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INDEPENDENT AUDITORS* REPORT

The Board of Directors and Stockholders
NPC ALLIANCE CORPORATION
44" Figor PBCom Tower

Aynla Avenue, Makati City

Report on the Financizl Statements

We have audited the accompanying financial statements of NPC ALLIANCE CORPORATION, which
cotmprise the statements of financizl position as at Deceraber 31, 2013, 2012 and 2011, and the statements
of comprehensive income, statements of changes in equity and statements of cash flows for the years ended
December 31, 2013 and 2012, and a surmmary of significant accounting policies and other explanatory
information. .

Marnagement’s Responsibility for the Financial Statements

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

Auditors’ Responsibility

Our responsibility is to express an opinion on these financial statements based on our audits. We conducted
our audits in accordance with Philippine Standards on Auditing, Those standards require that we comply
with ethical requirements and plan and perform the audit to obtain reasonable assurance about whether the
financial statements are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the
financial statements. The procedures selected depend on the auditors’ judgment, including the assessment
of the risks of material misstatement of the financial statements, whether due to fraud or error. In making
those risk assessiments, the auditers consider infernal control relevant to the entity’s preparation and fair
presentation of the financial #tatements in order to design audit procedures that are appropriate in the
circumstances, but net for the purpose of expressing an opinicn on the effectiveness of the entity’s internal
control. An audit also includes evaluating the appropriateness of accounting policies used and the
reasonableness of accounting estimates made by management, as well as evaluating the overall presentation
of the financial statements.

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

Room 808, 8/F Cityland Condomit um 10 Tower I,
154 H.V. dela Costa Street, Ayala Avenue North, Salcedo Village, Makati City
Tal. No.. 832-1858 « Telelax No.: 816-2799 « Website: www.dimaculangancpas.com.ph



BOA License No. 0416

dimaculan gan, SEC Acereditation No. 0043-FR:-2
dimaculangan and co. Cpa,s BIR Accreditation No. 08-0029061-1-2013

Opinion

In our opinion, the financial staternents present fairly, in all material respects, the financial position of NPC
ALLIANCE CORPORATION as at December 31, 2013, 2012 and 2011, and its financial performance
and its cash flows for the years ended December 31, 2013 and 2012, in accordance with the Philippine
Tinancial Reporting Standards,

Emphasis of a Matter

We draw attention to Note 1 to the financial statements which indicate that the Company has sustained
continuing losses from operations resulting in accumulated deficit of #9.12 billion, B§.62 bilkon and F7.90
biltion as at December 31, 2013, 2012 and 2011, respectively, and as at that dates, the Company’s total
liabilities exeeeded its total assets by $3.56 billion, B3.06 billion and B2.33 billion, respectively, These
conditions along with other matters as set forth in Note 1 indicate the existence of a material uncertainty
which may cast & significant doubt about the Company’s ability to continue as a going concemn. To ¢nable
the Company to continue as a going concern, the Company's related parties have committed to provide
financial support and assistance as required to enable the Company to meet its working capital requirements
and to settle its corporate obligations as they fall due and not to demand payment urtil such time that the
Company is in good financial condition. However, the conversion of the deposit for firture stock
subseription, as discussed in Notes 12, had been held pending abeyance of 2 Court and arbitral decision on a
legal case against a2 minority interest. The accompanying financial statements do not include any
adjustment that might result from the outcome of these uncertainties.

We have performed the applicable audit procedures under the circumstances on these plans of action, We
believe that these concrete management strategies are highly feasible with ail likelihood to improve the
Company’s firure business outfook.

Report on the Supplementary Information Regujred Under Revenue Reoulations 15-2010 and 19
2011

Our audits were conducted for the purpose of forming an opinion on the basic financizl statements taken as
a whole. The supplementary information required under Revenue Regulations 15-2010 and 19-2011 is
presented for the purpose 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 NPC ALLIANCE
CORPORATION. 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.
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NPC ALLIANCE CORPORATION
STATEMENTS OF FINANCIAL POSITION

{Amounts in Philippine Peso)

December 31
2013 2012 2011
As Restated As Restated
ASSETS Notes (Note 21} {Note 2[)
CURRENT ASSETS

Cash 4 259,880,172 18,842,271 7,782327
Trade receivables 5 636,521,948 263278 990 217,082,111
Inventories (] 605,827,004 1,035,622,399 548,140,128
Prepavments and other current essets 7 747,941,047 634,328,320 532,578.99¢
2,250,170,231 2,002,071,980 1,305,583,557

NONCURRENT ASSETS
Property, plant and equipment (tet) 8 3240175609  3,596417,39%  3,950,899,675
Intangible assets 9 220,968,237 268,850,237 320,134,724
Other assets 7 55,844,574 55,844,574 55,844,574
3,%16,988,420 3,521,152,207 4,326,878,973
TOTAL ASSETS 5,767,158,651 5823224 187 5,632,462,530

LIABILITIES, NET OF CAPITAL DEFICIENCY

CURRENT LIABILITIES

Trade and other payables I 8,662,419,984 8,314,122,39) 7.303,397,599

Due to a related party 20 660,652,849 660,632,849 660,652,849
9,323,072,833 8.974,775,239 7,964,050,448

NONCURRENT LIABILITY

Retirement benefits obligation I 4,139,609 1,586,853 3,034,097

TOTAL LIABILITIES 9,327,212.442 £,978.362,091 7,967,084,545

CAPITAL DEFICIENCY

Capita) stock I3 4,772,500,000 4,772,500,00¢ 4,772,500,000

Dreposit for future stock subseription 12 791,000,000 791,000,000 791,000,060

Deficit (9,123,553,791)  (8,618,637,905)  (7,898,122,015)
{3,560,053,791)  (3,055,137,905)  (2,334,622,015)

TOTAL LIABILITIES, NET OF
CAPITAL DEFICIENCY

See acoompanying Notes ta Finaneial Statemenis.

5,767,158,651

3,923,224,187

5,632,462,530



NPC ALLIANCE CORPORATION
STATEMENTS OF COMPREHENSIVE INCOME

(Amounts in Philippine Peso)

Years Ended December 31

2012

As Restaled

Notes 2013 {Note 20)

SALES 2 1,779,938,983 2,743,346,250
COST OF SALES i4 3,167,180,853 3,198,741,313
GROSS LOSS (387,241,870) (455,395,063)
OTHER INCOME (EXPENSES) 15 83,665,050 (13,879,170
SELLING AND DISTRIBUTION EXPENSES A (23,397,924) (39,281,931)

GENERAL: AND ADMINISTRATIVE

EXPENSES 17 (177,741,142) {211,959,725)
LOSS BEFORE INCOME TAX (504,915,886) (720,515,889)
PROVISION FOR INCOME TAX 23 - -
NET LOSS FOR THE YEAR (504,915 886) (720,515,889)
OTHER COMPREHRENSIVE INCOME - -
TOTAL COMPREHENSIVE L.OSS (504,915,836) (720,515,889)

See apcompanying Notes to Financid Stufements,



NFPC ALLIANCE CORPORATION

STATEMENTS OF CHANGES IN EQUITY

{Amounts in Philippine Peso)

Deposit fer
Future Stock
Capial Steck  Subscription Deficit
(Note 13) (Note 12) {Nete 1) Capital Deﬁciency
As at January 1, 2012,
a9 previously stated 4,772,500,000 791,000,000  (7,438,053,275) (1,874,553,275)
Correetlon of priot peried
errors (MNote 21) (460,068,741) {160,068,741)
As at January 1, 2012, 4,773,500,600 791,000,000  (7,898,122,016) (2,334,622,016)
4s restated
Net loss for the year (720,515,889) (720,515,589
As at December 31, 2012,
as restated 4,772,500,000 791,000,000 (8,618,637,905) (3,055,137,905)
Net logs du ring the year (304,215,886) {504,915,880)
Balarce at December 31, 2013 4,772,500,000 791,000,000  (9,123,553,791) (3,560,053,791)

See accompanying Notes 1o Finanoial Statements.



NPC ALLIANCE CORPORATION
STATEMENTS OF CASH FLOWS
{Amountsin Philippine Peso)

Years Ended December 31
2012
As resrated
Notes 2013 (Note 20)
CASHFLOWS FROM OPERATING ACTIVITIES
Loss before income tax (504,915,886) (720,515,889)
Adjustments to reconcils loss before income tax o pet
cash provided by operating activities:
Depreciation 814,17 357,800,774 355,345,338
Amortization of intangible assets 8,17 47,922,000 51,244,486
Retirement benefils ILI7 552,756 552,756
Interest income 15 {128,923) (60,1 86)
Operating loss before working capital changes (98,769,275) (313,432,495)
Changes in working capital components
Decrease (increase) in:
Trade receivables ) (343,242,958) {76,196,879)
Inventories ) 423,795,335 (487,482 771}
Prepayments and other current assets 7 {93,612,727) {121,749,329)
increase in trade and other payables 10 348,297,594 1,010,724,790
Net cash gerterated from operations 242,467,965 11,863,817
Interest recelved I5 128,923 60,186
Net cash provided by operating activitics 242,596,888 11,924,003
CASH FLOWS FROM INVESTING ACTEVITY
Additions to property, plant und equipment ] {1.558,987) (864,059)
NET INCREASE IN CASH 241,037,501 11,059,944
CASH AT BEGINNING OF YEAR 18,842,271 7,782,327
CASH AT END OF YEAR 259,880,172 18,842,211

Se¢ accompanying Notes 10 Firancial Statements.



