678 (128,178,571) (15,711.444)
Payments of:

Dividends (Note 27) (133,570,637) - (127,536,686)

Interest (Note 27) (211,548,516) (62,327,013) (75,601,767)

Notes payable (299,777,778) (361,800,000) (687,815,021)

Lease and other noncurrent habilities (Note 27) (688,810,597) (69,751,123) (45,924,991)
Issuance of convertible bond (Notes 16 and 27) = = 2,505,658,750
Net cash provided by (used in) financing activities (890,491,850) (472,056,707) 1,922,968,362
NET INCREASE IN CASH AND

CASH EQUIVALENTS 321,908,223 234,230,117 2,474,694.421
EFFECT OF FOREIGN CURRENCY EXCHANGE

RATE CHANGES ON CASH AND

CASH EQUIVALENTS (40,678,114) 124,800,535 (24,076,656)
CASH AND CASH EQUIVALENTS AT

BEGINNING OF YEAR 4,137,439,144 3,778,408,492 1,327,790,727
CASH AND CASH EQUIVALENTS AT

END OF YEAR (Note 5) £4,418,669,253 P4,137,439,144  £3,778,408,492

See accompanying Notes to Consolidated Financial Statements.
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LBC EXPRESS HOLDINGS, INC.. AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

1. Corporate Information

LBC Express Holdings, Inc. (referred to.as the “Parent Company” or “LBCH™), formerly Federal
Resources Investment Group In¢. (FED), was' ‘registerad with the Secutities arid Exchar: ge
Commission (SEC) on July 12,1993,

The ultimate parént of the Parént Company is LBC Development Corporation (LBCDC). The
Araneta Familyis the ultimate beneficial owner of the Parént Company..

"FED, before it was; acquired by LBCH, undertook an Initial Publi¢ Offering and on
December 21, 2001, FED?s shares were listed on the Philippine Stock Exchange (PSE).

The Parent Company invests, purchases or disposes réal and personal property of every kind:and
‘description; mcludmg shares of stock; bonds, debentures, notes, evidences of indebiedness; and otlier
-securities or obligations of any corporation; association, domestlc and foreign.

The Parent: Company is'a public holding company with investments: in businesses of messengerial
eithier by sea, air: or laiid -of lettefs, parcels, cargoes, wares; and merchandise; acceptance and
remittance of motiey; bills payment and the like; performance of other allied general services. from
“one place-of destination to another within and ouiside of the Philippines; and foreign exchange-
tfading.

On various dates in 2018 and in2019, the Parent Company acquired, through businiess combination,
fourteen (14) entities. Allare domlclled outside the Philippines, except for QUADX Inc. Details-of
the acquisitions are discussed in Note4.

On May 29, 2019, the Parerit Company sold:all its 1,860,214.common shares in QUADX Ing; to LBC
Express, Inc. (LBCE) which the latter later sold to LBCDC oni July 1, 2019. Bétails of the dlsposal
are discussed jn Note-4:

The Parent Company 3 reglstered office address is-at LBC Hangar, General Aviation Centre,
Domesti¢. Airport Road, Pasay. City, Meto Manila, Philippiiies.

“The accomipanying consolidated financial statements'of the Parent Company-and its subsidiaries have
been approved-and authorized for issiié by the Board of Directors (BOD) on May 28, 2020,

2. Summary of Significant Accounting and Financial Reporting Policies

The principal ajccjounting_epul'ic'i es applied in the preparation of these consolidated financial statements:
are set out below. “These policiés have been constantly applied torall years preserited, unless
otherwise stated.

Baisis of Preparation.

The-tonsolidated financial statements of the Group have béen prepared using the historical cost basis
except for fair value through profit or loss (FVPL). and fair value tlirough other comprehénsive
income (FVOCI), and derivatives which Have been measured 4t fair value. The consolidated financial
statements are presented in Philippine Peso (®), which is-also the Group®s functicnal curtency. All
amounts are rounded off 1o the nedrest peso unit unless-otherwise indicated.
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Difference in accounting per s

The Grotip. consolidated the rion-cotérminous: financial statements-of ifs subsidiaries usitig their
November 30 fiscal year end-except for LBC Mabuhay (B) Sdn. Bhd, with June 30 year ‘end-and
QUADX, Ttic., QuadX Pte. Ltd., LBC Mabuhay (Malaysia) Sdn. Bhd, LBC Mabuhay Remittance
'Sdn. Bhd, and Memnidid Co; Ltd with December 31 year-end which are aligned with thie Parent
Company since it is 1mpract1cable for the said subsidiaries to prepate financial statements as:of the
sarné date as the. reporting date of the Parent | Company:

Management exercised judgment in. determining whethet adjustments should be'made i in the,
consolidated financial statements of- the Group pertaining to the effects of 51gmﬁcant transactions or
events of its subsidiaries that occur between December I, 2019 and the' year-end date of the Parent
Company’s financial statements which is December31,:2019.

The consolidated financial staterents as of Deceimber 31,2019 wereadjusted to effect LBCE's
settlement of bank loans in Degeinber 2019: amounting to £12.64 niillion and adjustinentto tefiect the
decrease in fair value: of investment at (FVOEI) by £25.36 rillion for the. period Decétnber 1 to
Décember 31, 2019.

The consolidated financial statements as of Décember 31, 2018 were adjusted.to effect LBCE’s.
additional settlement of bank leans in December 2018 amounting to 1 1.25 million and adjustment 16
reflect the decrease in (FVOCI) by $23.41 millien forthe period December 1 to. December31, 2018..

Aside from thesg, there were no.other significant transactions that trafispired between
December 1, 2019 to December 31, 2019, and between December 1, 2018 to Decéniber 31, 2018.

Statement of Compliance
The- accompanying: consolidated financial statements have been prepared in-accordance with
Philippine Financial Reportmg Standards- (PFRS)

Basis of Consolidation

The.consolidated financial statements are prepared-using uniform accounting pelicies. for like
transactions and othet evénts in similar circumstances. All significant Intercomipany balances and.
transactions, including income, expenses and dividends, are eliminated in full. The consolidated
firiancial statements comprise the financial statements of the Parent Company and-its subsidiaries-as.
of Deceriber31; 2019 and 2018. Contrel is achieved. whén the Group.is exposed, orhas rights, to
variable returns frein its involvement with the investee -atnd has the ability to affect those réturiis.
through its power over the investee. '

Speclﬁcally, the Group controlsan iivestee if and only if the Group has:

»  power.over the. investee (i.: existing rights that give it the-c¢urrent ability to direct'the relevant
activities of the. mveqtee)

& exposure; ot rlghts to variable réturns fromyits involvement with the investee, and

s the ability to use its power over the investee to afféct its returns

‘When the Group:lias less thian a majority. of the voting or sirhilar rights of an:investee, the Group
conmders all relevant facts:and circumstances in assessing whether it has power over an investee,
mcludmg

® the contractual arrangement with the other vote holders of the:investee
. ngh_ts arising from other contractual arrangements:
»  the Group’s voting rights and potential voting rights:

[T M
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The Gmup re-assesses -whether or not it-controls an investee if facts and circumstances indicate that
there are changes to:one-or-more of the three elements of control. Consoelidation of a subsidiary
begins whien the Group obtains cotitrol over the subsidiary and ceases when the Group loses control
of the-subsidiary. Assets, liabilities, income and experises of a subsidiary acquired or. disposed of
during the-year are mcluded in'the- consohdated statement of comprehensive income: from the date the
Group gains ¢oritrol until the date the Groip ceases to: control the: subsidiary. Non-controllmg
interests (NCI).represent the portion of profit or loss and net assets in subsidiaries not owned by the.
Group and are presented: separately in the consolldated statement of comprehensive income,
consolidated staternent of chan ges in equity-and: within equlty in'the consolidated statement ot
financial position, separately from the Parent Company’s equity: Any equity instruments issued by a
subsxdlary that are not owned by LBCH are-non-controlling interests including preferred shares:and
options under share-based transactions.

Profit or'loss and each component 6f other comprehensive incoime (OCI) are attributed to the equity.
holders of LBCH and to. the non- -controlling interests, evenif this results in the-non-controlling
interests: havmg a deficit balance. When ‘necessary; ac[_lustments are made to the financial statements:
of subsidiaries'to bring theit accounting; pollcles in line with the Group’s ‘accounting pollmes All
intra~group:assets and liabilities, equity, income, expenses and cash flows relating to transactions.
between members of the Group are eliminated in-full on consolidation.

A change it the ownership interest of a subsidiary, without aloss of coitrol, is accoutited for.as an
equity transaction. If the Group loses control over a subsidiary, it:

derécognizes the assets-(inclading goodwill) and liabilities-of the subsidiary

derecognizes the carrying amount of any non-controlling interests

-derecogmzes the cumulative franslation differences recorded in equity

recognizes the fair value-of the consideration received

‘tecognizes the fair value ofany investment tetained

‘recognizes any surplus or deficit in profit or loss

:reclassifies LBCH s share of components previously recognized i in OCI to profit or lossor
retained earnings, as. apprc)pnate ‘as. would be reql.ured if the Group had directly disposed of the.
related assets or liabilities.

The:coitsolidated financial statémeits in¢lude the fiftaricial stateménts of LBCH and the following
subsidiaries:

Conutryof o “Ownership Interest
incorporation: Principal sctivities 2019 2018
LBC Express, e, h Philippines  Logistics.and money remittance 100%.  100%
LBC Express- MM, Inc.. Philippines Logistics.and.money temittance 100% 100%
LBC ‘Express-= CL, Inc: Philippines Logistics and money remittance 1% 1
LBC Expiess~ NL, inc. Philippines Logistics and money remittance- 100%.
LEC Expreéss.- VIS, Ing: Philippiies. Logistics- an'd'mén'e'y rémittance 100%
LBC Express - 8L, Ine: Philippinés Logistics and mopey remiffance 100%.
LBC Expiess~S€S, ne. Phiiipp_in_es Logistivs:and mioney remittance 100%
LBC Express Corporte Solutions, Inc. Philippines. Logistics-and money:rémittance 100%
LBC Express- CMM, Inc, Philippines: Logistics and money temittance 100%
LBC Express - EMM; Inc. Philippines Logistics and money remittance 100%
LBC Express:-- MIN, Inc. Philippities: Logistics-and moncy reniftance: 100%
LB Express - SMM, Ine. Philippines, Logistics and moncy temittance 100%:
LBC ExpressSEL, lnc. Philippines. Logistics aid:money remittance. 100%
LBC Express:- WVIS, Ine. Pliitippings Logistiésand money remittasice 100%
(Forward)
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Counitry of _ :‘Ownership Interest
incofperatian: Principal activities. 2019 2018
LBC Express+— SEM, Inic; Philippines Logistics-and money-remittance: 100%  100%
LBC Express:="8CC, Inc. Philippines. Logistics- and money remittance J08%-  100%.
South Mindanao: Couner Co.. Tnc: Philippines. Logistics- and. moriey remittafsice. 100%  100%
LBC Express - ~NEMM, Ing, Philippinés. Logistics.and money réinittagce- 100%.  100%:
LBC Express NWMM, Inc Philippines Logisticyand tioney témittance 100% 100%
LBC Bysteins, Inc. Phtlippifies Logistics and money remittanice. 100%  100%
LBC Express Bahrain WLL . Bahrain. Logistics A9% 49%:
LBC Express Shipping:Company WLL Karwait Logistics. 49% 49%
'LBC Express:LLC ! Qatar Lojistics 49%. 49%
LBC Mabuliay Salpan Iné.. ‘Saipan Logistics and noney remittarice 100% 100%
LBC Aircargo ($) PTE. LTD. Singajiore Logistics: 0%,  .100%
LBC Express Airfreight (S) PTE. LTD, Singapore ‘Logistics. 100%  -100%
LBC Money Transfer PTY Limited Augstralia Money remittance 00%  100%
LBC Australia PTY Limited Australia ‘Logistics- 180% 100%
LBC Mabukay- (Malays:a] SDN.BHD. Malaysia: Ligistics. 93%: 93%
‘QUADX Tne. ! Philippinies E-cam-web and logistics: = 6%
QuadX Pte. Ltd. " Singaparé Digital logistics: B6%: B6%
LBE Mabuhay (B) $dn Bhd Brunei Logistics 50%: 50%
'LBC Mabuhay Remittance Sdn Bhd Brunei Money remittance; 50%.  50%
Unjted:States. o ' '
LBC Mundial Corgoratior: of Amerjea Lojgistics“and mongy femittance. 106% -
L United States _ o -
LBC Mundial Neyada Corporation of America Logistics and money-remittance. 100%
e United States _
LI'BC Mabuhay North Armericd Corporatian. of America Logistics and mongy remittaiice 100%
LB€ Mundial:Cargo Corperation Canada ' L0g15t1cs 100% -
LBC Mabithay Remittance Corporatian. “Canada Money remittance: 100% =
United:States -
LEC Mabuhay Hawaii Corporation of Americd Légistics and monéy remittance. 100%
‘Mermaid Co., Ltd Japan Lagistics: 100%. =

‘Noter

1y Thisentity.isa; sub5|d|ary of- LBC Express Shippmg Company WLL whichlias: 49% ownershlp fiiterest..
B On July I "019 LECE sald all'iis QUADX Ihe: shares ta LBEDC (séié Note 4}

The Parent Company, although it-owns49%-50%.0f the voting share-of LBC Express Bahrain WLL,
LBC ‘ExXpress Shlppmg Company WLL, LBC Express LLC; LBC Mabuhay- (BY Sdn: Bhd and LBC

Mabuhay Rémittance ‘Sdi Bhd; in substance controls-said eritities siice: (a)the: activities of the

subsidiaries are being conducted on behalf of the Parent: Company according to- its specific business
need so-that the Parent Compary- obtains benefits from-the subsidiaries’ ‘operations; and: (b) the Parent
Company has:the decision- maklng powers'to obtain‘the majority of the benefits. of the activities of the

subsidiaties.

The money remitfance businesss performed by LBCE and that its subsidiaries only-act as service

agents for LBCE.
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‘Non-Controlling Interests
As at December 31, 2019, the Group has subsidiaries witli non-controlling interests. Percentage of
equlty held-by non-controlllng interests in 2019 and 2018:are as follows:

Couitry-of -

.inéorporation: 2019 2018

LBC Express-Bahrain; WLL Balirain 51% 51%
'LBC Express. Shlppmg Company WLL Kiuwait 51% 51%
LBC Express LLC ~ Qatar 26% 26%
LBC Mabuhay (Malaysﬂa] SDN.BHD. ‘Malaysia T%. 7%
QUADX Ing. Philippines. — 14%
QuadX Pte. Ltd. Singapore: 14% 14%
LBC Mabuhay.(B) $dn Bhd Brunei 50% 50%
LBC Mabuhay Remittance Sdn Bhd ‘Brunei: 50%- 50%

‘Businiess Combination'and Goodwill

Business combinations are accounted for using the acquismon méthod. This idvolves recogmzmg
identifiable assets (including previously unrecognized: intangible assets) and liabilities (including
contingent Habilities and excluding future restructuring) of the acquired business.at fair value. The-
cost of an dcquisition is meastired- as the- aggregate of the consideration transferred, measured at.
acqu151t10n date fair value and the arount of : any noncontrolling interest in the acquu'ee Foreach.
business combination, the acquirer:measures- the noncontrolhng interest in the acquiree either at fair
value or at the propomonate shars of the acquiree’s identifiable net assets: Acquisition costs incurred:
are expensed-in theé.cansolidated statement:of comprehensive income.

When the Group acquires.a business, it:assesses the financial assets and liabilities assamed for-
appropriate classificatioti and désignation-in aceordance with the contractual terms, economic
circumstances-and pertinent conditiois.as at the at.qmsmon date. This includes the: separatlon af
embedded derivatives in.host contracts by the acquu’ee If the business combination is-achieved in
stages, the-acquisition date fair value of the.acquirer’s. prevsously held equity interest in the acquiree
is remeasured t6 fair vahue at the acquisition date rhrough_ profit or loss.

Any contingent. consideration to be transferred by the acquirer will be recognized at fairvalue at the
acquisition date. Subsequent changes to-the fair value of the contingent consideration, whlch is.
deemed to be dndsset or liability, will be tecogmzed in accordance with PERS 9 eitlier in profitor
loss or-as achange to-other comprehensivé income. If the contingent gonsideration is ¢lassified 45
equlty, it should net be remeasured until it is finally settled within equity:

Goodwill scquited in.a busitiess combination is-initially measured at:cost being the excess of the cost
of the busineéss combination over the Group’s interest in the neétfair value of the-acquiree’s
identifiable assets, liabilities.and contingent liabilities. Following tnitial recognmon goodwill is
measured at.cost less any. accnmulated impairment losses.. For the purpose ofi impairment testing,
goodwill acquired in-a business combination is, fiom the acquisition date, allocated to.gach of the
Group’s cash generating units or groups ¢f cash generating units, thatare expected to benefit from tlie
synergies-of the combination, irrespective of whether other assets or liablhtles of the Group are
assigned to-fhiose units of group-of units.

Each unit-or group of uuits to whicl the goodwill is-allocated:

o represeits the lowest level within the Group 4t which the- good\mﬂ is monitored for internal
management purposes; and

* i5not larger than a segment | based.on eithierthe: Group’s s- prlmary o1 the:Group's secondary
reporting forinat deterniined in accordance with PFRS 8, Operating Segmem
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‘Where goodwill forms part of a cash-gerierating unit:(group of cash generating uriits) and part of the
operation-within that unit is disposed of; the goodwill associated with the operation disposed of is
included in the carrying. amount of the operation when: determining the gain or loss.on disposal of the
operation. Goodwill disposed of in this circumstance is measured based on the relative values-of the
‘operation.disposed of and the portion of the cash-generating tnit fetained.

Acquisitions-of rioti-controlling interésts are accounted’ for.as transactions with-owners in their
capacity as-owners. and therefore no gocdwill or profit or loss is recognized-48 a result.

Adjustments to nion-controlling interests arising fromi transactions that do not involve the loss of
‘control are based on aproportionate amount of the net-assets of the sibsidiary.

A business combination mvo]wng entities undér cormmon c¢ontrol is:a business combination in which
-all of the combining entities or businesses are uitimately controlled: by the same party or parties both
before and after the business combination; and that the control is not transitory. This will include
transactions, subsidiaries or businesses between entities withina group. Commaon control business
.combinations dre oiitside thescope of PFRS 3; Business Combination. The: Group elected to acgount
for its. cotnmon control business combinations using acquisition method considering that the business
'combmatmns have: comrnermal substance from tlie petspective of the Parent Company This is
applied consistently forsimilar transactions.. Adjustments are made to reflect fair values-of the assets
atid liabilities.at the date of acquisition. Goodwill and gain in‘a hatgam purchase are recogmzed asa
result of the business combinatiois (see Note 4)..

Acquisition and Disposal. of Sub51d1ary

The Parent Company s purchase. of the: entities from LBC Exptess Ho[dmgs USA: Corporation,

was completed: effective Janvary 1, 2019 and .Tuly 1,2019, upon approval by the US Regulatory
bodies that gversee and/or regulate these: entities: Moreover, the purchase 6f Mermaid Co., Ltd.
was: completed on December 12,2019 upon approval of Governmerital Authorities of J apa.

The Parent Company exercised control on the following €ntities (see Note 4):

o o Country of Y
Entity Name . “Effectivity. Incorporation  Principal Adtivities Ownership
LBC Mundial Corporation January1, 2019  United States  Logisticé and-mongy” 100%.
o 7 ofAmerica femittance,
TBC Mundial-Nevada Corporation Januaiy 1,:2019°  United States  Lagistics and money- 100%
of America temittance .
LBC Mabithay North America Corporation’ Jautiary 1, 2019 United States Logistics atid morniey 100%,
_ ' B of America ‘remittance
"LBC Mundial Cargo Cofperation Jonbary 1,2019  Canada- ZLiogistics- 100%-
_ LBE Mabuhay Remittante Corporation Jahuary1, 2619, -Candda’ Rémitiance 100%:
L.BC Mabuhay Hawaii Carporation July 1, 2019 ‘United States Logﬁtlcs and money 100%
-of Americd Temittance: ]
Mermaid €., Ltd. Decgmber 12,2019 Japaiy . Lopgistics 100%

Disposal of QUADX Inc:
QUADX Inc., an 86.11% owned subsidiary was disposed on.July. 1,2019. Details.are discussed in
Note 4,

Except for the acquisitions and disposal above; there were no changes in the Parent Company’s
ownershlp interests in its subsidiaries from January 1, 2019 te December 31, 2019.
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Changes in Accounting Policies aiid Disclosures.

The Group applied PFRS 16 for the first tiine effective January 1, 2019 using modified retrospective
approach. Thenature and: effect of the-changes as a result of adophon of these new- accounting
standards are described below. Several othéramendmerts and interpretations apply for the first time
in 20119, unless otherwise stated, they-do not have significant impact on the consolidated finiancial
statements.

PFRS 16, Leases

PERS 16 supersedes PAS 17 Leases, IFRIC:4 Defermining whether an Arvangement contains i

Lease, SIC:15 Oper anngLeases-fncenuves and SI1C:27 Evaluating. tke Substance. of Transactions

[Divolving the Legal Forni of a Lease. The standard sets-out the principles for therecognition,

fri¢asurement, presentation and disclosire of leases and requires lessees to account forall leases:

undér a single on-balance sheet model. Lessor accourting under PERS 1618 substantlally
unchanged under PAS 17. Lessors will continue to classify leases as either operating or finance
Jédses using similar- p_nncl_ples as in PAS 17. Therefors, PFRS 16 did nothave-an. impact for

leases where the Group is the lessor.

“Thie Graup adopted PFRS 16 using the modified refrospective-approach of adoption-with the date
of ifittial apphcatlon of January T, 2019, The imodified. rétrospective approach does not: require

réstatement of previcus findncial statements. The Group elected to-use the transition practical.

-expedient allowmg the standard to. be-applied enly to contracts that were previously identified as

leases applying PAS:17 and Philippine Interpretation. IFR1C-4, at the date of injiial- application.
The Groiip also elected to use the éxemptions for lease contracts that; at the commencement date,
have 4 lease term of 12 motiths or less atid do not contain a-purchase option (‘short-term leases’),

-and lease contracts for which underlying asset is of low value(‘low-value assets’).

Thé effect of adoption of PFRS 16 4s.at January 1,:2019 is & follows:

Increase (decrease)

Assets

Right-of-use-assets £2,155417,664

Property and equipment (262,957,226)-

Prepayments and othier cuirrent asséts (33,758,402).

Deferred tax asset . 47,501,914
Total assets 1,906,203,950

Liabilities

.Lease liabilities _ 2,048,424 316
Total liabilities 2,048.424,316

Equity

‘Retained eatnings {142,220,366)
Total equity (B142,220,366)

-a. Nature of the effect-of adoption 6f PFRS 16

‘The Group has entered into several lease arrangements for vehicles, equipment, office spaces,
branches and warehouse rentals. Before the.adoptionof PFRS 16, the Group-classified each
of ifs leases (as lessee) at the inception dafe as eithera finance léase-or an operatmg lease. A
lease was classified as:a fihance lease ifit transferred substantially-all of the tisks. and
rewards incidental to ownership of the leased asset to the Group;.otherwise it was ¢lassified
‘as 4t operating lease: Finance leases were capitalized at the commenceinent of the lease at

T
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the 1neept10n date fair value of the leased propetty or,.if lower, at'the present valueof the
minimum lease payments, L ease payments were appomoned between interest (recognized as
finance costs) and reduction of the lease liability. In an-operating {ease, the leased property
was not cap1tal1zed and the lease paymeénts were: reeogmzed as rentéxpense in the statement
of comprehensive income on a straight-line basis over the leage term. Any prepaid rent and
acctued rent were recognized. under Prepayments and other current assets and Accounts.and’
pther payables respectively. Accordmgiy, ¢ash payments relatmg to operatmg leases were
classified as:operating activities in the statement of cash flows.

Upon adoption of PFRS 16, the Group applied a smgle reeogmtlon and measurement
approach for-all leases that it is the lessee, exeept for short-term leases dnd leases of low-
value assets. The standard provides specrﬁe transition requ:rements and praet1eal expechents
which have been applied by the Group. Consequently, the prineipal portion of cash
repayments of the: lease liabilities is now classified as a finanging activity in the statetnent of
cash flows.

s Leases previoush clussified as finance leases
The Group did not change the initial catrying amounts of recognized assets and liabilities
at the date of iniitial application for.leases prewously classifiedas finance Teases (i.¢., the
right-of-use assets-and lease liabilities equal the lease assets-and liabilities reeogmze_d
under PAS 17) buit reclassified the leased assets from Property and eéquipment to
Right-of-use assets account. The requirements of PFRS 16 was applied to these.leases:
from Jariuary 1 2019

o Leasespreviously accounted for as operating leases
The Group recognized right-of-use assets-and lease liabilities for those leases previousty
classified as operating leases, except for short-term leases and leases of fow-valile-assets.
The right-of-use assets for. most leases are"based on the amount equal t6 the lease
liabilities, adjusted for any related prepaid and accrued lease payments previously
técognized. -Lease: liabilities were recogmzed baséd on the present valiie of the temaining
lease: payments, discounted Using the incremenital borrowing rate -t the date of initial
application.

« Amortization.of leasehold improvements
The Group determines the lease term:as the non-cancellable term of the lease, together
with any periods coveted by an Gption’to. extend the lease if itis reasonably ¢ertdin to be
exercised, orany periods covered by anoption to terminate. the Tease, if it is reasonably
certdin riot to be exercised. Aeeordmgly, the Greup changed the useful lives of its non-
movable leasehold improvements on the premises < of the affected lease contracts based on
tlie deterimined ledse teims as aresult of PFRS 16-adoption.

The recognition of right-of-use.asset and lease: liability resulted to recognition of deferred tax
hablhty and deferred tax asset, respecuveiy, upon adoptlon This were presented on anet
basis. Also, the Grouprecognized: deferred tax asset based on the differenée betiveen actal
lease payments and the profit-or loss impact recorded in the statemenit of comprehensive
income which inclides:amortization and interest expense in-accordance with PERS 16,
Defeired tax asset is récorded on the net amount, on a per entity basis.
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The Gioup recognized deferred tax asset arising from the acceleration of amortization due to-
the. change in the useful lives of non-movable leasehold improvements which was charged
agamst retained earniings,- begmnmg This-will be'a deductible temporary difference over the
remaining révised usefiil life. This resulted-to'the increase of deferred tax asset amounting 1o
£56.92 million.

The Group also 'a"pplied' the-available practical expedients wherein it:

. used asingle discount rate to a portfolioof leases with reasgnably similar- characteristics

& applied the short-terin leases exemptions to leases with lease term that ends-within 12
-months at'the date:of initial apphcatlon

o. excluded the itiitial direct costs from the miedsurement of the right-of-us¢ asset at thedate:
of initial application

o used hmds&ght in determining the lease term where the coniract contains. optlons io
exterid or términate the ledse

Based on the: foregoing, as at January 1, 2019:

o “rightsof-use assets:of 2,155.42 million were recognized: and: presented separately-in-the
consolidated statement of financial position. This includes the Teased assets tecognized
prevmus!y under finance leases- with'a carrying value-of £73.23 million that were
réclassified from. Properiy-and equipmeént.

e additional lease liabilities of £2,110.31 million were recognized and included urider lease
liabilities _ _ S

. prepaymeiits.arid other current assets of 33,76 million, deféired tax asset of
$16.51 million and deferred lease liability 6fR61,89 million related to previous operating;
leases under PAS 17 were derecognized. The prepayments: and deferred lease liability
were adjusted against the right-of-use‘assets and the deferred tax asset was- adjuisted to.
retamed earmngs
'chang__e.& in rlght- .f~use assets.and Iease_ llab.lhtles “This: was ad_]__usted agamst retamed
edrnings. '

e decreasein retamed earnings of 132, &1 million net: of. deferred tax asset of
P56.92 million‘arising fromthe acceletation of-amortization:of leasehold i mmprovenietiis:

‘Accordingly, this resilted to the décrease in the net carrying. amiount 0f leasehold
improvements by #189,73 million.

The lease liabilities as at J2 anuary 1, 2019 can'bé teconciled to-the operating lease
comitrients as of Decermber 31; 2018 as follows:

Janiary.1, 2019

Operating leas¢ commitiiients 4s at December 31, 2018 ' R5,393,873,956
Less:
Cammttments relatmg to'shett-term leases (-1'_,'.?-55_,_7‘-96_',5_94):
Commitments relating to leases of low-valug-assats ) (34,039,089
Operating lease commitments after short term eases and leases S
.. of low value assets _ _ 3,604,038,273
W'_ci’ghte_d 'a_\{é'r_age‘incremeﬁt_al:-borrowhjg;'ra_téi'a?;jat Jatiuary 1, 2019 6.32%:
Discounted operating lease. commitmentsat January 1,2019 -2,110;316,898
Add: ' '

_ Commitments. ralatmg to lcases pr evmusiy ¢lassified as i Inance leases 78,176,452
Lease linbilities as at January’ 1, 2019 2 188,493,350

AN TERA T




~10-

b. Suminary of iew accounting policies

Set out below: are the new: acedunting policies-of the Group upon adopﬂon of PFRS 16, which
havebeén applied from the date of initial apphcatlon

Right-ofiuse assets

The Group tecognizes right- -of:tise dssets atthe commencement date of the lease (i.e., the
date the vinderlying asset is-avdilable for use): nght-of 1sé agsets die measured at cost
Tess any accumulated. deprec1at10n and impairment losses, and adjusted for any

remeasuremerit of lease liabilities. The cost of right-6f-use assets-includes the amotunt of
lease liabilities recogmzed initial direct costs incurred, and lease payrients made at or

‘before the commencement date less: -any | lease mcentlvcs received, Unless:the Group is:

reasonably certain to obtain ownership. of the leased asset at the end of the lease term, the
'recogmzed tight-0f-use-dssets are depréciated on d stralght-lme basis:over the:shorter of
its-estimated useful life 4nd the leasé ferm. Right-of-use assets-are.subject to impairmient.

Lease liahilities

At the commencement date of the lease, the Group recognizes lease liabilities measured’
-at the present value of lease-payments to be: made over the lease term. The lease

paymetits include fixed payments less any lease iricentives.Tecéivable; variable lease-
‘payments that depend on-an index or a'rate; and amontits: expected 1o be pald under

‘residual value guarantees. The lease payments also include the exercise price of a

purchase-option reasonably certain;to be exercised by the Group and payments of
penalties for terminating 4 ledse, if the lease. terim reflects thie Group exercising the option.
10 terminate. The variable léase payments that do not deperid. on an index or a rate-are,
recognized as-expense:in the-period on which the event or condition that triggers the-
paymentoceurs.

In calculating the present value of lease payments, the Group uses the iricremiental
borrowing rate-at the lease commencement date- if the-interest rate implicit in the Tease is.

‘not reddily deterininable. After the commencement. date, the ameunt-of lease labilitiesis

mcreased toreflect the'accretion of interest and reduced for thie lease payments madeé. In

‘addition, the carrying amount of lease liabilities is remeasured if there is a modification, a
«change in-the lease tetmi, a change in the in-substance fixed lease: payments or a change in

the assessment to purchase theunderlying asset.

Short-term leases and leases of low-value assets-

The Group apphes the short-term lease. récognition exémption to ifs short-term leases of

machinery and equipment (i.€., those leases that hiave a lease term 6f12 inonths or less:

from the commencement date: and do not contain: a purchase opllon) It also applies.the

lease of low=value assets recognition: exemption to [eases of office ¢quipment that are

considered of low value (i.e.; below US $5,000 or 2260; ;000). Lease payments on short-
term leases and leases-of low-value assets are recognized ds. expense on a straight-line-
basis over the lease term.

Amendments to.PFRS 9,.'Prequ-’menr Featuresvith Negqt_ive;"Cbn_zpen.s'_aﬁqn

‘Under PFRS 9, @ debt instrument can'be measured at'amortized cost ot at FVOC], provided that.
the contrflctual cash flows are- *solely payments of prmcxpal and intereston the-principal amount.
outstanding” {thie SPPL criterion)-and the instrumerit is held ‘within the appropuate business model
for that classification, The aniendments to PFRS 9 clarify that a finan¢ial asset passes the SPPI
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criterion régardless.of the eévent or circumstarice that causes the eatly termination of the contract
-and irrespective of which party pays or receives reasonable:compensation for the early
termination:of the contract. The amendments should be apphed retrospectlvely and are‘effective
from January 1,72019, with ‘earlier application permitted..

Amendments to. PAS 19, Empfo_yée-Beneﬁ-rs, Plan Amendment, -Cirrtailient.or Settlement

‘The amendmients to PAS 19:address the accounting when a-plan amendment, curtailment-or
‘settlemient oecurs. durmg 4 feporiing period. The amendments specify that-when a plan
.amendment, curtajlment or-settlement.occurs duringthe annual reporting period; an-entity is
Tequired to:

e Deétermine current service cost for the remairider of the period after the plan amendrhent,
curtailment or setflement, using: the-actuarial assumptions used.to remeasure the net deﬁned
benefit liability (asset) reflecting the benefits offered under the-plan. and the plan_ assefs after
thatevent ' R

» Determine netinterest for the remainder of the period after the plan amendment, curtailment
or settlément using: thenet defined benefit liability (asset) reflecting the benefits offered
‘under the plan and the plan ass¢ts after that event; ‘and the discount raté iised to remeasure:
_that net defined beneﬁt liability (asset).

‘The amendinerts also clarify that an entity first determinés any past service cost; or a gain of loss:
-on settlement, w1tl10ut considering:the: eﬁ'ect of the asset ceiling. Thls arnount is recognized in.
‘profitor loss. An entity then detennmes the effect-of the asset celllng after the pian amendment,
curtailiient 0r-settlément. Any change.in that effect; excludlng amounts.included in the net.
intérest, is recognized in other comprehensive income.

‘The ameridmeénts. apply to plan amendinents, cuitailments, or settlements occurring o of after the
‘beginiing of the first ammual reporting period that begins‘on or after January 1,20 19; with early
application permitted, These amendments will apply. only to any future plan amendmets,
curtailments, or setflements-of the Group:.

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

‘The amendments clarify that an éntity applies PERS 9 to forig-ferin:initerests iri-an associate or
joitit vesiture to which the equity method is ot applied but that, in substance; form part of the net
‘investment in the associate or joint venture (lonig-term mterests) This clarification is rélevant

) because it implies that the expected credit foss model in PERS 9 applies to:such long-term
intefests.

Thie amendments also clarified that, in applying PFRS 9, .an enhty does not take info account-of
any Josses of the asseciateor joint venture, or any impairment losses on the net investment,

T ecogmzed as ad]ustments to the net investinént in the associdte or joint vénture that atise froth,
applying PAS 28, Investmerits in Associates and Joint Ventures.

The amendments should be applied retrospectively and are: effective from J anuary 1, 2019, with
early appllcatlon pennitted: ‘Since the Group. does. fiot have such fong-térm interests in its
-associate-and/or joint venture, the amendments do not have an impact on its-cotisolidated
financial statements. for the year ended December 31, 2019,
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Philippine Interpretation IFRIC-23; Uncertainty over Income Tax Treaiments.

The interpretation addresses the accounting for-income taxes when tax treatments involve-
uncertainty that affects the application of PAS 12, fnconie Taxes; and does tiot: app[y to taxes or
levies. outside the scope of PAS 12, nor does it Speclﬁcally include requirements rélating, to
interest and penalties-associated with unicertain tax treatments.

‘Thé interpretation spec1ﬁcally addresses the following:

+ whether an- entlty considers uncertain tax treatments: separately

o thie dassumptions an éntity makes about the exaniination of tax treatmients by taxation
authorities:

-+ Thow an entity detérmines taxable profit (tax loss), tax bases, uniised tax losses, umised tax.
credits and tax rates }

« how an entity considers-changes in facts and circumstances

“The entity is requlred to deterriine whether to consider éach uricertain tax treatinent separately or
together with-one ‘or more otheruncertain tax treatments arid - use'the approach that better predicts
‘the resolutlon of the uncertainty, The-entity shall assume that the taxation authority will examine
-amounts that it has a right to examine and have full kﬂowledge of all related mformatlon when
‘taking those exaimiinations. Ifan entity: conicludes that it is not probable that the taxation
‘authority will accept an uheertain tax treatment; it:shall reflect the effect of theusicertainty for
eacli uncertain tax treatmentusing the method the entity:expects to better predict the resolution,of
tlig uncertainty, .

‘Upon adoption of the Iiterpretation, the Group considered whethier it has any uncertain tax:
‘positions,. partlcularly those relating to the taxability of certain income and the non-deduietibility
of cerfain expenses: for income tax TepOLiing purposes. This. mterpretatlon did not have any.
i'11*11pact to the Group’s consolidated financial statémeéfits because thete'is ho uncertainty involved
‘in'the tax treatments méade by management in ¢onnection with the.caloulation of its cirrent and
deferred taxes.

Aniuiél Improvemerits to PFRSs 2015-2017 Cycle

© Amendmentsto PFERS 3, Business Combinations; and PFRS 11, Joint 4rr angentents;
Previously Held Interest in a Joint Operation
The'amendments ¢larify that, when an entity obtains control of a business that'is a joint
operanon it. apphes the reqmrements fora busmess combination achieved i in stages
mcludmg remeasuring previously held inferests-in the assets.and liabilities of the joint
operation at: fair'value. In doing so, thie dcquirér remeasures its éntire préviously held interest
in the joint operation.

A party that participates- in; but does nof havejoint control of, a joint operation might obtain
joint control. of the: Jjoint. operatmn inwhich the activity of thie joint operation:constitiites 4
business as defined in PFRS.3. Thé amendments; clarify that'the previously held interests in
that j _]Dl]:lt operation are not: rerneasured

‘An-entity applies those amendments to:business combinations for which the acquisition date
is on or affer the beginning of the first annual reporting petiod beginning on or after

January 1, 2019 and to transactions in wlnch it obtains joint control on or aftér the beglmung
of the first annual reporting: period begmmug on o after Januiary 1, 2019; with early
application permitted. Thesé amenidments have eurrently rie impact to the Group.
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o Amendiments to PAS 12, Income Tax-Conséguences of Paymenis on Financial Instruments
Classified-as Equity

The amendments clarify that the income tax consequences of dividends are linked more
dlrectly to past transactions.or events that generated distributable ‘profits than fo: dlsmbutlons
to .owners. Therefore, an cntlty recogmzes the-iricome tak conisequences.of dividends in.
profit-or loss; other comprehensive iricome or-equity according to. where the entity origitially
recognized those past transactions of events.

Anentity applies these-amendments for-annual reporting-periods beginning on or after
January 1, 2019, with earlier application permitted. These amendments have: currently no
1mpact 16" thf: Group:.

‘o Amendments to PAS 23; Borrowing Costs, Borrowing Costs Eligible for Capitglization

The amendments clarxﬁz that an entity:treats as part.of general borrowings any borrowing:
originally made to: develop a qualifying g asset: whe substantially-all of the activities necessary
to preparé that agsét for i%s intended use or-salé are compléte.

An entity apphes those amendments (o, berrowing; costs:incurred on-orafter the begmnmg of
theannial reportmg penod in which the entity firstapplies those-amendments. An entity
applies those amendments.for annual reporting periods beginning on or after Ja anuary 1, 2019,
with. early -application permitted, These amendments have ‘currently no. impact to the' Group

‘Standards Issued But Not Yet Effective

Pronouncements issued but not yeteffective are listed below, Unless.otherwise indicated, the Group
‘does not.expect. that the- foture adoption of the said pronouncements will have a significant impact on

its financial statements. The: Group Intends to. adopt the followmg ‘pronouncements when they becorme

effective.
Effective beginning on or after January 1, 2020

Amendments to PFRS 3, Definition of @ Business

The amendments to PFRS. 3 clarify the minimum reqmrements to be-a business, remove the

‘assessment of a miarket participant’s ability to replace missing elements, and narrow the

definition-of outputs, The amendments also‘add guidance:to-assess whether an acquired process.
is substantive and add illustrative examples. Anoptional fair value concentration testis

inttéduced which permits a simplified assessment Qf ‘whetheran-acquired set of activities-and

assets Is not 4 business.

An ent:lty apphes tiose amendments prospectively for aiinual reportiiig periods beginniig on or
after January 1, 2020; with earlier. application pefmitted.

These amendments have no. iinpa_c_t on the consolidated finaricial statéments of the.Gioup.

Amendments to PAS 1, Presentation of Financigl Srarements, and PAS 8, Accountmg ‘Policies,
Changes in Accauntmg Estimates and Ervors, Definition. of ‘Meaterial

The'amendments refine the definition of material in PAS 1 and align the definitions used across

PFRSs and ofher pronouncements. They are-intended to improve the understandmg of the.
exisfing requtrements rdther than'to mgmﬁcantly impaet an entlty 5 matenahty judgements.
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An entity applies those-amendmients prospectively for annual reporting periods beginning onor
after January 1, 2020, with earlier application permitted.

The amendments will apply on future disclosures of the Group.

Deferied effectivity

Ainéndmeiits to PERS 10, Corisolidated Finasicial Statemerits; and PAS 28, Sale or Contiihution.

-of Assets-between an Investor and its Associdte or:- Joint Ventireé

The amendménts address the conflict between PFRS 10 and PAS 28 in dedling with-the loss of
control of asubsidiary that is sold or contributed to-an associate or joint venture. The
amendments clarify that a full gain or loss is recognized when 4 transfer to-an associate or joint

venture involves-a business as defined in PFRS; Business Conibinations. Any gain-or loss.
.resultlng from the sale or contribution ofassets that does not constitute a business, however, is

recoghized only to the extent of unrélated investors’ interests in theassdciate or joint venture.
On January 13,2016, the Findncial Reporting Standards Couneil postponed the original effective

‘date-of January 1, 2016 of the said. amendments until the International Accounting Standards
Bosrd has completed its broader reéview of the research’ prol et on equity-accounting that may
reésult in the simplification-6f accounting for such transactions and of ottier aspects. of accounting
for- a_ss__omate__s an_d _ JO]I]I ventures.

PFRS 17, Insurance Contracts

PFRS 17 is 3 comprehensive new accounting standard for insurance contracts covering

recognition and measurement, presentation and disclosure. Once effective, PERS 17 will replace

PFRS 4, Insurance Contracts. This new standard on insurance coniraets applies to all types of .
insurance contracts. (i.e,, life,. non-life, direct insurance and re-msurance) regardless of the- type. af
entities that issue them, as well as to certain guarantees.and financial instruments with
discretionary’ participation featutes. A fewscope-exceptions will apply.

The overall objective-of PFRS 17 is to provide an accounting medel for insurance contracts that
#s-more useful'and consistent for insurers. In contrast to the requtrements in PFRS 4, which are
'Iargely based.on grandfathermg previous.local:accounting policies; PFRS 17 provides:a
-comprehenswe model for insurance corntracts, covering all rélevant accounting aspects: The-core
of PFRS 17 is:the general Inodel supplemented by;.

© A specific adaptation for contracts with direct participation features: (the variable fee

approach)
o A simplified approach (the premivim allocation approach) miainly for short=duration contracts

-Current versus: Noncurrent Cla551ﬁcat10n

“The Group presents. assets.and liabilities in'the conselidated statement of financial position based on
current-or noncurrent classification,

An asset is current when it is;

Expected to be realized or intended to'be sold or consumed 11 normal operating -'ciyicIe

Held primarity for theépurpose-of trading _
Expected to be realized within twelve months after the reporting period, or

Cash or cash equivalent unless restricted ffom bejng éxchanged oriised to settle a [iability for'at
least twelve months after the reporting period.
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Allother assets areClassified as noncurrent.
A liability-is current when it is:

‘Expected to besettled in norinal operating cycle

Held primarily forthe purpose of trading

Expected to be settled within twelve months after the reporting period, or

There is no unconditional nght to defer settlement of the Tiability for at least twelve months after-
the reporting period.

All other fiabilities:are classified as nonourrent.

Deferred income tax assets.and accrued retirement: liability are classified as noncurrent assets and:
noncurrent liabilities, lespectlvcly

Casti'and Cash Equivaletits
‘Casli and cash eqguivalents are stated’at face value. Cash includes cash on hand and cash in banks:
Cash equivalents are-short-term hlghly hqmd investments that-are readlly convertible to known
amounits of cash with original maturities of threée months or less from the dates of placement and that
are subject td an‘insignificarit risk ofichatiges in value. €ash in banks and cdsh equivalents earn
[inferest at prevailing bank deposit rates,

Fair Value Measurement _
The Group measures financial instruments at fair value at each reporting date.

Fair value is the price that would be received to séll an asset or padto transfer-a liability in an orderly
transaction between market. partlmpants at the measurement.date. The fair-value measurement is
-based on the presumption that the transaction to'sell thezasset or transfer the liability takes place
gither: '

« in'the prinsipal-market for the asset-or Hability, or
e inthe abserice of a principal market, inthe most advantageous markef for the asset.or liability.

‘The priricipal ot the most-advahtageous market must beaccéssibie to the Group.

‘The fair valug of an asset or a liability is ineasured using.the assumptions that fnarket participants
would-use when pricing the asset or liability, assuming that market participants actin their economic.
best interest.

A fair value measurement of a nonfinancial asset takes into :account a market participant’s-ability to
.generate ecanomlc benef' ts by usmg the asset on the h1 ghest and best use or by selling it to'another

The Group uses valuation techniques that ate: appropridte in the circuinstatices and for which
sufficient data are available to measure fair value, inaximizing the usé of relevant observable inputs
-and minimiizing the use of unobservable inputs:

(All assets and liabilities for which fair value-is measured or disclosed in the conselidated finaneial
astatements are categonzed wtthm the fair yvalue hi erarchy, described-ag tollows, based on the lowest
level i mput that is significant to the fair value measurement as a whole:

. Level 1-Quoted '(ml'adjusted)'rharket prices in active markets for identical assets o liabilities
' Level 2 - Valuation techniques for which the lowest level input:that is significant to the fair value
‘measurement is: directly or mdlreutly observable
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o Level 3 - Valuation techniques for which the lowest level input that is significant to the fair value
measurement is inobservable

For assets-and liabilities that are recognized in the consolidated financial statements.ona recurring
basis, the Group:determines whethier transfers have-occurred between Levels in the hierafchy by re=
assessmg categorization (based on the lowest level input'that is significant to the fair value
measurement as a whole) at the end of each reporting period.

Finantial Assets-and Financial Liabilities
Financial instrumeénts 'iipdn.::-adaptfoﬁ-qu ‘PFRS 9

A finaneial’ mstrument is any contract that gives rise to a financial asset of one: entlty and a financial
11ab111ty ot equlty ofanother entity.

Financial Assets

nitial yrecognition-and-measirenient
Financial asséts-are ¢lassified; at initial recogmtlon as subsequently tneasured at amortized cost, fair
valug through'other cothprehensive incoine (OCI), and fair value through profit or loss.

The-classification 6f financial asséts at initial recognition depends on the financial asset’s contractual
cash flow chiaracteristics and the Group's business model for managing thei. The Group initially”
‘measures a financial asset'at its fair value plus, in the case of'a finaricial asset not-at fair value through
profit or loss, transaction costs.. Tradereceivables are.measured at the transaction price determined
under PFRS 15. Refet to the accounting policies for Reveniie froni.contracts with custorisers..

In-order for a financial asset to be classified and measured at amortized cost or fair value through
OC], it needs to give fise to cash flows that arg: so[ely paymeénts of prmcnpal and interest™ (SPPI) o
“the: prmc:pal amount:outstanding, This assessmient is referred to as the SPPI test and is performed at
an instrument Tevel.

The Group s business:model for managing firancial assets refers to how it managesits financial
-assets in-order to generate cash flows; The business model defermines whether cash flows will result
from collecting contractual cash flows, selling the financial assets, or both,

‘Purchases or sales.of tinancial assets that require:delivery of assets witliin a | frame eéstablished by
-régulation or ¢convention in‘the market place (regular way purchases or:sales) are recognized on the
trade date, i.e., the date‘that the Group commits to purchase or sell the asset.

The classification of financial instruients at initial recogiiition depends-on the contractual térms and
the businiess miode] for: managing the instruments. Financial instruments. are initially measured at fair

valué, except in the case of financial assets and ﬁnanmal llab1ht1es recorded at FVPL, transaction
costs are added to, or subtracted from, this amount.

The:'Group classifies all-of 1ts financial assets based on the -business model foi managing tlie assets
‘and the dsset’s contractua[ terms, measurcd at elthu

«  Amertized cost

«  Fair valug through other comprehensive income (FVOCI)

«  Fairvalue thréugh profit and loss (FVPL)-
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Accordingly, the Group classifies. and measures its quoted and unquoted investments at FVOCIand
.FVPL,...respectivc'iy.

: Subsequent measurement

For purpeses of subsequent measurement, financial asséts are classified in four categories::

& TFinancial assets at amortized cost {debt instruments)

« Financial assets at fair value through OCI with recycling of cumulative gains and losses {debt
.1nstruments)

¢ Financial assets designated at fair value through OCI with no-recycling: of crimulative’ gains and
lasses upon derecogmtlon (equity instruments)

-« Financial assets at fair value through proﬁt orloss

The subsequent mieasuremeiit of financial assets depends on'the classification’as -described below:

Business model assessment

The Group determines its business;model at the level: that best reflects how-it Manages groups of.

financial assets to-achieve its business objective. Thi Group 's.-busingss modelis hot.assessed on.an

ihstrument-by-instroment basis, but'at a higher level of'aggregated portfolios.and is based on:

observable factors such-as:

o howthe: perfonnance of the business mriodel and the findncial agsets-held within that business
‘model are evaluated and reported to the entity's key management perSonnel;:

' tlie risks thataffect the performance of the business:model (and the financial assets held within.
that busiriéss model) and, ini particalar, the way those tisks are managed

+ how managers of the business are compensated (forexample, whether the compensation is based
on the fair value of the:assets managed oron the contractual cash flows collected); and

-e ‘the expected frequency,: valug and timing of sales are also impoitant-aspects of the:Group’s
assessment. ' '

The busitess: madel assessment is based on reasonably expected’ scenarios without taking 'worst case'
of 'stress case’'scenatios inito account: 1f cash flows after initial recogmtmn are réalized in:a way that
is different from the Group's original expectations, the Group does nét.change the classification of the
remaining fi financial assetsheld in that business.model but incorporates such information when
dssessing newly orlgmated ornewly purchased financial assets going forward.

Contrdctual cash flows assessment _ -
For-each financial asset, the Group assesses the contractual terms to identify whether the instrument is
-consistent with the coneept-of SPRL

‘Principal* for the purpose of tiis test is defined as the-fair value of the financial asset at initial
‘recognition-and-may ¢hange overthe life of the financial:asset (for example, if there are repayments
-of principal or-amortization of the premivim/discount):

The most significant clements of interest within a lending arrangement are typically the- consideration
for thie time value of miontey and credit fisk. To make the SPPI assessment; the Group applies
judgment'and considers relevarit factors such as the ‘currendy in which the financial asset is
denomiinated, and the penod for.which the interest rate is set.,

In contrast, contractigl terms that intréduce a more than de mifiimis: exposure to tisks or voiat:lhty m:
“the ontractual ¢agh flows that-are unrélated to a basic:lendirig arrangement do not giverise to
-contractual cash flows that are solely payments of principal and interest on the amonnt olitstanding,
In such cases, the financial asset is required to be measured at FVPL.
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Financial assets at amortized-cost.(debt instr umeny

This category is the most: relevant to'the Group The Group measures-its:financial assets at amortized

¢ost if both of the follomng conditions are tnet:

o The financial asset is'held within a business mode] with the-objective 1o liold financial assetsin
.order to-collect contractual cash flows and the contractual terms of the financial asset give rise on
specified dates to-cash flows that are solely payments of principal and interést-on the principal
amount gutstanding,

o Finaricial dssets-at-amortized cost are subsequently. mesasured: usihg: the-effective interest (EIR)
‘methiod and are subject to impairment. Giins.and losses are tecognized in profit or loss when the
assetis derecognized, madified or impaired.