NPC ALLIANCE CORPORATION

NOTES TO FINANCIAL STATEMENTS
December 31, 2013, 2012 and 201 1
{Amounts in Philippine Peso)

CORPORATE INFORMATION AND STATUS OF OPERATIONS

Corporate Information

NPC ALLIANCE CORPORATION (the “Company™) was incorporated on August 8, 2003 in the
Republic of the Philippines per Securities and Exchange Commission registration Na. CS200513521
and started its commercial operations on August 1, 2607. Its purpose {5 to engage in the peneral
business of the petrochemical industry, mainly in the manufacture of polyethylene resins,

The regislered oftfice address of the Compaity is at 44 Flaor, PBCom Towet, Avala Avenue, Makasi
City. '

As discussed in Note 18, the Company is a BOI registered enterprise (as a producer of Polyethylenc
Resing) pursuant to the Omnibus Investment Cede, entitled to enjoy and avail certain tax holidays
incentives and benefits from 2006 to 2012. On July 24, 2G12, the BOT approved the application of the
Company for the exiension for one (1) year of the Company’s income tax holiday (ITH) incentive, The
approve bonus year under the Company’s Certificate of Registration No. DP94-572 is for the period
July [, 2012 10 June 30, 2014

Status of Onerations

The Company has sustained confinuing osses from operations resulting in accumulated deficit of
P9.12 billion, P8.62 billion and R7.90 billion as at December 31, 2013, 2012 and 2011, respectively,
and as at that dates, the Company's total liabilities exceaded its total assets by P3.56 billion, P3.06
hillion and £2.33 billion, respectively,

To enable the Company to continue as & going concem. the Company’s related parties have committed
to pravide financial support and assisiance as required 10 enable the Company to meet its working
capital requirements and to settle ils corporate obligations as they fail due and rot to demand payment
until such time that the Company is in good financial condition. In addition, the conversion of the
deposit for tuture subseription, as discussed in Note 12, had been held pending abeyance of a Court and
arbitral decision on a legal case agalnst a minority intercst.

SUMMARY OF SIGNTFICANT ACCOUNTING POLICIES

The significant accounting policies that have been used in the preparation of these financiu) statements
are summarized below. The policies have been consistently applied o all years presented, unless
otherwise stated,

fa) Basis of Preparation of Financial Staiements

The financial statements have been prepared on the historical cost basis, excepl otherwise staied.
The mcasurement basss are more fully described in the accounting poticies thart follow.

(b}  Statement of Complience with Philippine Financial Reporting Stundards

The firancial statements of the Company have been prepared in accordance with Philippine
Financial Reporting Standards (PTRS), PFRS arc adopted by the Financial Reporting Standards
Council (FRSC) from the pronowncements issued by the International Accounting Standards

Board (IASD).



() Presemtation of Financial Statements

The financial statements are presented in accordance with PAS 1 (Revised 2007), Presentation
of Financial Statements, The Company presents all items of income and expenses in a2 single
statement of comprehensive income, Twg comparative periods are presented for the statement of
mancial position when the Company applies an accounting policy retrospeciively, makes
relrospective restatement of items in $ts financral statements, or reclassifies items in the financial
statements.

(d) Functional und Presentation Currency

These financial statements are presented in Philippine pesos, the Company’s [unctional
presentation currency. and all values represent absolute amounts except when olherwise
indicated.

Ttems inchuded in the linancia! statcments of the Company are measured using the currency of
the primary economic environment in which the entity operates (ihe finctional currency).

Adoption of New and Amended A ccounting Standards wnd Interpreiaiions

The acéounLing policies adopted are consistent with those of the previous financial year except for
the following amended PFRS, which became effective on January 1. 2013:

¢ PERS 7. Financial Instruments: Disclosures — Offsetting Financial Assets and Liakilities, These
amendments require an entity to disclose information about rights ¢f set-off and related
arrangement (such as collateral agreements). The new disclosures are required for all recognized
financial instruments that are set off in accordance with PAS 32, These disclosures also apply to
recognized financial instruments that are subject to an enforceable master netting arrangerent or
‘similar agreement’. itrespective of whether they are sel-off in accordance with PAS 32. The
amendments require entities to disclose, in a tabular format unless another format is more
apprepriate, the following minimum quantitative information. This is presented separately for
finuncial agsets and financial liabilities recognized at the end of the reporting period:

a.} The gross amounts ol those recogtized financial assets and recognized financial Nabilities:

b.) The amounts that are set-off in accordance with the ctileria in PAS 32 when delermining the
net amounts presented in the statement of financial position;

¢.) The net amounts presented in the statement of financial position;

d.) The amounts subject to an enforceable master 7etting arrangement or s'milar agreerments that
are not otherwise included in (b) above, including;
. Amounts related to recognized financial instruments that do not meet some or all of the

offsciting criterfa in PAS 32; and,

il Amaounts related to financial collaterals (including cash collateral): and.

&) The net amounts after deducting the amounts in (c) from the amounts in {d) above.

The amendments should be retrospectively applied. The amendments did not have a significant
impact on the Company’s lnancial sosition or performance since it has ne financial instrument
that is subject 10 an enforceable master nefting arrangement or simifar agreement. The related
PFRS 7 disclosures of the Company’s financial assets and financial lialvitities arc included in
Note 23.

*  PERS 10, Comsolidated Financigl Statements. PFRS 10 replaces the portion of PAS 27,
Consolidated and Separate Financial Statements, which addresses the acconnting for consolidaie
financial statements. 11 also includes the issue raised in SIC-12, Consolidawed - Special Purpose
Entities. PFRS 10 esiablishes a single control mode! that applies 1o all entitics including special
purpose entities. The changes introduced by PFRS 10 will requirc management to excreise
significant judgment to determine which entities are controlled, and therefore, are required to be
consalidated by a parent, compared with the requirements that were in PAS 27. The adoption of
the standard did not have an impact to the Company's financial position ard performance since it
has no ownership in other entities.



PERS 11, Joint Agreements — PFRS 11 replaces PAS 31, Interest in Joint Femures and §IC 13,
Jointhe-controlled Entities - Now-monetary Contributions by Ventuwrers. This Standard eliminates
proportionate consclidation of jointly cottrolled entities, mstead, jointly controlled endties, if
classified as joint ventures (a newly defined term), and must be accounted for using the equity
meth.od. Additionally, jointly controlled assets and operations are joint operations under PFRS 11,
and the accounting for those arrangements will generally be consistent with today’s accounting.
Thar is, the entity will continue ro recognize its relative share of assets. liabilities, revenues and
expenses.  The standard did not have an impact to the Company’s financial positipn and
performance since iz has not entered into any joint arranpement. ’

PERS 12, Disclusure of inferest with Other Entities. This standard includes all of the disclosures
that were praviously in PAS 27 retated to consalidated financial statemenis, as well as all of the
disclosures that wers previcusly included in PAS 3! and PAS 28, These disclosures relafe to an
entity’s interest in subsidiaries, joint arrangements, associates and structured entities. A number of
new disclosures are also required. The standard did not have a significant impact on the
Company's financial position and performance since it has ro ownership in other entities.

PYRS 13, Fair Value Measurement. This standard does not change when an entity is required to
use fair value but, rather, provides guidance on how to measure fair value under PFRS when fair
value is required or permitted by PERS. This standard was intended (o reduce complexity, improve
consistency i application when measuring fair value and enhadce disclosures. PFRS 13 is
effective tor annual periods begirming on or afler January 1. 2013 and shounld be applied
prospectively,

As a result of the guidance in PFRS 13, the Company re-assessed its policies for measuring fair
values. The standard did not have an impact on the Company’s finarcial position and performance
since due to the shott-term nature of the Company’s financial mstruments, the fair values
approximate their carrying amounts, Fair valye hierarchy of financial instruments is provided in
Note 25.

PAS |, Finencial Statemests Presentation - Presemiaiion of ltems of Other Comprehensive
frcome. ‘The amendments to PAS 1 change the grouping of items presented in OCL Ttems tha:
could be reclassified (or “recycled”) to profit or loss at o future pomt in time (for example, upon
derecognition or settlement) would be presented separately from items that will ncver be
reclassified. The amendment affects presentation only and has therefore no impact on the
Company’s financial position or performance.

PAS 19, Employes Benefits (Amendment). Amendmenis 1o PAS 19 range from fundamental
changes such as rcmoving the corridor mechanism and the concept of expected returns on plan
assets to simple clarifications and re-wording. The amendments also require new disclosures such
as, among others, 4 sensitivity analysis for cach signiticant actuarial assumption, information on
asset-liability matching strategies, duration of the defined benefit abligation, and disaggregation of
pian assets by nature and risk. The Company is still assessing the impact of the amendment and is
in process of hiring an actuary scrvices to determine the amount of retiremnent obligation the
Company has to its employees,

Revised PAS 27, Separate Financial Statements - As a consequence of the new PFRS 10 and
PFRS 12, what remains of PAS 27 is Kmited to the accounting for subsidiaries, jointly controlled
entities, and associates in the separate financial statements, The standard did not have impact to the
financial position and financial performance of the Company since the Company does no! have
subsidiaries. jointly contralled entities and associates.

Revised PAS 28, Investment in Assaciates and Joint Ventures, As o consequence of the new PFRS
Hl, Joint Arrangements, and PTRS 12, PAS 28 has been renamed PAS 28, Investments in
Assaciates and Joint Ventures and describes the application of the equity method to investments in
jomt ventures, in addition to associates. The standard did not have impact to the financial position
and financial performance of the Company since it does not have any investments in associates and

Joint ventures.



Philippine Inierpretation IFRIC 20, Stripping Costs in the Production Phase of a Surface Mine.
This interpretation appliss to waste removal eosts {“stripping costs™) that are incurred in surface
mining activity during the production phase of the mine (*production stripping costs™), If the
benefit from the stipping activity will be realized in the current pericd. an entity is required to
account for the stripping activity costs as part of the cost of inventory. When the benefit is the
improved access fo ore, the entity should recognize these costs as a noncurrent asset, only if certain
criteria are met (“stripping activity asset”). The stripping activily asset is accounted for as an
addition to, or as an enhancement of, an existing asset. Afier initial recognition, the stripping
activity asset is carried at its cost or revalued amount less depreciation or amortization and less
fmpairment losses, in the same way as the existing asset of which it is a part. The interpretation did
not have any impact on the Company’s financial positien or performanse since it is not involved in
mining activities.

PR3 1, First-time Adoption of Philinpine Financial Reporting Standards - Government Loans
(Amendments). The amerdments to PFRS 1 require firsi-time adopters Lo apply the requirements of
PAS 20, Accounting for Govermment Grants and Disclosure of Government Asggistance,
prospectively to government loans existing al the date of transition to PFRS, However, entities
may choose to apply the requircments of PAS 39 and PAS 20 to government loans retrospectively
if the information needed to do so have been obtained at the time of initially sceounting for those
loans.

These amendments did not have an impact 1o the Company’s financial statements since it is not a
first-time adopter of PFRS.

Fuwre Changes in Accounting Pelicies

The Company will adept the following amended standards and Philippine I[nterpretations
enumcrated below when these beeome effective. Except as otherwise indicated, the Company does
not expect the adoption of thesc new and amended PFRS and Philippine Interpretarions to have
significant impact on the financial statements.

Effective in 201 4;

PAS 36, [mpairment of Asset, Recoverable Amoumt Disclosures for Non-Financial Assets
{Amendments). These amendments remove the unintended consequences of PFRS 13 on the
disclosures required under PAS 36. [n addition, these amendments requite disclosure of the
recoverable amounts for the assets or cash-generating units (CGUs) for which impairment loss has
been recognized or reversed during the period. These amendments are effective retrospectively for
annual periods beginning on or after January 1, 2014 with carlier application permitted, provided
PFRS 13 is also applied. The amendments will not have a significan: impact on the Company’s
financial statements since it has no impairinent of nonfinancial ussets.

Amendments to PFRS 10, PFRS 12 and PAS 27, Invesiment Emtities. These amendments are
effective for annual periods beginning on or after January 1. 2014, They provide an exceplion to
the consolidation requirement for entities that mect the definition of an investment entity under
PFRS 10. The exception to consolidation requires investmignt entities to account for subsidiaries at
fair value through profit or loss. The amendment will not have an impact on the Company’s
financial statements sinee it has no investment entity,

Philippine Interpretation IFRIC 21, Jevies (IFRIC 21). IFRIC 21 clarifies that an entity recognizes
a liability for a levy when the activity that wiggers payment, as identified by the refevant
legislation, occurs. For a levy that is triggered upon teuching a minimum theeshold, the
interpretation clarifics that no liability should be anticipate@ before the specified minimum
threshold is reached. 1FRIC 21 is effective for annual periods beginning on or after January 1,
2014, The interpretation will not have any impact in the Company’s financial statements since it
has no levyies.



PAS 39, Financial Instruments: Recognition and Measurement - Neovation of Derivarives and
Continuation of Hedge Accounting (Amendmnents). These amendments provide retief from
discontinuing hedge accounting when novation of a derivative designated as a hedging instrument
meets certain crileria. These amendments are effective for annual periods beginning on or after
January 1. 2014, The amendments wil! have no impact on the Company’s financial position or
performance since it has no hedging instruments

PAS 32, Finuncial Instrumenis: Presentation - Offsetting Financial Assets and Financial
Liahilities. These amendments to PAS 32 clarify the meaning of “currently has a legally
enforceable right to set-off* and also clarify the application of the PAS 32 offsetting criteria to
settlement systems (such as central clearing house systems) which apply gross settlement
mechanisms that are not simultaneous. While the amendment is not expected not to have any
impact on the net assets of the Company, any changes in offsetting is expected to impact leverage
ratios and regnlatory capital requirements.

Effective in 2013

PERS 9. Financial Instruments:  Classification and Medasurement, effective for amnual periods
beginning on or after January 1, 2013, Tre standard introduces new requirements on the
classification and measursment of financial assets. 1t uses a single approach o determine whether
a financial asset is meascred at amortized cost or fajr value, replacing the many different rules in
PAS 39, Financial Instruments: Recognition and Measuremenr, The approach in the new standard
is based on how an entity manages its financial instruments (its busingss model) and the
contractual cash flow characteristics of the financial assets. The new standard also requires a
single impairment method 1o be psed, replacing the many different impairment methods in PAS
39

Philippine Interpretation IFRIC |5, Agreemen: for Construction of Real Estate

This interpreiation covers accounting for revenve and associated expenses by entities thag
undertake the construction of real estale directly or through subcontractors, The interpretation
requires that revenue on construction of real estate be recognized only upon completion, except
when such contract qualifies as construction contract to be accounied for under PAS [l
Construction Coniracts, or involves rendering of services in which case revenue is racognized
baszd on stage aof completion. Contrac's involving provisior of services with the construction
materials and where the risks and reward of ownership are transforred 1o the buyer on a continuous
basis will also be accounted for based on stage of completion. The SEC and Financial Reporting
Standards Council (FRSC) have deferred the eflectivity of this interpretation until the final
Revenue standard {5 issued by [nternational Accounting Standards Board (LASB) and un evaluation
of the requirements of the final Revenue standard against the practices of the Philippine real cstate
industry is completed,

The adoption of this Philippine Tnterpretation will nat have an impact to the Cormpany’s financial
position since it is not involved in rea] estate activities.

PFRS 9, Financial instrumenis: Classification and Measurement. PFRS 9 as issued reflects the
first phase on the replacment of PAS 39 and applies 1o classification and measurement of
financial assets and financial liabilitics as defined in PAS 39, In subsequent phases, hedge
accounting, impairmert and derecognition of financial assets will be zddressed with the
completion of this project expected on the first half of 2012, The adoption of the first phase of
PFRS ¢ will bave an effect on the classification and measurement of the Company’s financial
assets. but will potentially have no impact on classification and measurements of financial
liabilities. The Company will quantify the effect in conjunction with the other phases, when issued,
to present a comprehensive picture.

The Comipany has not early adopted any other standard, interpretations or amendment that was
issued but is nol e{fective as at December 31, 2013,



Surimary of Significant Accounting and Financial Policies
Financial Instruments
Initial Recognition

The Company recognizes financial assers and financial liabilides in the statement of financial
position when it becomes a party to the contracrual provisions of the instrument. Purchases or sales
of financiel assets that require delivery of assets within the time #ame estahlished by regulation or
convention in the market place are recognized on the settlament date.

Initial measurement

Financial instruments arc recognized initially at fair value, which is the fair value of the
consideration given (in case of an asset) or received (in case of'a lizbility). The initial measurement
of financjal instriments includes transaction costs. except for these financial assets and liabilitizs
at fair value through profit or loss (FVPL) where the transaction costs are charged to expense in
the period incurred.

Classification

On initial recognition, the Company classifics its financial assets in the following caregories:

(a) financial assets at FVPL. (b) loans ang receivables, (c) held-to-maturity (HTM) investments
and (d) available-for-sale (AFS) financial assets, The Company also classifics its financial
Habilities into (a) tinancial liabilities at FVPL and (b) other financial linbilities. The classification
depends on the purpose for which the investments are acquired and whether they are quoted in an
active market. Management determines the classification of its financial assets and financial
liabilities at initial recognition and, where allowed and appropriate, re-cvaluates such designation
at the end of each reporting period. Financial instruments are clssified as Nabilities or cquity in
accordance with the substance of the contractual arrangetent. Interest, dividends, gains and losses
relating to a financial instrument or a component that is a linancial liability are reported as expense
or income. Distributions to holders of financial insteuments classified as equity are charged
directly to equity. net of any related income tax henefits.

Ag at December 31, 2013, 2012 and 2011, the Company does not have any financial assets and
liabilities ai FVPL, AFS financial assets and HTM investments.

Subsequent measurement
7

AFS financial assets and financial assets and liabilities at FVPL are subsequently measured at fair
value. Loans and receivabies and HTM investments are subsequently measuted at amortized cost
using the effective interest methad, Other financia! liabilities are measured at amortized cost using
the effective interest method.

Detarmination of Fair Value and Fair Value Hierarchy

The fair value for financial instruments traded in active markets at reporting date is based on their
quoted market price or dealer price quotations {bid price for long positions and asking price for
short positions), without any deduction for wansuction costs. When current bid and asking pricas
are not available, the price of the most recent transaction provides evidence of the current fair
value us long as there has not been a significant change in economic circumstances since the Lime
of the transaction. Por financial instruments where there is no active market, except for investment
in unquoted equity securities, fair value is detcrmined by using appropriate valuztion technigues.
Suclh techniques include using recent arm’s length market transactions: reference 1o current market
value of another instrument, whick is substantially the same; discounted cash flow analvsis; and
oplions pricing modets. Tn the absence of a reliable basis for determining fiuir value. investments in
unquoted equity securities are carried at cost, net of impairment,



The Company uses the following hierarchy for determining and disclesing the fair value of
financial instruments by valuation technique:

¢ Level I: quoted (unadjusted) prices in active markets for identical assers or Habilities;

¢ Level 2: other techniques for which all inputs which have significunt effect on the recorded
fair value are observable, either directly or indirectly: and

*  Level 3: technicues which use inputs which have a significant effect on the recorded fair value
that are not based on observable market data.

Fair value measwement disclosures of financial assets are presented in Note 24 -0 the notes to financial
stafenients,

“Duy I Difference

When the transaction price in a non-act've market is different from the fair value of oflier observable
current market transactions in the same instrument or based on a valuation technique whose variables
mclude enly data from observable market, the Company recognizes the difference between the
transaction price and fair value (a “Day 1" difference) in the statement of comprehensive ncome uitiess
it qualifies for recognition as some other type of asset or liability. In cascs where use fs made of data
which is nat observable, the difference between the transaction pricc and model value s only
recognized in the statement of comprehensive income when the inputs become vbservable or when the
instrument is derecognized. For each transactios, the Company deterntines the appropriate method of
recoghizing the “Day 17 difference amoynt,

Amortized Cosr of Financial Instruments

Amortized cost is computed using the eflective interest method less any allowance for impairment and
principal repayment or reduction. The ealculation takes inlo account any premium or discount on
acquisition and includes kransaction costs and fees that are an integral part of the effective interest rale.