This category generally applies to casli and cash equivalents, shott-term-investments, trade
receivables, loans receivable, notes receivable, due from related parties and restricted cash under
other current:assets.

Financial asseéts at fair value through OCI(debt mstrwﬂenrs)

The Group measures debtinstruments at fair value through ‘OCI if both-of'the following conditions.

are met:

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

. -Sellmg and the contractual terms of the finaticial asset glve rise ofn §pecified dates'to cash flows
‘that are-solely payments of principal and interest on the-prificipal amount ottstanding

After finitial measurement, such financial assets are subsequéntly measured at fair valie with
unreahzed gams and losses recogmzed n OCI lmpalnnent losses o such ﬁnanc;al assets are

to prof tor loss Interest income: and forel gn exchange gams and losses are recogmzed in proﬁt or. loss
in thesame manner as-for debt instrumerits at amortized cost;

Where the ‘Group holds more:-than one investment in the same securlty, they are deemed to'be:
disposed on a first-in first-out basis, On derécognition, unrealized gains or losses previously
‘tecognized in OCI are reclassified from OCI to profit or loss under operating incoine.

.As at December:31, 2019 and 2018, the Group has no debt instruments at FVOCL

Fipancial assets designated at fair value through OCI (equity instrtinents)

Upén initial recognition, the Group caneléct to elassify irrevocably its équity investments ds equity
instriiments designated at fair value through OCI when they meet the definition: of equity under
‘PAS 32, Financial Instruments: Presentation:and are not held for tradmg The ¢lassification is
detenmined on an instrument- by—mstrument basis.

.After initial measurement, such equity investments are subsequently measured at fair value with
urirgalized gains and losses. recognized in OC1. Gainsand losses-on these equity instrumeits are
never recycled to profit or loss. Dividends are tecognized in profitor loss as other operating’ income
when the right of the payment has'been established, except when the Group benefits from such
proceeds as a recovery of part of the cost of the instrument, n-which case, such dividends are
recorded in OCL. Equity ifistraments at FVOCI are not subjéct to an impairment assessment.

As at December 31, 2019 and 2018, the Group measures its quoted investment in share of stock-at
FYOCI (see Note 10)
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Financial assets at fair value through profit or loss’

Fmanclal assets at. fair value through prof' 1t-or loss includé-financidl assets held for trading; finan¢ial
assets. desngnated upon initial recognition at fair-value through profit or loss, or financial assets
mandatorily requitéd to'be rifeasured at fair value. Finaricial assétsiare clagsified as held for trading if
they-are-acquired for.selling or repurchasing in the near term. Derivatives, including separated.
embedded derivatives, are-also classified as held fortrading unless they are designated as effective
hedgmg instruments. Financial dssets with cash flows that are not. solely payments of prmmpal and
interest ate classified and measured at fair value through profit or loss; itrespective: of the business:
model. Notwlthstandmg the criteria for debt instruments to be classified-at amortized cost or at fair
yalue through OCI, as descrlbed above, debtinstrumerits may be designated at fair value through
proﬁt or loss.on initial recognition if doing so eliminates, orsignificantly reduces, an accountirig:
ismaich.

Financial assets at fair value through profit or loss are carried in the consolidated statement of
financial position at fair value with niet changes in fair'value recognized in the corisolidated statement
of comprehensive income,

A detivative embedded in.a hybrid conitract; with a financial Hability or non-financial host,is
separated from the host-anid accounted for as a separate derivative if:the economic characteristics and
tisks are not closely related to the host; a separate instrament with the same- terms-as the-embedded.
derivative would meet the definition of a-derivative; and the hybrid-contract is not measured.at fair
~value throiigh profitor loss. Emibedded dérivatives aré measured at faif value with changes in- fair
value recognized in profit o loss. . Reassessinent only occurs if there is either a change in the'terms of
the contract that si ignificantly modlt' ies the cash-flows that would otherwme be required-ora
reclassification of a financial asset out of the fair valug through proﬁt of loss: category.

A denvatwe embedded within ahybrid conitract containing & financial asset host is not-accounted for
separately The financial asset host together with the embedded derivative ts requn:ed to be classified
in its entirety as 4 financial asset at fairvalue through' ptofit or loss.

Financial assets-ai FVPL are subsequently measured at fair value with netchanges in fair value
-recogmzed in proﬁt or loss as other income (charges).

As at December 31,2019 and 2018, the Group medsiires-ifs unquoted inivestment at FVEL
(see:Note: 10).

Impairment of Financial Assets

The Group Tecognizes an dllowance for expected credit losses (ECLJ for all debt instruments not held
through profit or loss. ECLs are based o the differenice between the contractual cash. flows dite in
-accordance with thie contract and all the cash flows that the Grotip expects to-récéive; discounted.at an
approximation of the orlgmal effective. interest rate. The expected cash: flows. will include cash flows
from the sale of collateral held or-other credit enhancements.that are-integral to the contractual terms.

The Group records the aliowance for expected eredit losses for alt loans dnd othier debt financial
assets.not measured at FVPL, together with loan commitments and financial guarantee contract (all.
referred to-as “financial instruments’ in this seetlon) Equliy Instriuients are not, subjeet fo
impairment uhder PFRS'9.

The Expected Credit Loss (ECL) allowance js based on-the credit losses: expected 10 arise gver the:
life of the asset (Lifetime’ ECL), unless there has been no & ighificant inetease in ¢redit risk since

-ofigination, in which case, the allowance is based on the twelve months® expected eredif loss
{(12-month ECL).
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The 12-month ECL js the portion of Lifetime ECL that represents-the ECLs that result fromdefault
events on a financial instrument that are: possxb]e within the twelve: months after: the Teporting date.
Both 12-month ECL and Lifetime ECL are calculated on either an individual basis or'a collective
basis, depending on the nature of the underlying portfolio of financial instruments.

The Group has established a pollcy to-perfortn an assessmient, at the end:of gach reportln g period,.of
‘whether a financial instrument’s credit risk has increased: significantly since initial recognition, by.
consadenng the change in the risk of default oceutring overthe remaining lifé of the finangial

instrument,

Based on the-above process, the Group segments its credit exposures into Stage 1, Stage 2,:Stage 3

and Purchased or originated-credit impairment (POCI), as described belew

s Stage I: When financial assets are first recognized, the Group recognizes an-allowance baséd on
12-month ECL. Stage 1 financial agsetsalso include facilities where the credit risk has improved
-and the loan has been reclassified from Stage 2. _

» Stage 2: When a financial asset has shown 4 §i ignificant incréase in ¢redit risk since origination,
‘the Group records an-allowarice for the Lifetime ECL.- Stage 2 financial assets also include:
facilities, where the credit risk has. improved and the loan has been reclassitied from Stage 3.

e Stage 3+ Loans-die considered credit-impaired. The- Grcup records dan allowance for the Lifetime
ECL.

‘s PQCI: Purchased or originated-credit nnpafred (POCI) assets are-financial assets that aré credit
impaired on. iftitial recognition. POCI dsséts are recorded.at fait value at original recoghnition and
interest-income is subsequently recogmzed based on a credit-adjusted EIR. ECLs are only
recognized or released to the extent that thereis a subsequent changein the expected credit
losses.

For trade and other réceivables, the Group has elected to use the simplified-approach and has
caleulited ECLs based-on lifetime- expected eredit losses.. The Group has established a prowsmn
‘mafrix based on loss rate approach that is based on the Group s historical credit loss. -experience for
the: past five years, adjusted for forward lookmg factors specific to the debtors and the économic
ENVIroHment.

For due from related parties; loans recetvable, notes receivable, short-term investments, cash and cash:
-equivalents-and restricted cash, the: Gioup applles the. general approat.h

‘The Grcup considers.a fifiancial assetin default when contractual. payment are. 90 days past due,
exeept for certain circumstarices when the teason for bemg past dug is.due to recoriciliation with
customers of sefved invoices which is administrative in nature which. may-extend the definition’ of
defauli to 180 days and beyond. However, in certain cases, the Group may also coiisider a finiancial
:asset to be in default when intemal o external Iniformation indicites that the' Group is unlikely to.
recelve the outstandmg contragtual amounts in full before taking into account any credit
enhanéementsheld by the Groip.

For financial assets for which the Group has no-reasonable: expectations.of recovering eitlier the efitire
utstandmg amount, or‘a proportion theresf, the gross carrying amount-of the fifiancial asset is
-reduced ‘Thisis considered a (pattial) derecognition of the financial asset.

Calenlation of ECLs

The Group calculates ECLs based.on.three prcbab111ty-we1ghted scenarios to-meastne the expected
cash stiortfalls, discounted at.an ‘approximation to the EIR.. A cash shortfall is the differerice between
the cash flows that- are dug to:an éntity ih accordance with the contract and the cash flows that the
ennt_y _ex_pec_t'_s to receive,
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The mechanics of the ECL caleulations are outlinéd below and the key ¢lements are, as follows:

s the Pmbablhty of Default (PD) is-an estimate of the likelihood of default overa- given’ time:
horizon. ‘A défault may only happen-at a certain time over the assessed period, if the facility has
not been previously derecogmzed and is'still in the perifolio;

« the Exposure at Default, (EAD) i5-an estimate of the exposure at-a future default date, taking into
account éxpected changes in the-exposure after the teporting date, 1nc1udmg repaymetits of
'pI’l]lCIpal and interest, whether scheduled by contract or otherwise, expected drawdowns on
committed facilities, and accrued interest from missed payments; and

& the Loss:Given Default (LGDY is an estitmate of the loss atising in the case wherfea default occurs
‘ata given time. Itis based-on the difference between the.contractual cash flows due and those
that the lender would expect to- receive; inicluding from the realization of any-collateral. Itis
usnally expressed as a’percentage of the EAD..

‘When.estimating the ECLs, the:Group: cconsiders three scenarios (a base case, an upside, a downside).
Each of these is-associated with different ECL factors. When relevant, the assessment of multiple
sgenarios also incorporates how defaulted foans are expécted to be recovered,: 1nclud111g the
probability that the loans will ciire and the value of eollatéral 'or the amount that might be recéived for
.selling the asset.

The maximum petiod for which the creédit losses are determined is the contractial life of a financial
instrument unless the Group has the legal right to call it earlier unless derecognized by the Group.

The interest rate used to discount the ECLs of fised-rate instruments is the approximate EIR at initial
‘recognition. '

‘The collective assessments are made separately for portfolios of facilities with similar credit risk
chiaracteristics.

Forward lbahng' information
In its ECL models; the: Group relies on a broad range of forward-looking information as econoimic
inputs; such as GDP Growth Rate and Inflation Rate.

‘The iniputs and models.used for calculating ECLs may not always capture all characteristics of the
market at the date of the financial statements. To reflect this, qualitative adjustments or overlays are
occasionally made as temporary adjustiments when: such differences are significaritly material..

Write-offs

Financial assets are written off either partially orin their entirety only when the Group has stopped
pur;sg_xir_ig*’t_he_ Tecovery: If'the amount to be written: offis greaterthan the-accumulated loss allowance;,
the difference is first trédied as dn addition to the allowance that 1s then applied against the:gross.
carrying amount, Any subsequent recoveries are.credited to impairment loss.

Financial Liabilities

Initial recognition and measurement . _
‘Financial liabilities are classified, at initial recognition, as financial liabilities at fair value through
profit orloss; leans and borrowmgs payables ‘or-as derivatives demgnated as hedging instruments in

-an éffective liedge, as dppropriate.

All financial liabilities are recognized initiglly-at fair value and, in the-case ofloans and borrowings
-and payables; ne.t-"of"dir-‘e'ctl.}_f attributable fransaction:costs.
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The Group’s financial liabilities include accounts and other payables (exc[udmg taxes and
govermment ¢ contnbutlon payable), due to refated. partles notes payable, transmissions llablhty lease:
liabilities dividends payable «othér noncurrént liabilities and bond paydble.

Subsequent. measurement
The measurement of financial liabilities dependson their classifieation, as described belaw:

Financial liabilities.at fair vahse through profitor loss
Financial liabilities at-fair valie through profit of loss include financial liabilities held for trading'and.

financial liabilities designated upon initial recognition-as at fair value through profit or loss.

Financial hablhtles are classified as held for tradingif they are incurred for the | purpose of"
répurchasing i the near tefm: This: category also. inieludes derivative financial instruteénts: entered
into by the Group that are not designated as hédging instruments in hédge relationships-as defined by
PFRS 9, Separated embedded derivatives are also. classified as held for tradmg unless they are.
designated as effective hedgmg instryments..

‘Gains orlosses on liabilities held for trading.are recognized in the consolidated statement of’
comprehensive income:

Financial liabilities desi g_‘i‘jated. upon initial recognition-at fair value through profit or loss are
-designateéd at the initial date of recognition, and only if the criteria in PFRS 9 are satisfied.

“The Group's detivative liability is'classified under this category:(Notes 16, 24 and 25).

Loans and borrowings

After initial recognition, interest-bearing loans and berrowings:are subsequently:measured at.
amortized cost using the EIR-method, ‘Gains and losses.are recognized in profit or 10§s when the
liabilities ate-derecognized as well as through the EIR amortization process.

Amortized cost is.calculated by takmg into-account any dis¢ount or premiuin on’ acqulsltlon and fees
.or ¢osts that aré an mtegral part of the EIR. The EIR amortization is included as finance costs:in the
consolidated statement of profit-or loss.

“This category generally: applles to- ‘accounts arid other payables’, ‘duetdrelated parties’; ‘notes
payable’, ‘transmissions liability’, “[ease liabilities’, ‘dividends payable’, ‘other noncurrent llablhhes
-and “bond payable” presénted in the consolidated statement of financial position.

Reclassification

1f thie bisitiess model iinder which the Group holds the financial assets changes; the financial assets,
affectedare reclassified. The classification and measurement requirements related to the new
category apply: prospectwely from the first. day of the first teporting petiod following the change in
busiess model that results in reclass;fymg the Group s financial assets, Reclassification of financial
assets designated at FVPL-atinitial recognition is not pérmitted.

Financialinstruntents prior to adoption of PFRS 9
Dare of recognition
The Group. recognizes a-financial asset of-a finaneidl 11ab111ty in the consolidated:statement of

financial position when it becomes a party to the contractual provisions of the instrument, Purchases
or sales of financial assets that require delivery of assets, within the time framie established by

SRS RURE R




-23-

regulation o convention in the marketplace are recognized on the trade date; which'is the date when
the Group commits to-purchiase or-sell the-asset.

Anitial recognition of finuncial assets and financial liabilities. o _
All financial asséts and financial liabilities-are initially recognized at fair value, Except for financial
asseéts and financial liabilities at FVPL, the initial measurément of financial assets includes
transaction costs, The Group cIa551ﬁes its financial assets within the scope of PAS 39 in the
followmg categories: financial assets at FVPL, ‘held-to- -maturity (HTM) financial assets, AFS
financial assets and loans and receivables. Financial liabilities afe classified into financial Liabilities
at FVPL and other financial liabilities. The classification depends ‘on the-purpose for which the
financial assets were. acquired or financial diabilities incurred-and whether they are: quoted in an active
market. The Group:determines the classification ofits investinénts-at initial recognition-and, where
aliewed and appropriate, fe-evaluates such designation at every réporting date.

Determination of fair value

The fair value of financial asséts and financial liabilities traded in.active markets is based on quoted-
market price 2 at the reperl:mg date. A market is regarded as active if quoted prices arereadily and
1egular]y available frorm an exchange, dealer, broker, industry group, pricing service, or regulatory
agency, arid those prices représent actual and. regulal ty occurring tharket transactions.ofi 4n arim’s
length basis. The quoted market price used for financial assets held by t the-Group is the-current bid.
price: Theseinstruments are includedin Level 1. Instruments inciuded in Level 1 comprise prlmanly
of listed: equity inveéstments as-AFS:

The fair value-of assets and liabilitiés that-are not traded in an active market {for example, over-the-
coutiter denvatwes) is deferininied by using valuation technigiies. These valuation technigiles
maximize the usé of observable ‘market data where it is available and rély as litfle as possible-on
enfity SpeCIﬁC estimates: Ifall sxgmt’ cant: mputs required-to fair value an instrument are observable;
the asset or liability is includéd in Level 2. If one or moie of the mgmﬁcant mputs 13 not based on
dbservable market data, the asset or liability is included i Level-3.

‘Day 1" difference

Whré the transaction price in.a non-active market is different from the fair valire of other obsérvable
¢utrent matket transactions in the same instrument or based on a valuation tectiniqué whose variables
include only data from observable ma.rket the Group recognizes’ the difference between the
transaction price and fairvalue (a ‘Day 1* difference)in the stafement of comprehensive income
unless it-qualifies for recognition as some other type of asset. In casés where use is inade-of data
Whlch is. 1101 obscrvable lhe dlffcrcnce between the transactlon pnce and model value IS only

the mstrument 1is. derecogmzed For each transactlon the Group determmes the approprlate method of
recognizing the “Day 1° difference amout.

Loans asid réceivables
Loans atid recéivables are non-derivative financial assets with fixed ordeteriminable paynients and
fixed maturities that are not quoted in an active market. These are not gntered into with the intention

of m:m:ledlate or short—term resale and are not designated as AFS ﬁnancxal assets or financial assets at
FVPL.

Afier initial measurement, loans and receivables are subsequently measured at amortized cost using
the-effective interest method, less dllowance for impairment.. Amortized costis calculated by taking
Into-account afty discount or premium on.acquisition and fees that are integral parts: of the effective:
interest rate, The-amortization is incfuded in the intefest income in the statement of comprehensive
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incoine. The losses arising from impaitment of such loans arid receivables are-recognized as
provision for impairment losses in the Group’s consolidated statement of comiprehensive-income.

Loans and receivables are included in-currént assets. if maturity is within twelve meonths from the
reporting date.. Othérwise, these are classified as noncurrerit assets:

Available-for-salefinantial assets
AFS finaneial assets pertain to equity investments. Equity instrumerits classified as:AFS:are those
- that are neither classified as held for trading nor designated .as FVPL.

Afier initial measurement, AFS financial assets are subsequently measured at fair value with
unrealized gains or Tosses reoognlzed in OCI and credited to unrealized gain {loss).on AFS financial
assets account until the investment is derecognized, at which: time the cumulative gain or logs is
fecognized iri‘other income, or the investment 1§ determineéd to be 1mpmred ‘when the cumulative loss
is recIa551ﬁed from unrealized gain (loss) on AFS financial assets account to the stafement of profit or
loss in other expenses. Dividend earned whilst holding AFS financial assets is reported as dividend
ifcome.

The ‘Group evaluates whether the ability and infention to sell its AFS financial assets in the near térm
is still approprate. Wlien, in rare circumstances, the: Group 1s unable te.trade these financial assets
due to inactive matkets, the Group may-eléct to reclassify these finaricial assets if tle: ‘management
has the-ability and initention to hold the assets for foreseeable future or until maturity.

For a financial asset; recla351ﬁed from the AFS category, the fair valve carrying amount at the date of
reclassification becomés its.new atnottized cost and any previous gain or loss-on'the assét that has.
been recognized in equityis-amottized to profit orloss over the' remaining life of the investment
using the EIR. Aay difference between the:new amortlzed cost and the matunty amount is-also:
amortized-over the remaining life-of thie asset usmg the EIR. If the assetis subsequently-determined.
t0'be itmpaired, then the amount recorded in equity is reclassified to.the’ cofisolidated statemetit of
comprehensive income.

Embeéedded derivatives

An emibedded derivative isa: component of a hybnd (combmed) instrument that alse:includes-a-non-
derivative host contract-with thie effect that some of the cash flows of the combined instrumerit vary
in a way similar to a stand-alone derivative. '

' The Group assesses whether embedded derivatives.are required to be separated.from the host
contracts when the Group. first becomes a party to'the contract. Reassessment only occurs if there'is.a
change in thie terms of the contract thatsignificantly-modifies the casli flows that would othérwise be
required:

Embedded derivatives-are bifurcated from their host contracts, when the following-conditions.are
met:
(a) theentire hybrxd contracts (composed of both-the host confract and-the: embedded derivative) are
not-accouiited foras financial assets and liabilitics at FVPL;
(b) wheén their-economic risks and characténstics are not closely relatedto those of their respective
host contracts; and
(€) -aseparate instrument with the same terms-as the embedded derivative would meetthe definition
* of a dérivafive.
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Embedded derivatives that are bifurcated from the host contracts are accounted for either as financial
assets or financial liabilities at FVPL. Changes in-fair values are included in profitorloss. The
embedded derivatives of the. Group peitain to the equity conversion dnd redémption 6ptions
components-of the issued convertible.debt instrument (see Note 16).

Impairment of Financial Assets

The Group assesses.at- each reporting date whether there is.objective evidence that a financial asset or-
group of similar financial assets is impaired.. A financial asset or a group of similar financial assets is.
deemed to be impaired if, and only if; there'is objective evidence of impairment as-a result ofone ot’
.more events that has occurred after the initial recognition of the agset (an incurred “loss event™) and
that loss €vent (or everits) has-an impact on the estimated. future cash flows of the financial asset ot
the group of similar financial assets that cin be' reliably estimatéd. Evidence of impairment iay.
ifcludeé indications that the borrower or a group of borrowers is. experiencing significant finaticial
difficulty, defauls or: de]mquency in‘interest or pﬂnc1pal payments, the. probablhty that they will enter
bankruptey or other: finaricial reorganization and-where observable data indicate that there is
measurable decrease in the estimated future cash flows, such as changes in arrears or economic
conditions that correlate with- defauits

Loans anid receivables

For. ]oans and recewables carried at-amortized cost, the Group first assesses whether objective.
eVIdence ofi impairment exists md1v1dually for financial assets that are individually significant, or-
collectively for financial assets that aré-not individually significant. ‘If the Group determines thaf no
objective evidence of impairment exists for individually assessed financial asset, whether significant
‘or not; it .mcl_ude_s_:the, asset in a group of similar financial assets with similar credit risk characteristics
and collectively.assesses for impairment. Those ¢characteristics are.relevarit to thie estimation of
futire'cash flows for group of such assets by being indicative of the debtors’ ability to pay all
-amounts-due according to the contractual terms of the: assets being evaluated. - Assets that are-
individually assessed for impaiment and for which an: impairivent 1oss {s, -or'continues to be;-
reécognized are notincluded ina collective assessment for impairment..

Ifthere is objective evidence that.an impairment foss has been incurred, the amount of the:loss is
‘measured as the-difference between the:assets’s carrying amountand the present-value of the
estimated future cash flows (e€xcluding future credit Tosses that have ot bee icurred). The: present
value of estimated cash flows is discounted. at the financial asset’s ongmal effective inferest rate. Ifa
loan has a variable interest rate, the discouit rate for: measunng any mpalrment loss is the current
effective interest rate. The i carryirig amount of the-assetis reduded. through.use of an allowance
accouit and the amount of 1085 is charged fo the consolidated statemeént of comprehensive income.
Intérest income continues to be recognized. based on the: original effective interest rate of the asset.
Loans, together with the associated allowance accounts, are written.off when there is no realistic
prospect of future recovery and all collateral has been realized.. If, i a subsequent year, the-amouint
of the estimated impairment loss decreases because-of an event occurring after the impairment was
récognized, the previously recogmzed impairment loss is-reversed. Any subsequent reversal of an
impairment loss is: recognlzed in the consolidated statement of cornpreheiisive incotne, to the extent
that-the carryiing value of the agsét does not exceed its amiottized costat the réversal date

For the purpose of a collective evaluation of impairment, financial assets. are giouped onthe basis of
creditrisk-characteristics sucli as customer type, payment history, past-due statusand term.

Future cash flows ina.group. of similar financial assets that are collectively evaluated for impairment
are estimated on the basis-of historical [oss. experience. forassets with credit nsk characteristics
similar o those in the group. Historical loss experience is adjusted on the basts:of current observable
dita to reflect the éffects of cinrtént coriditions that did not affect the period on which' the historical
loss experience is based and to remnove the effects of- condltlons in the lnstoncal penocl that do not
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exist curréntly. The methadology and assumptions used for estimating future cash flows.are
reviewed regularly by the Group to reduce.any differences between loss estimates and-actual loss.
gxperience,

Available:for-sale financial assels

‘The Group assesses:at each reporting date whether there is objective evidence that investment is
impdired. Inthe casé of equity invéstments: classified ds:AFS, a significant.or prolongcd dec]me in
the fair valugé of the security Below its cost is dlso eviderice that the assets are impaired. ‘Significant”
is to be evaluated against the-oni iginal cost. of the investment and ‘prolonged’ against the period in
which:the fair valug ‘has been below its ongmal Cost. Generally, the Group-treats ‘significant” as 20%
or more and ‘prolonged’ as. greater than twelve'months. Where thére isievidence of iinpairment, the:
cumulative loss:measured. as the difference between the acq1.1181tmn cost and the current fair value,
less any. 1mpa1rment Toss on that inivestment previously. recogmzed in proﬁt or loss is removed from
equlty and rec0gn12ed in proﬁt or loss. Impalrment losses on.- equlty instrummeits are fiotreversed
through profit or loss, but its increases in‘the fair'value after imipairment are recognized directly in
other:comprehensive income.

Otfier fmauuai liabilities

Other financial liabilities pertain to financial labilities not classified or desi gnated as. financial
liabilities.at FVPL where the substance'of-the contractual arraiigement Tesults in the Group having an
abligation either to deliver cash or another financial asset 1o the holder or to séttle the obligation other
than. by the exchange of a fixed amount of cash.

After initial measurement, ‘other financial liabilities are subsequently mieasured at amortized cost
using the effective interest method. Amortized cost is caleulated by taking into accountany discount
‘or preraium on-the issue-and fees that-are integral parts of the effeetive interest rate.

Derécognition of Financial Assets and Finaricial Lisbilities Under PFRS 9 arid PAS 39

Financial asset:
A financial assét (or, where. appllcable a.partof a financial asset or part'of a group of similar
finiancial assets) is derecognized when:

a) ‘the rights to receive cashi flows:from the dsget have expired, or
b} the Group has transferred its rights to receive cash flows from the:asset or has assumed an.
'obhgatlon to.pay the recejved cash flows in full without material delay-to a third party undera
‘pass-through’ artangement; and either (a) the Group bas transferred substantially all‘the risks and
rewards of the asset or (b) thie'Group has neither:transferred nortetained substantially all thie risks:
and rewards. of the asset; but héds transferied control of tlie asset.

When the Group has transferred its rightts to receive cash flows from an-asset or hasentered into.a
pass-through arrangement, it-evaluates if'and to what extent it has retained the risks and rewards of”
ownership. When'it ias neither transferred rior retained-substantially all of the risks-arid rewards of
the asset, nor‘transferred-confrol of the assét, the Group continues to recognize the transferred asset for
ihe extent of the Group’s. contlmung invelvement, .In that.case, the Group-alse recognizes-an
-assoeiated liability. The transferred asset and the associated ha’blhty are measiied ona basis that.
reflécts the rights and obligations that the Group has'retained: Continuing involvement that takes the:
form of a guarantee over the transferred asset is measured at the lower of the original carrying amount
of the asset'and the maximum aniount of consideration that the Group could be requlred to repay.
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Financial liability.

A finaneia] liability is derecognized when the obligation under the liability is-discharged or cancelled
-Gr eXpll'E:d ‘Where an-existing financial l1ab111ty is replaced by another from the same lender on
substafiti ally different terins, or the terms of an’ existing 11ab1]1ty are substantially modified, such an
exchange or modification is- treated as a derecogmtlon of the ongmal liability and the recognitiofi of a
new’ I1ab1hty, and the difference in the respective: carrymg amounts is- reeogmzed in the-consolidated
statement of compreherisive income.

Offsettmg of Financial Assets and Financial Liabilities

Financial assets and fi nancial liabilities are offsef ‘and the net amount reported in the statement of
financial posmon if, andonly if, there is a currently enforceable ]egal right to offset the recogiized
‘afriounts:and there is an intention tosettle on a net basis, or to realize the asset and settle the liability
simultaneously.

Prepayments and Other Assets

Prepayments substantially 00n315t1ng of rent.and adverttsmg are recogmzed in the event that pavment
has substantially beén méde in advariée for the puitchase of goods. or-services. for which-delivery.or
performance his not yet occurred. Prepaymients are ineasured at undiscounted amouiits and
derecognized in the consolidated statement of financial position as they expire with the passage of
time, or through use and-consumption:

‘Materials and supplies consist of the supplies, inks, packing materials and receipt used in the Group s
operations, Materials and supphes are Jmtlally measured at-the cost of purchase, which.comprise the:
purchase price less trade discounts; rebates and other sifnilar deductions. :Matetials and supphes are
-subsequently méasureéd at the lower of'¢ost arid net realizable value. Costis-determined. using,
‘dverage cost formula. Net realizable value is the estimated selling price iii the ordiniary course. of
‘business less the estimated costs of eompletlon and the-estimated costs necessary to make the sale.
Materidls.and supphes are dei¢cognized when consumed.

‘Other assets in the form of input value-added tax and creditable withholding 1ax:are recognized as
assets to the extent 1t 1s probable that the beneﬁt w111 ﬂaw to the Group These are dereeogmzed

._habthty w1th1n the penod prescrtbed by the 1elevant ta‘( laws

Creditable withholding taxes

Creditablé w;thholdlng taxes (CWT) are amounts withheld from income, which are applied as credit
-apainst ificome taxes, subject to- documentary réquirements, Cr editable w:thholdmg taxes thatare
_expected to be utilized as payment for income 1axes within 12 months are classified as.currentasset.

Input Vaiue-Added Taxes (VAT)

Input tax represents the VAT due orpaid on purchases of goods and services subjected to- VAT that
the Group: can-¢laim against any future llablllty to the Bureau of Intemal Revenue (BIR) for output
VAT on sale of goods and services subj gcted 10 VAT, The input tax can-also be recovered as tax
credit under certain circumstances-against future income tax liability of the Group upen-approval-of
the BIR- and!m Bureau of Customs. Inputtax is. stated at'its estimated net realizable:-values. A
valuation-allowance is provided for any portion of the itiput tax.that cannot be ¢laimed against-output
‘tax or recovered as fax ¢redit againstfuture income tax Hability. Thisirclndes deférred input VAT oir
uripaid purchase of sérvices-which are incufred and billings which have been received as of reporting:
.date, and input VAT arising from the purchase of capxtal goods exceeding P1.00" million deferred for
the succeeding period. Nencuirent: portion-of input VAT is deferred and amortized over the usefil
life of the capital goods or sixty (60) months, whichéver is lower.
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When VAT from sales-of gotds and/or serviees (output VAT) exceeds VAT passed ofi from
purchases of goods or services (input VAT), the excess is recoghized.as payable irt the consolidated
statement of finaricial posmon When VAT passed on from: purchases of goods or services (input
VATYyexceeds VAT froin.salés of goods and/of sérvices. (output 'VAT), the excess is recognized as'an-
asset in the-statement of financial position up.to the extert of the recoverable amoiint.

Short-term cm!r investinents
Shoti-term cash investments ate fime deposits with: maturity-of more. than threée months from the date
-of aequisition but not exceeding one year.

Property and Equmment

Property and equipment, except land, are stated at cost less. accumulated: deprec:atlon anid -
amortization and any impaitment in value. Landis carried at cost less any impairment loss. The
initial cost of property and equipment comprises its purchase- price, taxes'and any directly. attrrbutable
costs. of bringing tlie property-and. equipment 16 its. workmg condition and location for its.intended.
use. Expenditures incurred after the property and. equlpment bave been'put into operation are
-caprtahzed as part.of property and equipment only when. it s probable that future-economiic benefits
-associated: with the item will flow to the Group:and the cost of the:items can be’ measured rehably
.All other repairs.and maintenance are-charged against cuirent operations as incurred.

Depreciation and amortization is calculated on a straight-line method over the following estimated.
useful lives of the property and equipment:

_ Years

Computer hardware. ) 3105
Furniture, fixtures:and office equipinent 3165
Transportatlou equipment ' 3to 10

Leasehold improvements on;, _
Branches, 210 8 years or lease térm
(whichever is shorier)
Office buildings and warehouses 2 to 20 years or lease term

(whichever is shorter)

-Construction in progress is stated at-cost. Construction in-progress is niot depréciated until such fime
as the relevant assets:are completed and available for use.

The assets” residual value, estimated useful lives and depreciation dnd dmortization method dre
‘reviewed periodically to ensure‘that the period and inethod of depreciation and amortization are
consistent with the expected pattern of €CoNomic benefits from items of property and equipment or if
constructed in 4 leased.asset, whichever is shiorter betwesii the lease terny.and usefil life.

Thie asset’s: carrymg amount i§ writfen down ithmediately to it§ tecoverable amount if the-asset’s.
carrying ¢ amount 18 greater than its. estunated recoverable amount

'Wh'en pr'op‘er’lj'f a’nﬂ' 'equ‘ipr'rie'nt“éire"'retired or o'ﬂierwis'e di'spose'd or‘ 't]:'l‘e 'co’s"t and 'th‘"e rel'a'ted'

are removed from the accou.nts and any resullmg ga.m or loss (calculated as the dlfference between
the net dJsposaI proceeds: and the: car_rymg amount 6f the property and equipmient) is credited to or
charged agdinst profit of loss:in the year the property and equipmient is derecognized.
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Intangible Assets

Intanglble assets acquired.separately are measured on initial recognition at cost. The cost of
"mtanglb]e assétsacquired in @ business combination is the fair value at the. date of acquisition.
Following initial recognition, intangible-assets are carried.at cost Tess any-accumulated amortization
.and accumulated impairment losses. ‘Internally-generated mtanglbles, exehiding tapifalized
development costs, are 1o capltallzed and the related-expenditure is:reflected in the:consolidated
‘statement of commprehensive incomé in the périod in which the expenditure is incurred.

Intarigible-assets with finite lives are amortized over.the useful economic life and assessed for
impajrment-whenever there is'an indication that the: ititangible-asset may be 1mpalred The
-amortization penod and the amortization method foran mtanglble asset with a finite useful life are
reviewed at Iéast at the end of each reportmg penod Changes in the expected useful liferor: the
expected pattern of consumption of future éconontic bénefits émbodied in the asset are- considered to
‘modify thé amortization period or methed, as appropriate, and are treated as:Changes in-accounting
‘estimates, The amortization expense on’ mtanglble assets with finite lives'is recogmzed inthe
consolidated statement of comprehensive income in the expense category that 1s consistent. with the
function of the iritangiblé assets. The useful life- of the Grouip’s softwate is three to five years.

Iintangible assets with indefinite useful lives (i.e., goodwill) are not amortized, but are tested for.
impairment annually, either mdmdually or at the cash- -generating unit level. The assessment of
indefinite life is-reviewed annually to determine-whether the: indefinite life continues to.be
supportable. Ifnot, the.change inuseful life from indefinite tofinite i§made on 4 prospective basis. -

Gains.or losses ansmg from derecognition of an. 111tang1ble asset are measured. as the difference
Tetween the net djsposal proceeds and the carrying amount of the agset.and are. recognlzed in the
‘consolidated statement of comprehensive incomié when the assetis derecognized.

Development expenditures on:an individual project are recognized as an intangible asset when the
‘Group can demeonstratg:

s the technical feasibility of completing the intangible assét so that the asset will be available for
use or sale;

its intention to- complete atid its: ablhty to-use orsell the asset;

how the asset will generate future economic benefits;

'thé'.-a;_\'r*ailabiHTY'-'ﬁ.f"r'e'sou'r_'t:és to complete thie asset; and

the ability to measure reliably-the expenditure during development

‘Following initial recognition of the development expendlture as an asset; the-asset’is carried at cost
Jless-any. accumulated amortization and-acciimulated impaimment losses. Arhioftization of the asset
‘begins when development is coniplete-arid the-assef is available foruse. Itis amortized over'the
period of expeeted future benefit. Amortization is recorded in operating expenses, During the period
of development, the asset is. tested.for impairment: annually:

Investment in d4n Associate

Arl associate is‘an entity in which the Grouphas significant influerice. Significant influence is thé
powerto participaté in the financial and operating policy decisions of the investee, but i not control
_or joint control over. those: pohmes

Tlie considerations made in detemiining:significant inflitence are similat to those necessary to.
determine conteal Gver subsidities.

The Group’s investmentin the:associate is accounted forunder the equity method of accounting,
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Under the equity metliod, the investmient ini dn associate i5-initialty recogmzed at cost,  The cairying’
‘amount of the investment is. adjusted to TecOgnize changes in‘the Group s share of net assets of the
associate since the acquisition date. Goedwill relating to the associate is. included:in the: carrymg
amount of the investiment and-is not tested. for impairment md1v1dually

‘The consolidated statement of comprehensive income reflects.the Group’s share of the results of’
‘operations of the associate. When there has been a change recognized directly:in the equity.of the
associate, the Group recogmzes its share of any ehatijzes, when applicable, in the consolidated.
staternent of changes in-gquity, Unrealized gains and losses resulting 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 share of profit-orloss.of an associate is-shown on the-face of the
consolidated statement of comprehenswe income and represents profit.or loss after tax and non-
controlling interests in the subsidiaries of the associate.

The financial statements of the associate are prepared for the same Téporting period as the Group.
When necessary, adjustments are rhade to bring the-accounting policies in line with those of the
Group.

After application of the equity method, the Group: determines whether it is'nécessary to recognize ari
impairment Toss o its investment in an associate.. At each reporting date, the Group defermines
whether there is-objective: evidence that the investment in associates;is impaired. If there'is such-
‘evidence, the Group calculates the amount of impairment as the difference between the tecoverable
‘arhourit'of the associate and its carTying value, then recognizes the loss as ‘Equity in net earnings of
associate in the consolidated statement of 'C_jomp'r_éh'ensive ificome:’ '

Upon loss of 51gmﬁcan1 influgnee-over the associate, the Group: measuresand recognizes: any retained
investment at its fair value. Any différénce-between the. cairying amount of the associate upon ldss-of
significant influgnce and the fair value of the retained investment and proceeds from disposal is
recognized in profit or loss:

Impament of Nonfmanc1al Assets

1mpalred If any such: mdxcanon e)usts, or when annual 1mpa1rment testmg for an-assetis requlred
the Group tiiakes an estimateof the asset’s recoverable amount. An asset’s recoverable amount is: the
Ligher of an asset’s.or cash—generatlng unit’s fair value less: costs to sell-and its value in use-and is
determined for an individual asset, unless the asset:does not generate. cash mﬂows that-are largely

; mdependent of those from other-assets or group of assets. Whete the cartying amoeunt of an asset
‘exceeds its Tecovérable amount, flie dsset 15 consideréd impaired and is written down to'its
recoverable amount.

In assessing value 11 use, the estimated futute cash flows ate discounted to their-present value iising 4
prestix’ discoutit rate that reflects current market-assessments- of the time value-of1 inoney and the risks
‘specific to the-asset. Impairment losses of continuing-operations.are. recogmzed in the consolidated
statement-of comprehenswe income in'those expense categones conisistent withi the function of the:
.1mpa1rcd asset.

.An agsessmentis made at-each reporting date as:to whether there'is. any indication that prewously
recoghized fmpajrment losses may-ha longer exist or may have decreased.. If such indication exists,
the récoverable dmouit is éstithated. A préviously recognized 1mpamnent loss is reverséd only if’
there has béen a change in the estimates used to determine the asset’s recoverable amount since the
last impairment loss was recogmzed If that is the case the- catrying amount of the:asset s increased
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1o-its recoverable amount. That increased amount cannot exceed the carrymg arnount that would have.
been determined, net.of depreciatiori, had no impairment loss been. recogrized for the asset in priof
years, Suchreversal'is recognized in the consolidated statement of comprehensive income unless the
assetiis:carried at revalued amount, in which casé, the'reversal is treated ds 4 revaluation inerease:
After such reversal the depreciation charge is:adjusted in future periods toallocate the asset’s revised
carrying amount, less-any residual value, on a systematic basis over its remaining useful life..

Employvee Benefits

The Group has a-nonconfributory defined tetirément berefit plan. Thenet defined tetirément benefit
liability or assét is the aggregate of the present value-of the defined rétitement benefit liability atthe
end of reporting date reduced by the fair value of plan assets: (if any), adjusted for any effect of
llmmng anet defined benefit assetto the asset ce111ng “The asset cellmg is the present value-of any
econoinic benefits available in the form ‘of refunds from the plan or reductlons in future cortributions
to the plan, The. cost of providing benefits under tlie: defined benefit plan is actuarially determined
using thé projécted’ unit _c_re_d1_t method.

Defined beriefit costs comprise the following:
o servicecosts-

¢ net interest on the net-defined benefit liability or asset
o remeasurements of net defined benefit liability or-asset

Service-costs which include curreit service costs, past service costs-and gams of logses.on non-
routine settlements are re¢ognized as expense- in profit or:loss. Past service costs are recognized
when plan amendment or curtailment occurs. These amounts. are. caleulated periodically by an
independent qualified achiary.

Net interest on the net defined retiremetit benefit llablhty orasset is the change during the period in
the net-defined retirement benefit liability or assef that arises fiom the passage of time- wlnch is
determined by’ applymg the discount rate based on government bonds to-the et -definied retiternent
benefit liability or-asset. Net interest-on the et defined retirement benefit liability orasset is
recognized as expense or income in profit or Joss.

Remeasureménts comprising actuarial gains and losses, feturn on plan-assets and any change in the
effect'of the asset-ceiling (excluding net interest on defined retirement benéfit liability) are recognized
immediately in OCI in the-period in which they arise: Remeasurements are not reclassified to profit
or loss in subsequent penods All-reineasurements recogmzed in OCI account, “Remesasurermnent
gains (Josses) oh retiremeént benefit plan" are notre¢lassified to-profit.or loss.in subsequent penods
Plan assets-are-assets that are hield by-a long-teim ¢mployee benefit fund or qualifying irisurance:
policies. Plan assets are-not available to the creditors of the. Group, nor ¢an they be paid directly to
the: Group. Fair value of plan assetsis based on market price information. Whet no matket price is
available, the faif value of plan-asséts is ¢stimated by discounfing expected futiire ¢ash flows using a.
discount rate that reflects both the risk associated with the: plan assets and the Taturity or expected
dlsposal date of those assets (or, if they have no matnnty, thie expected period until the settlement.of
the related liabilities). 1f the fair value of the plan assets-is higher than-the present value of the
defined retirement benefit liability, the medsuretnent of thé resulting defiried rétirement benefit agset
is limited to the present value of economie benefits. available in the form of refimds from-the plan or
reductions in‘future contributions to the pian

The Group’s right to bé reimbursed of some or:all of the expenditure required to settle a defined

benef" t retlrement liability is recognlzed asa separate asset-at fair valune when: and on]y when
relmbursemen_t 15 vittually certain.
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Termination benefits

Termination benefits are employee benefits provided in exchange for the termination-of an.
employee 8 ernployment as a result-of either the Group’s decision to ferminate an employee’s:
ernployment before the tiormal retirement date or an employee s décision to accept an offer-of
benefits in exchange for the termination of employment..

A liability and expense for.a terminatiori benefit {s. fecognized 4t the earlier of when tlic entity can no
longer withdraw the offer of those benefits and whier the €ntity recognizes related restructuring costs.
Initial recognition-and subsequent changes to termination benefits are measured in-accordance with
the hature of the employee berefit, as eithér post-employmetit benefits, short-teim employee benéfits,
or other long-term employee benefits: |

Employee leave entitlement

Employee entitlemerits to-anmual leave.are recoghized as a liability when they are acerued to the:
employees. The undiscounted liability for' leave credits in excess of45. days:is expected 1o 'be settled.
wholly within twelve monihs after the-end of the annual reporting: date, Employees of certain forexgn
subsidiaries are-also entitled to:long service leaves.as mandated by local laws over and above their
annual leave if they. work for'a certain lengthof time which are taken ofi a pro-rata basis when the-
employee céases to work, Earned leavecredits is:recoghized as a Hability and. settled when the
employee leaves the Group subject to certain:conditions.

Bauity

The Group considers the underlying substance -and economic reality of its own equity instruments and
not merely its legal form-in detennmmg its proper classification.

Capital stock

The Group records common stocks at par value-and tlie amount-of the contribution in exgess of par
value is accounted for as 4n additional paid«in capital. Incremental costs.incirred dlrectly attributable
to the issuance of iiew shares are dediicted from proceeds:

Retained earnings

Retained earnings-represent aceurnulated earnings. of the Group [ess-dividends declared, and any
adjustments arising from application:of new accounting standards, policies'or cotrections of errors:
applied retrospectwely Dividends on common stocks are recognized as. a._l:abxhty and deducted from
equity when declared,

Reveriue Récognition

Revenue from contracts with custonérs. upori-adoption of PERS I5

‘Revenuéfrom contracts with customers is recognized when control of the goods: orservices are
transfen ed ta the customer at an-amount that reflects the consideration, to: which the Group expects to:
be entitled in exchange for those goods orservices: The Group has generally concluded-that it is the
pr incipal in'its fevenue arrangements.

The following specific tecognition criteria-must also be met before revenie is: recognized:
Service fees

'The Group is in the business-of 1o ngthS and money remittance which are sold separately as ‘identified
and have distinét contracts with ciistomers.
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The Group recognizes logistics revenue over time using output.method wheréin reveriue is-récognized
‘on'the basis of direct measurement of the value to-the customer telative to the remaining services
‘promised under the'contract, The measurement of progress used .t_lj_ae es_t_xmated.pe_nqd travelled
(tiieasured in days) of the goods being delivered overtheé-period of the date of acceptance up.to the
delivery date. '

Advante payment from customers which:servicés are yet to be: delivered by the Group are initially
recognized as contract liabilities under“accounts and other payables -of the consolidated statement.of
financial position. These:are- subsequently charged as service revenue over the period of delivery.

Service arising from money transfer is. considered to have beenrendered when the principal amount
of money-has been transferred to the intended branch-and the same is ready for withdrawal by the
intended beneﬁc:lary

Revenuerecognition prior to.adoption of PERS'15

Revenue:is recognized to the-extent thatit is probable that the economic benefifs will flow to the:
Group and the revenne can be reliably measured regardless whien the payiment:1s bem_g made..
Revenué is nteasured at the fair value of'the-consideration réceivéd, excluding discounts, returns;
rebates.and sales tax. The Group.assessés its revenue arrangements agaitst spécific. ériterid in order’
to-determine if it is-acting as a principal or agent.

‘The following specific recoghition criteria must also be frigt before revenue is fecognized:

Service foes:

The Gmup recognizes revenie from inbound and outbound courier, cargo-atid money transfer facilities
‘whién services ‘are rendered aid delivered, risk’and rewards are transferred to ciistorners and ¢ollection
of amounts billed to-customers are reasonably assured,

-Service arising from money transfer is considered to have been réndered when the principal amousnt
-of money has been transferred to the intended branch-and the'same is ready for withdrawal by the:
intended beneﬁmary

Interest income | . .
Interest income is.recognized on 4 time-proportion basis using the effective interest method: Interest.
income from bank:deposits is presented net 6f applicable tax withhield by the banks.

Other.income under PFRS 15 and PAS 18

Other income is.recognized when.earned.

Costs and-Expense Récognition

Costs and expeises are recagmzed in prof t or loss when decrease in future economic benefit related
to-a-decrease in an asset.or an'increase ina liability has:afisen that can be rehably measured.

‘Costs and ‘€xpenses are recognized in tlie consclidated statement of compréehensive income:

o onthe basis of a direct association between:the costs incurred and the earning of specific items of
incomey

'« on the basis-of systerhatic and rational allocation procedures when economic benefits are
:expf:cted to arise over several accounting periods and the:association can only | be broadly-or
inidirectly determined; or

' immediately when expenditure produces no firture economiic. benefits or when, and to the extent
that, future economic benefits domot quahfy or cease to qualify, for rccogmtlon in the
consolidated statement of finaticial position as an-asset.
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Leases: (Upon adoption of PFRS 16°beginning January I, 2019)

The Group assesses at ccntract mceptlon whether a contract is, oF- contains, a lease. ‘That is, if thc
gontract conveys the right to control the use of an identified asset for a: penod of time in exchange for
consideration.

Gri oup as lessee

The Group: applies.a. single: recogmtlon dnd measurement: approach forall leages, -except for: short-
term leases and leases of” low-value agsets: The. Group récognizes lease _1_1ab_11_1t_1_e_s to make lease
payments and 1i ght-of-use assets representing the right'to.use the -undeﬂy_ing_iassets.

Right-of-use assets

The Group recognizes nght—of se assets at the commencement date of the lease (i.e., the date the
underlying asset is available for vise). Right-of-use assets are measured aticost, less® atiy-documalated
depreciation and impéirment losses, and adjusted for any remeastrement of lieé's__e_f_l_'izilj'i]:it'ies_. The cost
of right-of-use assets.inchides the-amount of lease liabilities.recognized, initial direct costs incutred,
and lease payments made at or before thé commencement date less any lease iricentives received.
Right-of-use assets dre depreciated on 4 straight-line basis over the: shiorter of the lease terim and the
-estimated useful lives of the assets of 2 to 20 years.

The right-of-use:assets are alsa subject to impairment. See discuission on impairment of non-financial
assets. ' ’

Lease finbilities
At the commencement date of the lease, the Group recogiizes I¢ase liabilities measured at the present
value of lease-payments to be made over the lease term. The lease payments: ‘include fixed payments
{including ; m-substance fixed paymcuts) less-any lease incentives. receivable, variable lease payments
that dépend on.ati index or 4 rate, and amoutits expected to be paid under residual value guarantees.
The lease paynients also include the exercisé price 6f a purchase option reasonably certain fo be
exerCised by the: Group and payments of penalties for terminafing the lease, ifthe lease term reflects.
the Group exercising the option to terminate; Variablelease payments that do not: depend on.an index
or a rate are recogmzed as expenses- (unless they are'incurred to produce inventories) in the périod in
which the event or condition that tfiggers the payment occurs.

In ¢alculating the present valug of lease. payments; the Group:uses. its incremental borrowing rate at
the: lease commericement date becaise the interest rate implicitin the lease is not readlly
deterniinable. Afterthe commencement date; the ammlnt of lease habllltles is:increased to reflect-the
‘accretion of interest and reduced for the lease payments ‘made. In addition, the camrying ameunt.of
lease-liabilities is remeasured if there 1§'a miodification, .a'chan; gein the lease térin, a changc in'the
lease payments (e.g., Chianges t6 future payments résulting frotn & chiange in an 1r1dex or rate used to
-determine. such lease payments) ora change in the assessment of an option to purchase the underlying:
-asset.