Derecognition

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

» the rights 1o receive cash tlows from the asset have cxpired;

¢ the Company refains the right to receive cash flows from the asset, but has assumed an
obligation to pay them in full without material delay to third party under a “pass-through™

arrangement; or :

e the Company has transferred its rights to receive cash flows from the asset and cither {2) has
transferred substantially all the risks and rewards of the asset, or (b} has neither transferred nor
retained substantially all risks and rewards of the asset, but has transferred control of the asset.

Where the Company has ‘ransfered its rights o veceive cash flows from an asset or has entered into a
pass-through arrangement and has neither transferred nor retaincd substantially all the risks and
rewards of the asset nor transferred control of the asset, the asset is recognized to the extent of the
Company’s continuing involvement in the assel. Continuing involvement thar takes the form of a
guaranice over the transferved asset is measured al the Jower of the original carrying amount of the
assel and the maximum amount of consideration that the Company could be required to repay.

A financial liability is detecognized when the obligation under the Kability was discharged, cancelled
or has cxpired.



Where an existing financial Hability is replaced by another from the same lender on substantially
different terms, or the terms of an existling liability are substantially modifiec, such an exchange or
modification is treated as a derecognition of the original liability and the recognition of a new lahility,
and the difference in the respective carrying amounts iy recognized in the statement of comprehensive
income.

Loans and Reccivables

Loans and receivables are non-derivative financial assets with fixed or determinable payments that are
not quoted in an active market. After initial measurement, loans and receivables are subsequently
carried at amortized cost using the effective interest rare method less any allowance for impairment.
Amortized cost is calculated taking into account any discount or premium on acquisition and includes
transaction costs and fees that are an integral part of the effective interest rate and transaction costs.
Gains and losses are recognized in the statement of comprehensive income when the loans and
receivables are derecognized or impaired, as well as through the amortization process. These financial
assets are included in current assets if maturity is within twelve (12) months frem the end of reporting,
period. Otherwise, these are classified as noncurrent assets.

As at December 31, 2013, 2012 and 2611, included under loans and recejvables are the Compuny’s
cash and rade receivables (sec Notes 4 and 3),

Other Financial Lighilities

Other financial liabilities are initially rccorded at fair value, less directly attributable transaction costs.
After initial recognition, interest-bearing loans and borrowings are subsequently measured at amortized
cost using the effective interest rate method, Amortized cost is calculated by taking fnto account any
issue costs, and any discount or premivm on settlemcnt. Gains and losses are recognized in the
statement of comprehensive income when the liabilitics are derecognized as well as through the
amortization process.

Az at December 31, 2012, 2012 and 2011, included under other financial liabilities are the Company’s
trade and other payables and due to a related party (see Notes 10 and 20).

Offsetting of Financial Assets and Financial Liabilities

Financial assets and financial liabilities are offset and the net amount reported in the statement of
financial position if, and only if, there is a currently enforceabls lagal vight to offset the recognized
amounts and there is an intention Lo scttle on a net basis, or to realize the assets and settle the liabilitics
simulianeously.

Impairment of Financial Assets

The Company assesses at each reporting date whether there is objective evidencs that a financial asset
or group of financial assets is impaired. A financial asset or & group of financial assets is deemed to he
impaired if, and only it. there is ohjective evidence of impairment as a result of one or more events that
has occurred after the initial recognition of the asset (an incurred “loss event™) and that loss event (or
events) has an impact on the estimated future cash flows of the financial asset or the group of financial
assets that can be reliably estimated.

Cvidence of impairment may include indications that the contracted parties or a group of comracled
parties is experiencing significant financial difficulty, default or delinquency in interest or principal
payments, the probability that they will enter bankruptey or other financial reorganization, and where
observable data indicate that there iz imeasurable decrease in the estimated future cash flows, such as
chanrges in arrears ar econprie conditions that carrelate with delaults.



Financial Assets Carried at Cost

If there is ehjective evidence that an impairment loss on an unquoted equity instrument that is not
carried ar fair value because its fair valee cannot be reliably measured, or on a derivative assef that is
linked 10 and must be settled by delivery of such an unquoted equity instrument has been incurred, the
amount of the loss is measured as the difference between the asset’s carrying emeunt and the present
value of estimated future cash flows discounted at the current market rate of retum of a similar
financial asset,

Financial Assets Carried at Amortized Cost

The Company first assesses whether objective evidence of impairmen: exists individually for financial
assets that are individually significant, and individually or collectively for financial assets that are not
individuaily significant. If it is determined that no objective evidence of impairmen: exists for an
individuaily asscssed financial msset, whether significant or not, the asset is ineluded in the proup of
financial assets with similar credit risk and characteristics and that group of financial assets is
collectively assessed for impairment, Assets that are individually assessed for impairment and for
which an impairment loss is or continues to be recognized are not included in a collective assessment
of impairment.

If there is objective evidence that an impairmernt loss on financial assets carried at amortized cost has
been incurred, the amount of loss is measured as a difference between the asset’s carrying amount and
the present value of estimated future cash flows (excluding future credit losses that have nat been
incurredy discounted at the financial asset’s original effective interest rata (i.e. the effective interest
rate computed at initial recognition). The carrying amount of the asset is reduced through the use of an
allowance account. The amount of loss is recognized in the statement of comprehensive icome.

If in a subsequent date, the amount of the estimated impairment toss increases or decreases hecause of
an evenl occurring afler the Impairment was recognized, and the increase ot decrease can be related
objectively to an event occurring after the impairment was recognized. the previousty recognized
impairment loss is increased or reduced by adjusting the allowance for impairment losses account. If a
future write-off is later recovered, the recovery is tecognized in the statement of comprehensive, Any
subsequerz reversal of an impairment loss js recognized in the statement of comprehensive to the extent
that the carrying valoe of the asset does not exceed its amortizec cost at reversa) dale, [nterest income
cantinues to be accrued on the reduced carrying amount based on the original effective interest rate of
the asset. Loans fogether with the associated allowance are written off when there ‘s no realistic
prospect of future recovery and all collateral, if any. has been realized or has been trarsferred to the
Company.

Cash

Cash includes cash on hand and in banks. ‘They are carried in the statement of financial position at face
orat nominal amount. Cash in bank carns interest at the prevailing bank deposit rates.

Trade Receivables

Trade receivables, which are based on nommal credir terms and do not bear intercst, are recognized and
carried at original invoice amounts. When credit is extended bevond normal credit terms, receivables
are measured at amortized cost using the effective interest method. At the end ol sach reporting period,
the carrying amounts of trade and other receivables are reviewed to determine whether there is any
objective evidence that the amounts are not recoverable. I so, an impairment loss Is recognized
mmmediately in the statement of comprchensive income.



Inventories

Inventaries are valhued af the lower of cost or net realizable value (NRV). Cost is determined using the
weighted average cost method. Costs incurred in bringing each procuct to its present location and
conditions are accounted for as follows:

» Finished Goods - cost includes direct muaterials and labor, deterinined using the specific
identification method. and a proportion of manufacturing overhcad costs based on normal
operating capacity excluding borrowing costs; and

*  Raw and scrap materfals and factory supplies — purchase cost determined on a weighted average
cost basis.

*  Work in Process — cost includes divect materials and labor, determined using the specific
idemtification method, and a proportion of manufacturing overhead costs less estimated cost of
completion and the estimated cost necessary to make the sale.

The NRV of finished goods is the estimated selling price in the ordinary course of business, tess the
estimated costs o complete and the estimated costs necessarv to make the sale. NRV of maw and
factory supplies are the current replacement cost.

Prepayments and Other Current Assets

Prepayments and other current assets are expenses paid in advance and recorded as asset before they
ar¢ utilized. This account comprises prepaid insurance and remals. Prepaid insurance and renals are
appurtioned over the period covered by the payment and charged to the appropriate accounts in the
statement of comprehensive income when incurred. Other cuorrent assets are recognized when paid and
being measured at cost.

Prepayments and other current assets that are expected to be realized within twelve (12) months after
the reporting date are classified as current asscl; otherwise, these are classified as other nongurrent
asset.

Prepayments and other current assets are recogn’zed when paid and carried at cost less any amortized
portion.

Property, Plant and Equipment

Property, plant and equipment are initially recopnized at historical cost which comprises its purchase
price and any directly attributable costs of bringing the asset o its working condition and location
necessary for it to be capable of operating in the manner intended by management.

The Company adds to the carrying amount of an item of property, plant and equipment the cost of
replacing parts of such itemn when the replacement part is expecied to provide incremental future
benefits to the Company. The carrying amount of the replaced part is derecognized. All other repairs
and maintenance are charged to profit ot foss during the period in which they are incurred.

Property, planl and equipment are subsequently measured at cost less accumulated depreciation and
any accumulated impairment [osses.

Depreciation on property. plant and equipment is charged so as to allocate the cast of assets loss their
residual value over their estimated useful lives, using the straight-line method, The estimated usefu}
lives of the property, plant and equipment are as {ollows:

Description Useful life
Building 20 years
Machinery and equipment 5-15 years

Building and improvemcnts 20 years
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The assets’ residual values, useful lives and depreciation methods are reviewed, and adjusted
prospectively if appropriate, if there is an indication of a significant change since the last reporling
date.

An asset’s carrying amount is written down immediately 1o its recoverable amount if the asset’s
carrying amoumt is greater than its estimated recoverable amourt,

Anitem of property and equipment is derecognized upon disposal or when no future economic benefits
are expected from its use or disposal. When assets are derecognized, their cost, accumulaied
depreciation and amortization and accumulated impairment losses are eliminated from the accounts,
Gains and losses on disposals are determined by comparing the proceeds with the carrying amount
and arc recognized in the statements of comprehensive income.

Fully depreciated and amortized property, plant and equipment are retained in the accounts until they
are no longer in use and no further depreciation and amortization is charged against current operations.

Intangible Assets

Intangible assets are license on sofiware for its manufacturing and accounting process that is stated at
cost less accumulated amortization and any accumulated impairment losses. It is amortized over its
estimated life of ten years using the straight-line method. If there is an indication that there has been a
significant change in amortization rate, useful life or residual value of an intangible asset, the
amartization is revised prospectively to reflect the new expectations.

Gther Nuncurrent Assets

Other noncurrent assets are carried at cost.

Impairment of Nonfinancial Assets

The Company assesses at sach financial reporting dute whether there is an indication that ifs property,
plant and equipment and other ronfinancial asscts may be impaired. If any such indication exists or
when the annual impairment testing for an asset is required, the Company makes an estimatc of the
assel’s recoverable amount, An asset’s recoverable amount is the higher of an asser’s or cash-
generating uait’s lair value less costs to sell and its value-in-usc and is determined for an individual
asset, unless the asset does not generate cash inflows that are largely independent of those from other
assets or proups of assets.

When the carrying amount of an agset or cash-generating unit exceeds its recoverable amount, Lhe asset
is considered impaired and is written down to fts recoverable amount. In assessing value-in-use, the
estimated future cash flows are discounicd to their present value using a pre-tax discount rate that
reflects cutrent market assessments of the time value of money and the risks specific to the asset, In
determining fair value less costs to sell, recent market transactions are taken into account if available.
If no such trapsactions can be identificd, an appropriate valuation model is used, with the calculations
corroborated by other available fair value indicators.

Aty impaitment loss is recognized in the statement of comprehensive income in those expense
categories consistent with the function ofthe impaired asset.

Trade and Other Payables

Trade payables ate obligations to pay for goods or services that have been acquired in the ordinary
course of business from suppliers. Other payables include non-trade payables and accrued expenses,
Accrued expenses include obligation that is expected Lo be settled within twelve (12) months from the
reporting date. Accounts payable and other liabilities are classified as current liabilities if payment is
due within one year or less (or in the normal operating cycle of the business if longer) while non-trade
payables are classified as current liabilities if payment is due within one year or less. 1 not, they are
presented as noncurrent Tiabilities.



Equity

An equity instrument is any contract that evidences a residual intercst in the assets of the Company
after deducting all of its Labilities.

Caphal stock represents the par velue of the shares that are issued and outstanding as at the reporting
date.

Deficit include all current and prior period results of operations as disclosed in the stalements of
comprehensive income.

Revenue Recognition

Revenue is recognized to the extent that it is probable that the ceonomic benefits will flow 1o the
Company and the revenue can be reliably measured, regardless of when the payment is being made.
Revenue is measured al the fair value of the consideration received or reccivable taking inte account
contragtually defined terms of payment and excluding duties and taxes. The Company assesses its
Tevenue arrangements against specific criteria in order to determine if it is acting as principal or agent,
The foltowing specific recognition criteria must also be met before revenue is recagnized:

Sale of Goods

Revenue from sales is recognized when the significant risks and rewards of ownership have passed to
the buyer, usually upon delivery to customers and when the amount of revenue can be reliably
measured. The Company's export sale (delivery cost is pajd by the Company) and domestic sale
(deliver cost is paid by the client) of polvethylene is recognized upon cenfirmation of the bill of lading
on freight-on-board.

Interest Income

Inlerest income is recognized on a time proportionate basis that reflects the eflective vield on the asset.
Other incame

Other income is recounized s eamed or when the right to receive payment is established,

Cost and Expense Reeognition

Cost and expense are recognized in the starements of comprehensive income when decreases in future
economic benefit related to a decrease in an asset or an increase in the liabilizy has arisen that can be
measured veliably. This direct expenses arc recognized on the basis of a direct association between the
costs incurred and the earning of specific items of income; on the basis of systematic and rational
allocation pracedures when economic benefits are expected to arise over several accounting periods
and the association of income can only be broadly or indirectly determined: or immediately when an
expenditure produces no fulure economic benefits or when, anc to the extent that, future economic
benefit do not qualify, or cease to qualify, for recognition in the statements of finaneial position as an
asset.

Expenditures jn the statements of comprehensive income are presented using the function of expense
method. Costs of services are expenses incurred that are associated with services rendered and include
salaries and wages, supplies and facilities, courier and delivery charpes and vetirements benefit
expense. (Iperating expenses are costs aftributable to general, administrative. selling and other business
activilies of the Company.
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Related Party Relationships and Transactions

Related darty relationship exists when (a) a person or a close member of Ut persen’s lamily has
control ar joint control, has significant influence or is a member of the key management personne! of
the veporting entity or a parent of the reporting endity. () An entity is related to the Company if, the
entity and the Company arc members of the same group, one emtity is an associate ar juint venture of
the other entity, both entities are joint ventyres of the same third party, one entity is a joint ventute of a
third entity and the other cntity {5 an associate of the third party. an entity is a post-cthployment benefit
plan for the benefit of employees of the Company, the entity is controlled or joint controlled by a
person who has control or joint control over the Company and 2 persan as identified in (a) above has
significant influence over the entity is a member of the key management persormel of the entity or of &
parent of the entity. In considering each possible related party relationship, attention is directed to the
substance of the relationships, and not merely to the legal form.

A related party transaction is a transfer of resources, services or obligations between related parties,
regardless of whether a price is charged.

Emplovee Benefits

Short-term Benefits

The Company recognizes a liability net of amounts already paid and an expense for services rendered
by employees during the accounting period. Short-termt benefits given by the Company to its
employees include salaries and wages. social security contributions, short-term compensated ahsences,
bonuses and other non-monetary benefits,

Lony-term Benefits

The Company has not yet established a formal retirement plan for its employees as it does not meet the
mininum number of employees required for the establishment of retirement benefit pian but accrues
the estimated cost of retirement benefits required by the provisions of Republic Act (RA) No. 7641
(Retirement Law). Under RA 7641, the Company is required to provide minimum retirement benefits
to qualified empioyees. The retitement cost accrued includes normal cosl and estinated past service
cost (see Note 11).

Compensated Absences

Compensated absences are recognized for the number of paid leave days (including holidays). They are
included in the salaries and wages account and are recognized when paid af the end of every year to the
employec,

Leases

l.eases which transfer to the Company substantially all risks and benefits incidenal to ownership of thg
leased item are classified as finance leases and are recognized as assets and liabitities in the starement
of financial position at amounts equal &t the inception of the lease 1o the fair value of the leased
property, or if lower, at the present value of minimum lease payments, Lease payments are apportioned
between the finance costs and reduction of the lease liability so as to achicve a constant rate of interest
on the vemaining balance of the liability. Finance costs are recognized in the statement of
compreheasive income. Capitalized leased assets are depreciated over the shorter of the estimated
vscful life of the asset or the lease term.

Leases which do not transfer 1o the Company substantially ali the risks and benefits of avwnership of the
asset are classified as operaling leases. Operating leasc payments are recognized as expense in the
statement of comprehensive income on & straight-line basis over the lease term. Associuted costs, such
a5 maintenance and insurance, are expensed as incurred.



The Company is a party to various operating leases as a lossee on its office space and house rental for
iis employecs. Payments received trom the lessor under operating leases (net ofany incantives given to
the lessee) are charged to the statement of comprehensive income. Contingent rents are recognized as
revenug in the period in which they arc eamed.

Income Taxes

The tax expense for the period comprises current and deferred tax. Tax is recognized in profit or loss,
except to the extent that that it relates to items recognizsd in other comprehensive income or d fectly in

equity.

The current income tax charge is calcalated on the basis of the tax laws enacted or substantively
enacted at the reporting date. Management periodically evaluates positions taken in tax retums with
respect to situations in which applicable tax regulation is subject (v interpretation. Tt establishes
provisians where appropriate on (he basis of amounts expected 10 be paid to the lax authoritics.

Deferred income tax is recognized, using the liability method, on temporary differences arising
between the tax bases of assets and Habilities and their carrying amounts in the (inancial statcments.
However, deferred income tux is not accounted for if it arises from initial recognition of an asset or
liahility in a transaction other than a business combination that at the lime of the transaction affects
neither accounting nor taxabie income. Deferred income tax is determined using tax rates {and laws)
that have been enacted or substantively enacted at the reporting date and are expected to apply when
the related deferred income tax assct is vealized or the deferred income tax liability Is settled.

Deferred income tax assets are recognized for all deductible temporary differences, carryforward
benefits of unused tax credits from excess of minimum corporate income lax (MCIT) over regular
corporate incomc tax (RCIT) and unysed net operating loss carrvover (NOLCCQY), to the extent that it is
probable that suffteient future taxable profits will be available against which the deduciible temporary
differences, careyforward benefits of unused tax credits from excess of MCIT over RCIT and unused
NOLCO can be utilized. Deferred income tax labilities arc recognized for all taxable temporary
differences.

The Company reassesses at each reporting date the need to recognize a previously unrecognized
deferred income tax assel.

Defetred income tax assets and liabilitfes are offset when there is a legally enforceable right to offset
current tax assets against current ax liabilities and when the deferred income taxas assets and lishilities
relate 1o income taxes levied by the same taxation authority on either the taxable entity or different
taxable entities where there is an intention to settle the balances on a net basis.

Brovisions and Comtingencies

Provisions are recognized when the Company has a present obligation (Jegal or constructive) as ¢ result
of a past event, it is probable that an outflow of resources embodying economic benefils will be
required to settle the obligation and a reliable estimate can be made of the amount of the obligation, If
the effect of the iime value of money is malterial, provisions are determined by discounting the
expected future cash flows at a pretax rate that reflects current market assessiments of the time value of
money and, where appropriate, the risks specific Lo the liability.