Short-term leases (STL) and leases of low-valie assets

The Group -applies the. STL recognition cwcmptlon to those leases that have a. lease term of 12
‘months or less from the commencement date and do not contain a purchase optiof. The Group
‘applies the low-valué assets recognition éxernption to léases of underlying assets with a value, wher
new; of US$5,000 ot £260,000 and below. Lease payments on short-term leases and low-value assets
areTecognized as expense-on a straight-line basis overthe lease ferm.
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Lieases {Prior fo'adoption of PERS 16 bemnmng January 1_2019)
‘The determmatlon of whether an arrangemenl is, or contains a lease is based on the: substatiee of the'
arrangement and requires-an assessment of whether the fulfillment of the: arrangemeut 1is dependent
on the use of aispecific asset or assets and the aratigement conveys a right to-iise the asset, ‘A
réassessment is.made after inception of the lease only if one of the following applies:-

(4) thereis a change in contractual tefrs, other than arenewal or extension of the arrangement;

(1) arenewal option is eXercised or ¢xtension granted, unless the'term of the renewal or extension:
was initially-included in the lease term;

{c) there is'a change inthe determination of whether fulfillment is dependeniton a. spemﬁc asset; oOr,

(d) there isa substanhal change to: tlie. agset:

Where a.reassessment is made, lease: accountmg shall commence or cease from the date when the:
-change'in circumstances gives Tise o the: reassessment for scénarios (4), {c) or{d) above, and:at the
date of renewal or extenision peried for scenario. (b):

Group dsilessee-

Aleaséis ¢lassified at the inception date as a finance lease or an operating lease. A:lease that
transfers substantially-all the tisks-and fewards incidental to-ownership to the Group is classified asa
finance lease;.

Finance leases are'capitalizéd at the commencement of the [ease at the-inception date, the fair valae of
the leased property:or, if lower, at the present value of the minimum lease payments.

Lease payments are appottioned between finance charges ‘and reduction of the lease liability so'as to.
achieve a-constant rate of inferest on the remaining balance of the liability. Finance charges afe
‘recognized in finance costs in‘the consolidated statement of comprehensive income.

Aleaseéd assetis depreciated over the usefiil life of the asset. However, if thereis rio téasonable
-certainity that the Group will gbtain ownership by the end of the lease term, the asset is depreeiated
over-the shorterof the estimated-useful life of the asset and the lease term. Operatmg Iease payments
are recoghized as dn operatiiig expense in the consolidated statement of comprehensive income on a
-straight-line basis over the lease term.

Incomne Taxes

The tax expense for the period comprises of curfent and deférred tax. Tax1§ recognized in profit.or
loss, except to the extent that it Telates to items recognizéd in-other comprehensive income-or-directly
in equ:ty In this case, the tax is.also recogmzed in other: comprehenswe incomie or directly in-equity:

Current tax

‘Current tax assets and liabilities for tlie-¢urrent and prior periods are migasured at the amotut expected
to be recovered from or paid to thie taxation authorities. The tax rates. and tax laws used to compute
the amountare those that have been-enacted or substanuvely efiacted.at the: reporting date.

-Current income tax relating to-items recognized directly in equity is recognized in equity and not in
‘the consohdated statement of comprehensive income. . Management periodically evaluates positions.
taken in the tax retuins with réspect 10 situations in which applicable tax. regulations are subject to
.interpretation and establishes provisions where appropriate.
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Deferreditay _
Deferred tax is provided using the balance sheet liability method on: all temporary differences, with
certain:exceptions, at the reporting date between the tax bases of assets-and liabilities and their
carrying amounts for financial reporting purposes.

Deferred tax liabilities are recognized for all taxable temporary differences: Deferred tax assets are
recogmzed for all dediictible temporary differences, carryforward bénefit of unused tax credits-from
excess miniimum corporate income tax (MCIT).over the regular corporate income tax.(RCIT). and net
operating. losses carryover- (NOLCO), to the extent that it is probable that future taxable income will
be available against-which the deductible temporary: differences and carryforward benefits of unused
tax credits from MCIT and NOLCO can be utilized.

Deferred tax assets are not’ recogmzed ‘when they arise ffom the initial recognition of an asset or
llablllty na transactlon thatisnot a business combination.and, at the time of transaction, affects
neither the accounting income: nor taxable income or loss. Defetred tax liabilities are'not provided on
nontaxable temporary differences assoc¢iated with‘investments in-domestic subsidiaries, asg_oola_l__es
-and intérests in joint ventiires. '

The carrying amount of deferred tax assets'is reviewed at edch. rEpo’rﬁ’ﬁg d4te and reduced to the
extent that it is-ho longer probable that sufficient future taxable-income will be available to allow all
-or pait of thexdeéferred tax asset to be utilized. Unrecogmzed deferred tax assets are reassessed ateach
‘teporting date and‘are recognized to the extent that it has becorne probable that faturé taxable proﬁt
will allow-deferred tax assets.to be utilized.

‘Deferred tax assets.and liabilities are measured at the tax rates that are expected to apply fo the period.
when the assetis realized or the hablllty is settled, based on tax rates and tax laws that hiave beeii
‘eniacted or: substantlvely endcted-at the reportmg date. -Movemerits in the deferred tax:assets and
‘Habilities arising from changes in tax rates aré ¢redited to or charged againstincome for the period.

Deferred tax relating to':'i_tems‘j‘re_coj_g_ni'zéd outside 'p_ro'ﬁt-o"r- loss ':i"sj-i*eot')"gﬁized outside profit or loss:
Deferred tax.items are recognized in correlation to: the underlying transaction eitler in OCI or directly
‘in equity.

Deferred tax assets and defetred tax liabilities are- offset, if a'legally enforceable right exists to offset
current tax-assets agdinst-current tax liabilities and the deferred taxes relate to the same taxable entity:
and the same taxation authority:

Foreign Currericies

The Group s consolidated financial statements:are presented in Philippine Peso; which is:also the
Parent Company s functionadl currency.. For each-entity, the Group determines the furictional
currency and items included‘in the financial statements:of each entity are measured using that
functional eurrency.. The Group.uses the:direct imetliod of consolidation and on'disposal of a foreign
opera‘u on, the: gain or loss that is reclassified to profit or loss reflects the amount thatarises fror
using this‘method.

Transactions and balurices

Transactions in forelgn CcuIrencies are 1mt1ally recorded by'the Group's enfities at their respective
functional currency spot Tates at the date the transaction first qualifies for recogmtiou Monetary
assets:and liabilities denominated-in foreign currencies are translated at the functiorial: currency spot
rates.of excharnge at the reporting date.
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Differentces arisinigon settlement or translation of monetary items are- recagmzed in proﬁt or loss
except for monetary itemg thatare- des1gnated as part of the hedge of the Group s net investmerit in a
foreign operation: These are recogmzed in OCI until the net investment is-disposed of, at which time,
thie cuinulative amonit is reclassified to profit or loss. Tax charges and credits attributable fo
exchange differences an those monetary items are also recognized in OCIL.

Non-monetary ‘itefns that are measuted in térms of historical cost in a foreigh currency are translated
using the exchange rates at the datesof the initial transactions; Non-nionetary items Theasured at fair
-value in a forezgn cuirency are translated using the: exchange rates at the date when the fair value is:
determinied. “The gain or loss arising on tianslation of non-monetary items measured at fair valueis.
treated in line with the recognition of the-gain or loss on the charige in fair vahie of the-item (i.e.,
translation djfferences on items whose. fair value gain or loss is recognized.in OCI or profit or loss dre
also-Tecognized in OCL or proﬁl or loss, respectwely)

In determining the spot exchange rate to use o initial fecognition of the related asset, expense or
income (or part of it) on the derecognition of a non-monetary asset or non—monetary liability relating
to advance consideration; the date of the transaction is the date-on which the Group:initially
recogm?es the non-monetary asset or non-monetary liability arising: froin the advance consideration,
If there are multiple payments orreceipts in advance, the Group determines the transaction date. for
each payment or- receipt of advance: consideration.

Group éonsolidation

On consohdatlon the assets and liabilities of foreign operations are translated into Philippine Pésg at
the: ratg.-of exchange prevailing at the reporting date and their statements of profit or loss are
transldted at exchange rates prevailing at-the:dates of the transactions. The exchange differences
arising on translation for consolidation are recognized in-OCL :On disposal of a foreign operation, the
component of OCI relating to that foreign operation is reclassified to profit or foss.

Any goodwﬂl arising on' the acquisition of a forei, git. operation and any fair value adjustments to. the
carrying amgunts of assets.and liabilities-arising on the acquisition are treated ds assets and liabilities
of the. forexgn operation and translated at the spot rate- of exchange at the reporting date

Eamings Per Shai'e (“EPS"™)

Basic BPS is calculated by dividing income applicable to common sharés by the weighted average.
numnber of conimon shares outstanding during the year with retrodctive adjustments. for stock-
dividends. Diluted EPS is computed iri the Same ménner as basic EPS, hiowever, nét income
attributable to commeon shares and the weiglited average numbérof shares otitstanding are adjusted:
for the effects of all dilutive potential common shares:

Segment Reporting

The Executive Commmee is.the Group’s chief operating decision-maker, Operating segments are
reported.in-a manner-consistent with the internal reporting: provided to the Executive. Committee. The
Executive Committee, who is 1espon31b1<. for allecatmg resources and assessmg performance ofthe
operating segmients, has beeir identifiéd as the steering committee that makes strategic decisions.

Provisions

Provisions are reeogmzed when the Group-has a present obhgatlen (legal-of constructive) asa result
of a past-event, it'is probable that an outflow of resources: embodying économic benéfits will be.
required to setfle the obligation, and a reliable estimate can be made of the-amount of the obligation.
Where the Group expects a provision to: ‘be reimbursed; the reimbursement is recogmzed as 4 separafe;
asset but only when the reimburserment is virtually-¢ertain. The expénse rélatinig to a provisionis.
presented in the consolidated statement of comprehensive income net of any reimbursemerit.
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Provisions are included in current liabilities, except for those with maturities-greater than 12-months

after the reportm g penod, which are then'classified as noncurrent liabilities, Prowswns are: Teviewed

at the end of each reporting period.and adjusted to reflect theicurrent best estimate. Ifitis no longer

probable that an-outflow of Tesources embodymg economiic benefits will bé required to settle the
obligation, the-provision is recognized in profit or loss.

Contingencies

Coutmgent liabilities are not recogmzed in the consolidated finaneial statements. They are disclosed
unless the p0531b1l1ty of an ouitflow of tesources embodying ecoriomic: benefits is femote. Contingent
assets are not recogmze_.__d in,the consolidated financial statements but disclosed when an-inflow of
econemic benefitis probable.

Events after the Repomng Date

Post year-end events up to the date whien thé consolidated financial statements.are authorized for
issue that: pr0v1de addttlonal information.about the Gmup s posmon -ateach. repomng date (ad_]ustmg
events) are reflécted in the consolidated financial statements. Post veat-end events that are not
adjusting events are-disclosed in the notes to the consolidated financial statéments, wheri‘material.

Significant A¢counting Judgments, Estimates and Assumptions

The preparation of the Group’s consolidated financial statements. requires management-to make.
Jjudgments, estimates and: assumptlons that affect the reported amounts of revenuies, expenses, assets
and liabilities, and the accompanying disclosures,and the disclosure of contingent liabilities:
Uncertamty about-these assumptions-and estimates. could resultin outcomies that require-a material
adjustment:to: the. cartying amoutit of assets.or liabilities affected in: future periods.

Management believes the following represent a summary of these significant judgments, estimates
and assumptions:

Judgments

In the process-of applymg the Group’s: accounting policies, management has made the. f@llong
: Judgments apart from those involving estimatiotis, which have the most sighificant effect orrthie-
amounts recognized in the consolidated financial statemerits.

Applying acquisition method

‘Thie Parent Company used acquisition method ifi-aceoninting for its business combination of etitities
acqmred which are under common control, The Parent Company has assessed:that. acqm:;ltlon
method is more-reflective of the substance of the transaction considering that the transaction is
conducted at fair value with purchase price determined using price earnings multiple-which are within
‘the range of market values for compdtative cotnpanies of the same indistry-and size.

All thié acquired entities are engagedin cargo forwardlng and money remittance services which are all
aligned with the business:ofthe Group, thus, the Parent Compatiy expects that the business
coiitbination will add value'te the _Grqup dug¢ to.additioiial cash inflow from: external revenues and
efficlency in administrative functions ereating savings-and synergies in the intéfnal processes.
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Consolidation of entities inwhich the Group holds 509 or less than 50% ownership
LBCE has assessed that it controls the.éntitiesJocated in Bahrain; Kuwait, Qatar and Bruniéi éven at’
49% = 50% ownership due to the following reasons:

(a) 1t ias the power to direct the relevint dctivities (e g.‘operations, hiri ing of people; setting up of
rates).of the entities. Ithas the full discretion on its day to-day operations and decides on major
transactions these entltles enter mto

(b) it is oxposod to'varidble returns.of the entities.

(c) .given its participation in the relevant activities of the entities, it is-ableto afféct the réturris of the
entifies.

Determining timing of revenug recognition.and measurenient-of progress of performance obligation

The Group determined that the revenue for its logistics services is to berecognized over time because:
the customer simultaneously receives.and consumes the benefits provided by the Group's-
performance of the obligation as the Group delivers the goods.

The Group has:determinied that-the ‘outpat method used in measuring:the Progress of the performance
obligation faithfully depicts the Group’s performance in delivering the services: The'medsurémentof
progress used the estimate period travelled (measured in days) of the gogds being delivered over the
period of thiedateof acceptance up to the delivery date.

Determining provisions and Eontingenties

The: Group is curreutly involved in-various legal proceedings. The-estimate of the probable costs for
the resolutions:of these ¢laims has been developed in.consultation with outside counsel handlmg the
defense in these matteis and is based upon-an. anaIy51s of potennal tesults, The: Group currehtly does
not believe these proceedings will have a material effect on'the Group’s financial position. It is
possﬂJle however, that future results of ‘operations. could be ‘materially affected by ehanggs in the
estimates or in- the effectiveness of the: strategies relat:_og____t_o these progeedings..

Ne provision for probable losses-arising from legal contifigenicies was recognized in the consolidated
finaneial statements for:the years ended December 31,2019 and 2018 (see Note 29).

.Derermmmg Srgmﬁcan! influence over an investee company

“The Group determined that it exercises 51gu1ﬁcant influence-over ity assomate by: con51der1ng, among
otlvers, its owiersliip interest- (holdmg 30% of the. votmg power of the iiiv estee), boatd representation
and other:contractual terms (see Note 11).

“The carrying amiount of the investment in-associai¢ amounted to-B250.64 million . and £239.02 million
as of December 31, 2019 and 2018, respectively. (see Note. 11).

Lease commitments.

Determination of the non-cancellable terni-of 1lé lease - Group as a lessee.(Uporiadoption of

PFRS 16) '

The Group determines.the Iease term as the non-cancellable term of the lease, together with any
periods covered by an option to extend the 1edse if it is reasonably eettaii to be exercised, or any
periods covered by an option to terminaie the lease, if it is reasonably cerfain not to be-exercised.
The Group-has the option, under some of it§ existing ledses to lease the assets for additional terms of
twa to five years. The. Group applies judgiment in evaluating whethet it is reasonably ‘certain to

exercise the option to rénew, That is, it considers-all relevant factors that ¢reate an-econemic
incentive for it fo-exercise the renewal, Afterthe commencement date, the Group reassesses-the lease,

N e




« 40 -

term if thete is a.significant evént or change in circumstances that is within its control and affects its
ability to exercise (or not'to exercise) the. optlon fo renew.

The Group assessed whether it hias thie right t6 use‘the asset beyond the non-cancellable period by
determining if the optional penods are-enforceable. In assessing: the enforceablllty ofa contract, the,
Group-considered whether the:lessor can refuse to agree to a tequest from the lessee to extend. the
lease. Atcordingly, if the Group determined that there are enforceable 1i ights-and obligations are
beyond the initial non-cancellable period, the Group, considered those opt:lona] periods in.the
assessment of ledse texm.

Group as.a lessee (Prior to adoption of PFRS 18)

The determination of whethes an. arrangemert 18, Or cofitains a lease is based on the substance of the
arrangement and requires an assessment of whither the fulfillment of the arrangement is dependent
-on the use of a spécific asset or assets and the arrangement conveys a right to-use the asset.

Management exercises judgmentin.determining whether substantially all the signiificant risks and
-rewatds of ownérship ‘of the leased assets are transfeirédto the Group. Lease contracts, which
transfer'to the Group substantially all the significant risks and rewards incidental to ownership of the
leased items, are classified as finance lease, Otherwise, these are considered as: operasing-leases.

The Group has ‘entered-into various lease arrapgements’ for its business: ‘operations: (see Note 22). In
determining whether the lease is cancellable or not, the'Group considéred, among; others, the
significance of the lease term as compared with the estimated useful life of the related asset. The
Group has determined, based on-an evaluation.of the terms. and conditions of the arrangemient, that
‘the lessor. igtains all the: mgmﬁcant risks and rewards-of ownership of the leased property aiid so
accounts Tor the contract as opéiating lease.

Forleases 1nvolv1ng transportation équipment, the Group has-determined that it retains all SIgmﬁcant
tisks and rewards of ownership of the leased properties and so accounts for the contracts as finance-
lease:

Estimates-and Assumptions:

‘The key assumptions concerning the future and otherkey sources of estimation uncertainty at the
reporting date, that have a significant risk of causing a material ad_]ust:ment to the carrying amounts of
‘agsets and liabilities withinithe next finaneial year,aré described below: The'Group based its

assuinptions and estimates on parameters-available when the consolidated financial staterents were
prepared. EXisting circiimstances and assumptions about future devélopments, however, may-change
«due to market changes or circumstances ansmg beyond the control of the Group. Such: changes are
-reflected. in the assumptions wheti’ they aocur.

Identifying performance obligations

The Group ldent;ﬁes pcrformance obhgatlons by consldermg whethel the pronnsed goods or semces
beneﬁt from' the good or' sermce e:ther on 1ts own or together w1th other TESOUrces that are. readlly
available to-the customer and the: Group s promlse to transferthe good or service to-the'customer is:
separately identifiable from other: promises’in the contract. The management has-assessed that the
identified performance obligations of the Growp are distinict.and separately identifiable and are
outlined in the contract.
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Assessing impatrment losses on financial dssets

The measurement of 1mpa1rment losses-across. all categories of financial assets requires judgment, in
particuldr, the estimation of tlig amoint and tiniing of futire cash‘flows, including collectability,
collatéral values-and other credit enhancements, wleh.detéimining impairment losses.

Additional _}udgments are also.made in assessing a:si gnlﬁcant increase in credit risk. These estimates
are driven by a number of factors, ‘changes of which éan result in différent Jevels of allowances.

The Group's impairment calculations are-outputs of statistical models with amumber of underlying:

assumptions regardiiig the choice-of variable- nputs atid their interdependencies. Elements of the

impairment models-that are:considered accounting, Judgments and estimates:include:

s the Group’s critéria defining, defanlt and for assessing if there has been a si gmf' Tednt increase in.
credit risk; _

e -the s_.e_g_mentation._of financial assets when impairment is assessed on.a collective basis;
.development of impairmentmodels, inchidinig the various formulas and the choice-of inputs;

» determinafion of associations between macroeconomic scenarios and, econormic inputs, such.as
‘unemployment levels and collateral values, and the effect on PDs;, EADs and LGDs; and

& sclection of forward-loeking macroeconomic scenarios and their probability. weightings, to-defive
the economic mputs into the mlpamnent models,

It has been:the Group’s policy 16 regularly review its models in the contéxt of actual loss expeérience
and adjust when necessary. Ingreases or decreases on the allowance for inipairment losses.are
recorded under operating expenses. in-profit or loss.

Trade and other receivables, net of allowance for doubtful accounts;amounted to $1;537.85 million.
and-£1,642. 13 million as.of December 31,2019 and. 2018, respectwely (see Note 6). The carrying
amount of due from related parties- ameunted to B1,103. 81 miillion-and-to B557.96 million as of
Decembér 31, 2019 and 2018, réspectively (see Note 18).

.Accozmtmg Jor bustiess . combinations.

The Group accounts for acquired businésses using the; acqmsltion meéthod of: acceuntlng which
requires that the asserts acqiiited and the Habilities assumed be recognized at the date of acquiisition at
their respective fair values. ' '

The. apphcatlon of the acquisition méthod reqt;ures certain estitnatés-and agsinmiptions. espeelally i the
detenmnination of the fair values of -acquired net-dssets. Except for software; the fair valuation-of
1den_‘_[1ﬁab_]e financial assets and_ ligbilities Wl_‘u__c_h mo_s_tly _.co_mposed the acquired net assets are b_a_se_d
on contractual amounts that are-expected to:be fully collected or settled within-one year, The fair
valie of software for.an acquired entity was-determined using telief from royalty method which
reflects the nét présent valug of all foregast royalties assuming the software i3 owned by dnother
party. Ifinvolves estimating of future sales, applying an appropriate royalty rate hased on
comparable traisactions: and then dlscountlng The valuation is based oninformiation available at the
aéquisition date: (see Note 4).

Evaluating impairnient of goodw:h’

Goodwill impaifmerit testing requires an: éstimation of the tecoverable amouitt which is the fair value
Tess cost.to sell or value in use-of the cash-generating umits to which the goodwill is allocated.
Estu‘natmg value in use-amount requires management to make an estimate of the expected future cash
flows for the cash-generating units andto choose suitable: discount rates.to eatculate the present values
of cash flows: Tlie Group’s impairment test for goodwill on acquisitions discussed in Note 4 is based
on value-in-use ¢aleulations using a discounted cash flow model.
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The recoverable amount is mest sensitive to the discoint rate used for the discousited cash flow model
-as well as the expected future cash-inflows and the growth rates used.. The past-tax discount rates
used ranges from 7.01% to: 9.30%. The growth rate used beyond. the forecasted periad for different
cash-generating uiiits.ranges from 1% t6.2%.

As-atDecember 31, 2019.and 2018, the Group has-determined that its: -goodwill amountlng 1o
£286,89 million and 2492:45 million, respectively, isnot impaired (see Note 4).

Estimating useful lives of depreciable property and equipment

‘The Group estimates the useful lives of its property and equipment based on the period over which
the assets are- expected to. be-available foruse. The Group TeViews annually the estimated useful lives:
-of its property. atid- equiptient-based on.eXpected asset witilization ard historical experience: itis
possible that future resulis of operations could be materially affected by changes in these estimates
‘brought about by changes in the factors mentioned. A reduction in the éstimated useful tives of its
properiy and equipment wouild increase the recorded depreciation: -and decrease the camying value of
its-property and equipment;

As a result of the assessment of the lease teims based on the abovementioned guidelinesunder
PFRS 16, the Group revisited the useful lives.of its non-movable leasehold improvements-on the
premises of the affected lease contiacts. ‘Thistesulied in acceleration of amortization armaunting to
£305:20 million in which it decreased retained eamiiigs-as of Noveémbsr 30, 2018 amounting to.
£132:81 million, net-of income tax effect, and decreased net income for the year-ended

November 30, 2019 amounnng to880:83 million due to the effect of accelerated depreciation, fiet of
iricome tax.

Below shows the expected impact in the-amortization of leasehold improvements dve to.change in
-gstimated. useful lives:

Year _ Increase (decrease)

2620 ' 36,401,857
2021 (32,238,610)
2022 (71,301,480)
2023 {77,257,020)
2024 (68;832,562)
2025 (51,302,360)
2026 {#0,666,418)

There are na other chanigesin the estimates of the [ivés:of property and-equipiment other than the
above-méntioned charigesin leasehold improvements,

The- cartying amount of'property and equipment amounted to £2,110. 74 million arid £1,436:08 million
-a§ .of December 31,:2019 and 2018, , respectively (see Note 8),

Estimating. peusmrs Co3L

Thie cost of defined benefit pension plans.and other post-employment benefits as 'well as:the present
value of the pension- obhgatlon are détermined using actuarial valuations, The actuarial valuation
involves making vatious assurptions. ‘These include the determination of the discount rates, ﬁ.rrure
salary increases, mortallty rates and attrition. Dueto the complexity of the valuation, the underlymg
asswinptions and its long-term nature, defined benefit obli gations are'highly sensitive to'changes:.in
these assumptions. All assumptions are reviewed at each repoiting date:
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I determining the appropriate discount rate; rmanagement tonsiders the interest rate of government
bonds that.aré¢ dénominated in the ¢urrency in which the benefits will be paid, wnth extrapolated
maturities-corresponding to the expected duration: of the defined benefit. obhgatlon adjusted based on
the manner of cash outflow of settling the pension liability:

The mortahty rate is-based on publicly available; ‘moitality tables i in the Philippines-and is modified
accordmgly with estimafés of mortality improvements. Future'salary incréases is based on éxpected
salary rate incfease aver the duration of the obligation. Attrition rate is based on historical
experiences. Further details about the. assumptl ons used are provided in Note 23,

The: oarrymg armount-of retirement benefit liabilities, net of plan assets, amounted to P637.79%:million
and 672,27 million as of Decernber 31, 2019 and 2018, respectlvely (see Note 23).

Recognizing defen ‘ed-tax assets’

The Group reviews the carrying-amounts of deferred tax assets at each reporting date and reduced 1o
the extent that itis'no longer probable that sufficient future taxable‘income will be available to. allow:
all ot part of the-deferred tax asséts to be utilized. Slgmﬁcant fianagement judgment is tequired fo
determine the amount of deferied tax assets that can be recognizeéd, based upon the likely timing-and
level of future taxable profits together with future tax planning strategies:

Realization of future tax benefit related to deferred tax assets is-dependent on eachentity’s ability
within the Group fo generate Tuture taxable i mcome dunng the periods in which’they are. expected to:
be recovered, The Group has considered factors in reachmg a-conclusion as to the amount’ of deferred
tax assets.reco gmzed as at December 31,.2019 and 2018. Managénient believes that the entities
within the Group will be able to. generate future taxable income to-allow Tor the realization of
deférred tax assets,

Based on mauagement s assessmient, the- Group recognized. net deférred tax assets: amounting to
P377.56 million and £302.28 million as-of December 31, 2019.and 2018, respectively (see Note 21)..

Estrmarmg fair value. o;‘ embedided derivatives

‘The fair vahie of embedded defivatives, related to'the i issuance of convertible bond recorded in the
consolidated statement of financial posmon as-derivative hablhty, is measured using: blnomlai
_pyrarmd model. The inputsto this model are taken from:a combination: of observable markets and
unobservable market-data, Changes in inputs about these factors could affect the reported fairvalie
of the embedded derivatives and impact profit or loss(see Note 25).

The carrying value of the-derivative liability amounted to £2,048.68 million and £1,406:18 million as
‘of December 31, 2019 and 2018, respectivély.

‘Business Combinations, Goodwill and Disposal of a Subsidiary
‘Business Combinations in 2019

Entities under LBE Express Holdings USA Corporation.
On March 7, 2018, the BOD of the Parent’ Company approved thie purchase of shares of the entities-
under LBC Expless Holdiiigs-USA Corporation (LBC US Entities). On the same ‘date; the share
‘purchase agreements (SPA) were executed by the Parent Company and LBC ]:xpress Holdmgs USA
‘Corporation with a total share purchase price amounting to US $8.34 million, subject to certain
‘¢closing conditions,
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Thie: transfer of the owneiship.of thie shares and 4ll righs, titles'and interésts thereto shall take place
following the payment-of the-consideration defined and shall be subject to-the necessary approvals of
thie US regulatory bodiesthat oversee and/or regulate the. Compames

Effective January 1, 2019, the Paretit Company’s purchase of 1.BC Mundial Corporationi and LBC
Mabuhay North Amenca Corporatlon was:completed upon- approva] by the US: Regulatory bodies.
that ovérsee and/or regulate the following entities:

s LBC Mundial Corporation (LBC Mimdial) which: operates as 4 cargo and remittance company in
‘California; USA. The Parent Conipany purchased 4,192,546 shares or 100% of the total
-outstandmg shares from. LBC Holdings USA Corporatlon LBC Mundlal wholly owns LBC
‘Mundial Nevada Corpora‘uon which operatesas.a cargo company in Nevada, USA.

« LBC Mabuhay North America Corporation (LBC North Atnerica) which opetates as & carga and
_remlttance company in New Jersey. TheParent. :‘Company purchased 1,605,273 shares or 100%.
-of the total outstanding shares from LBC Holdings USA Corporation. LBC North Amenca
-Wholly owns LBEC Mundial Cargo: Corporatmn which opérates as acargo gompany in Canada and
LBC Mundial Remittance Corparation, a money remittance company in Canada.

On.July 1, 2019, the Parent Company s purchase of LBC Mabuhay Hawaii Corporation, which
opefatés as’a cargo-and rémittancé company in Hawaii, was:completed upon the. approval by the US
regulatoty bodies. The-Parent Company purchased 1 ,536,408 shates or 100%of the total-outstandin J:4
shares from LBC Holdings USA Corporation.

Mermiaid Co. Lid.

On Qctober 31, 2019, the Parent Company acquired-all 130 shares of Mermaid-Co. Ltd., ford total
puichase price: of US $200 000 or£10.21 million. Menmnaid operates.as a service for the shlppmg of
household and other goods from expa’mates living in. Japan to their. respective home countries, known,
a§.the “Bahkbayan Box™, :On December 12, 2019 the purchase of Mermaid was completed upon:
approval of Governmental Authorities of Japan.

Identifiable dssets ucquired and liabilities assumed

PFRS'3, Business Combinations, provides that'if'the initial'accounting for-4 business combinatidn can
be. determmed only-provisionally by the end of the period in which the combination is.effected
because either the fair values to be ass1gned to the acquiree’s identifiable assets, labilities or
cotitingent liabilities or thie cost of fhe combination can be detérmined. only prov1s1onally, the acquirer
shall account for the combination using those provisional valiués, The-dcquirer shall récogrize any
adjustments to:those provisional values as atesult of completing the initial accounting-within twelve
months of the acquisition date. The comparatne information presented for the periods before the
initial accounting for thie combination is complete shall be presented. as if the initial accouiting had
been completed from the acquisition date:
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'T-hb--féiij values of the identifiable asséts acquired and liabilities assumed; including goodwill, as at the
date of acquisitions are shown below:

LBC Mabuhay:
LBC Mundial Noith America LBC-Msbuhay
Corporation and. Corporation-and _ Hawaii Mermaid _
:Subsidiary Subsidiaries Corpdration Co., Lid.* "Tatal
Percentage of ownership of
Parent Compaiy 160% 100%: 100% 100%
Assets o e
Caish and casly equivalents PA6992.734.  PIISOIA809  B36067228  BI3AS0T 589,109,578
Trade receivables. 9,163,278 637,390 3,067 182,521 9,988,756
Receivible from telated parties 30,133,703 7.036,075 452:802 - 37,622,580
Notes.receivable; current: 4,247,143 - — - 4,247,143
Prepayments.and ather current
assets ' - 40,832.026. 9.176472 3,609,667 4.384:621 58,002,786
‘Total current assets. 501368884, 152765246 40,134,764 4,701,949 698,970,843
“Right-of-tse asset 166,435,879 13,413,892 10,665,735 — 190,515,506
Property and-equipment. 3,274.227 82,025 491,098 305,970 4,153,320
Intangibles - - - ‘189,789 189,789
Deferred tax:asset R 432,765 - - 452,765
Notes:receivable, noncurtent 31,538,054 - - ~  3{,538:054
Security deposit 3.804.924 1,496,027 782,903 - 11173854
Othiér nonchirrent agsét 7.908:600 8,009,888 2,565,346 ~ . 18;483.834
Teofal noncarrent asset’ 218,051,684 23,454,597 14,505,082 . 495759 256,507,122
_Total asset 719.420,568 176,219,843, -54,639.346 5,197,708 955477.965
Liahilities
Accounts and-other payables 101,525,750: 35,127,065 0,406,274 9,526,091 155,585,180
Payable tg related ‘parties: 3.335.795 163,974,339 - 5,060,886 72,371,020
Transmission Hability: 36 _6_3?__ 211 1,461,726, 7,217,883 - 45316820
Income tax payable 34,770,283, 3:004,002 -3,927.678 - ¥1,701:873
Ledse liabilities 166,435.87¢ 13.413,892 10,970,415 — .190:760.186
Total liabilities 342704918 116,981,034 31,462,256 14586977 505,735,179
Net assets attributable to ' ' S
Parent: Company 376,715,650 59,238,809 2337596 (9,389.269) 449,742,786
'Add; Purchased goodwill = 635,654 159,595,869 20,251,523
'Less: Gaini on bargaifi purchase 14.818.114 - A655 810 - 20474004
Parchase consideration . £361,897,536 P59,894.463 . P17,521,686 . P10,206,600. P449,520,285

The purchase price allocation for the acquisitions of Mermaid has been prepared on a preliminary:
“basis due-to-unavailability of: information to facilifate fair value computation. This includes
information neeessary for the valuation of property and. equipment arid other intangible assets, if any.
Reasonable chariges are expected as additional information becomes available. The accounts that'are
subject to provisional accounting are property-and equipment, intangible assets-and goodwill or
“bargain purchase gain. The provisional goodwill of #19:60 million arising from the acquisition of
Mermaid repiesents:thé fairvalue.of expected synergies; revenue growth and future devélopments
thiat do not meet the recognition ¢rietia for intangible assets.
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Purchase consideration and net cash flows.
There were no contingent cons;derat:ons in the above acquisitions-during the year. Net cash related
to acquisition of the-above eitities in 2019 dre shown below.

LBC Mabuhay
LBC Mundial ‘North America LBC Mabuhay,
Cotporationaid  ‘Corporation:aid Hawail  Memaid

_ ~ Subsidiary Subsidiaries Corporation Ci., Lid: “Total
Application-of 2018 '

advances for future

“investment in-shares ‘B361,897.536 B39.894 464 P18,031:608 P~ P439.823,608
Cash'paid in 2019 _ - = = (10,206,600) (10,206,600)
Cash acquiredin 2019 416,992,734 135,914,809 36,067,228 134,807 589,109,578

The purchase considerations for the acquisitionsof LBC US Entities are:paid in full which were paid
in advance by the Parent Company in 2018. Theé gain on bargain- purchase was recognized under
“QOthers - net” of “Other income (¢harges)” in the-consolidated:statements of comprehensive income.

‘The share in revenue dnd net incomg included: in the statement of comprehensive incomie of éach of
the acquired eritities from the-acquisition dates to December31, 2019 follows:

. - LBCMabuhay
LBCMundial  North America  LBC Mabuhay _
Corporation and  Corporation-and ‘Hawali  Mermaid
_ ' Subsidiary Subsidiaries Corporation Co., Lid. Total
Sharé in fevenue P1,577.68L.870°  £389,396,161 57,504,330 B $2,024,582,361
Sliare'in net income 58:900.340.  32.452,260- 1.21215% - 92,573,753

‘Had the business combinations took place af the beginning of 2019, tlie share'ih revenue and net.
income (loss) in the ’Gonso_Iidated"'statem’Ent of comprehensive income of the acquired entities Tor the
-yearended December 31, 2019 -would have been as follow:

LBC Mabuhay
~ LBC Mundial North America  LBCNMabuhay
Corpomlmn and- Corporation and Hawaii Mermigid
. . _ Subsidiary Subsidiaries Corporation Co., Etd. - Total
Share intevenng. $1,747,424,949 P308.101.467  BI142.096777 PR:808,979 P2296.432.172
Share-in net.income (lossy 64,164,718 6,542,091 12,381,077 (901,906) 83,185,980

‘Businiess 'Comﬁihaﬁo_ns in2018

UADX lInc:
‘On March 19, 2018, through a Deed of Asmgnment, LBCE. assigned its.receivables from.

QUADX ine. to the-Parent Company amountmg to P186.02 million, On'the same:date, the Parent
Company-and- QUADX Tne. éntered info a Subscription Agreement to'subscribe and i issue a total of
1,860,214 shares of stock of QUADX Inc. through the conversion of the-assigned. advances to equity
which represents 86.11%. ownershlp by the Parent: Company

QUADX Inc owns arid gperates e-commerce websites and primarily offers shipping, re- packmg and
consolidation facilities, multi-payment platforms; and.di gltal services that serves-clients in the
_Phlllppmes
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‘The ingrease in authorized capital stock of QUADX Inic. was approved by thie SEC on‘Tune 14, 2018
‘the-same date that the Parent Company accounted the business. combination under the acquisition
“method.

Overseas Entities o . .
All entities acquired from overseas, except QuadX Pte. Litd, are entitiesunder common control of the
Aranéta Family. '

QuadX Pte. Ltd.

On April 4,20 18 the BOD of thie Parent Company apptoved the. acqu151t10n of 86.11% equity interest
in QuadX Pte. Ltd., an’ ent1ty domiciled in Singapore, through the foll owing; (a) the.purchase of 862
oiditiary shares of QuadX Pte. Ltd. held by an individual. shareholder, at the sale price-of USD1.00
per-share; and (b) the subseription‘to:85,248 ordinary shares:out of the unissued ¢apital stock.of
QuadX Pte: Ltd. at the subscription price 6f USD1.00 per-share.

On Aprll 23,2018, ‘the BOD of thie Parent Company appraved the infusion of-additiona) capital to
QuadX Pte. Litd. inthe amount of 831.86.million for the purpose of partially ﬁna:m:lng the purchdse
by the latier of Software Assets in the amournt.of 37.00 million from QUADX Inc.

QuadX Pte: Ltd. is engaged in digital logistics business. The'acquisition is expected to contribute to
the global revenué stream of the Group.

LBC Mabuhay Saipan. Inc.

Ori March. 7, 2018, the Parent Company acquired 100% ownership. of LBC Mabuhay Saipan, Inc.
(LBC Saipan) for a total pirchase: price of USD 207,652, 0r:#10.80 million.. LBC Saipan eperates as
a cargo and remittance Company in Saipan.

LBE Express Airfreight (S) Pte. Lid., LBC Au’car o (S) Pte. Ltd., LBC Money Transfér PTY Limited
and LBC Australia PTY" Limmited '

O June 27,2018, the. BOD: of the Parent Company approved thé purchase of shares of various
overseas entities.. On the same date, the following Share Purchase Agreements. (SPAS) were exeguted
by'the Parent Compary and Jamal lelted 4 transitory-seller; fora total purchase price of

US.$4.60 million or £245.67 million under the SPAs. -Jamal Limited, a-third’ party, purchased these
entities from:Advance Global Systems Limited, an entity under common control, prior fo sale fo the
Parent Company. Details follow:

o Numberof  Puichase’  Prithary  Placeof
Entity Name -shares price.  .operation business:
LBC Express Airfreight (5} Pte Ltd. (LBC-Singapore). 10,000  $2.415055: Cargo Slngapore-
LBC An‘cargo (SyPte Lid. {LBC Talwan) 94,901 146,013, Cargo’ Taiwan
LBC Moricy Transfer PTY Limited (LBC Austialia Ml:)ney) 10 194,535 Remittance Austraha'
LBC Apstralia PTY: Limited, (LBC Austraha Cargo) 223,500 1,843,149 Cargo Ausi_;_ralia.

The transfer of the Dwnershlp of the shares and all rights, titles-and interests thereto shall take place
following the payment of thie considerations defined.- These entitiés operate as loglstlcs arid money
rémittance companies on the countries where theyare domiciled,

LBC Mabubay ( Malaysm} SDNBHD

On -August 15, 2018; the Parnt Company approved the'acquisition 0f 92:5% equ1ty ownership of
LBC Mabuhay (Malaysia) SDN BHD (LBC Malaysia) for.a total. purchase pnce of US.$461,782 or
P24.68 million. LBC Malaysia engagesinthe business of courier services in Malays:a
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LBC Mabuiliay (B) Sdri Bhid and LBC Mabuhay Remittarice Sdn Bhd

On October 13; 2018, the Parent’ Company acquired 50%. ownerslnp of LBC Mabuhay Remittance
‘Sdn Bhd and LBC Mabuhay (B) Sdn Bhd fortotal purchase priceof. US $557,804 and US $225,965,
‘Tespectively, equivalent to P42:39 million. These entities operate as: loglstlcs and money remittance
companies in Brunei; respectively:

Thé Parent Compaiiy acconnted the aforementioned business combinations, under the acquisition:
method. These acquisitions were expected to contribute to the global revenue stream of the Group.

1dentifiable assets acquived and liabilities assmned
The fair valug'of the teceivables’ amounted to£297.58 million, The gross receivables amounted to
£315.46 million, 17.88 million of which is expected to: be uncollectlble as of acquisition dates.

Intanglble assets were adjusted to their fair value-as'required by PFRS 3, Business Combindtions.
"The fair values:were determined. using. aRelief from Royalty Method (RF R), which is an income
approach and measired at Level 3 (Sighificant uriobservable inputs). Adjustments’ made by the
Group amounted toP81.25 million.as at-acquisition-date (see Note 9).

Thé goodwill of B492.45 million arising from the acquisitions discussed above represents the fair

value of expected synergies, revenue growth and future developments that do not inéet the
Tecognition criteria for intangible-assets;
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‘Disposal of QUADX Ing,

-On May 29, 2019, the Parent Company sold all'its 1,860,214 common shares in QUADX Inc; fo
LBCE fora cashi consideration of 2186,021,400 or 21 00: per share: payab[e no laterthan two years
from the date of sale, subject to any extension as'may be agreed in writing by the parties.

On July. 1, 2019, LECE then sold all its:QUADX Ing. shares to LBCDC forthe same cash
conmderatmn payable no.later than two years from the date of sale, sub]ect to any exténsion as may
be-agreed in writing by the parties. On the same date, LBCE, LBCDC-and QUADX entered int6 &
Deed.of Assignment of Receivables whereas LBCE. agreed to-assign, transfer and convey its
receivables froni QUADX a5 of March 31, 2019 t6- LBCDC which shall be paid in full, fromtime to.
‘time starting July 1, 2019 atid no later than fwo years from the date-of the execution of the Deed,
subject to-any extension as'may be.agreed in writing by LBCE and LBCDC.

..QUADX Inc: owns, maintains and operates.an ¢-com website including but net limited to an online
‘marketplace, online matketing services, 4nd an-online rétail store. "The divestiment by the Parent
Company of its QUADX Tric, shares:is being made pursuarit to.the plans of the Parent: Company to
refocus the strategic. dlrectlon for QUADX Tne., which: may inclnde mplememlng cerfain
-ofganizational chan':res with a. view of turning around the losses.of QUADX Ine,

Following the loss of control-of QUADX Inc., LBCH derecogmzed the crrying-amounts of the assets
{including geodwill) and liabilities. of: QUADX Inc.4and the carrying amount of NCI including any
components'of OCI attributable to NCI. LBCH alsotecognized the fair value of the consideration
received and any resultmg differeitce as gain or loss in. profit and loss attributable to the Parent.
‘Company..

‘The carrying amounts.of assets and liabilities which were derecognized as-at the date of disposal of
QUADX Ine. and the net effect of the sale-are shiown below:

Liabilities .
Actounts.and other payables
Deferred tax liability

Due to-related parties,

Carrying Values June 30,2019
Assets '
Cash-and ¢ash équivalents P362,489,501
‘Trade receivables 175,125,106
‘Prepayments and other currént assets. _ 176,198:512
Total current assets _ . . 713,813,119
Right-of-use asset 83,095,195
.Property and equlpment 145,263,508
AIntangible assets 179,116,525
Security deposit 17,645,728
Goodwill 225,809,663
‘Total noncurrent assets 654,930,619
Total assets 1,368.743.738

1. 5?1 695 687

432 245711

Lease liabilities- current portion

“Total curreit Habilities- 1,821,471,739
‘Retirement benefif liakility 7,052,146
E.ease lidhilities- noncilirént portion 49 B54.132
Totil npneurrent lidbilities: 56,906,278

Total liabilities

1.878.378.017

(Eorward)

G




Carrying Vahies June 30,2019
Net liabilities ' 63 .
Fair value of intangible assets {51 907 801):
Total net liabilities ' (561,542,080)
Net liabilities attributable to Parent Compatiy (86.11%) {483,543 ,885)
Less: Goodwill 225,809,663
Net liabilities attributable to Parent Company - aﬂer goodwill (257,134,222)
Tranisaction Price- . _ (186,021,400)
‘Gain-on-§alé-of QUADX Iic. . (B443,755,622)

Impuirment testing of Goodwill

The Group: performed its, anmual impairment testing of goodwill amounting to 286.89 million'as of
Décember 31, 2019 which are primarily related to the acquisitions. of LBC Taiwan, and LBC
Australia Cargo and LBC Australia Money.

The key.assumptions used in.determining the recoverable amount based on value-in-use calculations
asof December 31, 2019 ate as follows::

LBC Taiwan

Goodwill arising from the acquisition-of LBC Taiwan amounted to#168.37 million. “The value-in-
use caleulatiofiis based on the forecast approved by the management-over an exphcn penod of five
years. ‘The projected cash flows are'based on the plan of the management to éxpand business.
partnership and introduction of new prometions: Reveiue is projected to increase at compoiinded
annual growth rate of 9.00% and 7.70% in 2019-and 2018, respectively, and long:term: growflirate-of
1.00% in 2019 and 2018: Ditett costs are forecasted to follow the trend of revenue except for those
that are:non-variable but with vaiious cost reduction initiatives: Discolinit rate usedin 2019 and 2018
‘are 8.68% and 9. 90%, respectively: The discount fates. are’ ‘based onarisk adjusted discount rafe
using-the we1ghted average cost of capital adjusted to factor in the spemﬁc amount and timing of the.
futite tax flows in-drder to-reflect a pre-tax discount rate.

LBC Australia Cargo

‘Goodwill arising from the acquisition of LBC Australia Cargo amounted to-£75.63 million. The
value-in-use calculation is based on the forecast.approved by the managesrient over explicit périod of
five years. The projected cash flows: are based on the plan of the management glven ifs: strategy to
‘¢apture the demands driven by the growing populatmn of Fﬂxpmo community in the area. These
include the opering of additional branchés and. introduction of new promotions and bundled products.
Reévenue is projected fo increase at a compounded anmial growth rate of 10:00%.and 9. 40%1n-2019
and 2018 , respectively, and long-term growth rate of 2 00% in 2019 and 2018, Direct costs and
‘capital. expendltures are forecasted to follow the trend of revenue except for those that are non-
vatiable. Discourit rate used in 2019.and 2018 are 10.72% and 12.20%, respectively. This is based on.
arisk adjusted discount rate using the iising welghted average cost.of capital adjusted to factorin‘the:
-:_-spec1ﬁc amount and timing of the future:tax flows in.orderto reflect a pre-tax diseount rate.

LBC Australia Money:

‘Goodwill arising from the acquisition of LBC Australia Money amounted to #15.83 million. The
value-in-use calculation is based-on the forecast:approved by the:management over exp11c1t perlod of
five years. Similar to: LBC Australia Cargo, the projected cash-flows are based .on theplan of the.
‘ménagement given iis.strategy to .capture the demands driveriby the growing populanon of Flllpmo
‘community in. the area, whichiinchide the opening of additional branches Revenue is projected to-
Anerease at'a compounded annual, growlh rate of 7.00%.and 4.00% in 2019 and 2018, and leng-term
growth.rate-of 2.00% ii 2019 and.2018. Direct costs:and capital expenditures-are forecasted to
follow the trend of teveniie except for those thatare rion-variable, Discountsate used in 2019
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and 2018-are 9.56% and 11.03%, respectively based on-arisk adjusted discount rafe using the using
Welghted average cost-of capital adjusted to factor in the specifie amount and’ timing of the: firture tax
flows in order to reflect a pretax discount rate.

The key assumptions used in the value-in-use-calculations afé mostly sefisitive to revenué annual.
growth rate, revenue Tong-term.growth rate beyond: exphmt forecast penod and-discount rate.

Below-ate the level of assumptions, all things-being equal, which'would resiilt to impairment of
goodwill:

. . Long-term
. Annual growthrate . growth rate. Discount rate:
LBC Taiwan ' 7.0%, ' -2.0%: 120%
LBC Australia Cargo 8.0% None* 62.0%
LBC Australia-Money 6.0% -4.0% 40.0%

Feven at -1, o0, b{jﬂ%'(mg;fgrm. growth rate, gbr;_d_n'i{{“urg‘ﬂ not be impaired

Based on the assessment of the value in use-of the acquirées, the recoverable amount of the acquirees
exceeded their carrying amotints. plus goadwﬂl hence, no: impairment was. recognized as: at
December 31, 2019 and 2018 in relation to the goodwill.

Cash and Cash Equivalents

This account: congists of:

2019 2018
Cash on hand $341,090,334  $358,706,343
Cash inbanks 2,281,905425  2,122,353,939
Cash equivalents 1,795,673,494  1,656,378,862

P4,418,669,253  P4,137,439,144

‘Cash in banks: ¢arn intetést af the respective bank deposit rates, ‘Cash equivalents include short=term
placements made for varying periods of up to.three:months depending on-the immediate cash
.s_requlrements of the Group and earn interest at the: prevaj lmg short-term placement rates.

Cash in banks and cash- equivalents earn interest ranging from 0.25% to 6:00% per annum in 2019
and 2018. Interest income earned from cash and cash equivalents amounted to £43. 04 million,
#33.25 million and ®16.04 million in 2019, 7018 and 2017, respectively:

Trade.and Other Receivables.

This a¢éount. ¢onsists of*

2019 2018
Trade receivables --outside parties. £1,327,605,105 PR1,440,348,470
Trade receivables - related parties (Note 8} 311,922,475 253,208,381
1&6395527,‘580 1,693, 556 351'_
Less allowance for impajrment losses 172,728,970  147.238.593

1;466,798,610  1.546.318,258 .

(Forward),
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2019 2018

Other receivables: _ __
Advances to officers'and employees’
Others.

41,224,668  $33,771,196
.'29;825_',2'76“ 62,044,315
P1,537,848,554. P1,642,133,769

‘Trade-réceivables arise from sale-of services related to-inbound and outbound courier services,
handling and consolidation services with normal credit terims-of 30 to 90.days.

Advances to: offtcers and employees consist thainly of noninferest- -bearing advarnces which dre Sllhj ecttor
liquidation upon completion of the business transaction and personal advances subject to salary
-deductions.

Othiérs mainly consist.of $8S bénefit receivable to be téimbursed withif ‘a'year atid accrial of interést
income whicli is expecied to be colleeted upon maturity of the-short-teim placerients.

The amount of trade receivables written off in:2019'and 2018 amounted to nil:and P4.86 million,
respectwely Trade réceivables written off were deemied uncollectible.and were previously’ provided
with allowance,

The Group performed reassessment of the'collectability of its receivables andas a fesult, recognized
additional provision for'impairment 1oss¢s. These wereTecognized under operating expenses in the

consolidated statements of comprehensive income.

Thie movements in alfowancé for expected eredit losses of trade receivables follow:

_ _ Lifetime ECL riot
Toss allowance _eredit impaired

Lifetime ECL

‘eredit impaired

Total

As‘at January 1,2019 21,466,711

P125;771,882

Pi47,238,593.

‘Disposal of a subsidiary -
‘New fifiancial assets originated 19,696,765
New: credlt 1mpa1red financial asset. -
Financial assefs derecognized

'Transfers

Change in forecast and ‘model agsumiptions.

(15,548,831)
22,873,258

(15,781,151)

(8:300,642)

15,548,831

(8,300,642)
19,696,765
7,002,147

(15,781 151)_

22,873,258

Ak at Decemnber 31, 2019 £32.706,752

P140,022,218

P172,728,970

Lifetime ECL riot
Loss.allowarnée.

credit impaired

Lifetime ECL
creditimpairéd

Total

Asat January 1, 2018
‘Write-off L
New financial assets originated 21457341

New credit-imipaired: financial assets- -
Financial assets derécoguized {20,440,390)
‘Change in forecast and mode] agsumptions 5644065

P14,305,695

P57,252,950
(4,858 761)

73,377, 693-

P72,058,645.
(4:858,761)
21,457,341,
73,377:693.
(20,440;390).
5,644,065

As at Deceniber 31, 2018 21,466,711

. PR125,771,882

#147,238,593
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7. Prepayiments and Other Assefs

This account-¢ousists of:

2019

2018

Input value-added tax (VAT)
Materials and supplies
Prepayments;:

Insurance.

Emp]oyee benefits

Taxes

Rent

Software maintenance

Repairs

Advertising

Dhuies-and subseriptions

Others- -

Credltable withholdin g faxes: (CWTs)

Short-temii cash investimetits
Loan receivable (Note 12)
Restricted cash-in bank
Notes receivable. (Note 18)
Others

$266,979,479

153,172,883

32,820,513

24,072,852

20,004,932
13,116,426
11,906,850

9,037,843

3.862,321

39,150,228
166,582,305

128,645,081

89,816,880
31,342,587
26,814,836

19,712,113

£324,539,993

148,990,229

20,923,820
18,209,303
11,410,009
62,533,385
18,275,638
566,848
8,857,794
3,794,116
34,030,275
104,471,039

19,528,338

11,115,483

Less-allowance for impairment losses

1,046,243,002.

787,246,270

798769

Less: noncurrent postion

1,046,243,002
238,462,851

786,447,501
138,929,366

£807,780,151

Details of noncurrent portion follow:

2019

647,318,135

2018

VAT on-capital goods-

Loan feceivable (Note 12)
Notes receivable (Note'18)
Advanee payment to a supplier
Prepaid rent

Other assets

107,598,218

26,814,836
9,000,000
3,060,405

8,261,792

199,134,137

9,’00(];0"00-
30,366,589
428,640

P238,462,851

£138:979,366

Input VAT is applled againist output VAT, Management believes that the temaining balance is
récoverable.in future periods.

Materials.and supphes consist:of office: supplles packmg maiérials'and official rece1pts to.be used in
the Group’s:operations. Materials and supplies: recognized under cost of services in profit or loss for
the yeats ended December 31,.2019, 2018 and 2017 amounted to. #582.57 million, B482.51 million
and P334. 17 million; respeclwely {see Note 19).
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Prepaid insuratice consists of unamortized portion of varicus vehicle arid Group life insuratice.

Prepaid employee benefits pertain to advance payments to-employees which will be consumed
_through future employee services.

"Prepaid taxes primarily consist-of unamortized portion of business.permits.

Prepaid rent as‘of December 31, 2019 are advance payments for short-terrn leasés and ledses of
Tow-value:assets and the comparative amount as.of December31, 2018:are advance payments for
retital-of the Group?s branches and warehouses which will be apphed against: future billings due
within 12:moiiths,

Prepaid advertising consists:of advances for billboards and multimedia endorsemeits.

Other prepayments pertain to unatortized licenses, prepaid int¢rests-and various-other prépayinents
to suppliers.

CWTs are attiibutable to- taxes witliheld by the Wlthholdlng agents'which afe creditable against
iiicome {ax payable,

Short-term cash investments are time deposits with maturity of more than three months from‘the date
of acquisition but not exceeding one year. The intefest incomme eamned: fromi the short-term cash
investments afid réstricted cash in bank amounted to P1.83 million, #0.20 million and £9,13 mitlion
in 2019, 2018 and 2017, respectively.

Loans receivable pertairis to recéivable of the Parent Company from Transtech Co., Ltd.
(see:Note 12).

Restricted cash:in bank represents cash deposit, in the tiame of LBCE, with-a maturity-of one year and
assigried to'a specific customer as a performance guarantee,

Advance payment to a supplier pertains to payment to 4 sérvice pravider intended for the purchase of
a software. '

Notes receivable pertains 10 receivable from LBC EXpr‘e_'_ss -H'o‘idings USA Corporation (see Note 18).
In 2019, the nioncurrent portion of prepald rént pertains to advance payments for rental of the Group's
feases of low-value assets while the comparative dmount in 2018 pertains to advance payments-of

leases-of thie Group®s branches and warchouses. Thesepayments are tp be applied in the lasttwo to-
three months of the lease term which is. beyond 12 months after balance sheet dsite,
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The cest of fully depreciated assets that‘are. stillin i1se amourited toR1; 793 57 millioti and.
£1,753,33 million-as of December 31,2019 and 2018; respectively.-

Depreciation charges weretecognized-as follows:

2019 2018 2017
Cost of services (Note 19) P452,061,329  P270,815,638  P218;336,609:
Operating expenses (Note 20) 49,687,501 40,944,067 37,396,437

BS501,748,830  P311,759,705  $255,733,046.

Upon:adoption of PFRS 16, the-Group reclassified leased vehicles under finance leases to right-of-use
assets with-carrying value amounting to £73.23 million.(see Note 2),

11 2015, the Group purchased a compiiter hardware: on . long-term payment. arrangement. The
l1ab111ty is non—mtelest bearmg and payable over 60 months As of December 31 201 9 the
payables in the consohdated statements ef ﬁnanelal posnmn Interest expense ansmg from the N
amiortization. of the deferred interest amounted to B2.23 miillion and 23.48 million in 2019 and 2018,
respectively.

On April 15, 2019, LBCE entered into a Contract to Seil (€TS) with.a third party for the purchase of
patcels of laiid for a total consideration of B916. 89 million. The land w111 be used as the. future office
site of the Group.. LBCE; paid B275.07 millien in 2019, while the remamlng ‘purchase price
dmounting to P641.82 million shall be paid by LBCE through 4 bank financing not later than one year
from the CTS date and'is currently reported under “Accounts and othier payables’. This was
subsequently paid in February 10, 2020 {see Note 31), The remaining-unpaid purchase price of land.
amountitig to 641 82 miillion shall be paid through bank finaneing. Accordmgly, the seller- agrees
and undertakes that; upon:exécution of the CTS: and the initial down payiment, the seller will turn over
tlie physical: possessmn of the subject property to LBCE. Capitalized direct eXPENSES: inclnde transfer
fees; cap1ta1 Bains tax, documentary stamp taxes.and notarial fees amountmg to £114.37 million.

In 2019 and 2018, the Group recognized loss on salg afid retirement of asseéfs amounting to
£3.00 million and £1.29 million, respectively.

There were no'capitalized borrowing costs as of'DeeemBer_'EB-l',_ 2019 and 2018.

Intangible Assets

The rollforward analysis of this account follows:

2019
Development in
Software, Progress Total

Costs
At beginning of year 727,554,102 P118,932,565 P846,486,667
Addifions 18,936,016 ‘86,491,215 105,427,231
Additions through busiiicss combifation S _ _

(Note 4) 189,789 - 189,789
'Reclassification 70,201,092 +(70,201,092). -
‘Retirement (95347:817y - (95,347,817)
Derecogrition - (2,184,000) (2,184,000)

(Forward)
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2019
o ‘Developmient fi
Software Progress Total
Disposals-due to sale of a subsidiary "y o L
‘(Note 4) (#175,332,342)  (®61,473.865) (®236.806:207)
Atend of year 546,200,840 - 71,564,823 617,765,663 .
Accumulated Amortization - _
At bcgmmng of year 291,117,011 - 291,117,011
Amoriization: (Notes 19 and 20} 115 939 253 = 115,939,253
Retirement {95,347,817) - (95347817
Disposals-due to salé of d subsidiary '
Note 4) (57,689,682) - .{57,689,682):
At end of vedr 254,018,765 = 254,018,765
NetBook Value 292,182,075 £71,564,823 P363,746,898.
2018
. Developriignt in -
. Sofiware Progress Tatal .
Costs | o o »
At beginning of year $549,820,615 $4,340,000 P554,360,615
Additions 89,568,335 87.426,235 (76,994,570
Additions-throiigh-business combination "83,065.152 31,166,330 ‘115,131,482
Retlassification 4.200.000- {4.200,000} -
Atend of year 727,554,102 ‘118,932.565 846,486,667
Accumulated Amortization o S
At begmnmg afiyear 197.510.604 - 197,510,604
Amortization (Notes 19 and 20y 93,606.407 = 93,606,407
At end of year . 291,117.01T — 291,117,011
Net Book-Value P436,437,091. B118,932,565 P555,369,656

In 2017, the Group purchased an IT security tool, a new payroll system anda logistics software on an
non-interest- bearmg long-term’payment atrangement payable over36 to 60.months. As at

Deceriber 31, 2019; the outstanding liability related to purchase of these intangible assets amounted
toP65:81 million, £39.79 million of which is pr_esented_unde_r “ather n_qncu_[rent_ labilities” in the
cotisolidated staternéritof financial posifion. Interést expense arising from the amortization of
deférred-interést-aniounted to £4.11 million and 3.50 million in 2019 and 2018, respectively.
2018, a web fi ltermg software was acquired on an interest-bearing payment arrangement over
18'mionths. As.at December 31, 2019, the outstanding liability related to-the purchase amounted to
#1.69 million'whicl is presented under ‘accounts and.other payables’ in the consolidated statément of

financial position. Interest expense arising from the amortization of deferred interest amounted to
£0.177 million. and #0,08 million in 2019 and 2018, respectively.

Development in‘progress pertains to costs related to ongoing development of software, user license
and implementation costs,

There were no capitalized berrowing costs-in 2019 and 2018:
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10, Investments at Fair Value'through Profit or Loss and through OCI and AFS Investments
Investment at FVPL represent the-Group’s investment in unit investmerit trust find,
Investment at FVOCI represent investment in the quoted shares of stock of Araneta Properties, Iric,
‘Movements of the investments at FVPL and FVOCI follow:

. Decémber 31, 2019
FVPL FVOCL
As at:January'1, 2019 P131,294,744 P337,453,928
Additions 171,000,000 -
Redemptioti (280,748,100) =
Unrealized foreign excharnge loss {625,041) -
Urnirealized fair value 10$s during the yeat, . (5,292,340) (50,715,620
P15,629,263  P286,738,308

December 31, 2018

FVPL FVOCL
As at January 1,2018 P440,763,495  P444,736.969-
Additions 288,580,000 -
Additions through business combination. 9,271,183 -
Unrealized foreign exchange loss 126,077 -
Redemption, _ o (1,215,938,291). -
Unrealized fair value gain (loss) durini the year 8,492,280 (107:283,041)
' - P131.294,744  P337453.928

Thie uriréalized fair valué Joss and gdin of £5.29 million and #8.49 million related to investment at:
FVPL in 2019-and 2018, respectively, is presented under ‘Other income, (charges) inthe
consolidated statements.of comprehenswe incomie:

Maovement in unrealized giin on investient at FVQCI follow:

2019 2018
Balani¢e‘at beginning of period P73,342,166  £180,625,207
Unrealized Toss- during the year from-quoted. _ _ o
Invesiments: (50,715,620). (107,283,041)
Balance at end of year (Note 17) P22,626,546  £73,342,166
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11, Mvestmentin an Associate

Moveinent in the investment is as follows:

2019 2018
Costs.
At January, 1 227,916,452 B
Additions: _
Share. in equity- = 109,956,952
‘Excess of purchase price over fair value
of het assets: - 108,873,250
Costs-dirgetly attributable to-the. investments. = 9,086,250
L 227,916,452 227,916,452
Accwnulated Equity on Net-Earnings '

At Jatitary 1 11,103,396 -
‘Equity share:in niet €arning- 26,154,472 11,103,396

Less: Dividend income (Note 18) {15,000,000) —

22,257,868 11,103,396

‘Other Comprehensive Income '

At Jarmary 1 = -
‘Equity share. in‘6thei ‘compreliensive inceme 464,363 -
o 464,363 ~
Carrying Value ~ P250,638,683  B239,019.848

On March: 19, 2018, the Parent Company invested in.30% of Orient F reight Iriternational, Inc. (OF 1),
a company mvo]ved in freight forwaiding, warehousing and custoris brokérage businesses operating
within-the Philippinés. The ‘aequisition for atotal cost of shares of 8218.83 million resulted in an
implied goodwill of R108. 87 million representing the fair value. of: expected synergies; revenue
growth and future developments that do'not meet the recognition criteria for intangible asseéts:

In relation to the-acquisition of shares; the Parent Company shall also ‘exert commercially reasonable;
etforts to ditect a: certain amount of. additional annual recurring logisties:service business to OFII for a
period of’ five years from.closing date.

statements The concepts underlymg the procedures used in’ accounnng for- the acqulsmon of'a
sub51dlary are also adopted in accounting for the acquisition.of-an investment in an-associate ora-
jaint ventuie:

In 2018, the Groupreco gnized €quity in‘net-earnings of an associate: atnounting t6R1.1.10 million
‘which: ‘represents the Group’s share in the assdeiate’s- earrungs from March 19 to December 31,2018
while for 2019, the Group recognized equity in net earnings and other compreheasive income of'an
associate amounting to £26.135 million and 0,46 million, respectlvely ‘These are presented urider
“Qther income. (charges) and other: comprehensne income in the consolidated stateménts of:
compre“henbwe income. Noimpairment [oss was recognized for-the investment it associate in 2019
.and 2018.
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The-summarized statements of financial position 'of the associate follow:

2019 2018
‘Current aséets P486,432,103  P484,718,655
‘Noncurrent assets 138,556,567 124,186,956
Current: liabilities 180,680,848 220,511,830
Noncurrent liabilities 60,067,553 30,275,751
“Equity 384,240,270 358,118,030

The:summarized statement of comprehensive iticome of the associate from January 1 to
December 31, 2019 follows:

e 2019
Revenue. £1,334,969,460.
-Cost arid:expenses 1,247,787,887
Net income ' 87,181,573
Other comprehensive income. 1,547,878
‘Total comprehensive income o ' £88,729.451
 Group’s shate in total compreherisive income 26,618,835

12. Receivables and Trademark Agreement with Transtech.

On September 25,2019, EBCH extended 4 15-year 2:3% interest-bearing 16n fo Transtech €. Ltd.
(Transtech) amounting to $1.80 million. Transtech, an entity incorporated in Japan, is involved in
freight forwarding, warehousing, .and packing business. Its services include forwardingof
Balikbayan boxes from Japanto the Philippines.

Transtech shall pay interests on a quartel ly basis.. The Loan: Agreement also constitutes a pledge by
Traiistech on its trademark for the benefitof LBCH torsecure LRCHs claims te. the: repayment’ of the
loaned:amount in case of default as defined in the Loan Agréement.

Subsequetitly, on September-30, 2019, Transtech granted LBCH an exclusive license to use its
registered trademark sibject to-restrictions for a period of 10 years. with autoratic renewal of 3 years
unless otherwise discontintied in writing by either parties, LBCH may, in its diseretion, ise the
tradernark in combination with: any text, graphics; mark, or any- other indication. As: con51derat10n for
the exclusive use of license; LBCH shall pay royalty of $0. 13.million- annually.

In 2019, LBCH incurred royalty fe¢ amounting to£1.59 miltion wherein the related payable was
offset to: LBCH s interest recéivable-and loan receivable from Transtech- amountmg t0-£0.06 million
and £1.53. rmlilon, rcspectwely

As of Décember 31, 2019, the outstanding balanee-of the loans receivable amounted to

£89.82 million, 6. 09 million of which is presented under. Prepayment and ofher current assets®
representing the short-terin ‘portionand the long-ferm portlon of £83.73. milliosi is presented under
“Othier noricurrent assets’. Interest income earned ariiounted to #0.53 million in 2019,
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13. Accounts and Qther Payables

This account consists of:

2619

2018

Trade payable - outside parties.

P1,713,008,285

P1,353,449,343.

Trade payablé - related parties (Note 18) 9,862,896 370,163
Accruals: | " | ]
Salaries, wages and other benefits: 341,631,303 277,249,320
-Advertising 118,284,036 94.836,141
Rent and utilities 106,876,470 124,727,982
‘Contracted jobs. 89,419,768 191,243,940
Claims and losses 61,523,772 79,870,576
Taxes 34,192,766 16,366,752,
Professional fees 22,894,903 24,776,017
Qutside services 14,588,459 11,414, 949-
‘Fixed assets 11,732,556 17:629:915
Software hainténance. 9,450,532 9,184,268
Othets’ | 42,809,771 63,105,153
Deferred output VAT 323,055,911 '
Contract liabilities. 197,168,011 66,589
Taxes payable 70,132,689 : .9-'1-,1 74,5 ?6-
Govemmerit agencies contribitions payables 29,855,611 126,136,084
Subscription payable TS o178
Others ' 45,693,122 31:180,381
£3,242,180,861  $2,806,169,280

Trade payableand accrued expenses arise from regular transactions with sippliers’and service:
providers, These are noninterest-bearing and are normally setiled on one to 60= clay term.

Accruals mainly pertain to-liabilities of the Grouprelated to operations which ate awaiting for actual
billings from supplies{except for taxes).

Deferred output VAT arises from the incollected receivables from vaiablesales,

Contract Imbihtles pertams {o paymenfs rece'lved in advance from cusfomcrs-*fdr services wlich have

Taxes payable mcludes output VAT payablé and withholdifg taxes on padyment to suppliers.-and
employees’ compensation which-are settled on a: monthly ‘basis:

Government agencies contribution payable pertains to monthly required remittarices to government
agencies-such as 8SS, Pag-ibig and Philhealth,

:-S"ubs'crifpt'ion .payabl“e -p'{-zr_taihs-'tﬂ' the -unpa'id_-subsfcﬁpti'on' to thie shares of OFIIL
Other payables, inciude-employees” salary loan deductions payable to. third parties,, guarantee fee

payable to- a related party and payables: arising from: expenses’ incurred in-relation to transactions with'
niontrade suppliérs.
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14, Transmissions Liability

Transmissions liability répresents money transfer remittances by clients that are still outstandlng, and
not yet claimed by the beneficiaries as at reporting date, These are due and demandable.

Transmissions liability amounted to £586.89 million (10:70'million-of which s payab]e toan
afﬁhate) (see Note 18) ?543 50 mllhon as at Deceniber 31, 2019 and 2018, téspectively.

15. Notes Payable

The Group has-outstanding notes payable to-various local banks, The details of thesehotes as at
December. 31, 2019 and 2018 are described below:

2819
_ Date of Outstanding: Interest _ o
Bank _ Availment . Balance: Mafority _Rate ‘Payment Terms
‘Banco de Oro. October £60,000,000 April 2020 525%,  Cléan; Interest payable:
; 2019 ' 'subjectto  evéry ‘menth; principal to
repricing . bepaid on maturity date.
‘Bance de Oro- Sép_t'é'n_i_hgr 150,000,000 March: 2020 5.25%, Clean; Interest payable
2019 subject to -every month, principalto
repricing. be paid.on maturity date
‘BancodeQro Various 532,500,000 Various . With mortgage; Tnferest
availments maturities. in 'suh]ect to 'payable every month;.
in2816 2018 t0 2023 repricing. ;prineipal payablé
' " fuarterly
Unionbank.of the April $78,200,000 April 2024 7.820%,  Clean; Interest payzlile
Philippines. 2019 ' fixed rite every monih, principsl to
- be paid-on maturity date.
Utiionbankof thé June 19,800,000  April2024  7.053%, Clean; Literest and
Philippines 2019 fixed rate.  principal:payable every
fuarter
._ﬂ__nig‘_)]_'ib;_ink‘ of the August 50,000,000. Yanuary2020 7.00%,. Clean; Interestand
Phitippines 2019 subjeét to. prmelpal pavable every
' repricing quarter
Rizal‘Commiréial ‘October 47,2223422  October2020 6.55Y%, Clean; Interestand:
Banking 2019 fixéd ypate pnumpal payable every
Corporation . _ . . month.
“Tofal . $979,722.322
‘Currént portion _ P376,666,667
‘Noncurrent portion R353,055,555:
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2018 .
_Dateof Qutstanding g . .
Bank _ Availment . “Balance. ‘Maturity  Interest Rate Terms
Banco de Oro December, $67,000,000 April 2019 55095, ‘Clean; Interest payable
o T2018 ' ' subjectto  every meonith, principal fo
repricitg be-paid-an. riaturity date
Banto de Oro Septembeér: 150,000,000  March-2019. 5.50%, Clean: Interest piyable
2018 subjectto  everyinomnh, principal to
repricing be paid on maturity date
Baneo de-Gio Vatious 612,500,000 Vatious' 5.50%, ‘Withmortgage; Inferest
' dvailments ' maturities in subject'to “payable-evéry month,
. in 2016 2018 102021 .tepriciog - principal.payable quarterly
Total BE29:500.000.
Curreat portion $297,000,000.
Nencurrent portion _ _ #532.500.000-

The Notes Facility Agreement entered by the Group with-Baneo De Oro (BDO) in May 2016 is with
a credit ling facility amaunting to-P800.00 million; The loan is secured with real estate mortgage on
land owned by the Group’s affiliate’ (see Note 18).

A short-tetm loan availed-in 2018-with' BDO.amounting to-£150.00-millioh was rolled overin-March
and September 20'19. The balance is still outstanding ag of December 31, 2019.-Also, a short-ferm
loan availed in December 2018 with BDQ amounting 10 $60.00 million was relled-over in April and
October 2019and is still.outstanding as of December 31, 2019.

The above loans were used primarily-for working capital requirements and are not subject to- any loan
covenants'

Ititerest expenise amounted toR63:64 million, 40.62 million; and #5508 million in 2019, 2018
and 2017, respectively

. Converiible Instrument

This account consists:of:.

2019 2018
Denva‘nve Ilabxllty '
Balance at begmnmg of year P1,406,175427 #1,860,373,479-
Fair vilue loss (sain)-on derivative 642,506,134  (454,198,052)
_ ' _ P2,048,681,561 B1,406,175,427
Bond payable ' i
Balanice at beginning of year £1,108,417,074  BR96,185,059
Accretion of interest 182,124,669 159,106,145
Unrealized foreign:exchange loss {gain) (45,319,435) 50,577,641
Amortization of issuance ¢ost 1,798:750 2,548,229

$1;247,021,058 P1,108,417,074
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O June 20, 2017, the BOD of theParetit Company approved.the issnance of convertible instroment..
The proceeds of the issuance of convertible instrument will be used to fund the growth of the business-
of the Parent Company, mcludmg caprra] expendltures and workmg capital.. Accordingly, on

August 4, 2017, the Parent: Company issued, ini favor of CP Biiks Pte. Ltd (CP Briks}), a seven-year
secured: convernble instrument in the aggregate principal amotnt of US$50:0'million.

#2,518.25 mﬂhon) convertible at any time into 192,307,692 common shares of the Parent Company
at the option'6f CP Briks: mltlally at#13.00 per share conversion price, Subject to. adjustments and:
resétting of conversion price in-accordance with thie térms and conditions of the instrutnent ds: follow:

o effective.on three years.(3) from issuance date (the Reset Date) - if the 30-day Trading Day.
Weighted Average Price (TDWAP) of fhe Parent Company’s ‘common:shares-on the Prsnmpal
Market prior to the Reset Date i5 not hxgher than the initial conversion. price; the conversion price’
shall be adjusted.on the Reset Date to the 30- day TDWAP prior to Reset Date;

». “upon:issuance-of commeon shares fora conmderauan less than the conversion pnCe in: effect - the:
conversion price shall be.reduced to the price-of the new issuance;

e tipon subdivision or combination (i:¢., stock dividetid, stocksplit, recap1tahzat1on or otherwise) -
the conversion prige in effect shall be proportionately reduced-or increased; and

s otherevents or voluntary-adjustment,

The convertible instrument (to the extent that the same has not been-converted by CP'Briks as the
holder or by the Parent Company} is redeemable at the: option of CP Briks, ‘cotriencing on the. 3¢
month from the issuance date at the redemption price equal to the principal amount of the bond plus
an. mtemal rate-of 13% (decreasmg to 12%, 11% and 10% on the 4th, Sth- and 6th anniversary of the
issuance date; Tespectively). The agreement: also contains: redcmptlon in cash. by the Parent Company
af a price equial to-the principal amount of the bond plus.an internal rate of 13% (decreasmg 1o 12%,
11% and. 10% on the 4th, 5th and 6th anniversary of the isSuance date, respectively) in case ofa
Change of Control as defi ned. under the agreement.

The Parent Company also as full or partial fight to convert the shates subject to various.cenditions.
including pre-approval of the PSE of the, listing of the eonveision shares and other conditions to
include closingsale price and daily-trading volume of commeon shares tradmg onthe Pnnc1pa1 Market
and upon: plan of’ offenng, placement ‘of shares:or similar transaction-with common shate price at a
¢ertain minimum shiare price.

The convertibleé instrument is-a hybnd instrument containing host financial hablhry and derivative
components for the eqmty gonversion and redempnon options. The equity conversion-and
redemption options were identified as embedded derivatives and were separated:froi the host
contract.

On October3, 2017, the Parent Company-entered into a pledge supplement with €P Briks whereby
the Parent: Company constituted:in favor of CP Briks a pledge over all 6fthe Parent Company 'S
shiares in LBCE consisting of 1,041,180;504 commot shares, representiig 100% of the total issued.
and outstanding capital stock of LBCE: '

In the-event of default; CPBriks may foreclose upon: the pledge over LBCE shares as a-result of
which LBCE shares may be.sold viaauction to' the highest bidder. The sale of LBCE shares in-such
public auction.shall extingush the outstanding obligation, whethier or not the proceeds of the.
foreclosure sale are equal to the amount of the outstanding. obligation. Under the: terms of the pledge
agreement, if LECE shares are sold at-aprice h1g11er than the amount.of’ the- outstanding obli Lganon
any ‘amount in excess of the' outstanding obli gation. shall be paid to the Parent Coinpany:
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Wiile €P Briks may participate m the duction of LBCE shares should there bé a foreclosure, atiy
such foreclosuré of the plédge over LBCE shares.and-any resulfing acqulsltlon by CP Briks of equity”
interest in LBCE are always subject to the foreign owtership restrictions: applicable to LBCE, which
thay riotexceed 40% of the total issued and outitanding capital stock entitled to vote, and 40%.of the
total issued and outstanding capital stock whether or not entitled to vote, of LECE.

Coveriiits

‘While the convertible instrument hasnot yet been.redeemed or converted in full, the Parent Company

shall ensure that neither it or its: subsidiaries shall incur; ereate or: permit to: subsist or have

'outstandmg inidebtedness, as defined:in the Orinibus Agréement, or enter into agreement or.

arrangement whereby itis cnht]ed to ineur, create or permit: fo subsist any indebtednessand that the-

Parent Company shall ensure on a consolidated basis that:

a. Total Debt to EBITDA for any Relevant Period (12 months ending oi the Parent Company’s:
financial year) shallnot exceed 2.5:1.

b. The fatio of EBITDA to Finance Charges forany Relevant Period shall not be less than 5.0:1; and

¢, Theratio of Total Debton each relevant date to Shareholder’s Eqmty for that Relevant Period
shall be no tore than 1:1.

The determination and calculation of the foregoing financial ratios.are based on the- agreement and
mterpretatlon of relevant parties subject to-the'terms of the convertible instrument. The Group.is in.
compliance with fhe above covenants as at December 31, 201 9, the latest Relevant Peripd subsequent
to the issuance of the:.convértible instrument, Relevant. perlod means. each penod of twelve (12)
months.ending on the last day of the Parent Company s financial year.

In rélation to the issuarice of the convertible instrument and following the entry.of CP Briks asa
stakeholder in the Parent Company, the Parent Company entered into the following transactions::

a. On August4, 2017, LBCE and. LBCDC agreed for LBCE fo discotitinue royalty for the uise of
LBC Marks (see Note 18).

b. On various dates, the Parent Company entered into the fol]owmg transactions. for the acquisition
of certain overseas entities;

i.  OnMarch 7, 2018, the Parent Company acquired, 100% ownership.of LBC Mabuhay Saipan,
Inc, (LBC. Salpan) for a total purchase price of US $207,652 or £10:80 million:

41 Effective ] anuary 1, 2019, the Parent Company was granted the regulatory approvals on the-

purchase of the following entitieés under LBC USA. Corporatlon

s LBC Mundial Corpotatici (LBC Mundial) which operates as.a- cargo and Temitfance
Group in California. The Parent Company purchased 4,192,546 shiares or 100% of the
total. outstandmg shares from LBC Heldings USA- Corporatlon

¢« LBC Mabuhay North Afnerica- Corporation (LBC North America) which operatesas a
cargo and remittance Parent Company in' New: Jersey. ‘The Parent Company purchased:
1,605,273 shares or 100% of the total outstandmg shares from LBC Holdmgs USA
Corporation.

iii. Bffective July 1,2019, the Parent Company’s purchase of LBC Mabuhay Hawaii
Corporation, who c)perates as’a-eargo and remittance. company in-Hawaii, was completed
upon: the approval by the US regulatory bodies. The Parent Cormpany purchased 1,536 408
shares or 100% of the total outstanding shares from LBC Holdings USA Corporatlon

RS




'69'

1v. On June 27,2018, the BOD of the Parent Company approved the purchase of shares of some
gverseas entities: The acquisition is expected to benefitthe’ Parent Company by contnbutlng
to its global revenue streams. On the same date;, the SPAs were executed by the Group.and”

Jamal Limited, as follow:

o LBC Aircargo (S) PTE. LTD. which operates as a-cargobranch in Taiwan. ‘The Parent
'Company purchased 94,901 shares or 100% of the total outstanding shares.of the
acquiree at a:purchase price-of US'$146,013;

s LBC Money Transfer PTY Limited which: operates as a remittance- company in Australia.
The Parent Company: purchased 10-shares or 100% of the total outstanding shares of the
acquiree at a-purchase price of US $194,535;

o LBC Express Airfreight (8) PTE. LTD. whiclioperafes-asa cargo commpany ini. Smgapore..
The Parent ‘Compaiiy purchased 10,000 shares or 100% of ‘the- total outstandmg shares of
the-acquiree‘at a purchase price of US. $2,415,035; and

o LBC Australida PTY Limited whicli-operates as a carge ¢ompany in-Australia. ‘The Pareit
Company purchased 223,500 shares.or [00% of the total outstanding shares of the
acquiree at a purchase price of US'$1,843,149,

v. ‘OnAugust 15, 2018, the Parent. Cempany approved the acqmsmon of92.5% equity
ownership of LBC Mabuhay (Malaysia) SDN BHD (LBC Malaysxa) fora-total purchase
_price.of $461,782 or £24.68 million.

vi. On October 15,2018, tlie Parent Company acquired the followihg overseas entities:

+ LBC Mabuhay Remittance Sdn. Bhd. which-op¢rates as a remittance company in Brunei.
The Parent- Company purchased one (1) share-which represents.50%. equlty interest-at the
subseription price. of US $557,804 per share.

e LBC Mabuhay (BY SDN BHD which operates as a cargo company in Brunei, The Parent
Company acquired. 50% of LBC: Mabuhay (B) SDN BHD for a total purchase pnee of US
$225,965.

vii. The documertation requireinents. foi the acquisition of the remaining overseas enfity is still in
process.

Upon completion of the acqulsltions discussed in (1) to: (v1} above, the P arent Company will hiave
acquired equity interésts in twelve bverseas ehtities which ate affiliated to:the Parent Company
and LBCDC. Inaccordance with the directionis from LBCDC, the Parent Company intends to
complete the acqulsmon of the: rema:mmg overseas entity in 20 _0_ after which the Group expects:
{on the basis'of LBCDC s manifestations) seftlement by LBCDC ofall of its obhgatlons to-the.
Parent Company, except for the assighed receivables’ from QUADX In¢. which will be settled
‘baged on agreed terms{see Note 18). As.at report date; LBCDC has not settled its.obligations to
the Parent Company pending completion.of acquisition of the remaining overseas: entity,

If an ‘event of default shall have occurred and be continuing; CP Briks fndy féquire the Parent
Company to redeem all or any portion of the convertible instrument; provided that CP Briks proyides
written.notice to the Parent Company within the applicable penod Each pertion of the convertible.
inistrument subject to rédemption shiall be redeeriied by: the Parént Company at price equal to 100% of
the‘conversion amourt-plus an internal rate 6f retirn (IRR).equal to 16% (inclusive of applicable tax,
which shall be for tlie aceount of CP. Biiks),
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17. Equity

Capital Stock S o | . .
As-of December 31, 2019, 2018 and 2017, the details of the Parent Company’s capital stock follow:

The Parent Comipany’s track record of capital stock is-as follows:

Numbei of _ Number of-
sharés  Issuel Dite of  holdersas
registered ‘Offer price approval  of véarend
At January 1, 2015 40,899,000 Bl/share
-July'22, October
16 arid Qctolier
Add: Additional issuance 1,384,966,471 P1/share 21,2015
December 31, 2015 1:425,865,471 485
Add: Movement - =
December 31,2016 1,425,865,471 485
Add: Movement o - 1
December 31, 2017 1,425,865.471 486
Add: Movement ' — 1.
December 31, 2018 1,425,865471 487
Add: Movement. = _ -
'December 31, 2019 1,425:865,471 487

Retained eur nmgs

The unappropriated retained arsiings include accumulated equity in undistributed net earnings of the
consolidated subsidiaries amounted to-#1,478.71 million and 21,058.50 million as of

December 31, 2019 and 20138, respechve]y These are not'available fordividend declaration until
declared: by the' BOD of the respective subsidiaries.

In aceordance with SecuﬁtlesRegﬁ]aﬂon Code Rule 68, As Amended (2019), Annex 68-D, the Parent
Company s retained earnings-available for dividend declaration-as of December: 31 2019 and 2018
amounted ta 2501.09 million and £972.31 million, Tespectively.

Cash dividends

On May 7, 2019, the BOD:of LBC Express: Shlpplng Company WLL (Kuwait) declared cash
dividénds of KWD: 2,500 per comuon: share hield by stockholders. The reldted noncontrolling interest
amounting t6-£20:93 million is presented in the Statement of ¢hanges in equity,

On S’eptembcr 12, '2"01'9 the BOD of LB CH approved ﬁxe declérat;an of 'cash dwidend's amounting to

On December 20, 2018:and April 19, 2017, the BOD .o LBCH approved the declaration of cash
dividends amounting toR285.17 m:lhon and ®827.00 rmlhon respecnvely

On Febrnary 8, 2019-and November 4; 2019, through a Memorandum of Agreement, LBCDC
asmgned to LBCH a portion ofits payable to LBCE amountitig to- $229 37 million and

P263.92 million, respectlvely The sammie.amount was offset agamst the dividénds payablé of LBEE
to LBCH.
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Accunndated compreliensive incorte -
Détails of accumulated comprehensive income as at December 31 follow:

2019 2018

Remeasurement gaifi on retirgment benefit -

plan net of tax. (Note 23) £194,638,659  R166,941,704
Unrealized fait value. gaini of:

‘investment at FYOCT (Note 10} 22,626,546 73,342,166
Share in other comprehensive income of an associate o

(Note 11) ' 464,363 —
Cutrendy translation. loss (30,182,365) (3,742 ,807)

187,547,203 236.541.063

'Accumulated comprehensive intome (1oss)
atmbutableto L .
.C.Qn_tr_q_llmg interest P193,677:606 $241,328,367
Non-controlling interest 86,130,403y  (R4,787,304)

18. .Related Party Transactions

In‘the normial course of business; the Group transacts with related parues consisting of its: ultimate
parent, LBCDC and affiliates.. Affiliates include those entities in which the owners-of the Group have
Gwhership interests outside the Group. These transactions iniclude royalty, delivery; service and
management fees and loans and cash'advances. Except as otherwise indicated, the autstandmg
accounts with related parties shall be settled'in:cash. The transactions are madg-at ternis and pricés.
agreed upon by the parties.

Details of related party transactions and balances as at and for the years énded December 31 are
follow:

2019
_ Receivable
AmountVoluing {Payahle) Terms Conditipas
Due from related pasties. ( Trade receivabjes)
Affiliates - wader commiol ool o _

a.) Dehvery fee, imanagement- P231,954,134. P311,922,475  Neninterest-hearing; Unsecured,
fag, isil Tastant Peso ) ' dic-and demandable oo impiicment
Padala{IPP) fulfillinent fec
{Notes'6 and 26}

i #311,922:475

Due froin 1éldted parties {Non-trade receivables)
Liltinigre: parent company ' _
B.) Advanies P1,018,089,621 £1,000,220389  Noninterest-bearing;: Unsecured,

' dueand demandable: 'no impairment

Affifiares -tinder contimon.coritrol o
‘b.} Advances 57,087,956 61,212,739 Noninterest-hedring; Unsecured,
due-and demandable  no impairment.

Afficer _ o . . : .
b:); Advances 29;149,637 38,434,032 . Noninterest-bearing;, Unsecured,
o _ _ S o due and demandable’  no impairment.
). Notes receivable current portion 3,938,307 3,938,307 Interest-hearing; Unsecured,
' O ' fixéd monthly paymentf o impaiiient
TP1.103,805387. ’
(Forivard)
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2619
" Receivable -
Amount/Volume: (Payable) Teriis- Conditions'
Due frem related parties
&)Other noricurrént-assets- P26,314,836 ‘P26,814,836 Interestbearing;  Unsecured,

fixed monthiy payment

no.impairment

‘Due from related parties {Advances for future investments in shares

fee, finatcial Iistant Peso
Padala-(IPP) fulfiliment fee
(Note§ 6:nid 26)

and. deriiandable

1) Advances for futare inivestrints $78,727,321. “P78;727,321  Noninterest-beariiig Unsecired,
in.shares for settlement of the  ne.impairment
subscription of shares '
Dividend réceivable
he ]';Assuciate'(thc 11§ #15,060,000 ‘P—  Moninterest-bearing; Unsecured,
' duc.and-demandable  vo impsirment
Dhue-to rclated parties {Trade ]:_:axables[
‘Ultimate Parent-Corirpeiy ) _
) Royalty fee (Note:13) - {P138,5008)  Noninterest-bearing; Unsecured
' ' due and deitandable '
Assoeiate
‘€.) Bea freight afid brokérage 692,112,798 (9,724.396)  Nowinterest-hearing; Unsecured
{Note 13) " dueand demiandable
d.)Guaraniee fae 7,142,857 —  Noninterest-bearing; Unseciired
dueand demandable .
{F9,862;896).
Due 10 a-related pait :
Affiliates - yidir commen. comm!
bj-Advances B13,057,092. #33,173,265)  Nonintérest-bearing; Unsetured
- dug dnd demandable
Gfficer . .
b)) Advances’ = (438,100)°  Noninterest-bearing; Unsecured
due.and demandsbie
(P33,611,365)
A hm‘e\ =jinder comniof eontrel _ o _ _ _
-a.} Money remittance payable (Note 14)  P668,926,130 ®10,700:530)  Noninterest-bearing; Unsecured,
' ' ' ' due-and-demandable '
{B10,706,530)
2018
Receivable
_ Amoint/Voliine, {Payable) Ternis Conditions
Biue-from related parties ( Trade receivables)
Afitliates - inder compion conwnl L
a.} Delivery fee; management £633,301,209 £253208,38] Noninterest-bearing; due Unisecured,

0o impairment

Diig: fmm related partiés lNon-tradc receivahjes)
Ultinitte: purent conpany

b.J Advaices P78.820,228 R493.736.678, ‘Noninterest-bearirig: “Unsgeured,
dueand demandable  noimpairment
Affiliates - Aunider coninon cortral N o o ' N -
b.) Advances 5,362,674 54,937,022 ‘Neninterest-bearing: ‘Unsegured,
. dug and deniandable: nd impaitirient
Effeer
by Advarices - 9,284,395 ‘Nonintérest-beating: dize- Unsecured,
. . and demandable:  sio impgirment
_ B557.955.095. '
(Farvard)
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2018
Recéivable: -
-Amount/Volume {Payable) Terms. . Conditions
Due from related parties {Advances for firture investment in shares)
“Fy Advances for future:investments; £430,823,608. $439,823,608 Noninterest-bearing: for Utsgeured,
jn:shares T - seftlemént ofthe  no.impairment.
._subscription of sliarés’ )
Dhie'to related parties {Trade payables)
Ultimate Parent:Compuany ' o _ _ -
.} Royalty fee;(Note-13) B (B370,163) Neninterest-bearing; Unsecured
o - due-and demandable
4.} Giuatantes fee 7,142 85F - ‘Notiinteresi-bearing: -Unseeured.
due and demandable.
(P¥70,163).

Due to a refated party (Non-trade pavables?
Afftiates - wnder commop contral _ _
b.) Advances F1B 347124 (PIS 341 124] Nonmterest-bearmg due Ensecured
o . ' -and denjandalile

Officer. _ _
CBA Advances 75:645:005 {75:645,005). Noninterest-bearing: due Unsecured
and déiigndable
Assaciate N ) o
e}, Sea freight.and brokerage 238,045,486 - Noninteresi-bearing: Uiisécured
{Noie !3) due and dérnandable

{P93:992,129)

Compensation of Kev Management Personngl:

‘Forthe years enided December 31

2019 2018
Salaries and wages " £92,634.449  P148311,625
‘Retirement benefits {(Note 23) 10,136,064 17,781,850
‘Other short-term employee benefits. 18,199,598 20,000,642

B120,970,111  P186,184,117

a.) In the riormal course of business, the Group fulfills the delivery of batikbayan bexes, fulfillment
- of money remittances. and- performs certdin administrative functmns on behalf of its affiliates.
“The Group charges delivery fees.and service fees for the fulfillment'of these services. based on
a greed rates.

'b.) The:Group regularly makes advances to-and from related parties to finance working, capital
requirements and as part of their cost reimbursémients arrangement. Thiese unsecured advaiices
‘ate non-interest bearirig-arid payablé on-demand,

In:prior-years, the Group has outstanding advarces.of 295,00:millien to LBC Development-
Bank, an-entity under common control of LBCDC. In2011 , IManagement assessed that these

advances:are not recoverable, Accordingly, the said asset was written-off from the books in 2011
(see Note 29).

On May:29, 2019, LBCH s6ld allits 1,860,214 common: shares in QUADX Inc. t¢ LBCE for

P186,021,400-0r 8100 per share payable no.later than two years-from the execution of deed of
abselute sale of share, subject to any extension-as may be agreed in writing by. the parties.
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On:July 1,2019, LBCE sold all its. QUADX Ific. shates to LBEDC for £186.02 million;, payable

‘no later than two- years from the date of'sale, subject to any exténsion as may beagreed in writing
‘by the parties. On the same date, LBCE, LBCDC and QUADX Inc: entered intoa Deed of
Assigninentiof Receivables whereas LBCE agreed to.assign, transfer and convey-its receivables

from QUADX Inc. as of March 31, 2019 amonnting to:®832,64 million t6 LBCDC which: shall be.
paid in-full, from time to time starting’ July 1, 2019 andno Jater than: two years from the date of

“the execution of the Deed, subject'to-ary extension as: may. be agreed in writing by ILBCE and
LBCDC, The balance-of the assigned receivables which remain unpaid amountéd to
‘P832:64 million as of December 31, 2019:

-On December 20, 2018, the BOD of LBCH approved the de¢laration of cash dividends

amounhng to ¥285.17 mxlhon On February 8, 2019, thmugh a Memorandum of Agreement,

LBCDC assigned to. LBCH a portion of its:payable to LBCE. amountlng to £229.37 million. The

samié amiount was offset against the dividends payable of LBCE to LBCH.

‘On September12, 2019, the BOD-of LBCH declared cash dividends amounting to-£356.47
_-rrulllen On November4, 2019, through a Memerandum of. Agreement LBCDC assigned to

LBCH a piortion ofits payable to LBCE amounting to263.92 millien. The same amount was
offset against the dividends payable of LBCE to LBCH.

Furthermore, upon comipletian of the acqulsmon of the remaining enuty, as disclosed in Note 16,
LBCH expects settlement by LBCDC of all of its obligations to LBCH, except for thie assi igned
receivables from QUADX Inc. which will be settled based on above:nentloned agreed terms.

Starting 2007, LBCDC (Licensor), the Ultimate Parent Company,. granted to the Group
(Licensee) the, furll and exclusiveright to use thie LBC Marks within the Plnllppmes in

onsideration for a continuing royalty rate-of two poinit five percent (2.5%) of the Group's Gtoss

Revenues which s defined as any and all:-revenue from all sales of products and services,
mcludmg dll other income ‘of every kind and nature- d1rect1y and/or indiectly ansmg from, related

1o and/or connected with Licerisee's busingss operatiorns. (mcludmg, withiotit limitation, any

proceeds from business 1nte1'rupt10n insurance; if any), whether for cash or credit; wherever made;

-earned, realized or accrued, excludmg any sales discounts and/or rebates, valueadded tax. Such.

licensifig agreement was arfiended on August 4, 2017-and was subséquently discontinued
effective September 4,2017 in recognition of the Group's own contribution to the value and
goodwill of the trademark.

d) Asdiscussed inNote 15, the Group entered into-a loan agréemerit with BDO ‘which is secured

e.)

with real estate mortgage on various real estate properties owned by the Group’s affiliate.
Effective Aprll 1,2016, in-consideration of the affiliate’s. accommodation to the Group s-request’
touse these propetties as loan-collateral, the Group-agreed to pay the affiliatein 12 equal monthly

‘Installinent; a guarantee fee of 1% of the face value of the loan-‘and until said properiies are
‘Teleased by the bank as loan-collateral. The guiarantee fee is reporied as.part of interest- €Xpense
in the consolidated statements of comprehensive income amounting to #7.14 miillion in:2019
and 2018.

In the normal course of business, LBCE acquires services-from: OF lI which include sea ﬁelght
and brokerage mam]y for the cargoes coming from international origins. These expenses. are:
billed to the arigins atcost.

RV



- 75.-

f.) On March 7, 2018, the BOD of the Parerit Compariy approved the purchase.of shares of tlie
entities under LBC Express. Holdings USA Corporation.. The acquisition is expected to-benefit
“the-Group by contnbutmg to-its global revenue streams. ‘On the same date, the share purchase
.agteements (SPA) were executed by the Parent: ‘Company dnd. LBC. Express. Holdings USA
Corporation with a total share purchase price amgunting to US $8.34 million, subject fo cettaii
closing condmons As discussed in Note-16, the transfer of the-ownership of the shares-and all
rights, titles-and intérésts: theteto shiall take place. followmg the payment of the consideration
defined and shall be subject to the necéssary approvals of the US regulatory bodies that oversee
and/or regulate the Compames On various dates:in 2019, the Parent Company was. granted 1 the
Tegulatory approvals on the purchase of LBC Mundial Corporatlon, LBC Mabuhay Noith.
‘America Corporation and LBC Mabuhay ‘Hawatii Corporation (see Note 4).

In 2019, LBCE subscribéd 20,000,000 Preferted A shares and 29,436,968 Preferred B Shates of
Terza. Barbaza Aviation, Inc.{TBAL) amounting to£78.73 million. The Preferred A Shares will
be issued upon conversion of the 20,000,000 Comiriori Shares it TBAL arising from the
20,001,250 Common Shares purchased by LBCE from a-common shareholder in J: anuary 2020,

Currently, TBAT is in the process of" appllcatlon of its authorized capital stock for Preferred A and
B Shares, Once the apphcatlon is approved by the SEC, 20,000,000 of the Commen Shares

'purchased by LBCE from tlie-éommon sharehiolder will be conveited to 20,000,000 non-véfing
Preferred A Shares. The remdining 1,250 Common Shares will then répresent 24.86% of thie total
.outstanding Common Shares.

g.) In November 2011, LBC Mundial Corporation paid-oil LBC Express Holdings USA
Corporation’s outstandm g morigage loan which is.consolidated into a long-term premissory note
amounting fo US$1,105,148 at.4% interest, payable in 180 equal momhly installments. As of.
December 31, 2019, total outstanding riotes. réceivable amounted to B30:75 milliot,

R26.8] million of which'is presented as noncurrent under “Other noncuirent. Aissets™. Interest
-income earned from notes reeeivable amounted to 21,21 million for the yvear ended
December 31, 2019:

h.) On June 6, 2019, LBCH recognized cash dividends from OFII amounting to £15.00 million for
its: 30% interest-on OFIL

Aside from reguired approval of related party transactions:explicitly stated in‘the Corpm ation Code,
the Group has established its own related party transaction policy. stating that any felated party
transaction invelving amount 6r valie. greater than 10% of the Group’s fota] asséts-are deemed

‘Matérial Related Party Transactions’. ‘Such transactions shall be reviewed by the Related Party
Transaction’ Commlttee (RPTC) prior toits, cndorsement for the Board’s Approval Moregver, any:
related: party trafisaction involving less than 10% of the Group’s total assets will be submitted to the:
President and CEO for review.
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19. Cost of Services
Thi§ account consists oft

2019

2018

2017

74,789,579,359
3,215,237,590

.Costof delivery and remittance

Salaties and benefits

‘Depréciation and aniortization
{(Notes 8, 9 anid 22y

Utilities anid supplies

Rent{Note 22)

Transporiatioh and travel

Repairs'and maintéhance

. Rétirement benefit expense (Note 23)

Insurance

Collection fee:

Software subscriptions’

Others

1,159,320,196
1,146,927,498
337,103,136
138,311,964
130,612,248
107,658,451
32,311,743
19,069,346
44,132,705

£3,900,239,963.
2.268,340,538-

297,930,769
995,938,157
735,362,813

76,031,963
109,976,084

95,432,277
27,801,301.
14,696,301

10,946,037

30,886,273

EXOECE
1,971:535.268

218,336 609

:.\92 537 376
59,625,803
104,274,720
97,492,614
23,123,645

6,188,582

£11,183,621.581

P8,563,582.476

R6,606,032,273

Othiers pertain to bank charges, bank service fees and othér miscellaneous expenses.

20. Operating Expenscs and Foreign Exchange Gains - net
Operating expenses.consist of:

2019

2018

2017

603,819,368
446,347,513
279,474,804
207,271,978

Salaries and - wages
-Advertising and promotion
Professional fees
Taxes and licenses
Depreciation dnd amottization:

(Notes 8,9 and 22)
Utilities and supplies
Commission expense.
‘Travé] and representation
Rent (Note 22)
Dues-and subseriptions
Losses
Softwire mainiténatice ¢osts,
Provision for expected

credit losses (Note 6)
Retirement benefit éxpense (Note 23)
Insurance
Repairs.and maintenance
Royalty
Othiers

198,901,422
195,986,551
184,362,259
175,581,692
92,668,959
53,768,993
45,209,189

33,791,019
31,895,990
23,777,054
4, 795 948
1, 585 '?50
57,225,928

633,000,980

317,301,731
188,686,108

143,541,786
107,435,343
165,492,496
50,154,725

191,028:402

267,514,997

64,084,638

44,237,668
44,644,420

80,038,709

34,092 793.

23,366,371

3453651

49.322.943

F498.976,061
169,158, ?92
212,871, 262
115,012, ?36-'

102,420,247
146,510,196
23213,721
137,903,579
939,070,492
3,034,020
59,376,627

30,313,927
22,448,728
4,878,630
176,443,696
35,840,577

‘$72,752,704,321

P2.410,797,761

£2,021,904,507

Othérs comprise mainly of bank and finance charges, penalties and other administrative-expenses..
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Foreign exchange gairis.- netarises from the fo'ilowiu_g_::

2019

2018

2017

Cash and cash equivalents:
Advances to affiliates - net
Bonds‘payable

Trade payable

Available forsile investments

¥7,541,551

45,319,435
(8,315,485)

P68,745,839
51,327,603
50,577,641

(7,380,789)

85,738,141
18,177,203
(8,610,668)-

(952,875)
(2,370.,641)

P35,773,986

B163,770,294

P91,981,180

21. Incomé Taxes
Provision for consists of:

2019 2018 2017
P383,692,852  P486,668,102  P450,239,197
(23.670,453)  (19.001,913) (31,384,734)
.¥_360';022;399‘ P467,6066,189 B418.854,463

Current
Deferred

Details of the Group’s net deferred tax-assets as at December 31 are as follow:

e 2019 2018
Deferred tax assets arising from:

Retirément benefit Hability

Allowance for impairment loss.