Whete discounting is used, the Increase in the provisior due 1o the passage of time is recognized as
interest expense. When the Company expects a provision or loss (o he reimbursed. the reimbursement
is recognized as a scparate asset only when the reimbursement is virtually cerfain and its amount is
estimable. The expense relating to any provision is presented in the statement of comprehensive
income, net of any reimbursements,



Contingent liabilities are not recognized in the fnancial statements, They are disclosed unless the
possibility of an outflow of resources embodying economic benefits is remate. Contingent assets are
not recognized in the financial statements but disclosed when an inflow of economic benefits is
probable. Contingent asscts are assessed continually to ensure that developments are appropriately
reflected in the financial statements. If it has become virtually certain that an inflow of economic
benefits will arise, the asset and the related income zre recognizad in the financial stafements.

Events After the Reporting Date

The Company identifizs post year-end events as events that occurred after the reporting date but before
the date when the financial statements were authorized for issue. Post year-ené events that provide
additional information about the Company’s position at the reporting date (adjusting events) are
reflected in the financial statements. Post year-end events that are not adjusting events are disclosed in
the financial statements when material.

Comparatives

When necessary, comparative figures have been adjusted to conform to the changes in the presentation
of the current vear.

SUMMARY OF SIGNIFICANT ACCOUNTING JUDGMENTS, ESTIMATES AND
ASSUMPTEONS

In the application of the Company’s accounting policies, management is required to make judgments,
estimates and assumptions gbout the carrying amounts of assets and lighilities that are not readily
apparent from other sources. ‘I'he estimates and associated assumptions are based on the historical
experience and other factors that are considered to be relevant, Actual results may differ from these
cstimates.

ludgments, estimates and essumptions arc continually evaluated and are based on historical
experiences and other factors, including expectalions of future events that are believed to be reasonable
under the circumstances. The effects of any change in estimates are reflecied in the financial
statements as they become reasonabiy determinable,

Judgments in Applying the Company’s Aceounting Policics

In the process of applving the Company’s aceounting policies, management has made the following
Jodgments, apart from those involving estimations, which have the most significant effect on the
amounts recognized [n the financial statements;

&) Determination of Functional Currency

The Company has determined that its functional currency is the Philippine Pesc. The determination
of the functional currency was based an the primary economic environment in which the Company
generates cash.

b Classification of Financial inslruments

‘The Company classifies a financial instrument, or its component parts, on initial recognition as a
financial assct, a financial liability or an equity instrument in accordance with the substance of the
contractual agreement and the definiifons of a financial asset, a {inancial liabtlity or an equity
instrirnient. The substance of a financial instrument, rather than its legal form, poverns its
classification in the statement of financial position,

o
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Oetermination of Fair Value of Financial insiruments

The Company carries certain financial assets at fait value, which requires extensive use of
accounting estimaies and judgment. While significant companents of fair value measurement were
determined using verifiable objective evidence, the amount of changes in fair value would differ if
the Company utilized different valuation methodologies and assumptions. Any changes in fair value
of these financial assets and liabilities would affect the statements of chan £es 1N equity,

Operating Lease Commitments — Company us a Lessee

The Compeny entered into an operating lease agreement for its office space and staff houses under
non-cancetlable operating lease as a lessee. The Company has determined that theve is no transfer in
relation to the significant risks and rewards of ownership of these properties (sce Note 19).

Impairment of Non-Financial Assels

Property and equipment and intangible assets are periodically reviewed to determine any indications
of impairment. Though the management belicves that the assumptions used in the estimation of fair
values are reasonable and appropriate, significant changes in these assumplions may materially
affect the assessment of the recoverable amounts and any resulting impairment loss could have a
material adverse effect in the results ol operations.

Retirement Benefits Obligation

The Company considers the amount recognized as retirement benefits oblization do not differ
materially fom the amount that would have been determined using the projected credit unit method
under PAS 19 “Employee Benefits”.

Provisions and Contingencies
Judgment is exercised by management to distinguish between provisions and contingencics.

Policies on recognition and disclosure of provision and disclosurc of contingencies are discussed in
Note 2, subheadings Provizions ard Contingencies.

Estimates and Assumptions

The key assumptions concerning the future and other key sources of estimation uncertainty ar the
financial reporting date that have a significant risk of causing a material adjustment to the carrying
amount of assets and liabilities within the next financial year are diseussed below:

&

Usefild Fives of Praperty, Plant and Equinment

The Company estimates the useful lives of properly, plant and equipment based on the period over
which the assets are expected to be available for use. The estimated useful livas of property, plant
and equipment afe reviewed periodically and are updated if expectations differ from previous
estimates due to physical wear and tear, technical or commicrcial obsolescence and legal or other
limits on the use of the assets. In addition, estimation of the useful lives of property, plant and
equipment is based on collective assessment of industry practice, internal technical evaluation and
experience with similar asscts. It is possible, however, (hat future results of operations could be
materially alfected by changes in estimates brought about by changes in factors mentioned above.
The amounts and timing of recorded expenses for any period would he affected by changes in
these factors and circumsiances. A reduction in the estimated useful lives of property, plant and
equipment would increasc recorded expenses and decreass non-current assets.

The carrying values of property, plant and equipment as at Dacember 31, 2013, 2012 and 2011
amounted to F3,240,175609, £3,596,417,396 and P3,950,899.673, respectively. Depreciation
expense for 2013 and 2012 amounted (0 $357,800,774 and P355,346,338 respectively (see
Notwe 8).
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The Company considers that it is impracticable to disclose with significant relability the possible
effects of sensitivitics surrounding the useful lives of property, plant and equipment,

b Realization of Deferred Tax Assets

The Company reviews the carrying amounts of deferred income tax asscts and liabilities at each
financial reporting date and reduces deferred income tax assets and Jiabilities to the extent that it is
no longer probable that suflicient future taxable income and future deductible expenses will be
available to altow all or part of the deferred income tax assets to be atilized.

The Company’s deferred tax asset is fully covered with valuation allowance since management
belicves that the Company will not generate taxable net income to utilize the Company’s deferred
tax assets (see Note 22).

The Company considers that it is impracticable to disclose with significant reliability the possible
effects of sensitivities swrounding the realization of deferred tax assets.

4. CASH

Cash as at December 31 consist of

2013 2012 2011

Cash iy banks 248,970,541 18642271 7.582,327
Cash on hand 909,631 200,000 200,000
259,880,172 18,842,271 7,782,327

Cash in banks earn interests at the respective bank deposit rates. Foreign currency denominated
deposits were transtaled to Philippine peso at the year's end closing rate.

5. TRADE RECEIVABLES

The account constitutles receivables from customers for the sale of its main products to jts domestic and
foreign customers which amounted to P636.521,948, P293.278,990 and P217.082.111 as at the end of
December 31, 2613, 2012 and 2011, respectively.

The Company did not provide allowance for doubtful accounts for its receivables since the Company is
certain of its collectibility,

6. INVENTORIES

The account represents:

2013 2012 2011
Raw muterials 213,116,788 225,390,879 165,170,303
Work-in-progress 66,241,160 171,713,211 22,544,142
Fimished goods 54,229,692 370,418,122 82,615,950
Spare parts 204,222 BS7 204,984 542 207,237,048
Qther inventory supplies 68,016,567 63,1 15,645 70,572,683

605,827,064  1,035622,500 548,140,128

Inventories are carricd at cost using the weighted average cost method.
Finished goods inventories are valued at the lower of cost or net realizable value (NRV).

Other Invenlory supplies include safety sapplies, laboratory supplies, maintenance supplies and other
additives which are classified as manufactaring overhead when consymed.
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7. PREPAYMENTS AND OTHER CURRENT ASSETS

Prepayments and other current assets as al December 31 consist:

2013 2012 2011

Input tax 607,377,812 554,884,685 474,778,996
Advances to suppliers 142,092,815 106,132,670 73,506,742
Others 54,314,994 49,155,539 40,137,827
803,785,621 710,172,894 588,423,565

[.ess: Other assets - input tax 55.844,574 55,844,574 55,844,574
747,941,047 654,328,320 332,578,991

Input tux represents 12% value-added tax on local purchases of materials and services, nel of output

VAT on domestic sales during the year.

The Company applizd for tax refund in the following dates for the Company’s unutilized input VAT

attribatable to its export sales for the correspending periods:

Date applicd Covered period Amount
July 22 2616 and January 29, 201 | January o December 2008 38.9 million
February 18 and September 18, 2011 Janwary to December 2009 139.2 million
March 22, 2012 January to December 2010 146.3 million
March 13, 2013 January to December 2011 97.6 million

On March 20, 2013, the Company received a refund amounting to P3.478,299 periaining to a portion of
its application for 2008 refund. As at December 31, 2013, other applications for refund are still pending

with the Bureau of lniernal Revenue,

Advances to suppliers pertain to Company’s advarce payment to suppliers of raw materials that are not

yet received by the Company as at end of yaar,

Other prepayments and other current assets represent prepaid items on rentals, insurance and deposit
payments, including employees’ operational advances sub‘ect for liquidation.



8. PROPERTY, PLANT AND EQUIPMENT (ne:)

Reconciliation of property, plant and equipment as at Decemiber 3! is as follows:

Machinery and

Building

Building equipment  improvements Total
Cost:
At January 1,2012 75,724,646 5.251,057,471 10,266,252 5.337,048,369
Additions - 864,059 - 864.059
At December 31,2612 75,724,646 5,251,921,530 10,266,252 5337912428
Additions - 1.558.587 - 1,558,987
At December 31, 2013 75,724,646 5,253,480,517 10,266,252 5,339,471,415
Accumulated depreciation;
At January 1, 2012 23.088,711  1,360,077.810 2982173 1,386,148,694
Depreciation 3,786,233 151,054,279 503,826 355346,338
At December 31, 2012 26,874,944 1,711,132,089 3,487.999  1,741,495,032
Depraciation 3,786,234 353,501,228 513,312 357,800,774
At December 31, 2013 30,661,178 2.064,633,317 4,001,311  2,099,295,806
Carrying values:
As at December 31, 2013 45,061,468  3,188,847.200 6,264,941  3,240,175,609
As at December 31, 2012 48,849,702 3,540,789 441 6778253 3,5396417,396
As at December 31,2011 52,635,935 3,390,979,661 7,284,079 3.950,899.675

Depreciation charges of property, plant and equipment are distributed to the following cost centers:

Notes 2013 2012 2011
Cost of sales 14 348,820,743 348.655454 347,966,411
General und administrative 17 3,980,031 6,690,884 8,311,515

357,800,774

353,346,338

356,277,926

INTANGIRLE ASSETS

Reconciliation of intangible assets s at December 31 is as follows:

Noite 2013 2012 2011
Cost
At beginning and end of vear 495,832,432 495 832432 405,832 432
Accumulated amortization
At beginning of year 226,942,193 175,697,708 124 453,222
Amortization for the year 17 47,922,000 51,244 487 51,344,436
At end of year 274,864,195 226,542,195 175.697.708
Net carrying values at end of year 220,968,237 268;890.237 320,134,724

intangible assets pertain to the licenses on software for its manufucturing and accounting processcs
{SAP system). This is being amortized for a period of ten {10) years and ‘tve {5) vears, respectively.



i0. TRADE AND OTHER PAYABLES

‘trade and other payabics as at December 31 consist of:

2013 2012 2011

Due to foreign suppliers 7.655,670,968 7.284,912,905 6.067,003,783
Due to local suppliers 875,581,971 923,190,141 1,135,439,500
QOthers 131,167,045 106,019,344 100,954,316
8662419984 8,314,122,390 7.303,397,599

Trade payables inclnde payables due to foreign and local suppliers which are non-intersst bearing and
are currently demandable. ,

Included in the 'Due to foreign suppliers’ account is the B7,584.5 million payable to Persian Gulf
Petrochemical Industries Company for the supply of ethylene.

Other payables pertain to statutory payables, advances from customers and other accrued expenses,
These are noninterest bearing and are payable normally within 30 days.

1. RETIREMENT BENEFITS OBLIGATION

Pending the implementation of a formal retirement plan, the Company provides for estimated
retirement benefits required to be paid under RA, 7641 1o qualified employees, The retirement
obligation of the Company as at December 31, 2013, 2012 and 2011 amountad to £4,139,609,
3,586,853 and B3,034,097. respectively, The corresponding annual retirerent benefits expense
amounted to B3552,756 for the years ended December 31, 2013 and 2012, respectively. This is
presented in the financial statements as part of the employee benchits (see Noe 17). Adjustments Lo
prior years will be taken up when the final retirement plan has been approved and computed by an
actuary.

12. DEPOSIT FOR FUTURE STOCK SUBSCRIPTION

As discussed in Notes 1 and 13, this account pertains 1o the subscription of the stockholders of Lhe
Company of F791.0 million (7,%10,000 shaves) in 2007 and 2006 which is the subject matter of a
penching arbitration case in London, England concemning the refusal of the minar:ty intercst to hanor its
obligation under the Share Purchase Agreement including its refusal to infuse additicnal capital to the
Company,

“Mareover, the account is also an off-shoot of the case, wherein, the minority interest’s intention to
contradict the deposit on subscription and wresl corporate control and management were Denied.

On October 15, 2013, the case was dismissed by virtue of a Manifestation and Jeint Motion to Bismiss
informing the enorable Court of amicable settlement and dismissal of the case im the lower court
thereby rendering the pending arbitration in London moot and academic, The Manifestation and Joint
Moation to Dismiss was approved and confirmed by the court through en Order dated November 29,
2013 and through a Notice of Resolution dated February 10, 2014, the Supreme Court duly noled the
Joint Manifestation of the parties.
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13.

CAPITAL STOCK

On November 3, 2005, the Sccurities and Exchange Commission (SEC) approved the increase in
authorized capital stock of the Company fram £12,500,000, divided into 125,060 common shares with
par value of 100, to P5.000,000,000, divided into 50,000,000 common shares with par value of £100.
The increase in capital was paid by way of asset for share swap valued at P4.760,000,000 or
47,600,000 common shares.

On Qetober 16, 2006, the Board of Directors {BOD) of the Company approved the increase in the
anthurized capital stock of the Company from ®5,000,000.000 to P5,800,000,000, divided into
58,000,000 shares with par value of P100 per share. Accordingly, pending the SEC’s approval on the
application of the Company for the amendment of its Articles of Incorporation, the subscription ol the
stockholders of the Company of 5,000,000 shares equivalent to P505.94 million is booked under
Deposil for Fulure S1ock Subscription,

On March 7. 2007, the Board of Dircctors (BOD) of the Cormpany approved the issuance of capital
stock of the Company amounting to P48S million divided inte 4,850,000 shares (USD10.00 million
computed at the exchange rate a: P48.50 to USD1,00) with par value of P100 per share. Accordingly,
pending the Company's filing with SEC for the increase of authorized capiml stock from
P5,000,000,000 to B5,800,000,000 divided into 58,000,000 with a par value of #100 per share due 10
insutficiency of documents as required by SEC, the subscription of the stockholders of the Company of
2,910,000 shares and 5,000,000 shares equivalent to RB791.00 million (R283.06 million and
£503.94 million in 2007 and 2006, respectively) were bocked under Deposit for future stock
subscription {see Note 12).

4.

COST OF SALES

Cosf of sales for the vears ended December 31 consist of:

Naotex 2013 2012

Raw materials used — net 1,960,391,689  2.689,341,729
Add: Direct labor 18 13,155,029 14,852,879
Total Prime costs 1,973,546,718  2,704,194,608
Add: Manufaciuring overhead * 771,973,654 631,517,946
Total Manufacturing costs 2,745,820372  1,635,712,554
Add: Work-in-process, beginning 4 171,713,211 22,544,142
Total Work placed in process 2917233583 3,658.256,696
Less: Work-in-process, end '] 66,241,160 171,713,211
Total Cost of goods manufactured 2,850,992,423  3,486.543.485
Add: Finished goods, beginning ] 370,418,122 82,615,950
Total Goods available for sale 3,221,410545  3,569,139,435
Less: Finished goods, end & 54,229,692 370.418.122
3,167,180,853  3,198,741,313

Included in the direst cost of 2012 are pre-operating expenses of the newly acquired Nitrogen Plant of
the Company. The acquisition of the suld plant is part of the effort of the Management to reduce

cost/losses in future operations.

*Manufacturing overhead is broken down as follows:

Nete 013 2012

Manufacturing supplics 359,381 356 495,145,014
Depreciation 8 348,820,743 348655454
Salaries and wages I8 27,192,689 30,304,848
Utilities and reatal - equipment 16,542,400 23,236,927
Repairs and maintenance 12,291,326 2,663,461
Miscellaneous 7,745,140 21,510,242
771,973,654 931,517,946
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The raw materizl requirements (ethylene) supplied by s forgign counterpart (Iranian Principal) is
pegped a: a price based on the {Southeast Asia) market index prevailing at the time of importation.

Although the supplier granis a 5% discount en the ethylene index price, the unpredictable market
supply availability condition which generally leads <o intermittent of non-continuous supply of
ethylene limits the production to less than 18% of its output capacity. As such, the resulfam cffect
greatly impacts on the cost of production to about $300 to $400 per metric ton over and above the
prevailing international market rate, based on t4¢ Independent Chemical Information Service (IC18)
standards pricing,

The Company’s transfer pricing policy resulted to gross loss amounting te P387.2 million and
P435.4 million for the years ended Detember 31, 2013 and 2012, respectively, as presented in the
statements of comprehensive income,

15. OTHER INCOME (EXPENSES)
Other income (expenses) for the years ended December 31 consist of:
2013 012
Foreign exchange gain (loss) 83,832,035 (10.525315)
Interest expense and bank charges (295,908) 3,414,041
Interest income 128,923 60,186
83,665,050 (13,879,170}
16. SELLING AND DISTRIBUTION EXPENSES
Selling and distribution expenses lor the vears ended December 31 consist of
203 2012
Freight and handling 23,597,924 36,028,070
Marketing and selling - 253,861
23,597,924 39,281,931
17. GENERAL AND ADMINISTRATIVE EXPENSES

Genera! and administrative expenses for the years ended December 31 coasist of:

Notes 2013 2012
‘Taxes and licenses 4¥,772,563 61,705,934
Ainortization of intangible asset 47,922,000 51,244,487
Salarics, wages and employee benefits 18 29,406,701 20,426,859
Depreciation 8 8,980,031 0,090,884
Cutsourced services 7,049,061 2,995,695
Security services 4,721,871 5.0076,603
Travel and transportation 4,420,460 6,176,774
Professional fees 3,992,257 4,300,930
Rent expense 19 3,663,524 8,308,573
Insurance 2,998,171 3,246,463
Uttilities and communication 712,111 3,252,574
Retirement benetits 1 552,756 552,756
Miscellaneous 14,549,636 37,981,188

177,741,142 211,959,725
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Included in the general and administrative expenses in 2012 relates to the pre-operating cxpenses of
the newly acquired Nitrogen Plant of the Company. The acquisition of the said plant is part of the
effort of the Management to reduce the incuerence of losses in future operations.