Acerued employee benefits

Deferred lease liability

NOLCO

-Coniract liabilities

Depreciation charged to retained
earnings; begirining

Urirealized foreign exchange losses-

MCIT.
‘Others

P188,327,061
58,184,772
51,484,181
43,019,847
16,828,168
13,849,738

13,847,894
5,030,963
248,063
13,493,165

B167,105,840

48,132,334
16,512,220
15,117,586
11,376,223

2,345,628
7.087.049

£404,313,852

F345.419422

Deferred tax liabilities arising from:

‘Capitalized borrowing costs

Unamortized fair value 'a'djustments: arising.

from business combination
Unrealized foreign exchange:gains
Others.

ko
(20,530,140)
{6.222,216)

{(R209,334)

(19,634,690)
(20,285.223)
{3,.012,906)

(26,752,356)

(43,142,153)

B377,561,496

£302,277,269
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The movements‘in-net deferred tax asset for the years ended December 31 are as follows:

2019 _ 2018
January’ 1 2018, a5 previously reported B302,277,269  P289,524,039.
Efféct.of ddoption of new standards (Note:2) 47,501,914 15,579,542
January 1, 2018, as restated 349,779,183 305,103,581
Effectof dlspesal of a subsidiary 15,572,341 =
'Charged to profitor loss- 23,670,453 19,001,913
Effect of busiress. combmatlon 452,765 (12,342, 690)
Applied MCIT against income tax due {80,056) (30,502)
Reécorded vinder other coniprehensive incomnie (11,833,190} (9:455,03%)
_ P377,561,496  P302,277.269

On December 31, 2019 and 2018, deductible/taxable temporary differences for which no-defetred.
tax. assetz’hablhty is recogmzed in the consohdated statement.of financial position amounted to nil
and B161:80 million, respectively. Details of the 2018 unrecognized deferred tax assets, netof
deferred tax liabilities, solely-arising from QUADX INC, follow:

2018

NOLCO B152,462,140
_Allowance for impairment Josses on receivables 8,300,642
‘Deferred lease liability 3,096,873
Unrealized foreign exchange- Toss - het 640,616
£164,500,271

As of Decemiber 31, 2019, the NOLCO that can be claimed as deductions ffom future taxable income:

and excess MCIT over RCIT that can be credited against future tax liability follow. These NOLGO
and excess-of MCIT over RCIT ¢ame from LBCH and other subsidiaries;

2019.
Year Incurred Amount Used Expired Balance  Expiry Date
2019 11,946,859 P- P~ $11,946,859. 2022
2018 17,993,197 - - 17,993,197 2021
2017 26,242,165 88473 _ - 26,153,692 2020
2016 6,244,919 S 6,244,919 — 2019
P62,427,140 PR8ATI  P6,244919  P56,093,748
MCIT
2019
Year Incurred: Amguat - Used Expired’ Balance  .Expiry Date
2019 $207,984 - P $207,984 2022
2018 28,504 - - 28,504 2021
2017 11,627 2 - 11,575 2020
20 16 80,004 80,004 — — 2019
£328,119 80,056 P $248.063
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Thie reconciliation between ificome tax expenséat the statutory rate and the-actual income tax expense
presernited.in the consolidated statements of comprehensive income: for the years-ended
December31 follows::

. } 2019 2018 2017
Incoine tax-at the statutory
income tax rate: P250,752,773  B545,009,174  $338,030,954
‘Tax effects of items not subject to
statutory rate:
Nondeductible expense 272,805,753 50,699,903 78,770,504
Movement in unrecognized o _
defeired tax:assets 75,925;562 28,027,640 7,884,619
Expired MCIT - - 144,888
Expired NOLCO 1,873,476 31,809,041, =~
Change to.OSD of subsidiaries {19,014,565) {20,719,179). -
Nontaxable income {202,381,696)  (166,073,589). (5,976,502)
Others _ (19,938,904)  (1,086,801) -

$360,022,399  PA67,666,180.  PAI8,854.463

Republic Act (RA) No.10963: or the Tax Reform for Acceleration and Inclusion Act (TRAIN) was
signed into law on December19, 2017 and took effect J: anuary 1, 2018, making the new tax law
enacted as of the reporting date. Although the TRAIN changes existing tax [avw and inchides several
provisions that will generally- aﬁ'ect businesses on a prospective basis; the management assessed that
the same will not have any’ significant impact.on the consolidated financiil statement balatices as of
tlie repotiing date:

On December 18, 2008, the Bureau of Internal Revenue issued Revenue. Regulatlcm No. 16-2008
which implemented:the provisions of Republic Act(R.A.) No. 9504, 45 amended by R A. 10963 or
the Tax Reform. Acceleration and lrichision Act (TRAIN), 'on Optional Standard Deduction (OSD):.
Thiis regulation allows individuals and cotporate taxpayers to use OSD in compuiting their taxable
income. For corporate taxpayers tlley may electa standard deduction i the amount equivaleritto.
40% gross income in lieu of the itemized deductions.

For the years-ended December 31, 2019'and 2018, eighteeir (18) of LBCE’s Subsidiariés opted fo use
OSD-in computing.the current provision for income tax.

22,

Lease Commifments.
{8) Operating lease-
‘The following:are the operating lease agreenients etiteréd itito by the Gioup:
1.. Operating lease agreement covering its prevmus ‘coTporate’ office space, cmgmally for a

period of five: years stating October 20, 2016 was termindted effective November 30,2018 as
munially agreed with the lessor.

]

Operating lease. agreement ‘covering its current‘corporate office space fora period of five
years from September 1,2018. The lease: agreemeént is fenewable upon mutual agreement
with the lessor-and. mcludes tental rate escalationis during the term-of the Jease. The lease
agreernent-also requires the Group to pay advance rental and security depos;ts

0 00
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3. .Lease. agreements covering various service cénters and service poirits within the Philippines
for a-period of oné (1) toreight (8) years except for one (1) warehouse which hasa lease ferm
of twenty (20) years renewdble at the Group’s option-at such terms.and conditions which. may
be agreed upon by both parties.. These lease dgreements include provisiorn: for rental rate
escalations including payment of security deposits and advance reritals.

4. Lease agteement: with:a local bank covermg transportatioh equipment for-a period of thre¢ to
five years, The leaseagreement does nof include escalation rates on:monthly payments.

‘There are no coritingent rénts for the abové lease-agréements.

Right-of-use assets and related lease labilities

The amounts recognized in‘the consclidated statement of financial position and consolidated

‘statement of comprehensive income is.shown as follow:

‘Right-df-use assets

‘Offieeand = - Machinery and
) Warchauses. . Yehicles: .Equipinent . Total. Lease liabilities:
. As-dt January 1, 2019, _ o B
-ag previbusly stated P P B B {P140.069,034)
Effect of PERS: 16-adaption -2,053,766,086 76,3318:64¢ 25.312.929° 2155417664 (2.:048.424,316)
_AsatJonuary 1,2019, ' n
" :as restated 3:053,766,086 6,338,649 25312929, C2YSIALTE64  (2:088:49%.350%

Additions threugh

busineéss.combinations. 13, 20,613,585 35,040,215 190515506 1190,760;156).
.Additions 32 : 33,854,584 = 363.204,312 {363,204, 312)
‘Amortization (680,846,232)  .(289K5675). (30380308  (740213215)
-Disposil of right of ise.gsdets’
and derecogmtmn of léase

_ 0f@subsidiaty (83.095,195). - - (83095195 92,090.843
Payments of principal = - - - 648612, 3 4
Paymepts of integedis: = - - - 135712457
Atcretion of interests = - = - (135.712,457)
As:atDecember31, 2019 P1,753,036,093  P£101,821,143 P30,972.836°  $1,885,830,072 .(P2,001,745.651)

The Group recognized rent expense from short-term leases 0f£440,49 million and leases of
low-value assets.of P12.85 million for period ended Decenmber 31, 2019 (se¢ Notes 19-and 20).,

The amortization expense recognized’ under cost. of services and operating, expenses. in the

‘consolidated staternent of comprehensiveincome in 2019 amounted to-£666.23 million and

P73.98 million, respectively (see Notes. 19 and 20).

Lease liabilities recognized under PFRS 16 amounted to 22,001.75 million, P645:01 million 6f
~svhigh is presented under cuirent liabilities. The Group:also reclassified from Property and

‘equipment: recogmzed under finance lease 10 Right-of-ise:assets amounting toP73. 23-million:

(sce Note 2). Interest expense arising fiom fhe accretion of lease Hability amounted to.
213571 millionas of December 31, 2019.
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The following summarized the maturity proﬁle"of'thE"Group"s_.mdi:SCGMte.d lease’ payments -as-of

'December31,2019:
2019
‘Less than I'year £707,225,934
More than 1 year to 2 years 546,292,822,
More than 2 years to 3 years: 377,793,964
More than 3 years to 4 years 257,464,486,
More than 5 years. 342 200,874
£2.230.978.080

The future minimuimn lease payments from the foregoing non-cancellable operating lease agreements

as of December 31, 201 8is asfollow:

2018.
Less than 1 year. £993,980,968:
More than. 1 year to- 2 years” 967:53769?
Marte than 2-yedrsto-3. years: 984,162,808
Moré than 3. years to 4 years- 1,016,479;648.
More than 5 years. 1,431,712,835
' £5,393,873,956

(b) Rerit Expenses

The rent. expenses recognized under cost of services and operating EXpEnses | in the consolidated
staterieént of comprehenisive income fot the year ended December 31, 2019 are considered short-
term leases or low: value dssets where the recognition exemption is applied.

2019 2018 2017

Cost of services (Note 19) $337,103,136  B735362813  B592,537376
“Operating expenses (Note 20} 116,239,904 267,514,997 239,070,492
453,343,040 £1,002,877.810.  PR31,607,868

The comparative rent expenses in 2018'and.2017 are based on PAS 17.

Deferred lease liability arising from straight line recognition of lease payments under PAS 17
-amounting to 861,89 million for the year; ended December 31, 2018 is included in- the non-current

portion of Tease liabilities account in the consolidated financial p051t|0n

The Groiip niaintains security deposits arising from the sdid operating lease agreements

-amounting to 330,62 million and £312.43 million as of December 31, 2019 and 2018,
Tespectively.
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(¢) Finance lease-

Theseinvolve leases of transportation equipment which were accounted for as.finance leases.
The comporients of the firiatice lease obligation as at Decerniber 31, 2018 ari sing fromithese leases
are as follow:.

Pecember 31,
2018
_ (Audited)
Gross. finance lease obligations. N _
Not later than one year P26’9431343
'Liter than 1 year butniot later than 5 Vears 65,479,002
92,422,345 .
Future finance lease.charges on' the finance lease _
‘Not later thari one year (6,672,051
Later thari 1 year but not later than 5 yeais {7,573,842)
£14,245,893)
£78,176,452
The present valiee of minimum lease payments is as follows:
December 31,
2018
_ _ (Audited)
Not later than 1 year $20,271,292.
Later than 1 yeat butnot later than -5 years 57,905,160
' ' 78,176,452

Interest expense on the above finance lease obligation charged to finance costs:amounted to
£5.42 million and 212.65 smillion i 2018-and 2017, respectively.

23. Retirement Benefits

The entities unider LBC Express, Ine. and Subsidiaries has. fimded noncontributory defined benefit
retirement plans. covering all quahﬁed employees. The retirément plan is ntended to provide for-
benefit payments:to-employees equivalent to. 25% to 130% of the employee’s final monthly basic
salary for every year of credited service. Benefits are paid in lump sum upon retirement or separation
in accordance with-the terms of the Plan. The Group: updates the actuarial valuation every year by
hmng thie services of a third-party. qualified actuary. The latest dctiiaridl valuation report was-as of
reporting date.

The Retirement Plan Trustee, as appointed by the Groupin the Trst Agréement executed betiveen
the Group and the: duly #ppointéd Retirément Plan Trustee, is responsible for the ‘general.
administration of the Retirement Plan and the management of the Retitement Fund. The Retirement
Plan Trustee may. seek the advice of a counsel:and appeint an investment manager of managers tg
manage:the Retirement Fund,-an independent accountant to audit the Fund and an actuary t6 value the
Retirement Fund. "The Group has no trafisaction either:diréctly or indirectly through its: subsidiaries.
of with its employees’ retirement benefit fund. '
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Under the existing Philippine regulatory framework, Republic. Act 7641 requiires a provision for
retirement pay to qualified private sector emiployegs in the absence of any retirement plati in the:
entity, provided however that the employee’s retirement benefits under any-collective: bargauung and
other agréements-shall not be less:than those provided under the law. "The Group’s retirement plan’
meets the minimur fetirement benefit specified under Republic Act 7641.

Forall other enfities within the Group, Both local and international, any qua]ji" ed empfoyee who

vohntarily resigns from the service of the Group after completing at least 10 years of service, shall
receive a benefit equal 102 percentage: of his accrued retirement benefits,

L
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The major cafegories of the Group’s-plani assets follow:

2019 2018
Cash and cash equivalents P132,973,992  P69,060,537
Equity instruments 3,318,588 3,422,043
Debt instruments: '
Govérnment bonds 86,767,258 60,200,262
Other bonds 4,079,008 1,896,351
Others | | 3,318,589 (3,598.978)

P230,457,525  P£130,980,215 _

All equity and debt instruntents held have quoted pric:es in active market,

The.equity instniments are investment in stocks-of'a holding .company of a conglomerate listed in the:
Philippines stock market engaged in various businesses.

Thie Retiremenit Trust Fund assefs are.valued by the fund manager at fair value using the mark-to-
market valuation,

The Group'is not required to pre-fiind the future definied benefits payable under the Retifement Plan
beforé: they become due. For this reason, the amountand timing of contributions to the Retirement
Fund dre at the Group’s. discretion, However in the event a benefit claim arises and the Retirement:
Fund is-insufficient to pay ‘the claim, the shortfall will then be due and payable by the Group o the'
Refirement Fund.

The Retirement Plan Trustee monitors regularly the status-of the plan assets and Habilities to- ensure
avallablhty of funds-upon:retirement of personnel.

The Group expects 10 contribute £136.00 million to the retlrement plan in 2020. The retitement plan
does.not have a formal ﬁmdmg policy. The funding requirement is mam]y driven by the: availability
of excess fund from the Group’s operations.

The movement in acfuarial gain recognized in other comprehensive income follows:

_ 2019 2018 2017
Beginning of year ($238,623,797) (P207,546,644) (P153,409,762)
Actuarial gain from defined benefit _
obligation (37,709,048)  (36,789,276)  (56:427,639)
Plan asset rémeasutement (gain) loss (1,722.382) 5,712,123 2,790,757
End of year, gross 278,055227)  (238,623,797)  (207,546,644)
Deferred tax effect 83,416,568 71,682,093 62,263,993

_ (194,638,659 (R166,941,704) (£145,282,651)

The principal dssumptions used in determining retirement for the defined benefit plans are shown.
below:

Disconnt rate 3.70% t0 5.61%. 4.19% tc 8.47% 5.86%10°5.99%
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Discount rate

The discount rate is-determined by reférence to.spot-yield curye at the end of the reporting period
based on government bonds with currency and term similar-to-the-estimated.term of thie benefit
obligation. The Group-used as referénce long-term Philippine Treasury Bonds adjusted fo create:
virtual zero-coupon bonds as ofithe. Teporting date and to reflect the term similar to the estimated.
term of the beniefit obligation.as detertnined by the actuary.

Salary increase

This-is the-expected long-term average rate-of salary increase taking into-aceouit inflation, seniority;
promotien and other market factors. Salary increase comprises of the general mﬂatmnary increases
plus a further increase for individual productivity, merit and promotion, The future salary increase
rates:are set by reference overthe period over which benefits are-expected to be paid.

Demographic-assumptions
Assumptions regarding mertality experience are set based on pubhshed statistics and expenence in
the. Phlhppmes

The sensitivity analysis below has been determined based on' teasonably possible changes of each
sngmficant assumption on the defined benefit liabi hty as of the exd of reporting date, assuming: ifall
othér assumptions were held constant.

It should be noted that the chan ges assumed to be reasonably posmb]e at'the valuation date are open.
to subjectlwty, and donot consider more coimplex scenarios in which chiange other than those
assuried may be déemed to'be more reasonable.

2019 2018:
Increase Net deéfined Net defined
. . _ (decrease) benefit liability  Benefit liability-
‘Discount Tate +1.00%  (®52,602,743)  (B69,736,582)
-1.00% 58,868,532 86,230,575
Salary increase +1.00% 59,824,546 88,020,831

-1.00% (54,352,982)  {76,617,155)

The weiglited average duration of the defined benefit obhgatlon at the end of the reporting penod is:
11.07 years:

Shewn below is the maturity analysis of retirement benefit payments up to ten years:

_ 2019 2018
Liess than. [ year P144,482,338 P71 301,366
More than.1 year to 5 years 499,866,127 324,908,578
More than 5 years to 10 years. 562,978,187 560,811,225

£1,207,326,652  $957,021,169
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24. Financial Risk Management Objectives and Policies

The Group has various fifidncial assets.such as cash and cash equivalents; restricted cash, trade and
other receivables (excluding advances to officers and employees), due from related parties, financial
assets at FVPL, financial assets at F VOCl “short-terri: investinents’ under other current assets, loan
receivable and notes receivable,

The Group’s financial liabilities'comprise of accounts and other payables-(excluding statutory
ligbilities:and advances intended for the subscription of shares); due to related parties; iotes payable,
transmissions liability, lease liabilities, dividends payable, bonds payable, derivative 11ab1hty and
other noncumrent liabilities; ‘The main‘purpose of these financial ligbilities s to finance for thie
Group’s operations.

Thie main risks arising from the Group’s financial instruments are price risk, interest rate-risk,
liquidity risk, foreign-currency risk and ¢redit risk: The BOD reviews and approves policies for
managiig cach of these risks which are sumimarized below,

FPricevisk

The Group closely monitors the prices of its equity securities as well as macroeconomic and entity-
specific factors:which ¢ould directly-orindirectly affect the prices of these instraments. In case of an
expected declinein its portfoho of egquity securities, the Group: readily disposes or trades:the
securities for replacemerit. with-mére viableand. less nsky investments.

Such investment securities arg:subject to price tisk due to:changes in-market values of instruments
arising either from factots spe(:lﬁc 1o 1ndividual instruments or their issuers, or factors. affecting all
instrumenits traded in-the market.

The-following table shows the-effect on total comprehensive income should the change in the-close
share price of'‘quoted equity securities ocour as of December 31 2019 and 2018 with allofher:
variables held constant;

Effect on total comprehesnsive income

2019 2018
‘Change-in share price o -
+5,00% £14,336,915 P16,872,696
-5.00% (14,336,915) (16:872,696)
Chdnge i NAV
+5.00% 2781,463 5,587,405
-5.00% (781,463) {5,587,405)

The Group is also exposed to equity price risk in the fair value of the derivative liability-due-to the-
embedded: ‘equity conversion: feature. Furthermore,’ the derivative habihty has.an “in {lie money™
redemptmn option with-a minimumirate of return at.a glven point in time in the fiture which makes
thie embedded conversion feature value close fo zera-or nil. Hence, the impact of the changeés i in the
share price in the véluation-of the dérivative liability is minimal.,

Interestrate visk and credit spreud sensitivity analysis’

Except fot the eredit.spread used in the valuation 6f the convertible rédeemable bond, the Group’s’
exposure to the risk of. «changes in market interest rate relates primarily to'its notes. payable that are
subject to repricing. The Group regularly-monitors its interest rate exposure in interest rates-
tnovements. Management miniriizes its interest rate risk by resortmg to short-terii ﬁnancmg, as
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needed and believes that cash generated from normal operations-are sufficient to pay its-obligation as
they fall due.

The value of the Group’s convertible redeemable bond is-driven: prlmanly bytwo risk factors:
underlymg stock prices-and interest rates. Interest ratesare driver 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 demonstrafes:the sensiti ity toa reasonably posmble change in credit spread, with all
otliet variables held constant, on the fair value of'the Group?’s: embedded conversion optieit of the
convertible redeemable bond.

Effect in fair yalue

_ _ 2019 2018
Credit spread +1%. P57.425.852. P58,315,936
Credit spread -1% (60 301,921) (63,189,129)

Liquidity visk

Liquidity risk is the risk from inability to meet obligations when they become due because of failure
to: 11qu1date assets or-obtain adequate funding. The Group ensures that sufﬁment liquid assets are.
available to meet short-term funding and re_gulat_.ory capital requitements.

The Group-has a policy of regularly monitoring'its cash position to ensure that taturing liabilities:
will be adequately met.

Prudent liquidity-risk management implies maintaining sufficient cash, the-availability of funding
tlirough an ddéquate:amount of committed credit facilities and the abihty to.close out market
positions:. ‘Managerment believes that-cash. generated. froim operations i§ sufficient to meet dally
working:capital réquirements.

fund which seek to ensure the security and liquidity of invéstment while optimizing yield.

The Group-expécts to generaié cash flows from its-operating activities mainly on salé-of sérvices.
The Group also has sufficient cash and adequate amount of credit facilities with banks to meet any
unexpected- o_bll_g_atlons_

The followi Mg Summarizes: thie matiirity profile-of the Group's finidncial assets based on remaining:
cotitractual unidiscounted eollections::

. 2019
Due in less than Due in'more:

_ . _ one year. than one year Total_
Cash and cashiequivalents o .

Cashinbank £2,281,905,425 P~ $2,281,905,425

Cash equivalents 1,795,673:494 - 1,795,673,494
Regeivables. _

Trade 1,466,798,610 —  £1,466,798,610

Others 29,825,276 - 29825276
‘Due from related parties 1,103,805,:387 - 1,103,805,387
'Prepaymeuts and other current assets. 166,076,948 — 166,076,948
(Forward)
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2019

Due in less than
OReE year

Due:in more
than one year

Total

FVPL P15,629,263
FVOCL -
Notes receivable. e
Loans receivable

e

e BT

26,814,836

83,727.600

P15,629,263
286,738,308
26,814,836
83,727,600

P6,859,714,403

£397,280,744

R7,256,995,147

*Current portion is classified under Dye from related parties:

*Cuirrent portion is classified under Prepuvménts and-otlier currentassels

2018

Due in less than

one year

Dug inmore
than-one ygar

‘Total.

Cash and cash equivalents
Cagh in bank.
-Cash:equivalents

Receivables:

Trade.

£2,122,353.939
1,656,378,862

1,546,318,258

Others. 62,044,315
Due from refated parties 557,958,095
FVOCT Z
FVPL 131,204,744

=

337,453,928

£2,122,353,939

1,656,378:862.

1,546,318,258
62,044,315
557,958,095
337,4531928

£6,076,348,213

P337.453.928

£6.413.802,141 .

Except as indicated, the Group’s-financial liabilities based on-undiscounted cash flows.as shown
below are dug and expected to.be paid within 12:months after the reporting period, which is the
earlier of the contractual maturity date or the expected settlement date;

2019

Due in less than
one year

Due’in more
than one year

Total

Agcounts payableand dccrued expeénses:
‘Trade-payable:
Accruals

 Othiers:

Due to related patties.

Notes payable

‘Transmissions Hability

_Derivative liability

.Bond payable

Lease habititics
Othernoncurrent liabilities

£1,722,871,181
45,693,122
33,611,365
376,666,667
586,888,109
707,225,934

P

553,055,555

2,048,681,561
2,893,079,676
1,523,752,146

39,787,939

#1,722,871,181
819,211,570
_-3_3_,61.1,365-.
929,722,222
586,888,109
2,048,681,561
2,893,079,676
2,230,978,080
39,787,939

$4,292,167,948

P7,058,356,877

P11,350,524,825
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2018
Duein Jess than Due in more

one year than one year Total

Accounts payable and: accrued expenses _ S
Trade:payable: £1, 353,819,506 £~ P1,353,819,506
Adciuals : 261 - 894,038,261
~ Othiers . . - 31,180,381
Diie to related:parties” 93 992 179 _ = 193,992,129
Notes payable 297,000,000 532,500,000 829,500,000
Transmissicns liability 543,895,836 - 543,895,836
Dérivative liability: 1,406,175.427 1:406,175,427
Bond payable o ;f 3,535,585,810 3,535,585,810
Lease liabilities 26,943,343 65, 479,002 92,422,345
Other noncurrent Habilitiss - 70,986,182 79.986,182
$3.240.869,456 ___ £5,619,726.421 __ P8:860,595.877

Notes payable and lease liabilities include futiire interest payinents..

Payable to government agencies, including accrued taxes and taxes payable-amounting 1o
P457.24 million.and #433.81 million as at Deceniber-31, 2019-and 2018, respectively, are-considered.
nonfinancial liabilities (see Note 13).

The Group expects o generate-cash flowsfrom ifs operating'acttvifles malniy on'sale of services.
The Group-also has sufficient cash and:ddéquate amount of credit facilities with banks and its
ultimate parent company to.meet any. unexpected obligations.

Foreign eurrency risk

Foreign currency risk is the risk that the fiture cash flows of financial assets and financial liabilities
will fluctuate because of changes in foreign exchange rates. The Greup s exposure-to the risk-of
changes:in foreign exchange rates relates to the Group’s ‘operating activities when reventue or
expenses-are denominated in a different currency from the Group’s functional currency.

The Group-opetates internationally through its varieus international affiliates by fulfilling the money
remittance and cargo delivery setvices. of these related parties. This exposes the-Group to foreign
exchange risk primarily with respect to. Euro- (EUR), l-longkong Dollar (HKD), US Dollar (USD) and
d apanese Yen: (JPY). Foreign exchange risk arises from fiture commercial transactions; foreign-
currency denominated assets and liabilities and nét investments in foreign operations.

The Group enters inte short-term foreign currency forwards, if needed, to manage its foreign currency
risk fromforeign currency denominated transactions.
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Information on.the Group’s foreign currency-denominated monetary. assets and liability recorded
under cash and cash equwalents trade ancl other recewables and ‘bond payable respectlvely,

posmon and thelr Ph1hppme Peso equlvalents follow

2019

_ ~ Foreign currency  Peso equivalent

Assetst L o
Euro. 3059119 PI71,096,526
'H'engkong-_no_ll_a'r 18,234,261 118_,',-340,354__
US"-D{_i‘]la_fs'_.- 1 770 000 .589',809,90_(_}1
Japanese yen 18,297, 353- 8,416,782

Liabilities:

US Dollars: (24,737,217) (1,255,166,391)
The transliiion extliange ratesnised:were P55.93 (0 EUR 1, P49 10 HKED 1, 50 74 1o USD I, RO46:40 JPY 1T in 2019,
2018
Foreign currency “Peso equivalent

Assets: _

.Euro: 2 960 871 R177,119,303
Hongkong Poilars 16,166.668 108,640,009
USDaollars 4,895,355 257 544.627
Jdpaneseyen 13,106,738 6,029,099
‘Cabadian dellar 872 34,584
Liabilities:

“US Dollars (21,21 3,491y {1 118:460,095)

The-trinsiatioi-exchinige rites ysed weie B398 to EUR 1, P6.7210 HKD 1, 3261 t5.USD 1, P16 10 JBY and P39.64
160 CAD L in 2018

The following table demonstrates:the sensitivity to a reasonably possible change in fo‘rei'gn exchange
rates, withi all vatiables held constant, of the Group’s income before tax (due to-changes i the fair
value of monetary assets.and. liabilities) as at December. 31, 2019 and 2018,

Reasonably possible change inforeign TIncrease’ (decrease)
exchange rate for every two units-of _ in income before tax:
Philippine Peso _ 2019 2018
B2 ($33,247,032) ®31,834,026).
2) 33,247,032 31,834,026

There:is no impact on the Group’s equity other than those already affecting profit-erloss: The:
movement ini sensitivity analysis is derived from current observations on fluctuations.in foreign:
cutrency exchange rates:.

The Group: recogmzed £35.77 million, #163.27 million and £91.98 million forelgn exchange

gains - net, for thie years ended Decembet 31, 2019, 2018-and 2017, respectively, arising from settled
transactions.and tratislation of the Group’s cash and cash equivaletits, trade receivables and payables,
advances o affiliates ~net and bond payable (see Note 20).

Credit risk
Credit risk is the risk that one party to'a financial instiorient will fail to discharge an obligation atid
cause thie other party to incur a financial [oss.
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Credit risk is monitored and actively managed by way ‘of strigt requirements re]atlng to the
creditworthiness of the: counierparty at the pointat which: the transactions are concladed and also
throu_ghout the entite’lifeof the transactions; ahd also-by way of defining risk limits.

The maximum-eredit risk exposure of the Group s finaricial-assets is-equal to the carrying-amiounts in:
the-consolidated statements of financial position:

There are no:collaterals held as security or othier ¢redit enhancements attached to-the- Group S
financial assets.

As of December 31, 201 9_‘-'-and--.20_.1'-8,; the credit quality-per class of financial assets-is as follows:

1019
Neitlier Past Duenor Impairéd Past due
.andfor.
Substandard  Individually
High Giade Standard Grade -Impairéd Total
Cash.in banks:and cash. o ' _ _ _
equivalenits $4,077,578,919 P~ B P- P4,077,578,919
Tradé and othér réceivables '1,468,306,583 - - 201,046,273 1,669352.856
-Dug from telated parties 1,103,805,387 — = = 1103805387
) P6,649,690,889 B~ P= P201,046,273 P6,850,737,162
. _ 218
Neither Past Due nor Impaired . Pastdueand/or
_ Substendard  Tadividually
_ Bigh Grade Statdard Grade: “Iehpaired Total
Casli inbanks-and cash L =
equivalents P3,778,7132:801 P P P £3,778,732,801
Trade;and otliet receivables. 1.499,339,604 - ~ 256,261,562 1,755.601,166
. Due‘from related patties: 557.958.095 - = ' ~. 557.958005
" ~ $5.856,030,500 P B P256,261,562 £6,092,292,062

The Group’s basis in grading its receivables are-as follow:

ngh grade - these are receivablés which hiave a high probability of collection (i.e., the: counterparty
has the-apparent ability t6 satisfy its obligation and the security on receivables reachly enforceable).

Standard - these are receivables where collections are probablc drie to the. reputation and the financial
abﬂlty of the: counterparty-to pay-but have been outstanding for a certain period of time,

:Substandard - these are recejvables that can be collected provided the Group makes persistent effort
to collect them.

Cash iri banks.and cash-equivalents are-deposited/placed in banks that are stable asthey qualify either
-as universal or commercial banks, Utiiversal and commercial banks represent the largest single
group; resourceswide, of financial istitutions in the- country-the Group is-operating. They offerthe
widest variety of banking services. among financial institutions. These financial agsefs-are. classified
ag high grade due to the counterparties’ Tow: probablhty of 1nsolvency
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The following tables outline the impact of multiple-scenarios on'the allowance for impairment losses:

Associated ECL on

December 31, 2019 GDP growth rate - Arade feccivables:

Base case (33%) 6.90% B57,576,323.

Upside case (33%) 9.90% 57,576,324

Downside:case (33%) 3.90% . 57,576,323

_ _ £172,728.970

Associated ECL on.

December 31, 2018, _ .. GDP growth rate trade; recewables

Base case (33%) ' T 6. 30% 25 ] 426

Upside case (33%) Va: 51 314, 74
Downside case: (33% 51,547879 .
P154,204 779

As.of December 31, 2019-and 2018, the agln ganalyses of the- G*roup s-past-due-and/or unpalred
réceivablés are as follows:

2019
e s Tmpaired
Edst Due’but-not Impaired Financial _
1k0.30-days.  31to 90-days Over 90 days Assets ‘Total
Trade and other receiyables P17.186,796  PR11.042,24%  PS7500,758° PI72,728.970. PRI01,046,273
2018
e T . g lmpalred
- Pa_s_t_ Duebut not Impdired Finaneial N
) 140.30days 31 to 90 days.  Over.90:days. Assets Tolal
Trade:and othier reciivables P57,730,537 PI3,539.644  P37.752.7R88. . P147,238.593 BASB261,562

There are no collaterals held by the Group with respeét to trade receivables that have been'identified.
ag-past due but notimpaired.

Capital Management

The: Group s objectives in ‘managing capital are to safeguard the Group’s ablhty to-continue as-a
going concern 56 that it can contitiue to provu:le shareholder retinns and. to:maintain an optimal capital
strueture-to réduce flic cost-of eapital and thus, increase the valug of shareholder investment.

In order 16 maintain a healthy capital structure, the Group may adjust the amount of dividends pa1d to
shareholders, issue new shares or sell-assets to réduce debts. Management has assessed that the
Group is s_c_:_l__f_—sufﬁclcnt_bas_ed on historical and curient operating fesults:

The capital that the Group manages is equal to the:tota] equity as shiown in the-consolidated

statemerits-of Tinancial position at December 3.1, 2019 and 201 8.amounting to £3,268.11 million and
$3,277.97 million, respéctively.

IR MR




-94 -

25. Fair Values and Offsetting Arrangements

The methods and assuniptions 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 teceivables, due from/to related
parties, short-term cash ifivéstments, acesunts and other payables, dividends.payable, transmissions-
liability, and the cuffent portion'of notes payable and lease liabilities approximate their fair value:
because tliese financial instruments:are relatively short-term in nature.

The fair value of financial asséts'at FVOCI is the current closing price while the financial asset-at
FVPL is based on the. pubhshed net asset value perunitas of reporting date.

The estimated fair vilue of long-term portlon of notes payable is based on the discounted value of
future cash flow using applicable rates ranging froth 4.00% to 7.83% in2019-and 5.10% 16:6.97%
in2018.

The fair vatue of the long-term portion of leasé liabilities s based on the discourited valie of futire
cash flow using applicable interest.rates ranging from 3,00% t03.55% in 2019-and 5.10% to 6.97%
in 2018.

The estimated fair value of other noficurrent-liabilities is based on the-discounted value of future cash
flow using applicable rate 0 3.00% to 3.55% in 2019 and 5.10% t0.6.97% in 2018.

The estimated fair-value of derivative liability-as at December 31,.2019 and 2018 is based on'an.
indirect method of valuing multlple'emhedded derivatives. This valuation technique-using binomial
pyramid model uses stock prices and stock price volatility. This vahiation method compares the fair.
value of the optlon-free instrument against the fair value of the hybrid convertible instrument. The:
difference-of the fair valiies is assigned as the vahie-of the embedded derivatives:

The significant unobservable inpit in the faxr value is the stock price volatility of 15.97% in 2019..

A 5% increase (5% decrease) in the stock-price volatility would'not: materially- affect the fair value of
the detivative liability,

The plain bond is determined by discounting the-cash flows, whiclis-simply the principal at maturity,
using discount rate of 14.10%, The discount rate is composed of the matched to miaturity risk fee rate

and the option’ adjusted Spread {OAS) 6 12%.

The: estlmated fair value of other noncurrent hablhtles is.based on the disconnted value.of fature cash
flow using applicable raté of 5.10% to 6.94% in 2019 and 5.10% to 6.94%in 2018.

Except-for the fair values of financial asset at FVOCI which are classified as Level 1, the discounting
used inputs such-as ¢ash tlows, discount rates and other market data, ‘hence are clasmﬁed as Level 3.

The financial asset at FVPL is-under the Level 2 category.
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The Group uses the: followmg hlerarchy for- determining and disclosing the fair value of financial
instruments by vahiation technique:

Level 1:
Level 2:

Level 3::

are-not based on-observable market data

quoted:(unadjusted) prices in ‘active markets for identical assets or liabilities
other-techniques for which all inputs which have a:significant €ffect on'the recorded fair
value are observable, either ditrectly orindirectly

techniques. which use inputs which have a significant effect on the recorded fair value that

Except for the fait valugs of finanicial asset at FYOCI which are classified as Level 1, the discounting:
uséd iiputs such as cash flows, dicount Tatés and other market data, hénce aré classified as Level 3.

The financial asset-at FVPL is under the Level 2 category.

Thie quantitative disclosures. on fair valug méasurerent hierarchy for.as"_'sef_r's":- and liabiliti esas of
December 31, 2019 and 2018 follow:

2019

Fair value measurements using

Quoteil prices

“inactive Significant Significant
markets.for observable unobsérvable
Carrying identical assets inputs “inputs
values “Fotat {Lavell) (Level 2) (Level 3)
Assefs measuted at fair valug S o ' '
FVOCT P286,738309  £286,733,300  P286,738,309 P P-
FVPL '15,629,263. 15,629,263 - 15,629,263 -
Lisbility measured atfairvalué _ o o
Derivative: liability 2,048,681,561  2,048,681,561 - = 2,048,681,501
Liabilities foi: whick fair
vilue are disclosed o )
Borid-payabje: 1,247,021,088  1,350,898,104 = - 1,350,898,104
Long-term notes payable 553,055,555 560,121,284 - - 560,121,284
'N_'l'mr.iun‘._eht E}E?is'e-'.l_iab:_i]ifi'és 1,356,731,239 1,352 153, 074_ - - 1,352 153; 074
-Othei:noticurrent liabilities 39,787,939 " 44,440,039 - - 44,440,039
2018
Fair value measureménts: usmo
-Quoted -prices
in active
o _ markets-for Significant Significant
Cimying . cidentical assets ‘observable  unobservable
. valnes Total {Level 1} “inputs (Level 2). inputs (Level 3).
. Aszets measured at fair value.
P337453,928  PB337453;928  P337453,928 oL B B-
131294744 131,294,744 — 131294744 -
L]abll[t} mieasured. 4t fair:vahie’
Bérivative hablhty 1406175427 1406175427 = - 1,406;175,427
Llabllltms for which-fair '
value are discloséd
Bond payable A,108417.074  1,104,307.001. = -+~ 1;104,307.001
Long:termnotes payable 532:500,000 508,026, 0 - = 508,026, 630
Noncurferit lease liabilities. 119,797,742 L 19'-?97 - - : :
Dithér noncarrent liabilitics, 79.986.182 71,378, 284 - — ?] 3‘?8

Eor the years ended December 31, 2019and 2018, there were no transfers between Level 1 and
Leve] 2 fair- value measurements.and no-transfers inte-and out of Level 3 fair value measuretients.
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Offsetting of Finaneial Instruments.

The following table Teprésents the recognized financial instrumetits that are offset as.of

December 31, 2019 and shows in‘the ‘Net” column the net impact ou th¢ Group’s'consolidated
statements-of financial position as a result of the offsetting rights.

December 31,2019 .
Dividend Offsetting. ‘Gross Amount Offsetting Net. Amount
Due from refated parties P1,597,098,962 B B1,597,098,962
Dividends-payable - (493,293,575)  (493.293,575).
' P1.597.098.962  (B493,293,575) B1,103,805387
Royalty Offsetting
Loans receivable | P94,071,600 B P94,071600
Interest receivable ! 529,517 - 529,517
‘Royalty payable®’ — (1,585,750) (1,585,750}

. P94,601,117 {1,585,750) P93,015,367
included in otker veceivuble-in trade and other veceivalile '
'z’mc:'uded in others ifvaccounts and ather pavab(es

The Parent Company’s: dividends- Ppayable fo LBCDC has been offset against diie from LBCDC. The
Parent’ Company and LBCDC have the intention of settling on-a net basis.

The Parent Company’s royalty payable has been offset to its loan receivable and interest receivable
{See Note 12).

26,

‘Segment Reporting

Managément has determined the operatm g segments based on the informationreviewed by the
executive committee for purposes of allocating resources and assessing performance.

The Group’s two main opperating segments comprise- of logistics-and money transfer services. The
executive committee considers the buisiness from product perspective.

The Group’s logistics products-are geared toward both retail and. icorporate elients.. The main services.
offered under the Group's. loglsucs business. are domestic and-intermational-courierand’ freight
forwarding services (by way of air, sea‘and ‘ground transport).

Money transfer services comprise-of remittance:services (including branch retail services, prepaid
remittatice ¢ards-and-enling and miebile reimnit)-and:bills payiment collection and corporate reinittance
payout services. Money transfer services include’ mternatlonal presence thirough its branches which
comprises international inbound remittance services, '

The Group otily reports fevenue Jine itemfor 'this*s'e_'gnl_’f_:ﬁtatibn; Assets and liabilities and ¢ost and
expenses are shared togethér by theseé two segmients and, assuch, cannot be reliably separated.

Thie. Group hdg no: sngmﬁcant ‘customer which contributes 10.00% or more to the revenue of the
Group

TR



--97; -

Set out below isthe disaggregation of the Group’s revenue from contracts with customers:

SEgm'ents'-

For the year ended December 31,2019

'Log_'i's_'tic'sr

Money transfer
services,

Total

Type of Castomer
Retail
- Corporate-

£9,944,616,061.
4,290,142,425

$925,774,882
66,519,378

$10,870,398,943
4,356,661,803

£14,234,758,486

992,294,261

£15,227,052,746

‘Total revéniié from contraéts with customer

Gepgraphic Markets
Domestic.
Owerseas:

£10,272,693,597
3,962,064,889.

$659:080,286

333,213,974

10,931,773,883
4,295,278,863

Total revenue from. contracts with: custamer

£14,234,758,486

£992,294,260

P15,227,052,746

Segments

For'the year ended December 31, 201§

Logistics

Money transfer

services

Total |

Type of Customer
Retail
Carporate

B7,186,362,654

4,192,458, 708.

P8S9,566,586
103,140,966

£8,045,929,240

P11,378,821,362

P£962,707,552

P12,341,528,914

Total revénue from comtracts with custoimer

Geographic Markets.
Domestic
QOverseas

99 302, 781,460

2,076.039,902

P799;485,028
163,222,524

£10,102,66,488
2,239,262,426

Taotal révenue fiom. contracts with-customer

P11,378,821,362

£962,707,552

B12,341:528914

Ségments

For the year ended Decembier 31, 2017

Logistics:

‘Money transfer

services

Total

Type 6f Customer
Retail
Corporate |

B5.751,655,749

P995,471,285

43,473,605

B6,747,127,034
3,228,257:865

Total revenue from. contracts with clistomier

P8:936,438.009-

P1,038,546.850

Geographic Markets
Domestic
Overséas

1,:456,615.963:

$907,122,704
131,874,186

£9.975,384,899

PS.386,044.750
1,588,440,149

Total revefiue from confracts with customer

PR.936,438,009

£1,038:946,890.

£9,975.384.899

The:Group disaggregates its revenue ififormation in the samé manner s it reports its segment .

information,

The revenue of the Group-consists-mainly-of sales to-exteriial customiers. Revente arising from
service fees charged to affiliates amounted to#231.95 million, #633.30 million and £658.03 million

in 2019, 2018 and 2017, respectively.

Seasonality of Operation

Thie Group’s opération experieénces iricrédsed volume in Temittance transmissiori as well as cargo
throughout the second quarter and fourth- quarter.of the - year, partlcuiarly durmg the start of the school

year-and during the holiday season.
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27, Noteto .C_'on_s:qiidatéd.;S‘_tat’_cment-_of-.-C:’a_sh Flows.
In 2019, the Group has'the following non-cash transactions under;

Investing Activities

a.} Unpaid acquisition of propeérty and equipment amounting to £653.54 million.

b.) Offsetting of due‘from LBCDC apainst dividend payable amounting to £493,29 million recorded
under “Due from related parties’ (see Note 18).

c.j Offsetting of loans receivableand interest receivable against royalty fee recorded under ‘accounts
and othér payables” amounting to-£1.52 million and £,06 million; respectively (Note 12):

cL) Inciease in receivable from LBCDC amounting to £1,018.66 million arising from the disposal of
QUADX, Tric. iri which £186.02 mllhon pertains to the sellmg price of QUADX, Inc. and
$832.64 million pertains fo the assi igried receivables: (see Note 18).

e:) Decrease in due from related parties amounting to £78.73 million due to application.of’ payment
for advances for future investment in shares.

SO
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In 2018, the Group has the following noni-cash trarisactiofis under:

Investing Activities _ _ o N o

f.) Fair value adjustment of intangible assets amounting to #81.25 million arising from the result of
business combination

g.) Unpaid acquisitions of property: and equipment and intangible- assets amounting to
151,77 million and #12.66 million, respectively

h.) Acquisition of investmerits in QUADX Inc. through the conversion of assigned advances to.
equity recorded under *Due from related parties” amounting to 186,02 million

Finaneing Activities _ _ _ _ _
Details.of the movement in ¢ash:flews from ﬁnan'ci'ng;'.ais'tivit’its='are as Tollows:

Naon-zadh dutivitids

o Efféctaf
) o . Foreign . buiingss, i
Dreember¥, ‘Leasing Dividetids: exchange Fairvalue.  comibitwtien  December3i;
X 2ol " Ciish Flows m'mngemenL Tnteradt: ductired hayefenl éhang:'r. Moty - . 2018
- Notés gayable. CRLOSLINNA00 (R2T1.ER0N00). = [ = P- P TP PESSI0D00
Leas: and-gther adn- o )
corentlisbibiiies 2IH050436 (69751123). 36569188 — - - - ESI5423 199, 7RIS
'und' rivative habili) 375655538, - - 1BLESEIT = SOSTTEAL  (454,TOB05TY - TEIASeT AL
. - - - = IREATENA - - ~ 2ETINeY
Imerer.tmgmhle 1655549 (623270131 - H2241624 o B - - - LAM 166
 Dite v rélnted prties 3542585 (LIRTHATL - : N = - - 21062415 uieumie
Tota} liabilities:from T . - . . . . . e
__Prnting octivities:  BLO3BN7,I08 (472056073 BI6.560.18R  RINIROSGON.  BORSII0M . RSOSTTAN (B453,08052)  PRXGSI153A -RGI461 H08.

“*Relates fo feir value chintges of derivative iablity
In 2017, the Group his the followirig rion-cash transactions-under:

_Invcstmg Activities

a.). Unpaid- acqursltmns of" property and equipment amounting to £60.75 million durmg the year.

by Offsetting ‘of due from LBCDC against dividends payable amounting to £265.3 1 :million recorded
under “Due from telated parties’.

Financing Activities
Details of the movement in:cash. flows. from financing activities are as follows:

. Nan-cash activities

‘Decembier 31, Légsing ~Biffséndng of “Fiiit viliie.  December 3(,

AR Cosh Flodis  arcanpemising Interait dividends- inoverent changes.. | 2017

‘Niotes pajahle” PL330 3PS50 {PA)TSISS0N - P [ [= P BTG 30000
‘Lease dnd. other non-- - R : L

 cumentfiabiiites ISRSAGS2S (450000900 133428803 ~ - - - - 2EB,050436

Cunvembte hord ibond | L

; — 2305458750 - HYHFVHI0 = - RALGESL 99050820 2 756,358,535

Dl\ldendspn}"able e 3756686 ~ ST e RITMNETE  (APYIRR28T) o = ) - Co

Inrerest payable L n1T67) - AT, 0 - - - 1,638,539

Chise-to related pities LA il. 711,444t - = = - o 2,542,585

Tanalliahilities fom- - — _

_ Drancingactivities  BLSIROTRNSY PLOEOEEAR  PIZ1438000  PIZABIODS2 RE2TOOLVTY iDeus 6328 (Pheilees) RIURJSEEI0 BANIRIGT M
"Relafes:difuirvelie vhangex pf derivative Tighitlin: ’

(AUARCTEAAEEDME A
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28. Basic/Diluted Earnings Per Share

The following table presents information necessary ‘to calculate eamings per share (EPS) on'net
income attributable to owners of the Parent: Company:

. 2019 218 2017
Net income attributable to-equity holderof the
‘Parent Company 494,574,503 P1,359,766,592  B703,876,073
Add loss (profit) impact of assumed. -
conversnon of bonds payable 794,705,949  (257,139,329) -

P£1,289.280,452 £1,102,627.263  P703.876,073
Weighted average number of common shares L
~ outstanding 1,425,865471 1425865471  1.425.865471
Dilutive shares-arising from convertible debt: 195,169,231 202,784,613 —
Adjusted weighted average nuraber of C :

____common shares for diluted EPS 1,621,034,702  1,628650,086 1,425.865471
-Basi¢EPS _ 2£0.35 £0.95 049
Diluted EPS ' B ' )35 £0.68 .49

11 2019°a11d 2017, the Parent Cotnpany did not consider the effect of the assumed conversion.of
convertible debt since these are anti-dilutive. As-such, the diluted EPS is-the:same as.the basic EPS.

29, ‘Ofher Matters.
Closiive afLBC Deve;’bpﬁréffi Bank, Ine.

On September9, 2011, the BSP, through Monetary Board Resolution-No.. 1354, tesolved to-close-and
place LBC Development Bank Inc.%s.(the “Bank”™) assets and affaits under teceiver siip and appointed
Philippini¢ Deposit Insurance Company (PDICY as the Bank's'official teceiver and lignidator.

On Deécember 8, 2011, the Bank, thru PDIC, demanded LBC Holdings USA Corpotation (LBC US)
to pay its:alleged’ oufstanding obligations amounting to approximately £1,00 billion; a claim that LBC
US has denied for being baseless and unfounded.

In prior years; the Group has outstanding advances of £295.00.million to'the Baiilk, an‘entity under
corunion conirol 6f LBCDC. ‘1n 2811, upon the Batik’s closure and receiverslip, managément
assessed that these advances-are not recoverable. Accordingly, the; receivables amounting to
£295.00 million were written-off.

On March 17 and 29, 2014, PRIC’s extemnal counsgl sent’demand/collection letters to LBC Express,
Inc. {LBCE), for collection of the alleged amounts totahng $1,79 billion. Italso sent:
demand/collection letter to LBC Systems, Inic; [Formerly LBC. Mundial Inc.] [Formerly LBC
Mabuhay USA Corporation], demanding the payment of amounts aggregating-to. 91 I.59 millicn on
March 24 and 29, 2014, July 29, 2014, June 17,2015 and June 26; 2015.

On Nevember 2, 2015, the Bank, represented by e PDIC, filed 4 case againét LBCE 4nd LBCDG,
together with other respondents; before the Makati City Regional Trial Court (RTC) for:a total
collection of 1,82 billion representing, collection of unpaid service. fees due from June 2006

g August 2011 and:service: charges on remittance transactions: fron Januaty 2010 1o

Septetniber 2011, PDIC Jusnﬁed the-irictease in thé amount froin the demaiid letters due to their
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discovery that the supposed payments of LBCE:were allegedly unsupported by actual cash inflow to
the: Bank.

OnDecember 28, 2015, summons. and writ of preliminary attachment were served on the former
Cerporate Secretary of LBCE. The writ of preliminary attachment resulted to the {a) 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 sharss in the récord-of
the stock transfer agent had the effect of prevenhng the registration or recording-ofany transfers.of
shares in the records, until the writ of attachment is discharged.

On January- 12,2016, LBCE and LBCDC, together with other defendants, filed motions to dismiss
the Complaint whlch was denied by the RTC, which denial was affirmed by the Conrt of Appeals
(CA). LBCE and LBEDC filed an appeal to the Supreme Court on Séptember 2, 2019 assailing the:
denial of the motions to dismiss. The Supfeme Court has not resolved the appeal a5 of today.

On January 21, 2016, LBCE and: LBCDC filed its Urgent Motion to Approvethe Counterbond and
Discharge the Writ of Attachment which was tesolvéd in favor of LBCE and LBECDC. On

February 17, 2016, the RTC issued the order to lift and set-aside the writ of preliminary.

attachment. The order to lift and setaside the preliminary -attachment directed the sheriff of the court.
to deliver to LBCE and LBCDC all properties previously. garnished pursuant to the writ. The.
countetbond delivered by LBCE and LBCDC 'stands.as security for all properties previously dttachied
and to satisfy any final judgmentiin the case.

From-August 10, 2017 to Janmary 19, 2018, LBCE, LBCDC, the other defendarits and PDIC were
referréd to medlation and hidicial Bispute- Resolutlon (JDR) butwere unable to reach a compronnse
agreement The RTC: ordered the mediation and TDR teiminated and the case was raffled to a new
judge who scheduled thie case for pre-trial preceeclmgs

Onor-about Séptémber 3, 2018, PDIC filed a niotion for issuanée of alias summeons to five individual
defendants; who were former officers and directors-of the Bank. For reasons not explained:by PDIC;
it had falled to:cause-the serviee af summonsupon five of the: 1nd1v1d11al defendants and hence, the
coutt had net acquired Junsdlctmn ovér them. Since PDIC was still l:rymg to sérve summons on the
five individual defendants and thus; for orderly proceedings, LBCE and other defendants filed
motions to defer pre-trial until the RTC had- acqulred Jjurisdiction over the remaining defendants.

On January 18, 2019, PDIC filed its Pre-Trial Brief.: LBCE and other defendants, on the other hand,
filed its. own Pre Tnal Brief without prejudicé to their pending motions to defer Pre-Tnal

On May 2Z; 2019,:at the pre-trial hearing; the jtidge released his Order, whereby, among othérs, he
granted the motion todefer pre-trial proceedings iirorder té have an orderly and organized pre-trial
and déferred pre-tiial hearing until the other défendants have received summons-and filed their
answers. Inthe meantime, the parnes have: proeeeded to.pre-miark their tespective documemary
exhibits in preparatlon for evential pre-trial. Four of the five itidividial defendants hiave already
réceived summons and have filed motions to dismiss the-case; all of which are pending résolution.

While waiting for the other defendant to file their respective answers, PDIE, LBCE, LBCDC and the
other‘defendants have proceeded fo pre-mark their respective decumientary exhibits in preparation for
gventual pre-trial.

Inrelation to:the above case, in‘the opinion. of management and in‘éoncurrence: with its legal counsel
any liability of LBCE is not probable afid estimable at this point in fime.
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30:.

Reclassification

Contracts with custotners require the:Group to compensate its customers in the form of penalties in
the event of product damage, product loss and/or lae return and delwerjes "The Group previgusly
accounted for these: penal‘ﬂes as.an operating-expense under Claims and losses. Subsequently,.

manageient Hias-assessed that these penaltiés-are corsideréd as a ‘vdriable ¢onsideration being

direetly linked fo the performance of the Group*s service. obligation.as. stipulated in the contracts with
custormiers, Accordmgly, the penaltles form part of the amourit of consideration-to; which the: Group.

expects 1o be entitléd in exehange for transferring the promised services toits customers, whichi shall
be accounted as a reduction in-service revenue.

Consideration amounting to-P145.27 million and 172.65 millioni, and 44.73 respectively, presented

as.areduction in service revenue, from the previous classification as part-of operating expenses.

3.

Subsequent Events

Purchiase of shares of Terra Barbaza

On January 30, 2020, LBCE purchased 20,001,250 Common Shares in TBAI from its shareholder
ameunting to $27.21 nfillion representing 25:00% ownership. Currently, TBAI is in the process of
increasing its. authorized capital stock: Once'the application:for the inérease in authorized capital stock
is approved by the:SEC, 20,000,000 of the Common Shares' purchased by LBCE will'be converted to:
20,000,000 non—votmg Preferred A Shares. Subsequent]y, the remaining 1 ,250' Common Shares, will
represent.24.86%: of the total outstanding Cominon Shares.

Loan dvailment from banks for capital-expenditures

On February 10, 2020, L.BCE availed a 5-year interest-bearing loan amounting to P641.82 million to
financé the 70% unipaid balance on the dequisition-of land. Subsequently onApril 13, 2020, LBCE
availed a 3-year interest-bearing loan amounting to $250.00.million to-finance other capital
expenditures,

Loan Availnienit from a bank for. wor king capital réquiremerits
On May 4, 2020, LBCE availed a 90-day interest-bearing loan amounting:to 200,00 million to
finance its: WOrkmg capxtal requirements.

Itipact of the recent Corofiavirus-situdtion

To contain the COVID-19 pandemlc on March 13, 2020, the Office of the President of the
Phﬂlppmes issued a Memorandum to impose: stringent social distancin, gmeasures in: the National
Capital Region. Consequently, on-March 16, 2020, Presidential Proclamanon No; 929 was issiied,
declaringa State of Calamity throughout the Phlhppmes fora perlod of six (6) months, and placed:
Luzon under Enhanced Community Quarantine (ECQ)until April 14, 2020: this was later extended to
May 15, 2020-and was further extended to May 31, 2020. Underthe ECQ, strict Home quardritine
was implémented in Luzon; and establishments providing basic necessities were allowed operational,
likewise restricting land; air and'sea travel. However, the movement of cargo within, to: and - from
Luzon was unhampered amid the ECQ, blejE'.Ct to-the gmdehnes from:the Inter-Agency Task. Force
(IATF).

lii order to remain operational during the pandemlc period, the Group activated' 1ts Busmess
Continuity Plans in-order to:continne to-fulfill services mucli ticeded duiring; this crisis penod The

-Group s delivery lead times hiave been exterided due tor §eCurity and travel restrictions. Likewise, the

IATRERM R RE e




- 104-

Group- has: 1mplemented contactless dehvery and other safety and secutity measures within
‘operations, and maintains stringent measures and protocols set by the government including social
distancing-and regular sanitation of branches, hubs and warehouses; and other-facilities, inchiding all
cargo,. The Group has also adapted a skeletal- anpower model, in its office, delivery and ¢ourier:
‘opérations; and has suspenided operations of selected branclies in various locations, until further
notice. All frontliners are ensured of their: safety and we[l-bemg, and are provided with safety and
'protECtlon gear, point-to-peint shuttles for easier comimute, free meals, medical assistatce and
allowances, among:others. Rapid Testing is also underway, fulfilling the-Group’s comniitment to
‘health and saféty, not just for its employees, but also, in turn, for its customers.

The Group considers:the-events surrounding the Covid-19 pandemic as non-adjusting subsequent
events, which do not impact its financial position. and performance as of and for the year ended
December 31,2019. However; the pandemic could have a material impact on the Group’s 2020
financial results, and penods thereafter. Considering the evolving nature of this ‘pandemie, the Group
cannot determine at this time the impacf to its financial position, pérformance and cash flows. The
Group contmues to monitor and assessthe. 51tuat10n and its risks; and adapts capacmes 1o mmgate
risks, The Group is resolved to:stand firm on its commitment to bemg ai-essential public service.
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INDEPENDENT AUDITOR’S REPORT
ON SUPPLEMENTARY SCHEDULES

The Stockholders-and the Board of Diréctors.
LBC Express: Holdmgs Inc. and Subsidiaries
LBC Hangar, General Aviation Centre
Damiestic Airport Road

Pasay City, Metro Manila

We have audited in accordance with Philippine Standards on Auditing, the corisolidated financial
statements.of LBC Express Holdings, Inc. @nd its Subsidiaries {the. Group) as at and for the years ended
Dccembel 31, 2019.and 2018 and for each.of the three years in the period ended December 31, 2019;
included in this Form 17-A, and have issued our report thereon dated May: 28, :2020. Our aucht was madé
for the purpose of forming ‘an opinion on the consolidated financial staternents: taken as a whole. The
schedules listed in'the Index to the Consolidated Finiancidl Statements and Supplementary Schedules are
the responsibility of the Group’s management, These schedules ate presented for parposes of complymg
with the Revised-Securities Régulation Code-Rule 68 and ate notpart-of:the: consolidated financial
statéments, These schediiles have been subjected to: the-auditing procedures apphcd 1t the audit of the
consolidated ﬂnancml statements and, in’ our-opiruon, fairly state, invall material respects, the information
required to be set forth therein in relation to the consolidated financidl statenients taken 4s a whole.

SYCIP-GORRES VELAYO &.CO.

) - .
_: _.yrili_Jaan Valenciz
Pattner
CPA Certificate No. 90787
SEC Aécreditation No. 1737-A (Group A),
Janugdry 24, 2019, valid until January 23, 2022

Tax Identification No, 162-410-623
BIR Accreditation No, 08-001998-74-2018;.
February:26, 2018, valid until February 25, 2021

PTR No.. 812531'2 January? 2020, Makatt Clty

May 28, 2020
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LBC EXPRESS HOLDINGS, INC. AND SUBSIDIARIES
INDEX TO THE CONSOLIDATED FINANCIAL STATEMENTS
AND SUPPLEMENTARY SCHEDULES.

SUPPLEMENTARY SCHEDULES:

Supplementary schedules required by Annex 68-J
‘Schedule A: Financial Assets

‘Schedule B: Amounts Receivable from Directors, Officers, Employees, Related Parties and,

Pﬁhé‘ipai_ Stockhalder (Other Than Related Parties)

Schedule C: Amounts Receivables/Payables from/to. Related Parties Which'dre Eliminated

During the Consolidation of Financial Statements

Schedule D: Leng Term Debt

Schedule E: Indebiedness to Related Parties.
Schedule F: Guarantees of Securities of other Issuérs

Schedule G: Capital Stock.

Map:of the relationships of the companies within the Group:

Recorciliation of retained edrnings available for dividend declaration

Schedule of financial soundness indicators
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RECONCILIATION OF RETAINED EARNINGS AVAILABLE FOR DIVIDEND:

DECLARATION
As.of DECEMBER 31, 2019

LBC EXPRESS HOLDINGS, INC.

LBC Hangar Genera] Aviationi Céntre, Domestic Airport Road, Pasay City, Metro. Manila

‘Unappropriated Retained Earnmgs, begmmng

£1,436,086,955

Adjustments:
Fair value adjustment (M2M gains)
Unrealized foreign exchange gain - net'(after tax, except those
attributable to cash and cash equivalents)

(454,198,052)

19,582,222)

(463,780,274)

Unapprepriated Retained Earnmgs, Aas ad]usted to available
for dividend distribution as at January 1,.2019

Less: Net Loss actually incurred during the period

Net loss during the permd closed to Retained Earmngs
Less: Noti-actual / unredlized income net
Equ:ty in net income of assoclate:’] oint yenture.
Unrealized torelgn exchange gain ~het (after tax, exceptthose:
-attributable to.cash and cash euivalents)
Unrealized actuarial gain
Fair value. adj ustment (M2M gains)
Fair value adjustment of investment property resulting to gain
Adjustment due to devidtioni from PERS/GAAP gain.
Other unreatized gdins or adjustients to the etained earnings
-as a result of certain transactions accounted for-
~ unider the PERS:
Stibtotal

Add: Non-actual losses
‘Depreciation on fevaluation incrément (after tax)
Adjustment due to deviation from PFRS / GAAP —loss
Loss on fair-value adjustment of investment property (after tax):

Net loss actually incurred during the period

Add{Less):
Dividend declarations during the period
Appropriations of Retained Earnings during the petiod
Reversals of appropriations
Effects of prior period adjustments.
Treasury shares
Subtotal

85,512,042

29,241,287

{356,466,368)

972,306,681

(356,466,368)

Total Retained Earnings, end of the year-available for dividend

P501,086,984
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INDEPENDENT AUDITOR’S REPORT ON
'COMPONENTS OF FINANCIAL SOUNDNESS INDICATORS

The Stockholders and the Board of Directors
LBC Expréss Holdings, Inc. and Subsidiaries:
LBGC Hangar, General Aviation Ceritre:
Domestic Airpott Road

Pasay City, Metro Manila

We have audited in accordarice with Philippine Standards on. Auditing, the consolidated financial
statements of LBC Express Holdings, Inc. and its Subsidiaries (the Group) as at Deceniber 31, 2019
and 2018 and for each of the three:yearsin the period ended Decemiber 31; 2019, arid have lssued our
report thergoti: dated May 28,.2020. Qur audits were: made for the purpose-of formmg an opinion on the .
basic consolidated financial statements taken as a.whole. The Supplementary- Schedule on Financial
Soundness Indicators, including their definitions; fomrulas, caloulation, and their- appropnateness or
usefulriess to the intended users, are'the respon51b111ty of the: Group s management, These financial
soundness indicators are not measures of operating performance:defined: by Philippine F. iriancial
Reportmg Standards: (PFRS) and may not be- comparable to similarly titled ineasuies presented by ottier
comipanies.. This schedule is prea‘ented for the purpose of complying with the Revised Seecuritics
Regulation Code Rule 68 issued. by the Securities and Excha.nge Comniission, and is tot a required part
of the basic.consolidated financial statements prepared in accordarice with PFRS. The components of*
these financial soundness indicators have been traced to the Group 5 consolldated financial staterients ag
4t Deceimber 31, 2019 and 2018 and for each of the three years in the period ended Decembcr 31,2019
and no material éxcéptions were-noted.

SYCIP GORRES VELAYO:& CO.

Partner

CPA Certificate No, 90787

SEC Accreditation No, 1737-A (Group A),

January 24, 2019, valid until January 23, 2022

Tax ldéntification No. 162-410:623

BIR Accreditation No. 08-001998-74-2018;
Eebruiary 26, 2018, valid until February 25,2021

PTR No. 81_2_5312_ January 7,2020, Makati City

May 28, 2020
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LBC EXPRESS HOLDINGS, INC, AND SUBSIDIARIES

FOR THE YEAR ENDED DECEMBER 31, 2019

Finantial Soundness Indicators’

'SCHEDULE OF FINANCIAL SOUNDNESS INDICATORS

Below are the finaricial ratios that are rélevant to the Group as of Decemiber 31, 2019:and 2018+

Formuli:

‘Crrrent Year

Prior Year

_Financial ritiod

Tatal Current Assets:

7,917.495,010

Current ratio’
Acid Test Ratio”

Solyency Ratio!

Total Currént Linhilities

Total Current Assefs - Prepayments-and
other¢urrent dssets

4,315,773,611

7,075,952,457

Current Liabilities -

Net Income-Afier Tax— Non:Cash Expenses.

4,315,713,611

. 2,756,936,476

Rebi-to-equity ratia’

As__s_et-'t'o-egu.i_ty raﬁolf

Total Liabilities

Total lishilities.

8,933,316,454

8,934,316,454

Stockholder’s équity altvibutable fo Parent
Company.

Total Assets

3,620,773,101

12,555,089;555

Initerese rate overage

-ratigh

Stockholder's equity atiributable to Parent.
Company

Incomebefore interest.and fax expense

3,620,773,101

1,326.256,485

Return on-equity! -

Interest Expense

Nét incdme atiributihleto Parent Company

261,220,553

705;013,533.

“Bebt to total assetstatic’

Stockholder’s equity attributable to Parent:
: Contpany

Total linbilities

3.620,773,101

8,934,316,454

"Reltirn ofi-average assets !

‘Net profit margin’

B'__t_mk value per share:

‘Bagic earnings per-shace

Diluted 2arnings’ per. share

" Total-assefé

Net incoms ‘attribtitable fo Parent. Comipany

12,555,089,555

705,013,533

Average assefs

Nét incomie gtiributable to Parent Company

134962;632,155

705,013,533

Servige fee

Stotkholder’s equity ativibutable 1o Parent
‘Compay -

15,250,379,654.

3,620,773,101

Total numbér of shates.

Net jncome.atiribuitdble o Parent Compiny

T 1,425865471

49’4_’,’574{503.3

Weighted average niimilier of common: shares
“outstanding

Net income. atiributable 1o Parent Company-
-after impact of canversioniof bands
pavable

1,425,865.471

.494,574.503

" Adjusted weighted average nimber-of

eommon shares for di_l‘u_tc‘d'EPS_.

Excluding fmpaci on‘adepticivaf PFRS 1, Lvises

1425865471

183

1.64

0.31

287

‘3.47

508

019

0.71

- 006

- 008

2.54

| B35

0.35

4,173,066,721

668,825,752 I,
4.073.066,721

. 1.840.825.099
8,002,208.290

2,092,208,290

3,277.966,464

11,370;174,754

3,277:966:464

2.040,593.244 9,

-¥33,805.908

1.359.766.592

3277966464

8.092,208.290

1,370,174:754

1.359, 766,502

0611,513,378

1.359.766.39%

12,318,202,006

3,277.966,464

1425865471

1,359.766,593
1,425,865:471

17

023

247

3.47

041

071

0.14

0,1

2730

0.68




FsFoR FlLivg with se CIOVER SHEET

for
AFTER THE BIR HAS DULY AUDITED FINANCIAL STATEMENT
STAMPED "RECEIVED."

SEC Registration Number
[als[ofo[3]-[ofo[s][2]7]7]

COMPANY NAME
lLiBlc| [elx|p[R[E[s]s] [n]o[L]p[1]n][c]s].] [i]n]c][.] T(Jr[o]

[RIM[E[R|L]Y| |[FlE[D[E[R[A[L] [R[E[S]OJu[R[c]E]S] [1[N]V]E]S]
|
|

timle|N[t] [c[rofule] Tu[N[c[. LI TTTTTTTTTITITT]

ANEEEEEEEEEEEEEEEEEEEEEEEEEEEn

PRINCIPAL OFFICE (No./ Street / Barangay / City / Town / Province )

(L|Blc| [ulalnlgfalr].[ [Gle[nlelr[ala] Talv[ila[¢]ilo[n] |
lelnlt|r[e[.] [D[o[m[e[s[e[ife[ TATi[r[plolr[¢] [R[o[ala].]
(Plafs|aly| |clilely].] IMlele[r[o] [M[a[n[i[aal [ [ [ T ]
HNEEEEEEEEEEEEEEEEEEEEEEEEEEN

Form Type Department requiring the report Secondary License Type, If Applicable
afalF][s] s[elc] | |

C

|
|
|
|

[ COMPANY INFORMATION |
Company's Email Address Company's Telephone Number Mobile Number
| N/A || 8-856-8522 || N/A |
No. of Stockholders Annual Meeting (Month / Day) Fiscal Year (Month / Day)
| 487 | |_2™Monday of June | | 12/31 |

| CONTACT PERSON INFORMATION l

The designated contact person MUST be an Officer of the Corporation
Name of Contact Person Email Address Telephone Number/s Mobile Number

| Enrique V. Rey, Jr. ] I evrey@lbcexpress.com I | 8-856-8510 | l N/A

| CONTACT PERSON’s ADDRESS |

| LBC Hangar, General Aviation Centre, Domestic Airport Road, Pasay City, Metro Manila ‘
NOTE 1: In case of death, resignation or cessation of office of the officer designated as contact persen, such incident shall be reported to the Commission within
thirty (30) calendar days from the occurrence thereof with information and complete contact details of the new contact person designated.

2: All Boxes must be properly and completely filled-up. Failure to do so shall cause the delay in updating the corporation's records with the Commission
and/or non-receipt of Notice of Deficiencies. Further, non-receipt of Notice of Deficiencies shall not excuse the corporation from liability for its deficiencies.
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Express

Holdings, Inc.

STATEMENT OF MANAGEMENT’S RESPONSIBILITY
FOR FINANCIAL STATEMENTS

The management of LBC Express Holdings, Inc. (formerly Federal Resources Investment
Group) is responsible for the preparation and fair presentation of the financial statements
including the schedules attached therein, for the years ended December 31, 2019 and 2018,
in accordance with the prescribed financial reporting framework indicated therein, and for
such internal control as management determines is necessary to enable the preparation of
financial statements that are free from material misstatement, whether due to fraud or error.

In preparing the financial statements, 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
to liquidate the Company or to cease operations, or has no realistic alternative but to do so.

The Board of Directors is responsible for overseeing the Company’s financial reporting
process.

The Board of Directors reviews and approves the financial statements including the schedules
attached therein, and submits the same to the stockholders.

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

Signature:
MIGUEL ANGEL A. CAMAHORT\ !
Chief Executive Officer and President

Signature: /

ENRIQUE V. REY, JR. /
Chief Finance Officer

Signed this %ay of W\g 2020.

JUN 1T
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INDEPENDENT AUDITOR’S REPORT

The Board of Directors and Stockholders
LBC Express Holdings, Inc.

LBC Hangar, General Aviation Centre
Domestic Airport Road

Pasay City, Metro Manila

Report on the Audit of the Parent Company Financial Statements
Opinion

We have audited the parent company financial statements of LBC Express Holdings, Inc. (the Parent
Company), which comprise the parent company statements of financial position as at December 31, 2019
and 2018, parent company statements of comprehensive income, parent company statements of changes
in equity and parent company statements of cash flows for the years then ended, and notes to the parent
company financial statements, including a summary of significant accounting policies.

In our opinion, the accompanying parent company financial statements present fairly, in all material
respects, the financial position of the Parent Company as at December 31, 2019 and 2018, and its
financial performance and its cash flows for the years then ended in accordance with Philippine Financial
Reporting Standards (PFRSs).

Basis for Opinion

We conducted our audits in accordance with Philippine Standards on Auditing (PSAs). Our
responsibilities under those standards are further described in the Auditor s Responsibilities for the Audit
of the Parent Company Financial Statements section of our report. We are independent of the Parent
Company in accordance with the Code of Ethics for Professional Accountants in the Philippines (Code of
Ethics) together with the ethical requirements that are relevant to our audit of the parent company
financial statements in the Philippines, and we have fulfilled our other ethical responsibilities in
accordance with these requirements and the Code of Ethics. We believe that the audit evidence we have
obtained is sufficient and appropriate to provide a basis for our opinion.

Responsibilities of Management and Those Charged with Governance for the Parent Company
Financial Statements

Management is responsible for the preparation and fair presentation of the parent company financial
statements in accordance with PFRSs, and for such internal control as managemeptd ines is
necessary to enable the preparation of parent company financial statements that'are free fri materiz
misstatement, whether due to fraud or error. { LasAL
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In preparing the parent company financial statements, management is responsible for assessing the Parent
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 to liquidate
the Parent Company or to cease operations, or has no realistic alternative but to do so.

Those charged with governance are responsible for overseeing the Parent Company’s financial reporting
process.

Auditor’s Responsibilities for the Audit of the Parent Company Financial Statements

Our objectives are to obtain reasonable assurance about whether the parent company financial statements
as a whole are free from material misstatement, whether due to fraud or error, and to issue an auditor’s
report that includes our opinion. Reasonable assurance is a high level of assurance, but is not a guarantee
that an audit conducted in accordance with PSAs will always detect a material misstatement when it
exists. Misstatements can arise from fraud or error and are considered material if, individually or in the
aggregate, they could reasonably be expected to influence the economic decisions of users taken on the
basis of these parent company financial statements.

As part of an audit in accordance with PSAs, we exercise professional judgment and maintain
professional skepticism throughout the audit. We also:

e Identify and assess the risks of material misstatement of the parent company financial statements,
whether due to fraud or error, design and perform audit procedures responsive to those risks, and
obtain audit evidence that is sufficient and appropriate to provide a basis for our opinion. The risk of
not detecting a material misstatement resulting from fraud is higher than for one resulting from error,
as fraud may involve collusion, forgery, intentional omissions, misrepresentations, or the override of
internal control.

e Obtain an understanding of internal control relevant to the audit in order to design audit procedures
that are appropriate in the circumstances, but not for the purpose of expressing an opinion on the
effectiveness of the Parent Company’s internal control.

o Evaluate the appropriateness of accounting policies used and the reasonableness of accounting
estimates and related disclosures made by management.

e Conclude on the appropriateness of management’s use of the going concern basis of accounting and,
based on the audit evidence obtained, whether a material uncertainty exists related to events or
conditions that may cast significant doubt on the Parent Company’s ability to continue as a going
concern. If we conclude that a material uncertainty exists, we are required to draw attention in our
auditor’s report to the related disclosures in the parent company financial statements or, if such
disclosures are inadequate, to modify our opinion. Our conclusions are baged amthe-audit evidence
obtained up to the date of our auditor’s report. However, future events or oﬁﬁiﬁbh'&f}il’lé}}f;(:aﬁse the
Parent Company to cease to continue as a going concern. F2 —r‘g s

€. <4

e Evaluate the overall presentation, structure and content of the parent com cial statements,
including the disclosures, and whether the parent company financial statements represent the '
underlying transactions and events in a manner that achieves fair presentation.

AR
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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 internal
control that we identify during our audit.

We also provide those charged with governance with a statement that we have comp lied with relevant
ethical requirements regarding independence, and to communicate with them all relationships and other
matters that may reasonably be thought to bear on our independence, and where applicable, related
safeguards.

Report on the Supplementary Information Required Under Revenue Regulations 15-2010

Our audits were conducted for the purpose of forming an opinion on the basic financial statements taken
as a whole. The supplementary information required under Revenue Regulations 15-2010 is presented in
a separate schedule for purposes of filing with the Bureau of Internal Revenue and is not a required part
of the basic financial statements. Such information is the responsibility of the management of LBC
Express Holdings, Inc. The information has been subjected to the auditing procedures applied in our
audit of the basic financial statements. In our opinion, the information is fairly stated, in all material
respects, in relation to the basic financial statements taken as a whole.

SYCIP GORRES VELAYO & CO.

?Wﬁ?mh Ve d Rzt
fyril Jasfiiin B. Valencia

Partner
CPA Certificate No. 90787
SEC Accreditation No. 1737-A (Group A),
January 24, 2019, valid until January 23, 2022
Tax Identification No. 162-410-623
BIR Accreditation No. 08-001998-74-2018,
February 26, 2018, valid until February 25, 2021
PTR No. 8125312, January 7, 2020, Makati City

May 28, 2020
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LBC EXPRESS HOLDINGS, INC. I’

(Formerly Federal Resources Investment Group Inc.)

PARENT COMPANY STATEMENTS OF FINANCIAL PostTlo'N_j L

December 31
2019 2018

ASSETS
Current Assets
Cash and cash equivalents (Notes 4 and 17) P1,838,629,131 £1,548,935,345
Receivables (Notes 5, 8, 13, 14, 17 and 18) 718,559,131 1,582,609,349
Due from related parties (Notes 14, 17 and 18) 405,424,317 2,548,124
Investment at fair value through profit or loss

(Notes 7, 17 and 18) 1,046,312 1,009,832
Prepayments and other current assets (Note 6 and 10) 18,198,795 10,040,713

Total Current Assets 2.,981.,857,686 3,145,143,363
Noncurrent Assets
Investment in an associate (Note 8) 227,916,452 227,916,452
Investment in subsidiaries (Note 9) 2,194,053,032 1.930,554,146
Deferred tax assets (Note 16) 533,038 =
Advances for future investment in shares (Note 14) = 439,823,608
Other noncurrent assets (Note 6 and 10) 388,350,925 -

Total Noncurrent Assets 2,810,853,447  2,598,294,206

$5,792,711,133  $5,743,437,569

LIABILITIES AND EQUITY

Current Liabilities

Accounts and other payables (Notes 11 and 17) £6,795,180 £21,235,719

Dividend payable (Notes 14, 17 and 18) 14,775,250 285,173,094

Due to related parties (Notes 14, and 17) 43,741 266,771
Total Current Liabilities 21,614,171 306,675,584

Noncurrent Liabilities

Derivative liability (Notes 12, 17 and 18) 2,048,681,561 1,406,175,427

Bond payable (Notes 12, 17 and 18) 1,247,021,058 1,108,417,074

Deferred tax liability (Note 16) = 4,796,731
Total Noncurrent Liabilities 3,295,702,619 2,519,389,232

3,317,316,790  2,826,064.816

Equity
Capital stock (Note 13)
Additional paid in capital
Retained earnings

Total Equity

1,425,865,471 1,425,865.471
55,420,327 55,420,327
994,108,545 1,436,086,955
2,475,394,343  2.917,372,753
£5,792,711,133  $5,743,437,569

See accompanying Notes to Parent Company Financial Statements.
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LBC EXPRESS HOLDINGS, INC.

(Formerly Federal Resources Investment Group Inc.)

PARENT COMPANY STATEMENTS OF COMPREHENSIVE INCOME

Years Ended December 31

2019 2018
INCOME
Dividends (Notes 9 and 14) £723,002,743 P1,582,594,366
Service fees (Note 14) 30,872,114 29,929,719
Interest (Note 4, 10 and 14) 43,078,225 23,164,559
796,953,082 1,635,688.644
OPERATING EXPENSES (Note 15) 51,687,177 48,013,659
OTHER INCOME (EXPENSE)
Gain (loss) on derivative (Note 12) (642,506,134) 454,198,052
Foreign exchange gain (loss) - net (9,571,924) 91,210,437
Interest expense (Note 12) (183,923.419) (161,654,374)
Others - net (Note 7) 101,745 3,913,821
(835,899,732) 387,667,936
INCOME (LOSS) BEFORE INCOME TAX (90,633,827) 1,975,342,921
PROVISION FOR (BENEFIT FROM) INCOME TAX
(Note 16) (5,121,785) 4,825,235
NET INCOME (LOSS) (85,512,042) 1,970,517,686
OTHER COMPREHENSIVE INCOME — =
TOTAL COMPREHENSIVE INCOME (LOSS) (P85,512,042) £1,970,517,686

See accompanving Notes 1o Parent Company Financial Statements.
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LBC EXPRESS HOLDINGS, INC.

(Formerly Federal Resources Investment Group Inc.)

PARENT COMPANY STATEMENTS OF CHANGES IN EQUITY

Share Retained
Capital Share Earnings
(Note 13) Premium (Note 13) Total
For the year ended December 31, 2019
Balances as at January 1, 2019 P1,425,865,471 P55,420,327 P1,436,086,955 P2,917,372,753
Comprehensive income
Net loss == = (85,512,042) (85,512,042)
QOther comprehensive income = = = o
Total comprehensive loss - - (85,512,042) (85,512,042)
Dividends declared (Note 14) = ) - (356,466,368) (356,466,368)
Balances as of
December 31, 2019 P1,425,865,471 P55,420,327 P994,108,545 P2,475,394,343
Retained
Share Earnings
Capital Share (Deficit)
(Note 13) Premium (Note 13) Total

For the year ended December 31, 2018

Balances as at January 1, 2018

P1.425865471

P55,420,327

(R249,257,637)

P1.232.028.161

Comprehensive income
Net income
Other comprehensive imcome

1,970,517,686

1.970,517.686

Total comprehensive income

1.970,517,686
(285,173.094)

1.970,517.686
(285.173.094)

Dividends declared (Note 14)
Balances as of
December 31. 2018

P1.425.865.471

P55,420,327

P1,436,086,955

B2,917.372,753

See accompanying Notes to Parent Company Financial Statements.
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LBC EXPRESS HOLDINGS, INC.

(Formerly Federal Resources Investment Group Inc.)

PARENT COMPANY STATEMENTS OF CASH FLOWS

Years Ended December 31

2019 2018
CASH FLOWS FROM OPERATING ACTIVITIES
Income (loss) before income tax (290,633,827) P1,975,342,921
Adjustments for:
Interest expense (Note 12) 183,923,419 161,654,374
Unrealized fair value gain on investment
at fair value through profit or loss (Note 7) (36,480) (9.832)
Interest income (Notes 4, 10 and 14) (43,078,225) (23,164,559)
Unrealized foreign exchange loss (gain) - net 9,571,924 (91,210,437)
Loss (gain) on derivative (Note 12) 642,506,134 (454,198,052)
Dividend income (Notes 9 and 14) (723,002,743) (1,582,594,366)
Operating loss before changes in working capital (20,749,798) (14,179.951)
Changes in working capital:
Decrease (increase) in:
Receivables (10,075,318) 3,666,122
Prepayments and other current assets (10,116,086) (7,086,359)
Other noncurrent assets (390,855,625) -
Decrease in accounts and other payables (12,854,789) (4,187,623)
Net cash used in operations (444,651,616) (21,787.811)
Interest received 42,127,088 23,164,559
Net cash provided by (used in) operating activities (402,524,528) 1,376,748
CASH FLOWS FROM INVESTING ACTIVITIES
Proceeds from redemption of investment at fair value through profit or loss 20,000,000 617,757,777
Advances for future investment in shares (Note 14) = (439,823.608)
Dividends received (Notes 18 and 19) 1,092,480,591 =
Acquisitions of:
Investment in an associate (Notes 8 and 19) ~— (218,265,077)
Investment at fair value through profit or loss (Note 7) (20,000,000) (328,580,000)
Investments in subsidiaries (Note 9) (10,206,600) (359,861,780)
Increase in due from related parties (Notes 14 and 19) (216,960,049) (150,081,862)
Net cash provided by (used in) investing activities 865,313,942 (878,854,550)
CASH FLOWS FROM FINANCING ACTIVITIES
Decrease in due to related parties . s - 266,771
Dividends paid PEUREAL OF 1T} H (121,750,437) —~
Net cash provided by (used in) financing ac\tii'ffigsl‘ = L (121,750,437) 266,771
NET INCREASE (DECREASE) IN CA H.AND CASH- -
EQUIVALENTS L e 341,038,977 (877.211,031)

EFFECT OF FOREIGN CURRENCY EXCHANGE RATE
CHANGES ON CASH AND CASH EQUIVALEN'{S

CASH AND CASH EQUIVALENTS AT BEGINNING OF YEAR

(51,345,191)

1,548,935,345

141,788,078

2,284,358,298

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

#1,838,629,131

P1,548,935,345

See accompanying Notes to Parent Company Financial Statements.
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LBC EXPRESS HOLDINGS, INC.,

_ {Formerly Federal Resoureces Investment Groiip Ing)

NOTES TO PARENT COMPANY FINANCIAL STATEMENTS

1.

Corporate Information

LBC Express Holdings, Inc. (referred to as the “Parent: Company™or “LBCH™), formerly Federal
Resources Investment Group Inc. (FED), was registerett with the Securities and Exchange
Commission _(_SE.C)_ on July- 12, 1993,

The ultithate parent 4 of the Company-i is LBC Development Corporation (LBCDC). The Araneta
Family is the ultimate beneficial owner. of the Parent Cempany.

FED; before it was acquired by LBCH, undertook ari Initial Public Offermg and Gh
December 21, 2001, FED’s shares were listed on the Philippine Stock Exchange (PSE).

The Parent:Company invests, purchases or disposes: teal @nd personal propetty of every kind and
descnphon, including shares of stock, bonds, debentures, notes; evidences of mdebtedness and other
securities: or obhgatrons of-any corporation, association, domestic and foreign.

The Parent Compauy is a public holding company: with investinénts in businesses of messengenal
gither by sea, air or land of letters, parcels, cargoes, wares, and merchandise, acceptance and
remittatice of money, bills paymentand the like; perfonnance of other: allled general services from
one place of destination to another: within and outside of the Phlllppmes and foreign exchange
tradmg

The Parent Comipany’s registered office address is at LBC Hangar, General Aviation Centre,
Domestié Airport Road, Pasay City, Metto Manila, Philippines.

The-accompanying: financial statements of the Parent Company has been approved-and authorized for
issue by the Parent.Company's Board of Directors: (BOD) on May 28, 2020..

- Summiary of Significant Accounting Policies

Thie principal accounting policies applied in the preparation of these parent company financial
statements is set out below. These policies have been constantly apphed to all years presented, nnless
otherwise stated:

Basig of Preparation
The firiancial statements of the Parent Company have been prepared using:the histerical cost basis,

exceptfor investments.at fair value through profit ot loss. (FVPL) and derivatives: that have been
meastured at fair value. The parent company financial statéments are presented in: Philippine Peso (#),
which is.also the Parent Company’s functional currency. All amounts-are rounded off to the nearest
peso unit-unless otherwise indicated. The Parent Company prepares consolidated financial statements
which are-available in its official place of biisiness.

Statement of. Com_plrance

The accompanying financial statements of the Parent Company. have been prépared in- comphauce

with Philippine Financial Reporting Standards (PFRS).
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Chariges in Accounting Policies. and Disclosures

The accountmg policies. aclopted in'the preparation of the Parent. Company financial statements:are
‘consistent with those followed in the:preparation. of the: Parent Company’s annual financial statements:
for the year-ended December 31, 2018, except forthe: adopt:lon of new standards-effective as:of
January 1, 2019. The Parent: Company has not earty adopted any other standard interpretation or
amendment that has been issued but is-not-yet effective.

‘Except otherwise stated, the adoption of the new accounting stafidards,; amendments and
intetpretations which apply for the first time in 2019, do not have an impact-on the separaté financial
statements of the Parént Company.

* PFRS 16, Legses

PERS 16 supersedes PAS 17 Leases, IFRIC & Determining whether an Arrangement contains.a
Lease, SIC-15 Operating . Leases-incentives and S1C-27 Evaluating the Substance of Transactions
Involving the: Legaf Forrivofa Lease: The standard sets out the pnnc1ples for the recognition,
neasurement, presentation and. disclosute of leases afid reqiiires. lessees to-account forall leases:
under a single-on-balance sheét model. Lessor accounting under PFRS 16:1s substaritially
unchanged unider PAS 17.. Lessors will continue 1o-¢lassify leases as gither operating or finance:
leases using. siriiilar prmctples as in PAS 17, Therefore, PFRS 16 did not have an impact for
leases whete the Parerit Coimpany is the lessor:

This-Standard had.nio significant impact to the Parent Company.
o Amendments to PFRS 9, Prepayment.Feqtures with Negative Compensation

Undér PFRS 9, a debt instrument can bé measiwed at arnortized cost ot at fair value through other
comprehensive income, provided that the contractual eash flows-are “solely paymentsof pnnc1pal-
-and interest-on the principal amount outstanding’ {(the SPPI ¢riterion) and the iristrument is'held
within the appropriate business. model for that classification. ‘The-amendments to PFRS 9 clarify
that a financial asset passes the SPPI criterion tegardless of the event or circiimstance that-causes
the early termma‘uon of the contract and’ irrespective-of which party pays of receives reasonable’
compensation for:the early termination of the contract. The amendments: should be: -applied.
retrospectively. anid are effective from January 1, 2019, with earlier apphcatlon permitted.

These amendments had no impact on the financial statements of the Parent Company.
».  Ameéndments to PAS 19, Employee Benefits, Plan Amendment; Cuirtdilmient or Settlement.

The amendments to PAS 19 address the accounting when a plan amendment, curtailment or
settiement oocurs during a reporting. penod Thie amendmiernts specify that when 4 plari
‘amendment, curtailment or settlement eccurs during the annual feporting petiod, an entity-is
required to:

e Determine current service cost for the remainder of the- penod after the:plan-aniendment,
curtailiment or settlement, using the actuarial assumptions tised.to reieasure ‘the net defined:
ibeneﬁt liability (asset) reﬂecnng the benefits offered under the plan and the plan assets after
‘that event

e Determing net interest for the rémainder-of the period after the plan amendment; curtaihmient-
ot settiement using; the net defined benefit liability (asset) reflecting the beneﬁts offered
under the plan anid'the plan dssets after that event; and tlie discount rate used to remeasure
that net defined benefit liability (asset):
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The amendiments-also.clarify that an‘entity first determines: any past-service:cost, or a gain or loss
on settlement, wrthout considering the. effect of the asset ceiling, “This ainount isTecognized in
profit or loss, An entity then determines-the effect of the asset ceiling after the plan amendment,
curtailment or settlement. Any chatige in that effect, excludmg amounts 1ncluded in the net
interest, is recognized in other comprehensive income:

The amendments-apply to plan- amendiments, crtailments, or settlements occurring on or afier the
beginning of'the first annual réporting period that begins on or after January 1, 2019, with early
apphcaﬁon permitted. The amendments had no impact.on the financial statements of'the Parent
Company-as it did not have any plan amiendments, curtallments, or settlements during:the penod

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

The amendments clarify that an entity applies PFRS 9 to long-term interests in'an. associate or
joint venture to which the equity method is not applied but that, in substance, form part of the nét
investinent iri the associate of joint venture (long-term: mterests) 'I'lus clanﬁcatlon is:Televant
‘becaiise it implies that the expected credit lossmodel in PFRS. 9 apphes to-such }ong-term
interests.

Thi¢ amefidments dlso clarified that, in applymg PFRS.9, an entity does not take account.of any
Tlosses, of the associate or joint venture, or any impairment losseés on the ngt investment,
recogmzed as adJustments to the net investment in the associate or joint venture that-arise from
applying PAS 28, Investinents in Assaeiates-and Joint Ventures.

The amendments should be applied retrospectively and-are effective from- Jariuary: 1, 2019, Wlth
earlyapplication permmed -Since the Parent Company does not have suchi lon g—term interests in
its associate and/or Jolnt venture; the'amendments do-not have an impact enits financial
statemients for the year ended Deceinber. 31, 2019.

Philippine Interpretation IFRIC-23, Uncertainty over Income Tax Treatments

The interpretation addresses the-accounting for i ingome taxes when tax treatrnents involve
uncettainty that affects the apphcatlon of PAS 12, Income Taxes, and does not apply to taxes or
levies ouisidé the'scope of PAS 12, hot does it specnﬁcally include requxrements relating to
mterest and _penalties associated Wlth uncertain tax treatments;

The interpretation specifically addresses the following:

» -whether an entity considers uncertain tax treatments: separately

¢ the assumptions an entity makes about the examination of tax treatments by taxation
‘anthotities

o how-an-entity determines:taxdble profit (fax Toss); tax bases, unused tax losses, unused tax
credits and tax rates- ' -

o how an-entity considers changes in facts and circumstances

The entity is equired to-determine whether to consider each uncertain tax treatment separately or
together with one or'more other uncertain tax treatments-and use the approach that better predlcts
the resolution; of the ungertainty.. “The entity. shall assurhe that the taxation avthority: will examine
amounts thatit haga: r1ght to.examine and Have full knowledge of all related information when.
making those exaniinations, ‘If:an-entity conchides that it:is not probable that the taxation
authority will dccept-an uncertain tax treatrent, it shall reflect the effect of the uncertainty for
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each uncertain tax tréatment using tlie method the entity expects 10 better predict the resohition of
the uncertainty.

Upon adoption’ of thie Interpretation, the Parent: Company considered ‘whether it has aiiy undertain
tax positions, particularly those relating to the. taxablhty of certain income and the non<-

deductlblhty of certain expenses for income tax reporting purposes. ‘This iritefpretation” did not
have any impact to the. Parent.Comipany’s financial statements because there is-no uncertainty
involved in the tax treatments made by management. in connection with the calculationof its
current-and ‘deferred taxes.

Annual Improvements to PFRSs 2015-2017 Cycle

¢ Amenditients to PERS. 3, Business Combinations, and-PFRS 11, Joint Arrangements;
Previousty Held Interest in a Joint Operation:

The amenditients. clanfy thiat, when an entity obtains control of a business that i$ a joint operation,
it applies the requlrements for a business combination achieved in. stages, including remeasuring
previously held interests-in the assets and liabilities of the joint‘operation at fair value. In doing

50, the acqulrcr remeasures-its entire previously held intérést in the joint operation. .

A party that participates in, but does hiothave joint control of, a Jomt operation might obtain joint

‘control of the joint operation in-which the activity 6f the joint operation constitutes.a business as

defined in PFRS.3, The amendments clarify that the previously held interests in thaf joint
operatién are not rémeasuréd.

An entity applies those amendments to- business combinations for which thie acqulsmon déte: is on

‘or after the beginning.of the first annual reportmg penod begmmng on or-aftér.

January 1, 2019 and to.transactions iri which it obtains joint control-on'er- affer the beginning of
the first-annual reporting périod beginning on.or affer January 1, 20. 19, with- eariy application
permitted.. These amendments have currently no impact to the: Parent Company.

o -Amendments t6 PAS 12; Jrncome Tax Consequences qfﬁqymenrs an Financial Instruments
Classified as Equity ' -

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

An entity: applies those amendments foi atinual reporting periods beginning on or after January 1,
2019, with earlier apphcat1on penmtted These amendments have currently no impdct to the
Parerit. Company

o Amendments to PAS 23, Borrowing Costs, Borrowing-Costs Eligible for Capitalization
The-amendments.clarify that.ai entity treats as part:of general borrowings any "bcrrowin'g
originally made to: develop a qualifying asset when substantidlly-all of the activities necessary to:
prepare that asset for its infended use or sale are complete.
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An'entity applies those ainendinents 1o borrowing costs incurred on or-after the beginnming of the:
annual reporting period in which the entity first’ apphes those améndments. -An entity apphes
those amendments for anmual reporting periods beginning on-or after January 1, 2019, with- early
application permitted. These amendments have currently no impact to the: Parent Company.

Standards Tssued But Not Yet Effective

‘Pronouncenents tssiied but.siot veteffective are listed below. Unless otherwise indicated, the Parent
Compaity does not expect that the future adoption of the said proneuncements -will have a significant
impact.on'its: financial statements. The Parent Company ] ifitenids to adopt the: following

pronouncements when they become effective.

Effective beginning on-or after-January 1, 2020
o Amendments to PFRS:3, Definition 6f a Busiitess

Thie amendmerits.to PFRS:3 clarify the minimum reqmrements to bé a business, remove the
assessment of a‘market participant’s ability to.replace missing elements, and narrow the définition 6f
outputs, The: amendments also add guidance 10 assess whether an- acquired. process is. substantwe and,
-add illustrative examples. -An optional fuir value ¢concéntration test is. introduced which permits a
simplified assessment of whether an acquired set ofactivities and assets is.not a business:

An eritity applies those a‘r’h'et'ldm'énts--pros’p'ectivéiy'for- anriual 'repq"r’ti_r;g- per-iods beginn'ing_'-gn. or after
January 1, 2020,-with eatlier application permitted, ”
These amendments have no impact on.the finaneial statements. of the Parent Company.

. Amendmentb to. PAS 1, Presentation of Finaricial Staterients, and PAS 8, Accounting Policies,
Changes in Accounfmg Estimates and Errors, Definition of Material

The amendmients réfine the definiition of material in PAS 1 and aligti the definitions used-across-
.PER Ss.and other pronguncements.. They are intended to improve the understanding of the-existing
Tequitements: rather than to; mgmﬁcantly impact an ermty s materiality judgements.

An entity.applies those amendmerits prospectively for'annual reporting: periods begmmng on or after
January 1, 2020, with earlier application permitied.

The amendments will apply: on future disclosures of the Parent Company.
Effective beginning on or dfter January 1, 2021
* .-PFRS-11?,_.Irzs%uraﬁce--(ffomr'acts

PFRS 17 .15 a comprehensive new accounting standard for ingurance contracts covering:
recognitien and measurement, presentation and disclosure. Once eﬂ'ectwc PFRS 17 will replace
PFRS 4, Insurance Contracts; This new standard ‘on insuranée contfacts apphes to-all typesof
insurance contracts (i.¢.; life, non-life, direct insurance and re-insurance); regardless of the type of
entities that issue them, as well as:to certain guarantées-and financial instruments with
.dlscretlonary part1c1pat1011 features. A few scope exceptions will apply

The overall objéctive.of PFRS 17 is to'provide an accounting model forinsurance contracts that

Zis:more useful and consistent for insurers. In contrast fo the requiréments in PFRS 4, which are
Iargely ‘based-on grandfathering previous local accounting policies, PFRS 17 prowdes 4
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comprehensive model for insurance contracts, covering all relévant accounting aspects: ‘The core,
'of PFRS 1715 {he general model, supplemented by:

& A specific.adaptation for contracts with direct participation features
(the variable fe¢-approach)
o A simplified approach (the prémium allocation approach) mamly for'short-duration contracts

PFRS 171s effective for reportmg periods beginning onor after January 1, 2021, with comparative

figures required. . Early application is permitted.

PFRS 17 is not applicable to the Parent Company since it does not have-activities that-are
predommant]y connected with insurance or jssué itisuranice contracts.

Deferred effectivity

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

The amendments address the conflict bétween PFRS 10 and PAS 28 in-dealing with the loss of
conitrol of a'subsidiary thatis sold or contributed fo an associate or joint venture. The
amendmeiits clarify thata full gdin of. loss:is. recogmzed when a transfer to an assocmte or’joint
venture involvesa business as definedin PFRS 3, Business Combinations. Any gain orloss

‘tesulting from the sale or contribution of assefs that does not constitute & business, however, is

recogrized only to the extetit of unrelated-investors’ interests in the associate or joint venture.

‘On January 13, 2016, the Financial' Reporting Standards Coungil deferred the. ongmal effective:

date of January 1, 2016 of thesaid amendments.until the: Intcmatmnal Accountlng Standards

Board (IASB)- completes-its broader review of the Iesearch project.on equiity accounting: that may
result it the sm:lpllﬁcation ofaccounting for such transactions and of other aspecis of. accountmg

for-associates and joint ventites.

‘These amendments-are not expected 6 have any impact to-the Parent Company.

Cutrent versus Noncurrent Classification

The Parent: Compasiy presents assets and liabilities in the statement of financial position hased on.
cu:rrent of noncurrent clasmﬁcatlon

An asset is current when it is:

Expécited to be realized of intended to be sold or consiuméd. in mormial operating cycle

Held primarily for the purpose of trading '

Expected to-be realized within fwelve months 4fter the feporting. penod or.

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

All other asséts are classified as noncurrent.

A liability is currént when itis:

Expected to be settled in normal operating cycle

Held primarily for the purpose of trading

Expected to.be seitled w;thm twelve moriths after the reporting peériod,-or

There: is no tmconditional: right to defer settlement of the 11ab111ty for at least twelve months after:
the reporting period.
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All other liabilities are classified as noncurrent.
Deferred income tax:asset is classified as noncurrent assét,

Cash and Cash Equivalents.

Cash and cash equivalents are stated at face value: Cash pértains to.cash in banks. Cash equivalents
are short-term highly liquid-investments that are readily- convertible to known amounts-of cash with
ongmal maturities of three months or less from the dates- of placement and that are subject to-an
insignifi icant risk of changes.in value. Cash inbanks and cash equivalents-earn’iriterest at prevalhng
bank-deposit rates.

Fair Valie Measurement'
The Parent Company measures financial instruments at fair value at.eacli reporting date.

Fair value is the pnce that would be received to-sell an‘asset or pa1d totransfer-a liability in an. orderly
transaction between market participarits at the measurement date. The fair value measurement is
based on the presumptlon that the transaction to sell the asset or tansfer the liability takes place
either:-

e in the principal market for the asset or liability;.or

s inrthe-absence ofa prmc:lpal market, in the. most advantageous market for the asset or liability,

The principal or the most advantageous market must be accessible to the Parent Company.

The fair valie of an asset of 2 liability is mieasured using the assumptions that market participants
would use when pricing the asset or llablhty, assuiniitg that market parﬁmpants aét inthelr ecotiomic.
best interest.

A fair valie measurement of @nonfinancial asset takes into account a marketparticipant’s ability to
generate economic benefits by using the asset'on the highest and best use or by sélling it to-another
market participant that would use-the asset in its highest and best use.,

The Parent Company uses. valuation teéhniques” that are appropiiaté in the circumstances.and. for
which sufficient data are-available to measiire fair value, maximizing the use of relevant observable
-1nputs and- mlmrmzmg the-use of unobservable mputs

-categonzed within the fau- value luerarchy, descnbed as follows based on the ]owestlevel mput 1hat

is significant to the fair value measurement: as.a whole:

» Levell- Quoted (unadjusted) miarket | prices in-agtive markets for identical assets or liabilities

».  Level 2:- Valuation techniques for which the lowest level inputthat is.significant ro the fairvatue
measiirement is diréctly orindirectly observable:

o Level 3 - Valuation techmques for-which the lowest level input that is'significant to the fair value
measurement is unobservable

For assets and liabilitiés that are recognized-in the financial statements-on-a fecurring basis; the Parent
Compary determines whethet transfers have oceurred between Levels in the hierarchy by re-
agsessing- categonzatlon (based onthe lowest level input: that is significant.to the fair vaiue -
measurementas a whole) at the end of each réporting period.
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Financial Assets and Financial Liabilities-

A finaiicial instrathent is any contract that gives rise to-a financial asset of ong entity and a financial
liability ot equity of.another entity:

Financial Assets

Initial recogmtmﬂ and measurement
Finangial assets are classifi ed, at 1n1t1a1 recognition; as subsequently measured at amortized cost, fair

valug through otlier comprehensive income {OCI), and fair value through proﬁt or-loss.

The classification of financial assets-at initial recognition dépends’on the financial asset’s contractual
cash flow chatacteristics and the Parent Company’s business model for managing them, The Parent

Company inifially medsures a financial asset at its. fair value: plus in the.case of a financial asset not.

at fairvalue threugh profit or 10ss, transaction costs.

Tir order for-a financial asset to be classified and measured at-amortized cost or fair value through
OCI,; it needs.to give rise fo.cash flows that are soiely paymients of prin¢ipal and interest’ (SPPI) on
the principal amount outstanding. This assessriiént is referred to as the SPPTtestand is petforried at.
an, instrument level.

The Parent Company’s business model for managmg financidl ‘assets refes to iow it manages its’
financial assets.in order to generate cash flows. The business model determines whether cash flows:
will result from collectmg confractual cash flows; selling the financial assets, or both,

Purchases or sales of financial assets that require delivery of assets within & time ffame ¢stablished by
regulatlon or convention in the market place (regilar way purchases or sales)-ate recognized on the
trade date; i.¢., the date that the Parent Company commiits to purchase or sell the asset.

The classification of finaricial insttuments at initial recogtition depends on the contractual terms and
the business model for managing the:instruments. Financial ingtruments are Jmtlally measured at Tair
valug, except in thie'case of financial assets. and financial Tiabilities recorded at FVPL, transaction
costs are-added to, or subtracted from, this amount.

The Parent:Company classifies all of its financial assets based on the business:model for managing:
the assets and the asset’s confractual termis, measured:at either:

o Amortized cost

o Fair value through other comprehensive income.(FVOCI)

*  Fair value through profit and loss (FVPL)

Accordingly, the Parent Company classifies and measures its unquoted investments at FVPL.

Subseguent measurement

For purposes of subsequent measurement, financial assets are classified in four categories:

o Finaricial assets at amortized cost (debt instruments)

» Fmanc:al assets at fair value- through OCT with recycling of cumulative gains and losses’ (debt
instruments)

+  Financial assets designated at fair value through OCI with.no recycling of cumulative gams and.
losses upon derecognition {equity instruments)

» Finaricial assets af fair value through profit or loss
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“The subsequent measurement of finarcial assets depends on the classification as described below:

Business model GSsessment

The Parent Company determiiiies its business model at: the level thatbest reflects how itmanages:

groups of financial assets to achieve its business objectivé. ‘The Parent Corripany’s, business model is

ot assessed on an instrument-by-instrument basis, but at a highér level of aggregated portfolios and

i3 based on observable factors:sucli as:

@« how the performance of the business;model and the financial assets held: within that business.
mode] are evaluated and reported.to the-entity's: key management-personnel;-

 therisks that affect the performance of the business model (and the financial assets held within
that'business model) and, it particular, the way those risks:are managed

s how managers of the busiriess.are compensated: (for:example, whetherthe compensation is based
‘on the fair value of the assets managed or on the contractual cash flows collected); arid

e the expected frequency, value and tiining of sales are also important aspects. of the Parent
Company’s.assessment. '

The business modél assessment is-based on reasonably expected scenarios without taking 'werst case’
or 'stress case’ scénarios into account: If cash flows-after initial recognition are realizedin a way that
is. different from the Parent Company's original expectations; the Parent Company does not change
the-classification of the: remaining’ financial assets held in that business model but in¢orporates such
information: when assessing newly- ongmated or.newly purchased financial assets going forward.

Contractual cash:flows assessment
For-each financial asset, the Parent Company-assesses the confractual terms to identify whether the:
instruthént is consistent with the concept of SPPL.

Principal’ for the PUrpose of this test is:defined as the fair value of thé financial dsset at initial
recognition and-may change over the: life of the financial asset (for example, if there are Tepaymients
of principal or amortization of'the premium/discount).

The most:significant elements-of interest within a'lending arrangement are typically the consideration.
forthe time value of money and credit. risk. To make the SPPI assessment, the Parent Company
applies judgment and considers relevant factors siichi as thé currency in- which the financial asset is
denominated, and the penod for-which the inferest rate is set.

In conirast; Gontiactual teris that introduce a more than de mininiis exposure to'risks or velatility in
the contractual cash flows that are unrelated to'a basic lending arrangément do-not give rise’to "
contractual cash fiows: that ars: solcly payments of principal and interest on the amount outstanding.
In-such cases, the financial asset.is. réquired to be measured at FVPL.

Financidl assets at-amoitized cost (debt-instrument).

Thls oategory is the most relevant to the Parent Company The Parent Company measures its

financia) assets.at amortized cost if both of the. following- conditions-are met:

o The financial asset is held Wwithin'a business model with thé objective to hold finaneial assets i
order to collect contractual cash flows:and the contractual terms of the financial asset give tise on
specified dates t6-cash-flows that ate solely payments of’ principal and interest on:the principal
ameunt outstanding,

Financial assets at amortized cost are subsequently measured using the effective interest (EIR).

method and are subjéct to‘imipairment. Gains and losses are recognized in-profit or loss when the
asset is derecogmzed modified or inipaired.
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This category general]y applles to cash and cash equivalents, dividends receivables, loans receivable
and:dug from related parties:

Fingneial assets at fair value through OCI (debt instruments)

The Parent Company measures debt instruments at fairvalue through OCL if both of the following

conditions.are met:

s The financial asset is ‘held within a business model with.the obJ ective of both holding to ¢ollect
contractual cash flows.and;

» Seillng and the contractual terms of the financial asse, give rise on specified dates to cash flows
that-are-solely paymeiits of principal and jnterest oi the principal amount outstanding

Affer initial medsurernent, such finanicial assets are subsequently measured at fair vilue with
‘unrealized gains and losses tgcogrized in OCL Impamnent losses on: such financial assets are
accounted for as.an adjustment to the unrealizéd gains anid lossés in OCI, with:a. correspondmg charge
to proﬁt or loss. Interest-income:and foreign exchange gains and losses aie recognized miprofit or loss
‘in the same manner as for debt instruments at amortized cost.

“Where thie Parent Company holds more than one investment i the saine security, they are deemed 10.
be: d1sposed on a first-in first=out basis. On derecognition, unrealized gains or losses previoiisty
‘tecognized in OCI are reclassified from OCI to ‘profit or loss under operating income:

_As.at December 31, 2019, the Pareit Company has ho debt instruments-at FVOCIL

Financial assets designated.at faip valie throygh ocl (equity: mstmments)

Upon initial recognition, the Parent- Company ¢an’ elect to classify: irrevocably its. equity investments
as egquity instruments- de51gnated at fair value through OCT when they meet the definition of equity
under PAS 32, Finaricial Instruments: Presentation and are notheld for trading: The classification is
detérminedon an instrument-by-instrument basis.

Afterinitial measurement, such equity investments are subsequently measured at fair value with
unrealized gains.and losses recognized in OCL. Gains and losses on these equity instruments.are
never recycled to profit or loss. Dividends are recognizéd inprofit or loss as other operating income
when the right-of the payment has been established, except when the Group benefits from such
proceeds as'a recovery of part of the cost of ‘the instrument, in which. case,. such dividends are
récorded in'OCL.- Equity instruments-at F VOCI atenot subject to.an: impairment assessment.

As.at December 31, 2019, the Parent Company has no equity ifisttumeénts through OCL

Finantial assets at Jair value: through pr ofit.or foss

Financial assefs at fair value through profit or loss include. financial assets held for trading, financial
agsets de31gnated upon initial recognition at fair valug through profit or loss; or financial assets
miandatorily required to be measured at fair value. Financial assets are classified as held for trading if
they are acquired for selling or repuirchasing in the near tern. Derivatives, 1nclud1r1g separated
embedded derivatives, are also classified as held for tradinig unless they are designated as: effective
hedging instruments. F manmal assets with.cash flows that are not solely payments of prineipal and
interest are classified and measured at fair value through profit or loss, irrespective of the business
model. Notwithstanding the criteria for debt inStruments tobe. classified at amortized costor at fair
value:through OCI, as: descrlbed above, debt instrimerits may be designated at fair value through
profit-or loss on initial recognitionif domg so-eliminates, or significantly reduces, anaccounting
mismatch.
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Finaricial assets at fair valie. through profit or loss are carried-in the statement of financial position at
fair value with net.changes in fair value recognized in the staferent. of comprehensive income.

A derivative'embedded ina hybnd contract, with a financial liabrhty or non-financial host; is
separated from the host-and accoutited for as a sgparate. derivative if the econiomic characteristics and
tisks are not closely related to the host;.a separate instrument with the same terms as thie émbedded
derivative: would meet the definitionrof a- dertvative; and the hybnd contragt is-not measured at fair
vahe through prof' itor loss. Embedded derivatives ate méasured at fair value with changes in fair
value. recogmzed in proﬁt or logs.. Reassessment only oceurs if there is-either a-change in the térms of
the-contract that significantly modifies the caglflows that would otherwise be required ot a
reclassification of a financial agset ot of the fair value through:profit or.loss category.

A derivative einbedded within a hybrid contract centajning a financial asset host is riot-accounted for
separately Ttie finaticial asset host together with the embedded derivative is reqmred to be classified:
in 3ts enfirety-as a-financial asset-at fair value through profit orloss.

Financial assets at FVPL-are subsequently:ieasured at fair value with net changes in fajr value
Tecognized in-profit or less as other income (chiarges).

As at December 31, 2019, the Parent Company measures its unquoted investment.at FVPL.
{see Note 7), '

.Impalrment of Finaneial Assels

“The Patent Company recognizes an allowance: for: expected credit losses: {ECL) for all debt
instriiments not:held through profitof loss. ECLs are based on. the difference between the contractual
cash flows-due iri acéordance with the contract and-all the cash: flows that the Parent Company
expects to:Teceive, dlscounted at an approxm'latlon of the original effective interest rate; Tlie
expected.cash Alows will include cash flows from the sale of collateral Lield or-other credit
enhancements that are intégral to the cohtractual-terms.

jmcrease in credit fisk since initial recognmon ECLs are prov:ded for cred.lt losses that result from
default events that are, possible within the next 12 months'(a 12-month ECL). For those. credit
exposures for which there has been a significant increase incredit risk since-initial recognition, 4 loss.
allowance is réquired for credit lossés expected overthe: remaining life of the exposure, irrespective
of the timing-of the default (a lifetime ECL).

‘The Parent-Company determines whether to apply to general approach or the simplified approach
‘when caléulating the prowsmn for ECL. Under the general approach, at each reporting date, the
‘Parent-Company recognizes a. 1oss allowance based on either 12-mbnth ECLs or Lifetime ECLS;
'dependmg on whether there has been a significant incréase in credit risk on the finaricial instrument
since initial recognition. Under the simplified. approach, the changes in credit risk are not tracked and:
loss allowances are measured at ameounts: equal to lifetime ECL.

For-due from related parties; loans receivable-and cash and cash-equivalents, the Parent Company
applies the general approach.

For financial assets for which'the Parent Company-has no reasonable expectatlons of récovering

-either the cnhre outstandmg amount, or a proportion thereof; the gross carrying.amount of the )
financial'asset is teduced. This is considered a (partial) derecognmon of the financial asset.
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As of December 31, 2019, the Parent Company hasnot determined any expected eredit loss for its
financial assets sub_] ect for impairment.

Write-offs

Financial assets are written off either partially o in their entirety only when the Parent Company- ‘has
‘stopped pursuing the recovery. Tf the amount to be written off is greater than the accumuilated loss
‘allowance, the difference is first. treated as an addition to the-allowance that 18 then appliéd against the:
gross carrying amount. Ary sibséquent recoveries.are eredited 16 impairment loss.

Financial Liabilities

Initial recognition-and measurement

Finaricial Habilities-are classified, at initial recogmtlon as financial liabilities-at-fair value through
profit or less, loans-and- borrowmgs payables or as:derivatives des1gnated as hedgmg instruments in
an effective hedge as appropriate.

All finanicial liabilities are récognized initially‘at fair value and, in the case of loans and borrowings.
and payables; net of directly aftributable trarisaction costs:

The Parent Company's financial liabilities include accounts and other payables (excluding taxes
‘payable); due to related parties,.dividends payable and bond payable.

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

Financial liabilities:at fairvilue through profit or loss:
Financial liabilitiés at fair valoe throvgh profit or loss include financial liabilities held for trading and
financial liabilities demgnated upon initial recognition as at fair value through proﬁt or loss.

Financial liabilities are classified as held for trading if they are incurred for the purpose of
repurchasmg in the'nearterm. This category also includes. derivative financial instruments entered
‘Info by the Parent- Company that dre not. designated as hedgmg instriments in hedge relauunshlps as.
defined by PFRS 9. Separated embedded derivatives ate also classified a5 held for frading unless
they-are des1gnated as effective hedging instruments.

Gains-or losses on'liabilities held for trading dre recognized in the $tatément of ‘comprehensive
income, ' '

Financial labilities. demgnated upon initial recogmtlon at fair vahie through profit or loss are
demgnatcd at-the initial date of recogmnon and- onIy if the criteria in PERS.9 are satisfied.

The Parent Company’s derivative liability is classified under-this category (Notes 12, 17 and 18).

Lodns: and borrowings

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

Amortized cost is caleulated by taking inte aceount any discount:or:premium ‘on acquisition: and fees

or-costs; that are an mtegral partof the FIR. ‘The EIR amortization is included as financs costs in the
staternentof proﬁt or loss.
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This category generally applies to “dccounts. and other payables’, ‘due to: related pames’ ‘dividends
_payable ‘and “bond payable” presented in the statement of financial position.

Reclassificationi

If the business. model under which the Parenit Company holds the financial assets changes, the
financial assets affected are reclassified. The ¢lassification and measurement requirements related to
the new eategory apply prospectively from the first day of the first reportmg period following: the
change in business madel that resulis in reclassifying | the Parent Company’s finiancial assets.
Reclassification of financial asseis-designated-at FVPL dt initial recognition is not permitted.

Determination of Fair Value

The fair-value of financial assets-and: financial liabilities traded in active markets is based on quoted
mirket price at the teporting date. A market.is regarded as active if quoted prices are readlly and-
regilarly-available from an exchange, dealer, broker, industry group, pricing service, or regulatory
-agency, and those prices represent.actiial and regularly oceurring market fransactions of 4n.arm’s
lﬂ.ng‘lh basis.

‘The fair value of dssets arid liabilities that are not traded in an active market (for example, over-the-
‘counter derwatlves) is détermined by using valuation techniques. These valuation techniques'
maximize the use of observable market data where it is available and rely-as little as possible-on
entity: spe(:lﬁc estimates. I all mgmficant inputs required to fair value an:instrument are observable,
‘the asset or liability is included in Level 2. 1fone or more of the significant inputs is.not based 6n
-observable market data, the assetor liability is included in Level 3

‘Day 1’ Difference:

‘Where the fransaction price in a non-active market is different from the fair value of other obsérvable
current market transactions in the same. mstrument or based .on a valuation technique whose variables
include: only data from observable market, the Parent: Company recognizes the difference between the
transaction price‘and fair value (a ‘Day 1 'difference) in ‘the statement of comprehenswe mcome
unless it qualifies for recognition as-some other type of asset. In cases where use is made-of data
which is not abservable, the difference. between the transaction price and model valueis only
reGOgmzed in the statement of comprehensive income when the inputs becomie-observable or when
‘the instrument is derecogmzed 'For each transaction, the Parent Company-deterniines the appropriate
‘method of recognizing the “Day 17 difference:amount,

Offsetting of Firiancial Assets and Financial Liabilities

‘Financial assets and financial liabilities are offsét and the ret amount tepotted in the.statément of
financial position if-and enly if, there:is‘a currently enforceable legal right to.offset the recogmzed
amounts and there is an intention to settle on-a net bass, of to realize theasset and setile the liability
simultanéously.

Prepayments and Other Current Assets

Prepayments and other current assets in the form of mput value-added tax and creditable w1t11hold1ng
tax are recogtized as assets to the extent 1t is probable that the'benefit will flow to the Parent
Company. These are derecognized when there is.a legally enforceable right to apply the recognized
amounts against the related tax liability within the period-prescribed by the relevant tax laws.

Iinpdirment of Nonfinancial Assets
‘The Parent Company assesses ateach reporting date whether there:is an indication that an asset may

‘be lmpalred If any such indication exists, or when annual impairment testing for-an assetis required,
the Parent Company makes an estimate of the asset’s recoverable amount. An asset’s recoverable
amount is'the higher of an asset’s or cash-genetating unit’s fair value less costs to-$ell and it valie in
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use and is determined for anindividial asset, unless the dsset does not.generate:cash inflows that are
largely independent of those from other-assets of group of assets. Whete the cartying amount of an
asset exceeds its recoverable amount, the- asset is.considered impaired and i§ written down toits
réecoverable:amotnt.

In.assessing valuein use; the estimated future cash flows are discounted to their present value using a
pre-tax discount rate that reflects current ‘market assessments of the time value of money:and the risks
specific to- the asset. Impa1rment losses of continuing operations-are recognized in the statement of

comprehensive income in these: €Xpense: categories consistent with the function of the impaired-asset.

An assessment 1s made at ach. reporfing date as to Whether there is any indication that. prevmusly
Técognized impairment losses mayno. longer-exist:or may have decreased. If such indication exists,
‘the recoverable amount is estimated, A- prev;ously recognized impairment loss is reversed only if
there has been a changg in the estimates. used to determirie the asset’s recoverable amount since the
Tast impairment loss was recognized. If that is the case the carrying amount: of the asset isincreased
to-its recoverable amount, That increased amount cannot.exceed the carrying amount that-would have
béen detenmined, netof depreciation, had no: impairment loss been' recognized for the-asset'in-prior
years. Such reversal is récognized in the statément of comprehenslve incormie unless the asset is
carried at revalued amount, in which case, tlie reversal s tréated as a revaluation increase. After such
Teversal the deprematlon charge is adjusted in future periods to: dllocate the asset’s revised carrying
amount; Jess.any residual value, ona systematic: basis over its remaining useful life.

Investment in an Associate.

An: associate is-an entlty inwhich the Parent Company lias: significant influence, Significant
influenee is the power to participate in the finaficial and operatmg policy decisions of the: investee;.
it is-not coritrol ot joint control over those policies:

“The considerations made in determiriing significant influence are similar-io those necessary to.
determine control over subsidiaries.

Investments ir an associate are accounted for-under the cost method less accumulated provision for
Tmpairmetit losses, if any:

An associate is an entity in which the Parent Company-has a significant’ influence, and Whlch is
Tieifhier a subsidiary nor a joint vefiture. Significanit influence is the power to participate in the
financial and.operating pohcy decisions of the irivéstee but has.no control or joint control over those
poligies.

The Parent Company Tecognizes incohie. from the’ investment-ohly to the extent: {hat the Parent
‘Cormpany receives or hak earned the righit to receive distribution from the accurmulated p:oﬁts of the
investee arising after the date.of the acquisition. Distributionsreceived in excess of such profits are
regarded as recovery of investment and-are recogmzed as a reduction of'the cost.of fhie investment.

“The Parent Company determiiiesat edach end of the reporting period whether there is:any. objective:
evidence that the investments in the investee companies.are impaired, Ifthis is the case, the Parent
Company calculates the amount of impairment as ‘being the difference between the recoverable
amount of the investee: company and the carrying cost. and recognlzed the amout in profit or. loss,

Investment in Subsidiaries

Investment in subsidiaries is accounted for using the c¢ost method less'any accumulated impairment in:
“value, in'the financial statements of the Parent Coimpany-in'accordance with PAS27.- Onacquisition
date. of the investiment; the excess of the-cost of investment over the invéstor’s:share in the net fair
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‘value of the investee’s identifiable assets, liabilities and’ contingent liabjlities is.dncluded-in the
carrying amount of the investment and riot amortized.

The Patent Comparty contrels an investee:when itis exposed, or has rights;to variable returns from
its involvement-with the investee and has the ability to-affect those refurns through its power over the
mveste_e

The Parent Company controls an investee if and: only if the Parent Contpany has all the following:-
‘o power over the investee (1 €. ex:stmg T ghts that glve it the current ability to direct the relevant
 activities-of'the- mvestee)

« exposure, orrights, to-variablerétums from its involvernent with the investes; arid

« the ability to use its power over the investee to affect its retums:

The Parent Company Tecognizes income from the: investment only to the-extent that the Parent:
Company réceives distributions from accumulated income of the subsidiary arising after the date of
acquisition, Distifbution received in excess of such incorse is tegarded as a Tecovery of investment
and-are recognized as.a reductlon of the cost-of the investment.

Embedded Detivatives

An-embedded derivative is d component of a hybrid {combined) instrumetit that-also includes a
non-derivative host contract with'the effect that sorie-of the eash flows of the combined instrument
vary in a ' way similar to a stand-alone derivative.

The Parent Company assesses; whether embedded derivatives are required-t6 be separated from the
host contracts-when the Parent Company first becomes a party to the coniract, Reassessment only
oceurs if there is 4 .change in the terms of the contract that s1gmﬁcant1y modifies the cash flows that
would otherwise be requited,

Embedded. derivatives.are bifurcated from their host contracts, when the followitig conditions:are
met:
(a) the entire hybrid contracts (composed of both the host contract and: the embedded derivative).are
- not aceounted for as financial assets and liabilities at FVPL;
(b) when fheir economit risks and characteristics are not closely related to-those.of their respective
" host.contracts; and
()" aseparate instrument with the same térms a8 the embedded derivative would imeéet the definition
of a derivative.

Eribedded- defivitives that are bifiircated from thie host contracts are accounted for gither as financial
assets or financial lidbilities at FVPL., Changes in‘fait values are'inicluded in the statément of
comprehenswe income, Theembedded derivatives of the Parent Company pertain to the equity
conversion and redemption options competents. of the issued convertible debt instrument

(seeNote 12).

Equity
Thié Parent Company: considers the: uuderlymg stibistance and economic reality of ifs own equity
instrumients and not merely. its legal form in determining its proper classification.

Capital stock

The Parent Company records common stocksat:par yvalue anid the amount of the coritribtition in
excess of par value is accounted for as an additional paid-in capital. Incremental costs in¢urred
_d;regtl_y attributable to the issuance of new shares are deducted from proceeds:
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Retdined earnings

‘Retained earnings representdceurnulated earnings (losses)-of the Parent: Company less dividends
declared, and-any.adjustmenis arising from: application of new accounting standards, policies or
corrections of errors applied retrospectwely Dividends-on common stocks are recogmzed asa
liability and deducted from equity when. declared.

Revenue Recogriition

Revenue from-contract with customers

Revénueis: recogmzed based on a five-step model to account for revenue arising from contracts with
ustotiers. and requires that revenue be recognized at an arnourit that reflects. the consideration to-
whichan entity expects to be entitled in excharige for transferring goods ot servicesto a-clistomer.

The. requiremnents of revénue from contract with customers do 1ot have sxgmﬁcant 1mpact -on the
Parent Company’s financial statements since ifs revenue is primarily derived from: dividend, interest
~income and service which are: -distinet performance obllgatlons with specific transaction price: The
-existing: accounting policies. of these revenue streams are already in-accordance with PERS 15.

‘The following spécific recognition critérid must also be met before revetiue is ri:CQ'gn;ized-:3

Service fees
Service revenue is recognized when services are rendered.

Dividend income

Dividend income is recogmzed whien the Parent Company’s. nght to-receive payment is estabhshed
which is-generally when shareholders approve the. dividerid. This s recognized as dividendincome in
“the gtatement of comprehensive income. :

Iriterestincome’
Interest incomie. i3 recogmzmd on 4 time-proportion basis using the effective interest method. Interest
income from bank deposits'is presented net of applicable tax withheld by the banks,

Other income’

Other income is recoghized when earned.

. .'Exti ense Reco gniﬁon

-Expénses:dre reco gmzed in profit i loss when decrease in future economic benefit related to a
decreasé in an-asset or an increase ina liability hias arisen that can be reliably measured.

Expenses are recognized i the statement of compreliensive income:

» onthebasis of a direct association betwéen the costs inicurred-and the éarning of specific items. of
fncome : red a . ms.o

#  on the basis of Systematic.and rational allocation procedures when economic beneéfits are:
-expected to arise over several accounting periods'and the association can-only be broadly or
indirectly determined; or

e immediately whenexpenditure produces no future economiic benefits or when, and to the extent
that, future economic benefits-do.not qualify or cease {o qualify, for recoghition in the statemeiit
of financial position as an asset.
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Inicorrie Taxes:

The tax-expense for thé period comprises of currént and deferied tax. Taxis recogn:zecl in profit or
loss, except to.the extent that it relates to items recogmzed ini other comprehenswe income of directly
in-equity, In this case, the'tax is. also recognized-in other compréehensive income, ot directly in equity.

Curremnt tax o _ - _
Current tax assets and liabilities for the current-and prior periods are measured at the amount expected
to bé recoveréd from or paid to the taxation authorities. The:tax rates anid tax laws used to ‘compute
the amount ate those that have been enacted or substantively endcted at the.reporting date.

Cuirent income tax relating to items recognized directly-in-equity is recognized in equnty and riot in
the statement of comprehensive income, Managément periodically évaluates positions takenin the
tax returns with respect to-situations in which applicdble tax regulations are subject to interpretdtion
and.establishes provisiors. where appropriaté.

Deferred:tax

Deferredtax'is prowded usmg the balance sheet lability method.on-all temporary differences, with
¢ertain exceptions, at the reporting date betweeti-the tax bases of assets and liabilities anid their
carrying amounts for finaneial reporting purposes.

Defeired tiix Habilities are recognized for all taxable temporary differences. Deferred tax assets. are.
recognlzed for all deductible temporary differences, catryforward benefit of vinused tax credits from
excess minimurn corporate income tax (MCIT) overthe. regular corpotate iicome tax (RCITY and net’
operating losses camryover (NOLCO), o the extentithat it is probable that future taxable income will
be available against which the deductible-temporary differences.and carryforward benefits of unused
‘tax crédits. from MCIT and NOLCO canbe utilized:

Deferred tax assets are:not recognized when they-arise from the initial recognition.of an asset or
liability in‘a tiansaction that is not a’business combination and, at the.time. of transaction, affects
neither the-accounting income nor taxable'income or loss, Deférred tax liabilities are not provided on
nontaxable temporary- differences associated with. mvestments in domestic subsidiaries, associates
‘and intérestsin joint Ventures.

‘The carrying amount of deferred tax assets is reviewed at eachi reporting date and reduced to.the.
‘extent that.itisno longer probable that sufficient future taxable income will be available to allowall.
or part of the defeired tax dsset to be utilized. Unrecognized deferred tax assets are réassessed at.each
1eporting date and are recognized to the extent that it has.beconié probable that future taxable profit
will allow deferred tax assets to be utilized.

Beferred tax assets afid Habilifies-are. measured 4t the tax-rates that are expectéd to apply to the period

‘when the asset is.realized or the liability is settled, based ofi tax rates and tax laws-that have been
enacted or substantively enacted at the reporting date. Movements ifi the deferred tax assets and

Tiabilities ansmg from changes ih tax rates are credited to or charged agalnst income for the: penod

Deferred tax relating to-items recogmzed outside profit-of loss is recogiiized outside profitor 1oss.
Deferred tax items are recognized in correlation torthe.underlying: transaction ejther in OCI or du‘ectly

_'-m_eqt__u_ty :
_Deferred fax-assets and defeired tax liabilities are offSet, if a’lepally enforceable right exists to offset

current tax-asgets- agamst current tax liabilities and the deferred taxes relate.to the same taxable entity
and the same taxation authority.
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Foreign Currency-Denominated Transgctions and Translations

Foreign CUITEncy: ‘transactions are recorded in Philippine Peso at prevailing exchange raies at the time
of the transactions. Exchange gains or losses resulting’ from foreign currency transactions are.
credited or charged to currenit operations. Foreign: currenéy-déndininated monetary-assets and
liabilities of the Parent Company are translated to Philippiné Peso using the Philippine’ Dea]mg anid
Exchange Corporatlon closmg tate at the reportmg date. Foreign-exchange-différences arising ftom
foreign currency translation are also credited. or charged to statement of comprehensive income:

Provisions

Provisions are recognized-whén the Parent- Company s a preserit-obligation (fegal or- constructlve)
as;a-result-ofa past event, it'1s: probable that an outflow of resources embodying economic benefits:
will be reqmred to:settle the obligation, and a reliable estimate can be made of the amount of the
obligation. Where the Parent:Cotmpany eéxpects a'provision to be relmbursed, the reimbursement is
recognizedasa separate asset but-only wher the reimbursement is Vthually certain, The expense
relatmg foa pr0v1smn 18 presented in:the statement.of eornprehenswe income net. of any
reimbursement. Provisions are.included in cument liabilities, except. for those with maturities greater
than 12 months after the reporting period, which are thén cla551ﬁed as non-cugrent: liabilities.
Provisions aré reviewed at the end of each reporting period and adjusted to reflect thie currenit best
estimate, Ifit isno longer probable thidt an outflow of resources embodying econgiic benefits will
be required to settle the obligation, the provision.is. recogmzed in proﬁt or loss.

‘Contingencies
‘Contingent Habilitiesare not recognized in the financial. statements They are disclosed wriless the

possibility of-an outflow of tesources émbodying economic benefits is remote. Contmgent assets are’
not recognized in the: financial statements but disclosed when ah inflow of econoniic benefit is.
probable.

Events after the Reporting Date

Postyear-end events up to the date when the financial statements are authorized for issue that provide
additional information about the Parent Company’s:position at each: reporting date (adjusting -¢vents)
dre reflected in the financial statements, Post year-end events that are- ot adJustmg events are:
disclosed in thenioteés to the fiiancial statements, When métenal.

Significant Accounting Judgments and Estimates

‘The preparation of the Patent Company”s financial statements requires management to make

_ Judgments estlmates and assumpnans that affect the reported amounts of revenues, expenses assets
_could Iesult m outcomes that requlre a rnaterlal adjustment to the carrymg amount of assets or
liabilities affected in future periods:.

‘Management believes. the following represent a summary of these significant estimates and
-assumptions:

Judgimerits

‘In‘the process of applying the Parent Company*s accounting policies; management has made the-
'follewmg Judgments, apait: from those involving estimations, which have the'most slgmﬁcant effect
‘on the-amouwits recognized in the financial statements.
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Determining significant influénce over:an investee company’

The Parent Company determined that it exercises: significant influence over its associate by
coiisidering, among others, its ownership interest. (holding 30% of the voting power of the investe),
board representation and othier contractual terms. (see Note. 8)

Thi carrying armouiit of the investment in associate amounted to £227.92 miillion as of
December 31, 2019 and 2018 (s¢e Note 8).

Estimates and Assump‘non

The key assumptions concerning the fiiture and other key sources of estimation uncertainty atthe
reporting date; that have a significant risk of causing a material adjustment te the carrying amounts of”
assets and liabilities within the next. finanetal: ‘year, are descrlbed below, The Parent Company based
its assiimmptions and estimatés on parameters-available when the financial statements were prepared.
Existing citcumstances and assumptions about future developmients; however, may change-due:to
market changes orcircumstances arising beyond the control of the Parent Company. -Such changes
.are reflected in the assumptions ' when t_he_:__y 0CCUL:

Assessing rmpazrment losses on financial ussets

‘The measurement of impdirment Josses across: all categories of financial assets reqilires judgment, in.
particular; the estimation of thie amount and timing of future cash. flows, including. collectability;
caollateral values-and other ¢redit enhancements, -when determining nnpamnent losses.

Additional Judgments are also'made in assessing a significant increase-in credit risk. TheSe estimates
‘are driven by a number of factors, changes of which canresultin different levels-of allowances.

‘The Parent Company’s impaimient calculations aré outpiits of statistical models witli & huinber-of

underlying assumptions regarding the- choice-of variable inputs.and their interdependencies..

Elements of the inipairment models that are considered accounting judgements and-estimates include:

¢ the Parent: ‘Company’s.criteria defining defauilt dand for assessing if there has been a significant
increase 1n credit risk; ' |
the. segmentatlon of financial ‘assets when impairment i5'assessed ona collective ba51s,
development of impairment models, mcludmg the various formulas: and the choice of inputs;,
determination of assotiations betvieen mactoeconomic scenarios and, economic inputs, such as
unemployment Ievels and collateral values, and the effect on PDs; EADs dnd 1.GDs; and

» selection of forward- looklng macrosconemic séeharios. and their: probablllly wmghtmgs to-derive.
the économic inputs into the impairment imodels.

1t ias been the Parent Company 'S pohcy to-regularly Teview its models in the context of actual loss
'expenence and-adjust when' necessary Increases or decreases on the allowance for impairment Josses:
.are recorded under operating expenses- in profit or loss.

The Parent Company maintaing:an allowance:for impairment losses at a level considered adequate to
provide for potential uncollectible receivablés. The level of this allowance is evaluated by
management based o1 collection expetience and ether factors: that affect the collectability of the
accounts.

Provision for impaiinment losses of nonfindrcial assets

The Parent Company assesses impairment on nonfinancial assets (i:e. inventory, property and
_equ1pment and otlier assets) whenever events or changes in circumstances-indicate that the carrying
amount of an asset may ot be récoverable.
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The factors that the Parent Company. considers important which: could trigger an impairment review

include the following: ' '

« significant uniderperforimance telative to. expected historical or pro_]eeted future.operating results;

& significant changes in the manner of nse of the acquired assets or thie strategy for overall
buisifiess; and

 significant negative industry or economic trends..

Ifsuch-indications are present and where the carrying amount of the asset exceeds its recoverable:
.amount, the-asset is. con51dered 1mpa1red arid is written down to-its recovetable ainount. ‘The
récoverible amount is the hi gher of an‘asset’s fair value less costs to sell and value-in-use. The fair
value Jess costs to-sell is the amount obtainable from the sale'of an assetin an-arm’s length
“transaction while value-in-use is the present valué of estimated future cash flows expected to arise
“from the continuing use: of an asset-and from its dlsposal at the end of its useful life. Recoverable.
amounts aré-estimated-for individual assets or, ifitisnot possnble for the cash:-generating unit to
wiiich the asset belongs,

li determmmg the present value of estimated future cash flows expected to be.generated from the
continiied use of the assets, the Parent Companyis requlred to make estimates and assumptions-that
can materially affect the financial statements. Management assessed that other current assets
amounting to#0.80 million were-impaired as, at December 31; 2018 (sée Note 6).

Estimating fair valie af etmbedded derivatives

The falr value of emhedded denvatlves related te the issnance of: convertlble bond recorded in: the
The mputs to thls mode'l' are taken from a eombmanon of observable markets and unobservable
market data. Changes in inputs about these factors’ could affect the. reported fair valug:ofthe
embedded derivatives and impact profit or loss (se¢' Note 12).

Thie catryitig value of the defivative liability amounted to £2,048.68 million and $1,406.18 million as
at December 31, 2019 and 2018, respectively.

Recogniziiig deéferred tax assets:

The Parent Conipany reviews thie earrymg Amounts of deferred tax assets at each reportmg date and
reduced to the extent that it is no lenger probable:that sufficient future taxable income will be.
available to. allow a]l or part of the:deferred tax assets to beutilized. Slgmﬁcaut management
Judgment is required to deétermine the amount of deferred tax assets.that car be recognized, based
upon the likely timing and lével of foture taxable profits together with futute tax planning strategies.

Realization of future tax benefit-related to deferred tax:assets is dependenit on the Parent Company’s
ability to generaté future taxable income: dunng the peneds in which they are expected-to-be
recovered. The Patent Company has considered factors in réachinig a conclusion asto-thé amoutt of
deferred tax assets recogmzed as at December 31, 2019 anid 2018. Management believes that the
Parent Company will be able to generate: foture taxable income to allow for the realization of deferred
tax assets.

Based on management’s assessment, the Parent Company recognized deferred tax assets, net of

deferred tax liabilities; amounting to £0.53 million and nil as of Degember 31, 2019'and 2018,
respactively (see Note'16);
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7. Cash and Cash Equivalents
‘This account consists of:
2019 2018
Cash in banks P108,222,231  R172,066438

Cash equivalents 1,730,406,900  1,376.868,907

Cash and cash ﬁequ'ivjaients' ea;‘n--i'ntergst. at thc:__rf;_spgcft"iv_:-_'hank-depp_sit vates. Cash cqu'i_'va:_lents include
shiort-term placements made for varying periods-of up to three menths depending on the immediate-
cash requirements. of the Parent Company and earn interest atthe prevailing-short-term placements.
rates..

Cash and cash-equivalents earn interest at thé prevailing bank deposit :aﬁ:s ranging from 025% to
6.00% in 2019 and 2018, Interest income earned from cash and cash equivalents amounted to
B34 21 million and $23.16 million in 2019 and 2018, tespeciively.

5. Receivables
‘This account consists of:

2019 2018

Dividend receivable (Nofe 14) T P708,002,743. P1,582,594,366

Accrmed interest receivable 466,087 ' —_
Oflier receivable 10,090,301 . 14,983

P718;559;131 #1,582,609,349

Dividend receivable pertains to unpaid cash dividends from LBC Express, Inc. (LBCE), a subsidiary
of thie Paretit- Company, ' "
Accrued interest receivable pertains to the accrudl of interest from' loans receivable fiom Transtech
Co., Ltd. (see Note 10).

Other receivable peitains to the receivable of the Parent Company:from third parties.

Thie Parent' Company’s receivables are expected to be realized and fall due within one year after the
reporting period. '
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6. Prepaym ents and Otlier Carrent Assets

This:account consists of:

. - 2019 2018
Loans receivable (Note 10 and 14) £394,440,205 R
Input value-added tax (VAT) 8,283,5%4. 5,804,480
Prepaid expenses 2,445,094 2,445,094
Creditable withholding taxes (CWTs) 1,376,558 800,326
Deferred input VAT _ 4,269 1,789,582

406,549,720 10,839,482

Less.allowancé for impairment losses. - 798,769
Less.nioneurrent portion (Note 10 and 14) o 388,350,925 -

£18,198,795 £10,040,713

L:0ans teceivablé pertains to receivable of the-Parent Comipany. from Transtech Co., Ltd, and LBCE
(see Note 10 and 14).

Input VAT drises froth.domestic purchases of goods and services and is offset against output tax.
Managemerit believes that the rémaining balance is recoverable in future periods;

Prepald expenses pertam to.advance payment of service fee for cloud subscTiption services
(sec Note 14): The servicefee.is paid at the beginning-of each- quarter

CWTs-are attributable to taxes withheld by the withholding agents which are creditable against the
ncome:tax pa,yab_le,- '

Noncurrent portion pertains to the noncurrent portion of the Parents Company s loans receivable to
Transtech Co., Ltd. (see Note 10) and LBCE (seeNote 14),

* Investment:at fair valne through profit-or Toss (FVPL):
Investment at FVPL represents the Parént Comipany’s investmént in usit investment-trust fund.

Moveément of the investmerit 4t FVPL follow:

_ 2019 2018

Balance at beginning of period. P1,009,832  P290,177,777

Additions " 20,000,000 328,580,000

Redemption (20,000,000) (617,757 777)
Unrealized fair value gain during the year 36,480 9,832
T P1,046,312 F1.009.832

112019 and 2018, the Parent Coitipany recognizéd urirealized fair value gain of $36,480 and £9,332
related.to investment at FVPL, This is presented under “Others - net” of “Other income (expenses) in .
the statéments of comprehensive income.
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8.

Investment in an Associate

On Match 19, 2018, the Parent- Company invested in- ‘Orient Freight Interhational, Inc. (QFH),
‘company involvedin freight forwardlng, warehousing: and customs brokerage businesses operating

within.the Philippines,

“The Parent Company. subseribed to 3,285,714 common shares out of the unissued eapital stock of”
'OFII at a subscription price of P44. 40 per share for a total investment. of B145, 89 million. Oh the
same date, the Parent Company purchased 1,150,000 secondary shares at 6343 per share for a total

consideration of £72.94 million from Rayomar Management, Inc. (RMI). These acquisitions
contribute.a total-ownership of 36% on OFII fora total ¢ost of shares of 2218.83 million,

In relation to the. acqu151tlon of shares, the Parent Company shall.also exeit comintercially reasonable

efforts 1o direct a certain.amount of addltlonal annual recurring logistics:service business to. OFIl fora
period of five years from closing date,

The Parent Company incuired costs directly attribuitable to-the investmient amounting t0.£9.09 million

which was censidered as part of cost of investment.

“Thie Parerit Company’s interest in OFILis accounted for using cost method less any accumulated

impairment in value:

The fair vaiues of the financial information of the Parent Company’s investment in OFI] as-at the date

of acquisition follows:

Cutrent ssefs £499,483,690
Noncurrent assets 107,949,001
‘Current liabilities (207,702,753)
Noncuirent liabilities (33,206,763)
Equity 366,523,175
‘Share in equity - 30%: 109,956,952
Excess of purchase price-over fair value of net agset 108,873,250
Costs directly attributable to the investment 19,086,250
Catrying amount of the investment _ $£227,916,452.

Noimpairinent loss was recognized for the investment.in agsociatein 2019 and 2018.

The simmarized statement of compreliensive income of the associate from J anuiary 1 to:
December 31, 2019 follows:.

Revenue £1,334,969,460.
Cost and expéiises 1,247,787,887
Netincome 87,181,573
‘Other comprehiensive incomie: 1,547 878
Total comprehénsive :inc.'c'mi'e ' $£88,729,451

On June 6, 2019, LBCH: tecognized dividend iricome from OFIL: amountmg to. B15.00 million forifs
30% interest on OFIL
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'9; Imvestment in Subsidiaries

The Parent Company’s investments in subgidiaries: accountéd for under costinethod accounting
adjusted for impairment losses, if'any, and the related percentage of ownership ate shown’ below:

Country of Priticipal | | |
Incirporation gétivities, Ownérship 2019 2018
_ ' Logistics'and: o
T.BC Express; Inc: Philippines money. remittance: 100% P1,384,670,966 B1,384,670,966
United States: Logistics and N
LBC Mund!a[ Coerporation of America “money- refnittance. 100% A61,897.536 =
LBC Express-Airfreight (8) PTE: ; © Logisties' -
LTD. Singapore 100%. 129,013,585 126,013,585
LBC Ausiralia PTY Eimited: Australiz Logistics. 100%. 98,462,863 9R:462,863
'LBC Mabuliay North-America United States Logistics:and o o
Corparatidn ' of America  monsy remittance. 100% 59,894, 46’4 _ -
QuadX Pie. Ltd. Singapore  Digital fogistics: 86% 36, 36,340,659
LBC Mabuhay Remittance Sdn Bhid ‘Brimei ‘Money remittance: 50% 30; 166,598 30,166;598.
' LBC Mabuhay (Malaysta) Sdn Bhd- Malaysid Logistics 93%. 24,682,710 24,682,710
United States Logjsticgand _
LBC Mahithay Hawaii Corporation of Amigrica money remittance 100%. 17,521,686 -
LBC Mabuhay (B) Sda-Bhd _Brunei ~ Laogistics 50% 12,220,413 12,2200413:
Logistics and _ o
LBC Mabuhay Saipan Iic: ‘Saipan  moiey remittance: 100%. 10,782,538 10,782,538
LBC Money Transfer PTY Limited- Australia Money remiltance 100% 10,392,254 10,392,254
Mermaid Co., Ltd Japan . Logistics 100% 16,206,600.
LBC Adtcargo (5) Pte. Ltd Singapore Logistics 100% 7;860,160 ljfj,so'o,lﬁo'
L ' . E-com weband
QUADX Inc Philippines Ibgistics - - 186021400

#72,194,053,032 $1,930,554,146

The Parent-Company, although it owns 3 0% of the voting share of LBC Mabuhay (B) Sdn Bhd and
LBE Mabiihay Remittanice-Sdn Blid; in substance controls said entities since: (a) the activities of the-
subsidiaries-are being conducted on behalf of the Parent Company according to its spemﬁc busmess
need so. that the Parent Company obtains benefits from the subsidiaries’ operations; and (b} the Parent
Company his the declsmn-makmg powers to obtain the majority of the benefits. of the activities of the

subsidiaries.

No-allowarice for impairment loss was recognized in‘the Parént Company’s financial statements.

in-2019 and 2018.

QUADX Ine.

On March 19, 2018; ,through a Deed of Asslgnment LBCE assigned its receivables from

QUADX In¢. to the Parént Company amounting to. B1 86.02'million, On the'same date, the Parerit
Company:and QUADX Inc. entered irito a-Subscription Agreement to subscribe and issue‘a total of
1,860,214 shares of stock of QUADX Inc. through the'conversion of the assigned advances to equity
which: Tepresents 86.11%. ownershlp by flie Parent Company ‘The ificrease-in auttiorized capital stock
of QUADX Inic. wis approved by the SEC on June 14, 2018. QUADX Inc owns and operates e--
conmerce websites-and primarily offers shippmg, re-packmg and consolidation facilities; multi-
payment platforms, and digital services that serves clients'in the Philippines:

‘On May 29, 2019, LBCH sold allits 1,860,214 common shares in QUADX Inc. to LBCE for
£186,021,400 or £100 pet share payable no later than two years from the execution of deed of

absolute sale-of share, subject to any extension as may be agreed in writing by thie parties.
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On Juiy 1, 12019, T.BCE sold all its 1,860,214:common shares 1 iri QUADX Inic. to LBCDC for
P186,021; 400 or#100 per share: payable no later than two years from the date of execution of the
deed of absolute sale of shares.

Overseas Entities S -
All entities. acquired from overseas, except Mermaid Co., Ltd. and QuadX Pte. Ltd,, are‘entities under
common control of the Araneta Family..

Mermaid-Co.. Ltd

On October 31,2019, the Parent Company acquired all 180 shares of Mermaid Co. L:td., for a:total.
purchase prlce of Us $200 000 orP10:21 million; Mermaid operates as a-service for the: shlppmg of
household and other goods: from expatriates living:i in Japan to.their respective homie countries; known:
as'the “Balikbayan Box”. On December 12, 2019, the purchase of Mermaid was- completed tipon
approval of Governmental Authorities of Japan.

LBC Mundial Corporation (LBC Mundial) and. LBC Mabuhay North America Corporation (LBC
North Americd)
Effective ] anuary i, 2019, thé Parént Company’s. purchase of LBC Mundial Corporation and LBC
Mabuhay North Amenca Corporatlon was completed uipon approval by the US: réguldtory bodies.

The Parent Company acquiréd 100% ownership of LBC Mundial-and LBC North America with a
purchase price of US. 36, 864,000.and US $1,136;000, respectively. The total amount of P421.97
miilion are paid in full wh1ch was paid in advarce by the Parent Company in 2018. These companies
‘operateas acargo and:remittance company in California, USA and New Jersey, respectively.

LBC Mabuhay Hawaii Corporation

Effective July 1, 2019, the Parent Company’s; purchase of LBC Mabiuhay: Havvaii- Corporatlon ‘who:
‘Dperates as & cargo and remittarice company in Hawaii, was completed upon thie approval by thie US
regulatory bodies. The Parent Cormpany parchased 1,536,408 shares or: 100% of the total outstanding
shares from LBC Holdings USA: Corporation with a purchiase price of US $3 42 ,000 ot

£17.52 million,

QuiadX Pte. Lid.

On Apnl 4, 2018, the BOD of the Parent Company. approved the acquisition of'86.11%. equlty interest
in QuadX: Pte. Ltd ‘AN entity domiciled in’ Singapore, threugh thefollowing: (a} the purchase of 862-
ordinary shares-of QuadX Pte. Ltd. held by an individual shareholder, at the sale-price of US $1. 00
per share; and (b) the subséription to 85,248 ordinary shares out.of the. unissued. caplta] stock of
QuadX Pte. Ltd. at the subscription price of US $1.00 per share.

On April 23, 2018, the BOD of the Parent Comipany approved the mfusmn of additional capital to
QuadX Pte. Ltd in the amount of £3.1.86 millien for the purpose of partially ﬁnancmg thie-purchase
‘by-the latter of Software Assets.in the. amount o_f $£37.00 million from QUADX Ine¢.

QuadX Pté. Ltd. i$ enigaged in digital logistics businiess,

'LBC Mabuhay Saipar, Ine:

‘On March 7, 2018, the Parent Conipany acqulred 100%. ownershlp of LBC Mabuhay Saipan, Inc.
(LBC Sa1pan) for a total purchase price: of US. $207,652 or #10.80- million.. LBC Saipan operates asa
cargo and remittance Company in Saipan.
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LBC Express Airfreight (8) Pte. Ltd., LBC Aircargo (8) Pte, Ltd.. LBC Money Transfer PTY Limited
-and LBC Australia PTY Limited o ' '

On June 27, 2018 ‘the BOD of thig Parent Company- approved the purchase of shares of various-
overseas entities. ‘On the same date, the following Share Purchase Agreemients. (SPAS) were:executed

by the Parent Company and'Jamal Limited, a transitory-setler, fora’ ‘total purchase price-of
US $4:60 imillion or 245,67 million under the SPAs. Jamal Lirnited, a third party, purchiased these

entities from Advance Global Systers Limited, an entity under comman control, priot to sale to the
‘Parent Company.

Details follow:

o Number 6f Puichase. Primary Place of
Entity Name -shares price  operadon:  business.
LBC Express Airffeight (8) Pte. Ltd. (LBC Singapore) 10,000  $2,413,035 " Cargo  Singapore
LBC Alrcargo {S) Pte. Lid. (LBC Taiwan) 94,901 146,013 Cargo Tajwan.
LBC Monéy Transfer PTY Limited. 10 194,535 Remittance:  Australia

(LBC Austialia Money) '
L.BC Austrilia PTY Limited (LBC Australia Cargo) 223,500 1,843,149 Carge  -Ausiralia’

The tranisfer-of the ownership of the shares and-all rights, titles: and interests thereto-shall‘take place
following the payment of the considerations défined. These éntities‘opetate as 10ngtICS and money
remittance companies on the countries where they dre doniiciled.

LBC Mabuhay (Malaysia} SDN BHD

On August 15,2018, the Parent Comparny approved the acqmsltiou of 92.5% equxty ownership-of
LBC Mabuhay (Malaysw,) SDN BHD (LBC Malaysia) for a total purchasg pnce of US $461,782 or
P24 68 million, LBC Malaysia engagesin the business of courier services in Malaysia;

LBC Mabuhay (B) Sdn Bhd and L.BC Mabuhay Remittarice: Sdn Bhd

On.October 15,2018, the Parent Company aoquired 50%: ownershlp of LBC -Mabuhay Remiittance
Sdn Bhd and LBC Mabiihay (B) Sdn Bhd for total purchase price of US'$557,804 and US'$225,965,
respectwely, gquivalént to P42.39 million. Thesé entities operate as. loglsucs and. money remittance
companies in Brunei, respectively.

Dividend Deglarations of 4 Subsidiary
On November 29, 2019 and December20;, 2018, the BOD. of LBCE approved-the declaration of cash
dividends amounting to 708,00 million and #1,582.59 million, respectively (see Note:13 and 14).

.1'0,

Receivables and Trademark Agreement with Transtech

On September 25, 2019, LBCH extended a’15-year 2.3% interest-bearing loan to Transtech Co. Ltd.
-(Traustech) amounting to $1.80 million. Transtech;an entity mcorporated in Japan, is involved in

freight forwarding, warehousing, and packlng busmess Its services include forwarding of Balikbayan

boxes from Japan-to. the Philippines:

Transtech shiall pay interests on'a quarterly basis. The Loan Agreementidlso Constifiites a pledge by
Transtech on its trademark for the benefit of LBCH, to secure LBCH’s claims to.the répayment of the
loaried amount in-case of default as defined in the Loan Agreément.
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Subsequently, on September 30, 2019, Transtech granted LBCH #n exclusive license to use its

registered trademark subject to 1es ctions; LBCH may, in'its discretion, use the trademark in

combination- with-any text, graphlcs xmark, orany other indication. As consideration for the.
exclusive use of license, LBCH shall pay. royalty of $0.13 million annully.

Tn 2019, LBCH incurred royalty fee.amounting to #1.59 million wherein the related payable Wds.

offset to LBCH’s acciued.interest receivable and loan teceivable from Transtech amounting to

P0.06 million-and ®1,53 million, respectively.

As.of Decernber 31,201 9, the outstanding balance- of the loans receivable-amounted to

$89.82 million, 6. 09 million of which is presented under ‘Prepayment and other current assets’

Tepresenting, short-term portion and the Tong-term portion of B83.73. million is presented under“Other

néncurrent assets’. Interest income” eamed amountedto ?0 53 million i m 2019.

10

Accourits and Other Payables.

This ‘account consists of:.

2019 2018
Accmals
Professional fees £3,502,040 P1,630,308
Duis and subscriptions - 7,599,764
Deferred ontput VAT 2,584,113 579,297
Accountspayable. 294,921 559,109
Output VAT 135,129 927,332
Withholding tax payable 23,674 33,231
Subscription payable - 9,651,375
Other payable g 255,303 255,303

£6,795,180 _P21,235,719

Accrued professional fees relates to audit fees and difectors™ fees. Accrued dues-and subscriptions
pertain to the monthly-acerual.of data. cloud subscription. Accrued taxes include owtput VAT payable
which are setfled monthly.

Deferred output VAT arises from the uncollected receivables from' vatable service fees.

Accousts payable arises from regular transactiong with supphers and service providers: These-are
nominterest-bearing and are-normally settled-on one 16 60-day term.

Withholding tax payable pertains totaxes withheld on payment to suppliers which are Settled on a-
morithly basi.

Subscription payable pertains fo the unpaid subscription to the shares of OFIl which was settled in
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12. Convertible Instrument

This account consists of:

_ _ 2015 2018
Derivative liability S
Balanice at beginning of year P1,406,175427 21,860,373,479
Fair valie 1oss (gain) on derivative 642,506,134 (454,198,052)
IR P2,048,681:561  B1,406,175.427
Bond payable Sy o
Balanice at beginning of year P1,108,417,074 B896,185,039-
Accretion of interest 182,124,669 159,106,145
Unrealized foreign exchange-loss (gain): (45,319,435) 50,577,641
Amomzanon ofi issuance: cost _ - 1,798,750 '2,548:220

P1247, 021 nss P1.108,417,074

On June 20, 2017, the BOD of the Parent Company approved the issuance of convertible nstrimmerit:
The: proceeds:of the issuance of convertible instrument will be used to fund the growth of thé business
of the Parent Company, including capital expendmu‘es and working capital. Accordmgly, on

August 4,72017, the Parent. Company issued, in favor of CP Briks Pté: Ltd (CP Briks), a: seven-yedr
secured convertible instrument in the- aggregate prmmpal amount of US$50.0 million

(R2,518.25 million) convertible-at any time into 192,307, 692 common shares-of the Parent Company
af the option of CP. Briks mmally at #13.00 per share convetsion price; sibject to. adjustraents:and
resetting of conversion price in accordance with the terms and conditions of the instrumient as: follow:

o« effective on thrée years (3) fromrissuance date (the Reset Date) - if the 30-day Trading Day
“Weighted Average Price. (TDWAP) of the Parent Company’s corhunon: shares on the Pnnmpal
‘Market prior to the Reset Date is not higher than the'initial conversion prlce, the conversion
price shall be.adjusted on'the Reset Date to the 30-day TDWAP.prior to Reset Date;

s upon issuance of common shares fora consideration less.than the conversion price in effect -
the conversion price-shall be reduced to the pricé of the new: issuatice;

» iipon subdivision or ‘combination (i.e., stock” dividend, stock. spht recapltallzatlon or
otherwise) < the conversion price in effect shiall bé proportionately reduced or increased; and

« other evénts:or voluntary’ _ac__I_Justment_

The convertible instrument (to the extent that the same hasmot been convetted by CP. Briks as the
holder or by the Parent Campany) is redeemable at the option of CPBriks, commencing on the 30"1
month fromi the issuance date at the redemption price equal to- the prmc:pal amount of the bord plus
‘an iiternal rate 6f 13% (decreasing:to 12%, 11% and 10%on the 4th, 5th. and 6th anniversary: of'the
issuance date, respectively). The agreement 4lso contains redemptionin cash by the Parent Coripany
at aprice. equal to the principal-amount of the’ bond plus an internal rate of 13% (dectéasing to 12%,
11% and 10% on the 4th, 5th and 6th anniversary of the issuance date, respectively) in-case ofa
Change of Control as defined under the-agreernent.

The Parent Company also has: full or: parnal right to convert the shares subjectto various conditions:
inehiding pre- approval of the PSE-of the listing of the conversion: shares and othier conditions to
include closing sal¢ price-and daily trading volume of common shares irading; on the Principal Market
and' upon, plan of offéring, placement of shares of similar: transaction with common share price ata
-Géftain- minimuin share price.
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The convertiblé instrument is.a hyhnd instrument contammg host financial liability ard dérivative
components for the equity conversion and redemiption options. Thig equity conversion and
redemption options were identified as embedded derivatives-and were separated from-the host.
contract.

On October 3, 2017, the Parent Company entered into-a pledge supplement with: CP Briks. ‘whereby
‘the Parent Company constituted in favor of CP Briks a pledge-over all of the Parent Company’s
sharés in: LBCE consisting of 1 ,041,180,504 commaon shares, representing. 100%. of the fotal issned
-and outstanding capital stock of LBCE.

In the event of default, CP Briks may foreclose upen the pledge over LBCE shares asa result of
‘which LBCE shates may be sold via.aiction fo the hxghest ‘bidder. The sale of LBCE shares in such
public:auction shall extinguish the outstariding obligation, whether or not the proceeds.of the:
foreclosure sale are equal to:the:amount of the outstanding obligation. Under the terms of the pledge
agreémient, if LBCE shares are. sold at a priee higher than the amount of the outstanding ebligation;
-any amouit it éxcess of the outstanding 6bligation shall be paid to the-Parent Company.

While CP Briks may participate in the anction of LBCE shares should there be a foreclosure, any
stich foreclosure: of the pledge ver LBCE shares-and any resulting: acqulsmon by CP Briks.of equity
‘interest in LBCE are always subject to the foreign ownership. resttictions applicable to LBCE, which
‘ay not exceed: 40% of the total issued and outstanding capital stock ¢iititled to vote, and 40%of the.
total issued aind ‘outstaridin g capital stock whiether-or not entitled to vote, of LBCE.

Covenants

While the convertible instrument has not yet been redeemed or converted in full, the Parent Company

shall ensure that neither it or its subsidiaries shall incur, create or-permit.to subsist or have

outstanding indebtedness; as defined in‘the: Omnibus Agreement orgnter inté agreement or

-arrangement whereby it is entitledto incur, create or permit to subsist any indebtedness and that the

Parént Company-shall ensure on a consolidated basis that;

a, Total Debt to EBITDA for ary Relevant Period: (12 mionths ending on the Parent Company’s
financial year) shall not-exceed 2,5:1.

b. ‘Theratioof EBITDA to Finance Charges for any Relevant Period shall not be less-than 5.0:1; and

¢, ‘The ratio of Total Debt on €ach relevant date to Shareholder’s Equity for that Relevarit Period
shall be-no mere than 1:1:

The determination and calculation of the foregoing financial ratios are'based on the agreement and
mterpretatlon of relevant parties subject to- the terms of the convertible instrument, The Parent:
Company isin compllance with the above covenants as at December 31,2019, the latest Relevant
Period subsequent to the issuance of the converiible instrumert. Releva.nt period means each period
of twelve {12) months endmg on the last day of the Parent Company s financial year.

In relation to the issuance of the conveitible instrument and following. the entry of CP Briks a5 a
stakeholder in the Parent :Company;_ the Parent Company entered into-the following transactions:.

a, ‘On August4, 2017, LBCE and LBCDC agreed:for LBCE to: discontinue; royalry for the use of
'LBC Marks (see Note 18).

b. ‘Ot various dates, the Parent Company ‘entered into the following transactions for the acquisition
~of ¢ertain overseas entities:

i OnMaréh 7, 2018, the Parent Company acquired 100% ownership of LBC Mabihay Saipan,
Ine. (LBC Sa1pan) foratotal purchase price-of US $207,652 or 10,80 miillion.
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Effective January 1, 2019, the Parent Comipany was granted- thes regulatory approvals-on the
purchase of the fol]owmg entities under LBC. USA Corporation::

.BC Mundial-Cotporation (LBC Mundial) which.operates as-a-cargo and remittance,
Group in California. TheParent Compaily pirchased 4,192, 546 shares or 100% of the
total ‘outstanding: shares-from LBC Holdings USA Corporation.

LBC Mabuhiay Nortli America Corporation (LBC North America) which operates as a-
cargo ang remittance Parent Compaiiy in New Jetsey, The Parent Company purchased
1,605,273 shiares or 100% of the total oufstanding shares from LBC Holdings USA

‘Corporation

Effective:July I, 2019, the-Parent Company’s purchase of LBC Mabuhay Hawaii
Corporation, who operates:as acargo-and remittance company in Hawaii, was completed
upon the-approval by the US regulatory bodies. The Parent Company purchased 1,536,408
shares or 100% of the total outstanding shares from LBC Holdings USA Corporatlon

On hirie’27, 2018, the BOD of the Parent Company approved the purchaseof shares of some
overseas enfities. The acqulsltlon 18 expected to benefit the Parent Company by contnbutmg
to its global revenue stréams. On the same date, the SPAs were executed by the Group and
Jamal Limited, as follow:

LBC Aireargo (SY PTE. LTD. which operates.as a ¢argo branch in Taiwen. The: Parent
‘Company.purchased 94,901 shares or 100% of the’ total outstanding shares of the

-acquireg at a purchase price | of US $146 013;

LBC Money Transfer PTY: Limited ‘which. operates as.a Temittance company in Australia,
The Parent Company purchased 10 shares or 100% of the total outstanding shares of the
acquireeat a purchase price of US $194,535;

LBC Express Airfreight (S) PTE. LTD: which operates as a cargo company in Singapore:
The Parent Company purchased 10,000 shares or 100% of the fotal. outstaudmg shares of
the acquireeat: apurchase price of US$2,415,035; and

LBC Australia PTY Limited which operates ‘as:a: cargo company. in Australia. The Parent
Company purchased 223,500 shares or 100% of the total outstanding shares of the
aequiree at-a purchase price of US $1,843,149.

OnAugust 15; 2018, the Parent Company épproved the: acqmsmon of 92:5%. equity”
ownership of LBC Mabuhay (Malaysia) SDN BHD (LBC Malaysia) for a total purchase.
price-of $461,782 or B24.68 million,

On October 15, 2018, the Parent Compény acquired the following overseas. entities:
a,

LBC Mabuhay Remittance: Sdn, Bhd. which operates as a remittance company in Brunei.
The, Parent: Company purchased one (1) share which represents 50% equity i interest at the
subscription price:of US $557, 804 per-share.

- LBC Mabuhay (B). SDN BHD which operates.as a cargo company in Brunet. ' The Parefit’

Company acquired. 50%-of LBC Mabuhay (B) SDN'BHD for a total purchase price of US
$225,965.

The documentation requirements for the acquisition of the remaining overseas entity is still in:
process.

Upon completion of the acquisitions discussed in (i) to-(vi) above, the Parent Company: will have
acquired equity interests in-twelve overseas entities which are afﬁhated to the Parent Company
and LBCDC. 1n accordance with the directions from LBCDC, the Parent Company intends:to:
complete the acquisition 'of the rémaifiing overseas entity in 2020, after which the Parent.
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Company expects:(on the basis of LBCDC'’s thaniféstations) settlement by LBCDC of all of ifs

obligations to'the Parent Company, except for the assigried receivables from: QUADX Trié. which:
will be settled based on dgreed terms. As at report date; LBCDC has not settled ifs obligations:to-
the Parent Company-pending completion of acquisition of the remaining overseas entity.

If af event of defairlt shall have-oecurred and be continuing, CP Briks may require the Parent.

Company to redeem all or any portion of the convertible instrument, provided that CP Briks provides
‘writterr notice to-the Parent Company within the.applicable period. Each portion of the: convertible
‘instrument subject o redemption shall be redeemed by the Parent Company-at price‘equal t0.100% of

the conversion amount plus an internal rate of retiin (IRR) equal to 16% (inclusive of applicable tax,
which shall be for the account of CPBriks).

13,

Equity’

Capital Stock

As at December 31, 2019 and 2018, tlie details of the Parent Company’s comnmon shares follow:

Number of
~ Shares of Stocks Amaotint

Capital stock - 21 par value L
Authorized - 2,000,000,000  £2,000,000,000
Issued and outstanding: 1,425,865:471 1,425,865,471

Retained Earitings

On September 12, 2019, the BOD of LBCH approved thie declaration of cash dividends amounting to
P356.47 million.

On February 8, 2019 and November 4, 2019, through a Memorandum of Agreement; LBCDC
assigned to LBCH a portion of'its payable to LBCE amounting to- 222937 million and

P263.92 million, respectively. OnMarch:18, 2019, LBCE paid stockholders of LBCH amounting to
$11.82 million. The sainé ainiounts were offsét against the dividends payable of LBCE to LBCH
(seeNote 18). ” |

On December 20, 2018; the BOD of LBCH approved the declaration of cash dividends amounting to
B285.17 -millioh. '

14,

Related Party Transactions

In the normal course of business, the Parent Company transacts with related parties consisting.of its:
ulfimate parent cotnpany, its subsidiary and its stockbolder and officer. . Affiliates include those
entities in-which the owners of the Parent Company have ownership interests: These transactions
include loans, cash advances, dividends and dues and subseription. Except as otherwise indicated, the
outstanding accounts withirelated parties shall be'settled in cash. The transactions are:made at terms.
and pricesagreed npon by the parties.
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Details of related party transactions and balanceés as at and for the years ended December 31, 2019

and 2018 are as-follow:

_ 2019 _ _
Amount/Volume ‘Receivable ‘Terms. ‘Conditions
Subsididgry
' _' ~Non-intérest bedring; Unsecured,
a) Service fee #30,872,114 ¥19,956,615 ‘due.and demandsble: 10 imgaimiert
R Non-interest bearing; - Unsecured,
b.) Cash.advances 135,000,000 135,000,000 e and demandable “no jinpairment
) o 'Nun interest bearing; Unsecured,
c.). Disposal of subsidiary 186,021,460 186,021,460 _ dermanidable: g impiirment
d). Diividends earned ‘and o -:Non-mtcrestbeanng. Unsecured, no
 recéivibie 708,002,743, 708,002,743 due-and demandable- impa:rment
&) Loanrecéivable- currént: . . - Interesthearing; Ungeciréd, no
“portion 35,600,000 35,600,000 fixed quarterly payments:. ﬁnpmrmeﬂt
o . o " Interest bearing; Unsecured, no
Interest-income 8,338:686" 421,620 dize and-demandable. impdirmient
Officers/beneficial owners ) _
’ ; Noti-interest bearing: Unsécured;
£, Advances 28,424,682 28,424,682 due-dnd-demandable no‘impairment
Associale
£) Dividends eamed and: o Non-interest bedring:. Unisecured, £io
-Téiceivable 15,000:000, - due.and demandable. impairment _
P1;113:427.060- )
Dug-from.a rélated party:
€.} Loan recewable— noncurrent: lnterest bearlng, U'n_secured'._ ne
périion B304,623,325" P304;623,325  fsed quarerly paymeiits. nmipadimueni
Diue 4o related parties )
_ o Non-interest hearing;;
‘h.} Dividends declared. - R356,466,368 214,775,250 ‘diie:and demandable: Unsecuréd
Nosi-interesi bearing:
Officer (Advinees) = 43741 ‘dite and demanidsble. Unseciitad
' ' #14,818,991 '
2018
_AmoiintVolume Receivable “Fenns ‘Conditions’
Duefrom z related party
Siibsidiony o o _
S Nen-interest bearing: Unsecured,
) Service fee P29.926:719 B2,548,124 ( d-:dcmandable-_ ne lmpameut-
d ] Dlvadends eamed-and ) Non-interest bearing; ZUnsccurcd il
rccclvable ’ _ 1,582.594,366 1;582,594,366 due and derpandalile’ impairment:
i} Advances foracquisition of L L Mon-interest bearing: Utisecured,
‘shiatek 439,823 608 -439.823.608 due and demandable - 10 lmpamncnt'
“PEN24 966,098
Dué.to related parties
o o o _ Nori-interest bearing;
'h_-.:j_ Dividends declared P285,173;094 B285.175:094 duéand demandable ‘Unsecored
Aﬂilfare - under-common confrol )
) Non-interest bearing:
.y Advances 221,323 221,323 due and-demandatie’ Unsecired
‘Non-tnteresi:bearing’. _
Officer:(Advances) - 45448 ‘diig and demandable: Unsecured:
- P285.439.865

ay On June 30; 2017, LBCH signed an’ agreemient with SAP Phlhppmes ne. to-acquire cloud
setvices named HANA. Enterprise Cloud for Production with Subscription Software. ( “HEC
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Subscription™) for 60 months commencing on-August 1 2017 and etiding on Jily 31,2022
Subsequently, ina Memorandum of Agreeément; LBCH ‘gave LBCE the right to-use the HEC
Subscription and in‘torn- shall pay LBCH a service fee equivalent to cost plus margin of five
percent (5%). Theservice fee shall b paid at the beginning of each quarter, The mark-up will
also be applied for any cost of consultangy services that will arise during the period of the
subscription.

b.) In December2019, the Parent Company madeadvances to LBCE to finance its working capital
requirements. These advances:are non-interest bearing and payable on démand;

«c:) OnMay 29,2019, LBCH §old all its 1,860,214 comrion: shares‘in QUADX inc: to LBCE for
P186,021,400 or P100 per share payable no:later. than tiwo years from the execution of deed of
_absolute sale of share, subject to.any- extension as may be agreed in writing by the parties;

-d.y LBCH tecognized dividend iricome from LBCE amountmg t6:270%.00 millivn in 2019 and
£1,582,59 million in 2018. On February 8, 2019 and Novernbér4, 2019; through 4 Memorandin
of Agreement, 1L,BCDC asmgned to LLBCH a portion of its.payable to LBCE. amotnting to
P229:37 millior and 2263 .92 million, respectively. On March 18; 2019, LBCE pald stockholders.
of LBCH amounting to ®11.82 million. Thesame amounts were offset against the dividends
pay__able of LBCE to. LRCH.

-€.) ‘On April 29,2019, LBCH enteréd into 2 loan agreenient with LBCE amsunting to
£183.38 million at 4% interest per annum: Additional Toans were grarited to LBCE i in the
followmg months daed June 3, 2019.and July 22, 20 19 amounting to 291,69 million-and
#£80.93 million, respectwely, with quarterly principal payments’ and: monthly interest payments at
4% per annum. .As.of Deceinber 31,2019, total outstandmg loans receivable amounted to:
$340.22 million, £304.62 million of which is presented as noficurrent under “Other noncurrent
assets”, Interest income: earned from loans receivable amounted to P8.34 million in 2019 of
which#0.42 million is. still unpaid..

f.) The Parent Company regularly makes advances to and from related parties to finance working
capital requirements and as ‘patt of their cost reimbursements-arrangement. These unsecured
advances are mon-interest bearing and payable on demand,

g) OnJune 6, 2019, LBCH recognized dividend income:from OFII amounting to #15.00: million for
‘its 30% iriterest on OFIL.

h) On September 12, 2019, the BOD-of LBCH approved de¢laration of cash dividends amountingto
£356.47 million, in which 301,49 million is payable-to. LBCDC and remaining. amount of
$54.97 million s payable to the Parent Company’s minority shareholders: In.2019, the Parent
‘Company fully paidits dividends payable:to its minority shareholder.

On February 8, 2019 and November 4, 2019, througha Memorandum of Agreement, LBCDC
-assighed t6 LBCH'a portion ofits payable to LBCE: amountmg to $229. 37 million and £263.92
miltion, respectively. The total amount of £493.29 million ‘was offset agamst the Parent
Company’s dividend payable to LBCDC. Also, inMarch 2019; LBCE paid LBCDC in behalf of -
LBCH amounting to #£11.82 million. Moreover, in. ‘Noverber 2019; LBCH pald LBDC in cash
amounting to #22.80 million, - As'of Déceniber 31, 2019 the Temajning dividend payable 10
LBDC amounted to.R14,78 million,

i.) “This ma’inly---t‘:‘.ons'ism of advances to sibsidiaries for docimientary stamp taxes and professional
fees related to issuance of new shares:
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j2° On March 7, 2018, the BOD of the Pareit Company-approved the purchase of shates of the
entities under LBC Express Holdirigs USA Corporation. The acquisition is expected to-benefit
the Parent. Company by contributing to its global revenue streams. On the same date, the share:
‘purchase:agreements.{SPA) were executed by the Parent Company and LBC Express Holdings
'USA Corporation with-a total 'share: purchase price amounting to US. $8.34 million, subject to-
‘Certain closing condiiens. The transfer of the ownership of the shares and all nghts titles:and
Ainterests thereto.shall take place following the paymerit of the consideration defined and shall be
‘subject’to the necessary. approvals of the US regulatory bodies that oversee and/or regulate the
'-Compames On various dates in 2019, the Parent Company was granied the regulatory approvals
on the purchase 6f LBC Mundial Corporatmn, LBC Mabuhay North America Corporation and
LBC Mabuhay Hawaii Corporation (see Note 9).

The Parent Company’s key management-personnel are employed by LBCE. Assuch, the:
cornpensation arid other benefits of key management personne] are tecorded in the books of LBCE,

Aside:from requlred approval of related party transactions exglicitly stated in the Corporation Code,
tlie Parent: Cormpany has established its own related party transaction policy stating thatany related.
party transaction involving amouit or vahig gréater than 10% of the Parent Compaiiy’s-total:
consolidated assets are deemed “Materia] Related Party Ttansactions’. Such transactions shall be
reviewed by the Related Party Transaction Committee (RPTC) prior foits endorsement for the
Board’s Approval. Moreover, any related party transaction involving less:than: 10% ofithe Group's
total assets will be submiited to the Presidentand CEO for review:

15. ‘Operating Expenses
This a¢ccount consists.of:
- 2019 2018 .
Dues and subscriptions- P29,341,123 $28,346,180
‘Professional fees 14,768,737 13,092,833
Taxes-and licenses. 3,738,016 769,644
Royalty fees 1,585,750, —
Qutside services. :6'40;_'_43'5 3,720,893
Others- . . 1,613,116 2,084,109
P51.687,177 P48,013,659-
Others comprise mainly of bank and finance charges and other administrative expenses.
16. Income Taxes

Provision. for (benefit from) income tax consists of:

_ | __ 2019 2018
Current $207,984 £28,504
Deferred (5:329,769) 4,796,731

(B5,121,785) P4,825235

The provision for current tax represents MCIT in.2019-and 2018.
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Details of the Parent Cotnpany’s net déeferred tax asset -(:-liabi]'j"tfy")_g.;-as-frj f December 31, 2019:and

2018 follow:

2019

2018

Deferred tax assets arising from:

Allowance for impairment losses on::
Propeity and ¢quipment
Inventones
Receivables
Other cutrent assets

NOLCO

MCIT

$3,509,738
2,143,781
567 078
239,630
16,328,168
248,063

P3,509,738
2,143,781
567,078
239,630
15,117,586
40,079

23,536,458

21,617,892

Deferred tax liabilities arising from:
Unrealized: foreign: exchange gains
Othérs

(20,530,139).
(2:473,281),

(23,401,717)
(3.012,906)

123,003.420)

(26,414,623)

P533,038.

(P4,796,731)

In 2019.and 2018, the Parent- Company recogmzed deferred tax assets which were applied against the

deferred tax: llablhtles

There were no unrecognized deférred tax assets-as of December 31, 2019-and 2018.

The réconciliation of'the income tax oi pretax incoriie. computed at theé. statutory-rate 16 income tax

-expérise attributable to operations.is-as follows;

2019

2018

Tiicome tax at the slatutory income tax rate

Tax effects of the items not:subject to statitory rate: o _
Nontaxable income. (227,194,354)
Movement in uniecognized deferred tax asset. -
Expired NOLCO. 1,873,476’
Nondeductible experise 247,389,241

(#27,190,148)

592,602,876

(619,161,240)

(18,953,595)
2,353,325
47,983,869

(B5,121,785)

PAR25235

“The NOLCO thaf can be claimed as deductions from future taxable income and excess MCIT over

_RCIT that can be credited against future tax hablhty follows:

NOECO

Year Incurred

Amount

Used

Expired. Balance

2019
2018
2017
2016

17,993,197

6,244,919

Expiry Date

2022
2021

2019

P-  P11,946,859
17,993,197

~— 26,153,838
6,244,919

£62,338,813

— P6,244,919

¥56,093,394
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Year Incurred Amount Used Expired Balance Expiry Date
2019 ¥207,984 ?—' I -?20_7?98'4 _12022
2018 28,504 B B~ P854 2021
2017 11,575 — - 11,575 2020

$248,063 P P-  P248,063

Republic Act (RA) No.10963 or the Tax Reform for Acceleration and Inclusion Act (TRAIN) was,

signed into law on'December 19;2017 and took effect January 1, 2018, making, the new tax law

enacted as of the teporting date: -Although the TRAIN. changes éxisting tax law and includes séveral

provisions that will:generally- affect businesses on a-prospective basis, the management assessed that
the same will not-have any significant lmpact on the financial statement balances as of the reporting
.date.

17..

Financial Risk Management Objectives and Policies

‘The Parent Company hias various financial assets such:as:cashand cash ‘equivalents, receivables,
loaiig receivable, prépayment and other ciirrents assets, due from related parties and-investment at

FVPL.

‘The Parent Company’s financial liabilities comprise of accounts and other-payables; due-to telated
parties; derivative Jiability and bond payable. Thé miain purpose of these-financial liabilities is to
Tinancé the Parent Company’s operations.

‘The useof derivative financial instruments, if any, is solely for management of the Parent Company’s.
financial risk exposures. It is-the Parent Cotnpany’s policy not to enter iito- derivative transatctions

for:speculative purposes;

Thie main isks: arnsing from the Parent Company’s financial instrumens ae price risk, interest rate

tisk, foreign currency risk, credit risk and liquidity risk. The BOD teviews and approves policies for
managmg each of these risks which are summatized as-follows:

Price yisk
The Parent Company: closely monitors the prices: of its eqmty securities as well as macroeconomic

and entity specific-factors which could directly orindirectly affect the prices of these instruments. In

case of an. expected decline in'its portfolic of eqmty securities, the Parent Company readily disposes

.or trades the securities for replacemert with more viable and less tisky invesiments.

'Such investment secutities are subject to price risk due to changes i m market values of instruments
-ansing-either from factors specific to individual mstruments or theirissuers, or factors affectlng all
‘instruinents traded in the market.

The following table shows the-effect on other-comprehensive income should the change in the net

asset value (NAV).of the quoted equitysecutities ocour a8 at December 31,2019 and 2018 with all

other variables held constant:

Effect on other comprehensive income-

Change in NAV 2019 2018
+5.00% P52,316 $50/492
5.00% (52;316) 150,492)
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“The Parerit Company is also exposed to equity pricesisk in‘the fair value of the derivative liability:
-due to the embeédded equity conversion feature. Furthermore, the derivative liability has an “in the-
‘money” redemption. option with & minimum rate of return at a given point in time in the future- which:
makes the embedded conversion feature value close to-zere ornil. Hence, the impact of the changes
in the share price in the valuation of the derivative liability is minimal.

Initerest rdte visk and credit spi’ead sensitivity analysis

Except for thé credit-spread used in the valuation of the eonvertible tedeemable bond; the Parent
Company is:not mgmﬁcantly exposed to-interest-rate risk as the Parent Company’s 1nterest rate-on its
cash and cash-équivalents is fixed. The Parént Company follows a prudent policy on managing its
-assets-and lidbilifiés so as to-etisure that exposure to fluctuations in intefest rates are kept ‘within.
acceptable limits.

~The value of the Parent Company 's conveitible redeemable bond is driven primarily by two-risk
factors: underlying stock prices-and interest rates, Interestrates:are drivén by using: risk-fre¢ rate;
which is:a market observable inpuf, and, credit: spread, which is not based on- observable market data.
The following table demonstrates the sensitivity to a reasonably possible change in credit spread, with
all- other variables held constant, on the fair value of thie Parent Company’s: embedded conversion.
option of the convertible redeemable bond.

Effect in fair value

_ 2019 2018
Credit:spread +1% P57,452,852  £58,315,936
Credit spread -1% (60,301,921)  (63,189,129)

Foreign currency risk

Foreign currency risk is the risk thiat-the fiiture cash flows of financial assets and financial liabilities
will fluctuate becausé of chin ges.in forelgn exchangeratés. The Parent. Company s ‘exposure to the
risk-of changes in foreign exchange rates relates to the loan receivable and boiid payable denominated
in US Dollar:

Informaticn of the Parent Company’s foreign curréncy-denominated monetary-asset and lability
-recorded under loan: receivable and bond payable, respectwely, in the statements of financial position
and its: Ph_ll_lp_pmc Peso equ:v_alents as at December 31, 2019 follow:

2019

Forelgn CUrrency Peso equlvalent
Asset?
US Dollars 1,770,000  P89,809,800
Liability:
US Dellars 24,737,217y (1,255,166,391)
Thetranslation-exclidnge rateviséd was B30 74 46 USD I as.at. Peceniber 31, 2018,

. 2018 _
] _Foreign:currency  Peso-equivalent
L‘iabi'li_.ty: = — —
'US D't)lla"'rs (2 1,213,491) (B1,11 8_;460;_095)_
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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 Parent Company s income-before tax (dueto. changes m
the fair value of: monetary liability).

Increase (decrease)

Reasonably Possible. change in foreign exchange rate in income before tax )
for- every two.units of Philippine Péso L 2019 2018

B2 (P45,934,434)  (B42,426,982)

{2) 45,934,434 42,426,982

Thergis no ‘impact on-the Parent Company 's-equity other than those already-affécting profit or loss.
“Thi movement in sénsitivity analysis. is derived from ¢urrent 6bsérvations on fluctuationsin US
Dollarclosing éxchange rates.

The Parent Company enters into shott-term foreign currency forwards, ifneeded, to-manage its
foreign currency risk from foreign cuirrency denominated transactions:

Credit risk |
Credit risk is the risk-that counterparty: will not meet its. obligation under a-financial asset or finaneial

liability:or ciistormer contract, leading to-a firiancial loss.

‘Receivable bal’an‘ccs are_"-moni'tore;_i:-on an-ongoing basis with:the result t'hatj_"ﬂje'fPa_rcnf-C:Ompany"-_’S-
exposure to bad debts is not significant:

As for the cash in banks-and cash equivalents, the maximum exposure to credit risk from these
financial assets arise-fromm the default-of the cointerparty: with a maximuin exposure equal to their
carrymg amounts,

Aginganalysis.of loans.and receivables

As at-December 31, 2019 and 2018, the aging analysis of loaris and teceivables follow:

2019
Neither past Past due but not impaired
dire-nor 30-68 60-90 ‘Over.

Total impaiféd: days’ “days. 90:-days:  Imjpaired.

‘Cash and-cash equivalents B1,838;629,131 #£1,838,62%,131 5 B B P
-Receivables 718,559,131 718,559,131 - - - -

‘Prépayment and othet B _ o
curenitassets 6,089,280 6,689,280 - = - -
Loars receivable- 388,350,925 388,350,925 - - - -
-Dug-from felated parties 405,424,317 405,424,317 = = = =
Irivestment.at FVPL, . :1,048312 1,046,312 - - - =
' £3,358,099;096  ¥3,358,099,096. B P I -
2018
‘Neither past Past due butnotimpaired
dugfior  30-60. 60-90 Over

‘“Tatal impaired. days days. 90 days Impaired
‘Cash and cash equivalents - 1;548,935;345 ®1,548,935,345 E Ead B TR
Receivables 1,582,609:349  1.582,609.349 - = - -
Dree from related parties. 4413687 2548124 - - = 1,865,563
Investment at FVPL . 1,009,832 1.009:832 - - - -
£3,136,968213. . 23,135,102,650 P B B P1,865,563
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The credit quality of the financial asséts was detefmined ‘as follows:

Cash in banks anid short-tern tine: deposits are; deposnedfplaced in banks that are stable:as they
qualify either as universal :or commercial banks. ‘Universal-and commercial bariks represent the
largest smgle group, resource-wide, of financial institutions. in the country the Parent Company is
operating. They: offer the widest variety of bank:ng services among financial institutions., These
firiancial asséts are classified.as ki gh grade due to the éonfiterparties’ low probability of msolvency

Except for those receivables provided with allowance in previous years, presented as impaired,
teceivables are considered high grade due to thé Parent Company’s positive collection experience.

Hi gh grade dccounts are considered to be of thh credit rating value. The: counterpartles have avery-
remoté likelihood of default.

Medium grade accounts are active -acco_unf_s ‘with minimal instances of payment default, due to _
collection. issues. These-accounts:are typically fiot impaired as the counterparties generally respond
to the Parent Company’s collection efforts‘and update payments accordingly.

Low grade aecounts pertain to accounts: awhich have impairment based on historical trend or
customer’s unfavorable operating conditions. :Accounts under this group: show posmble or-actual logs.
to the Parent Company as a resuli of default in payiientof the counterparty despite the regular
follow-uip actiofis and extended payment terms,

The tables below show the credit quality-of the Parent- Company’s financial assets:

2019
High Grade  Medium Griade. ~ Low Grade Total
Cashiin banks zind cash equivalents  P1,838,629,131 B- F—  P1,838,629;131
Recgivables 718:559,131: - - 718,559,131
-Prepayments atid-othet current, _ .
-assets 6,089,280 - - 6,089,280
Loauseceivable 388,350,925 - ~ 388350925
Due fromrelated parties 405424317 - - 405,424,317
Investment at FYPL. 1.046312 — - 1,046 312
-$3,358,099,096 B P-  P3,358,090,096
. . 2018
HighGrade _ Medium Grade. ‘Low Grade. Total
‘Cash in'banks and cash equivalents  P1,548,935,345 P $-  P1,548,935,345
Receivables 1,582,609,349 - o - 1,582,609,349
‘Due from related parties: 2,548,124 — 1,865,563 4,413,687
Investmient at EVPL 1,009,832 — = 1,009,832
3,135,102,650. oo R1865,563 B3,136.968,213
Liquidity.risk

Liquidity risk is the risk that an entity will encounter difficulty in raising funds to meet commitments
associated with financial assets and financial liabilities. Liquidity risk fay result from either the
inability to sell financial-assets quickly-at their fair values; or the counterparty fafling on repayment of
a.contractual: obhganon or mablhty to generate cash inflows as antlmpated

The Parent Company has.a policy of regularly monitoring its cash position to ensure that maturing
liabilities will be adeqiiately met.
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Priident. hquldlty tisk management 1mphcs maintaining sufficient cash, the. availability of fundmg
through an adequate amount of committed credit facilities and the:ability to close out tharket
positions. Management believes that cash: generated from operations is sufficient to meet daily
working capital-reguiremients.

The following table:summarizes-the maturity profile of the Parenit. Company s-financial assets and
financial liabilities as at December 31, 2019 and 2018 based on remainin g contractual. undxscounted

collections and payments:

2019

Dueinless than

Dugé in more

‘Drie year ‘than one year-.. Total .
Financial assets
Cash and eash equivalents.
Cash.in. banks P108,222,231 P 108,222,231
Cash equivalents 1,730,406,900 - 1,730,406,900
‘Receivables 718,559,131 = 718,559,131
'Prepayments and othef current assets 6;089,280* - 6,089,280
Loans feceivable - 388,350,925 388,350,925
Dueé from related. paities 405,424,317 — 405,424,317
Investment at FVPL 1,046,312 — 1,046,312
- P2.969,748,171 £388,350,925  $3,358,099,096
Financial fiabilities
Accounts-and-othet payables. P4,052,264 2= 4,052,264
.Die torrelated parties 14,818;991 - 14,818,911
Derivitive liability: - 2,048,681,561 2,048,681,561
- Bond pavable = 2,893,079,676' 2,893,079,676
$18,871,255  P4,941,761;237  $4,960,632,492

*Current portion is-classified under Prepayntents and other current assets-and Due from velated parties,

2018
Due in less than " Dug ir-more:
one year thar ‘one year -Total
‘Financial assets
Cash.and cash equivalents
Cash in banks FI?Z 066, 438 o
‘Cash equivalents. 1,376,868,907 - : 8,
Rccewables 1,582,609,349 - 1 582, 609 349
Due from related parties 2,548,124 - 2,548,124
Investment at FVPL 1; 009 832 - 1,009.832
- B3,135,102,650 B $£3,135,102,650
Financial liabilities
_Accounts and other’ payables ‘P19:695,859 P £19,695,859
D¢ torelated partles ' 285,439,865 - 285,439,865
Derivative llablhty ' - 1,406,175,427 1,406,175,427
"Bond payable- — 3:535,585,810 3,535,585.810
£305,135,724  P4,941,761,237  P5,246,896.961
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'Capital Management
-Generally, the primary: Ob]ectwe of the Parent Cotmpany’s capital maniagemerit is fo. énsure that it

continuously strives-and maintains a'strong credit standing and healthy capital ratios in order to
‘sappott its business.and maximize shareholders” vilue..

Ti ght of changes in the busmess and general economic condltlons To mamtaln or: adjust the capltal
strizcture; the: Parent Company may adjust dividend payrmentto- shareholders, return capital to.

sharehiolders or issué new shares,

No-changes were made inthe Parent Comparny’s objectives, policies or processes-as at December: 31,

2019 and 2018. The Parent Company is not.subject to externally imposed capital requifements,

The capital that the Parent Company manages is equal to-thie total equity as showri in the statemeénts.

of financial position at Décember 31, 2019 and 2018 amouniing to B2,475.39 million ad
$2,917.37 million, respectively.

8.

Fair Values and Oﬂ'éetﬁng -Arrangcments_

The methods arid assumptions used by the Parént:Company in estimating the-fair value of the
financial instruments -are ‘as follows:

The caiTying amounts of cash and cash equivalents, receivablés, loans réceivable, due from/to related.
partiés atid accounts and other payables approxunate their fair value These financial instruments are
relatively short-term in nature except for-loans receivable,

The fait value of the 'Unquote.d unit "iﬁveSttﬁén'tlImst fund is based on the published net asset value per
unit as of reporting date and is undgr the Level 2 category,

The ‘estiniated fair value of derivative liability-as at Decembet 31, 2019 is baséd on an:indiréct
methiod of vatuing multiple embedded derivatives. This valuatlon techinigue using binomial pyramid
mode] uses stock prices and stoek: price. valatlhty ‘Thisvaluation method: compares the fair value.of
the: opt:ton-free instrument against the fair valie of the. hybrid convertible instrument. The: differerice
of the fair values is assigned as the value of the embedded derivatives:

The significant unobservable input in the fair value is'the stock pnce volatility-of 15:97%in 2019.
A 5% increase (5% decrease) in the stock price volatility would net materially affect the fair value of
the derivative liability:

The' plain bond is détermined by discounting the cash flows, which is-simply the prificipal at. maturity,
using discount rate of 3,36%. The discount rate is.composed of the matched to maturity risk free rate
and the. optlon adjusted spread (OAS)0f 12%.

Fair Value Hierarchy

The Parent Company uses the following hierarchy for determining and dlsclosmg the fair value of

financial fnstruments by valuation. techmque

Level 1:  quoted (uhadjusted) prices in active markets fot identical assets ot liabilities

Level2:  other techniques for-which all inputs which have-a significant effect on the recorded fair
value are observable, either directly. or indirectly

Level 3+ techiniques which use inputs which-have a significant effect on the recorded fair value that
are not based on observable-market data

RO
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Thié quantitative disclosures on fair value measurément hierarchy for assets:dnd liabilities as-at
December 31, 2019 follow:

_ 2019
Fair value mieasnreménts. using

Quuted pru.:es in

Attive markets -Signifieant Signtfieant
Carrving’ “for identical ‘observable  ‘unobservable
values: ‘Tatal  sssets (Level 1) inputs{Levél.2) inpuis {Level 3)
Assets measured st fair vaiue: . _ . : _ . i
Unqisated unit inyestment trusy fidd. B1,046.312 21,046,312 E P1,046312 -
Liahilities mes ved at fair valuc o o
TDerivative Tiability 2,048,681,561  2,043,681,561 - — 2,048,681,561
Ltakilities for which fair valueare o I
© disclosed ' o _ _ o
Bond Fayable 1247.020,088°  1,350,898,104: - = 1,356,598,104
2018
. Fair value measurements using
Quoted prices in Significant )
Activé.markets- -uhservable Significant
Carrying, for Identical inputs unobservable
valies. “Totd]  asscts{Level 1)- Levil 2) Inputs {Lovel 3)
Assels measured at fajt value ' '
Unguotedudit investment frust fand B1.009.832- JRLODYR32 B “P1.009;832 P
Llabllme% measured at fair value, S ) ) _
Derivative liahiliry 1.406,175427  1,406,175.427 - - 1:406,175,427
Lisbilities for which Fair valii #re ' ' ' R
. disclosed
Bond.Payable 1108417074 1,104307,001 - - 1104307001

During the years ended December 31, 2019 and 2018, there were ho-transfers between Level 1 and
Level 2 fair value measurements and no transfers into'and out.6f Level 3 fair value meéasirements.

Offsetting of Financial Instruments
Financial assets and labilities ar¢ offset and thie net amount: repotted in the statements of firiancial

position where the Parent Company turrently has alegally enforceable right to set-off the recogmzed
amounts and there is-an intention to settle on a niet basis or realize the netasset settles the liability
slm_u_lt_aneo_usly.

The table represents the recognized financial instruments that are:offset as at December 31, 2019
(nﬂ in 2018) and shows in-the *Net’ column. is-the net impact on the Parent: Company’s staterments.of
fi nanclal positioti a8 a result-of the offsetting rights.

Diecembver-31, 2019
Dividerid Offsétting Gross aniount Offsetting Cash recmpt _ Cash paid Net amount
Dividends receivable  B2,305,597,100  @505,113,775) (P1,002,480,591) B PT08,002,743
Dividends payable (641,639462) 505,113,775 - 121,750,437 (14,775,250)-
o g . _ December 31,2619 .

Rayaity Offetting Gross Amount- Qffsetting  Cash received -Cash paid Net Amount
Loarts receivable B91339,200  @1;522,320), P- P~ P89,816,850
Atcrued iriterést- o o o

“receivable 529517 {63,430y - = 466,087
Royalty payable“' A1,585,750) 1,588,758 - - =
m o

inchided under accoimts and dther- pambfes

The-Parent Company’s dividends payable to LBCDC has been offset against'the dividends receivable
from LBCE.
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The Parent Company’s royalty payable has'been offset against loan receivable and interest recgivable

from Transtech

19.

Note to:Statement of Cash Flows:
In 2019, the Parent Company: has the following non-cash transactions under:

Investing Activities

a.) Uncollected selling price for the sale of QuadX, Inc. amounting to 186.02 million.

b.) Apphcatron of advances for future subscription amounting to P439.82 million upon approval of
us: regulatory bodies o thie purchase-of LBC Mundal Corporatlon LBC Mabuhay North
America Corporation and LBC Mabuliay Hawaii Corporation.

¢) Offsetting of dividends receivable and dividends payable amounting to®505.11 million,

Finiancing Activities.
Details of the movernent in cash flows from financing activities are as follows:.

L _ Farcign
December 31, o . vidends L ‘exchiange Fait vlliie.  Dgezmber.31;

; ) ) 20J8 Cash Flows Inferest declared ‘Offsetiing mpvement : -changes' 21]19 )
Cenvenihle:bond ’ i N
. {bond and - C : : o e
decivative lability) ~B2,514.592,501 B BRI I23419 B P (P45.319.435) RA42:506.134: F3295.702:619
Bruc:to related partics. 1 - - = (222,490) {54, - 43741

Dividends payablc: 285, m 094 (121.750.437) - _356456:368  (505,113,775) - = ‘14.775.25G

Total liabilities from . . L o _ e ) . o
financing; ;u;twmes?" Eﬂﬂ 033.366- (BI31.750.437) - R183.923.415. -P356.460,368 {R505:.336.265) (B45,319:975) P042,506.134. 13,310,521.610

In 2018, the Parent Company has the following non-cash transactions undei-

lhvesting Activities

equlry recorded under ‘Due ﬁom related partles amountmg to ?1 86. 02 rm]hon
¢.y Unpaid acquisition of investment in an associate amounting to £9.65 million.

Financing Activities
Details of the movement in cash flows from financing activities are as follows:

. . Foreign . ) ) )
December 31; o Dividends: exchange Fairvalue  December 3,
2017 Cash-Elows lnterest declared movement changes 2018
Conventible Gond-(boad and ) .
“derivative lishitity) - P}..TSG 558 538 - B PIRLG5A3T P-  PS0STIGAL [R454,19R.052) B2,514,392,50]0
.Duete.related partics - 266,171 - . '” - - J
Dividends payabie. - - o~ 285073094 - .~ 2R5.173.004
“Total liahilities from. T L o L o ] . e
fmancing sctivities  $2,756558,538 B166.771  PI61.654374  P28S.173.004 PS0.5T7.64) (B{54.198,052) P2.800033,366
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30. Subsequent Events

Loan extension to related party
On April 1, 2020, the Parent Company extended a 3-year-interest: zbearing loan to- LBCE, amounnng
10 P100.00 rmlllon tofinance the latier’s wotking capital requirements.

Impact of the recent. Coronavirus. situation

To contdin the COVID-19 ‘panderhic, on March 13, 2020, the Office of the President ofthe
Philippines issued a Memorandiim to impose: strmgent socxal distancing measures in the National
Capital Reglon Consaquently, onMarch 16, 2020, Presidential Proclamatlon No:929-was issued,
‘declaring a State-of Calamity throughout the Phlllppmes for a-peri jod of six (6) moiths; and placed.
‘Luzon under Enhanced Community: Quarantme (ECQ)unfil April 14, 2020; this was later extended to
May 15, 2020 and was further extended to May-31, 2020. Under the ECQ, strict home quarantine
was implementedin Luzon, and establishimients pr0v1d1ng basic.necessities were allowed operational,
likewise restricting land, airand sea travel. However_ the moveinent of cargo within, to and from
‘Luzon was unhampered amid the ECQ, subject to.the guidelines from the Inter-Agency Task Force.
(IATF)..

As:a Holding Company, the Covid-19 pandemic has no material impact on the Parent. Comipany”s.
stand-alone financial statements. Moreover, the impact of the panderiiic-on its operating subsidiaries.
are dl_scl_o_s_e_d _Separat_aly_ inits subsidiaries’ stand-alone financial statements and in‘the Parent
Company’s-consolidated finaricial statements.
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INDEPENDENT AUDITOR’S REPORT

The Board-of Directors arid ‘Stockholders
LBC Express Holdings, Inc.

LBC Hangar, General Aviation Center:
Domegstic Airport Road o

Pasay City, Metro. Mamla

We have audited the financial statements of LBE Express Holdmgs Ing. (the Parent: Company) a5 ofand
for the year ended Decetnber 3, 2019-on which wehave renderéd e attactied report datéd
May 28,2020,

In compliance with Revised Securities Regulation Code Rule No, 68, As, we are stating that the Parent
Company-has four hundred seventy-f ive:(475); stockholders owning ong hundred. (100Y or more shares.

SYCIP GORRES VELAYO. & CO;

il Jas nnB Valcnma

.Partner _

CPA Certificate No. 90787

SEC Acereditation No, 1737-A (Group A),
January-24, 2019, valid-until January 23, 2022

Tax Identification No. 162-410-623

‘BIR Accreditation No. 08-001998-74-2018,
February 26, 2018, valid until February 25, 2021

PTR No. 8125312, January 7, 2020, Makati City

May-28, 2020
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INDEPENDENT AUDITOR’S REPORT
ON SUPPLEMENTARY SCHEDULES

The Board of Directors and Stockholders
LBC Express Holdings, Inc.

LBC Hangar; General Aviation Centre
Demestic Airport Road

Pasay City, Metro Manila

BOAPRG Reg-No., 0001, -
Ggtobier4, 2048, valld und Augusl 24, 2021

‘BECAcueduanon No. DOTZFRS [GioupAf
Hovernber 8, 2018, valid urdil Nevember &, 2021

‘We have audited in accordance with Philippine Standards on Auditing; the financial statéments of

LBC Express Holdings, Inc.-(the Parent Company) as at'and for the yearsiended December:31, 2019 atid
2018 and have issued or regort thereon dated May 28,2020. ‘Our audit was made for the puirpose of
forming an:opinion on:the basi¢ finangial statéments taken as a whole. Fhe Supplementiry Schedule of
Retained Earnings Available for Dividend Declaration is the- respon51b111ty of the Parent Company’s
management. This: schedule is. .presented-for purposes. of complymg with Rcwsed Securities Regulation
Code Rule 68 and is not part of the basic financial staterments. This. schedulerhas been: sub_]ectcd to the
audltmg procedures-applied in the audit of the biasic finaneial stateinents. and, in‘our. opinion, fairly states,
in all matcrial respects; the information tequired to be set fortl therein in relation to thie basic. financial

statenients taken as a whole.

SYCIP GORRES VELAYO & CO.

il Jasifin B. Valencia
‘Partner
CPA Certificate No. 90787
SEC Accred1tat10n No. 1737-A (Group. A),
January 24,2019, valid until January 23, 2022
Tax Identification No. 162-410-623
BIR Accreditation No. 08-001998-74-2018,
Februaty 26, 2018, valid until Febraary 25, 2021
PTR No. 8125312, January 7, 2020; Makati City

May-28, 2020
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LBC EXPRESS HOLDINGS, INC.

SUPPLEMENTARY SCHEDULE OF RETAINED EARNINGS AVAILABLE.

FOR DIVIDEND DECLARATION
For The-Year Ended December 31, 2019

Unappropriated Retained Earnings, beginning.

P1,436,086,955

Adjustments: o
Deferred tax asset that reduged the amovnt of income tax
expense of prior-periods

(463.780.274)

Unappropriated Retained Earnings, as adjusted to available
for dividend distribution as at January 1,2019

Less: Net Loss actually incurred during the period

Net loss durmg the perlod closed to Retained Earmngs
Less: Nen-actual /unrealized iicome niet
Equity in nét ificome of assocmtt_:_;j_omt venture.
Unrealized foreign exchange gain - net (after tax, except those:
attributable to cash and cash equivalents)
Urirealized actuaral gain
Fair value adjustment (M2M-gains)
Fair Value adjustment of investment property: resultmg to gain
Adjustment due-to deviation from PFRS/GAAP gain.
Other unrealized gains or adjustments-to the retained earnings
as & result-of certain transactions accounted for '
~ under the PFRS,
Subtotal

Add: Non-actuallosses
Deprec:latmn on.revaluation increment (affer tax)
Adjustment dué to deviation from PFRS / GAAP — loss

Loss onfair value. adjustmen_t of1 mvf_:sim_cnt proper_ty.(a__ftgr tax)

Net loss actually incurred during the period

Add (Less):
Dividend declarations during the period
.Appropnahons of Retained. Eammgs during the period.
Reversals of appropriations’
Effects of prior pertod adjustments
“Treasury shares
‘Subtotal

972,306,681

85,512,042

29,241,087

29,241,287

114,753,329

(356,466,368)

(356,466,368).

Total Retained Earnings; end of the year available for dividend

P£501,086,984
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