18. PERSONNEL COSTS
The account represents staffing and manpower cost charged to the following cost conters:
Notes 2013 2012
Cost of'szles I 40,347,718 43,1537.727
General and administrative 17 29,406,701 20,426,859
69,754,419 63,384,586
Of the total personnel costs, P7.8 million and £6.4 million for the years ended December 31, 2013 and
2012, respectively. pertains to compensation of key management personnel.
19. LEASE CONTRACT

On April 25, 2006, the Company cntered into a Locator Agreement with PNOC Petruchemical
Development Corporatien (FPDC) to participate and establish a petrochemical plant within the Park
under the rules set forth in the Declaration of Covenants, Conditions and Restrictions for the Petrochem
Park.

The contract includes the following;

a. the Company agrees o pay PPDC cn a quarterly basis its proporticnate shere in the actual cost of
maimaining and operating the common areas and facilities including management fees computed
at 17.5% of the Company’s sharc in the actual cost and expenses;

5. the Company shall be responsible for oblaining from third party all powcr, water and other
utilities;

¢. the Company shall be charged a throughput fee as payment for the utilization of the feedstock
Jeny;

d. the Company shall pay all taxes, duties, tariffs, imposts, fees, charges and assessment on the parcel
of land from the date that legal possession and title has been transferred to the Company;

e. the Company shail pay all taxes, duties, tariffs, imposts fees, charzes and assessment on the
operations; and

f.  the Company agrees to pay PPDC the corresponding adnuinistrative dues and management fees.

The agreement shall be valid and binding untif revoked or amended by the parties.

On December 5, 2011, the Company entered into a non-cancellable contract of lease for an office site
for a peried of three years which ¢ommenced on February 1, 2012 and shall expire on January 31,
2015. This lease may be rcnewed upon mutual agreement of beth parties. The future minimum lease
rentals pavable under these non-cancelluble operating leases as of December 31 are as Tollows:

2013 2012

Within one year 2,151,336 2,351.336
More than one year but nol more than three years 2,674,704 5,026,040
5,026,040 7,377,376

The Company entered into a non-cancellable contract of lease for three (3) residential units [ocated at
Mariveles, Bataun for a period of one year which commenced on February |, 2012 which was renewed
during the year. This lease may be renewed upon mutual agreement of both parties.

.M.



The future minimum Jease rentals payable under these non-cancellable operating leases as at December
31 are as follows:

2013 2012

Within one year 150,000 1.680,000
More than one yvear but not more than three years - -
150,000 1,680,000

The Cempany’s oflice and housing rental expense charged 1o general and administrative expenses for
the years ended December 31, 2013 and 2012 amounted to 23,663,524 and 23,778,702, respectively.
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RELATED PARTY TRANSACTIONS

The following table summarizes the ransactions entered into by the Company which are priced on
arms-length basis;

Due to g related party

2013 2012 2011 Terms Condition
Stockholder - '
NPC
International Non-
Limited interest
Advances P660,651,849 £660,652.849  PH60,652,849 bearing Unsecured

[ue to stockholders is a non-interest bearing advances that ere due and demandable within one year
from the siatement of financial position date. The advance pertains 1o the settlement of power
cobacction, acquisitions of equipment and other expenses in the Company’s plant paid for by NPC
International Limited on Janvary 2007.

For the years ended December 31, 2013 and 2012, the Company did not have any transaction with its
related party.
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CORRECTION OF PRIOR PERIOD ERRORS

The prior year financial statements have been restated to take up unrecorded setup of consumption of
unfinished products for wark-in-process inveitiories and foreign exchange gain in 2012 and 201 1.

The above error was corrected during the year in accordance with Philippine Accounting $tandards 8
“Accounting Pelicies, Change in Accounting Estimates and Errors”.

The re-measurement of statement of financial position items at the opening statement of financial
position as at December 31, 201 1 are surnmarized below:

As previously Efleet of
teported corection As restated
Inventories 1,129,093,962 {580,953,834)  548,140.12%
Trade and other payvables 7,424,282 692 {120.885,093) 7.,303,397,599
Deficit (7,438,053,274) (460,068,741) (7,898,122,015)
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Recanciliation of the Compeny’s statement of financial position and statement of comprehensive
incomne as previously reported and the restated balances for the year ended December 31, 2012 follows:

As previously Eftect ol
reparted correction As restated
Cosl of sales 3.081,483,791 7,257,522 3,198,741,313
Foreign exchange gain {loss) 9,653,628 (20,178.943) (10,525,315
[nventories 1,733,833,755 (698,211,356) 1.035,6223%
Trade and other payables 8.414,828,539 (100,706,149) 8,314,122,390
Deficit (8,021,132.698)  (597.505.207) (R,618,637,909)
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PENDING LAWSUITS
Telcraft $4 Case (CA— GR SP. No, 1H6708)

On March 12, 2012, the R'TC Branch 4 of Balanga City has issued, through Special Praceedings No.
253-ML (consolidated with Special Procecdings No. M-6947), a Decision granting favorably the
Company’s Petition fo sustain a denial/refusal of recognition or enforcement or setting aside of the
arbitral award and, at the same time, denying respondents Petition for recopnition and enforcement of
foreign arbitral award.

However, Teleraft fited a Petition for Certiorari under Rule 65 of the Rules of Court with the Court of
Appeals assailing the 29 July 2010 Order issued by the trial court ordering, among others, the
severance from the main case of the Company™ s claim for damages. The casc i still pending with the

appetlate court.

Comsidering that the case is still pending before the Court of Appeals (Fifth Division) of Manila, no
material or negative impact can be established or foreseen that could affect the Company’s financial
standing,

Bureau of Customs Case (CTA Case No. 7742)
(Tax Case ~ Cormmissioner of Customs vs. NPC Alliance)

The Burcau of Customs (BOC) appealed the Court of Tax Appeals (CTA), Third Division's
promuigation of decision dated August 6, 2010, for = Petition for Review under Rulc 45 {of the Rules
of Courr).

Last year, the CTA — Third Division has already resolved this case in favour of NPCA for tax
exemption, but as a matter of remedial rights. the BOC filed a petition for review.

On May 22, 2013, the Company submitted a new surety bond (G (16) 0007435) from nvestors
Assurance Corporation Dated May 15, 2013 in the arount of P250,000,000. The case is still pending

with the appellate court.

The Company (NPCA), however, do not foresee any forthcoming issue or obligation thal may arise out
of this appeal which could impact on its financial condition.
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23, INCOME TAXES

The Company was registered with the BO! on January 9. 2006 as a new producer of Polyethylene
Resins under the 1987 Omnibus Investment Code with a capacity of 275,000 metric tons per year.

Linder this registration, the Company is entitled to and avaited of cemain incentives, the more
significant of which are:

income tax holiday for six (8) vears from July 2006 until July 2012;

tax and duty free on domestic capital equipment;

tax and duty free importation of capital equipment;

tax credit for taxes and duties paid on imported raw materials used for its export products;
exemption from coniractor’s tax. wharfage due and any export tax, duty, import and fzes;
exemption [rom taxes and duties on imported spare parts and supplies;

employment of foreign nationals;

unrestricted use of consigned equipment;

deduction for labor expenses, and

incentives on necessary infrastructures,

TSy v Ao o

On July 24, 2012, the BOI approved the application of the Company for an extension of one {1) year of
the Company’s income tax hotiday (ITH) incentive. The approve bonus year under the Company’s
Certificate of Registration No. DP94-572 is for the period July 1, 2012 to June 30, 2013.

'The Company did not apply for renewal or extension of its 1TIH, hence the Company is subject to
regular income 1ax for the period July 1 to December 31. 2013.

Computaiion for income tax due for the year ended December 31, 2015 is as [ollows:

Exemnpt RCIT Total

REGULAR CORPORATE INCOME TAX (RCIT)
Loss bafore income tax (184,907,420) (320,008,467) (504,915,886)
Less: Non-taxablz income

Interest income subjected to final fax (64,462) {64,462} {128,923)
Add: Retirement expense 276,378 276,378 552,756
Taxable loss {184,695,503) (319,796,550) (504,492,053)
Tax rate 0% 30% -
TAX DUE - (95,938,965 -

The Company’s minimum corporate income tax for the year ended Pecember 31, 2013 amounted to nil
since #s operations for the year resulted to a gross loss.

Further, the Company did not recognize deferred tax asset amounling to £95.9 milion on its net

operating loss cary over as management believes that the Company will nat have sufficient raxable
income 10 which the benefit on NOLCO will be applied.
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24, FINANCIAL RISK MANAGEMENT AND CAPITAL MANAGEMENT

The Company’s activities expose i1 10 a variety of financial risk < and those activities involve the
analvsis. evaluation, acceptance and management of some degree of risks or combination of risks. The
Company's aim is to achicve an appropriate balance between risks and returns and minimize potential
adverse effects on the Cotnpany’s financial performance. The Company's risk management policies
focus on actively securing the Company's short-term to medium-term cash flows by minimizing the
exposure to financial markets.

The Company's principal financial instruments consist of cash (excluding cash on hand), trade
receivables, trade and other payables and due o a related party. The main purpose of these financial
instruments is 1o finance the Company’s vperations,

The main risks arising from the Company’s financial instruments are credit risk, liquidity risk and
foreign currency risk. The Beard of Directors reviews and approves policies lor managing these risks
as sumtenarized below:

Credit risk

Credit risk refers to the potential loss zrising from any failure by counterparties to fulfil their
obligations, as and when they fall due. The Company’s credit risk is primarily atributable to its cash
{excluding cash on hand) and trade receivables,

The carrving amount of financial assets recorded in the [financial statements which represent the
Company’s maximum exposure to credit risk without taking account of the value of any collateral
obtained is as follows:

2013 2012 2011
Cash {excluding cash on hand) 258,976,541 18,642,271 7,582,327
Trade receivables 636,521,948 293,278.990 217,082,111

805,492,489 511921261 224,664,438

As at December 31, 2013, 2012 and 2011, all of the Company’s financial assets were classified as
neither past due nor impaired and are considered high grade. The credit quality of these financial assets
are considered high grade because of the following factors considered by the Company:

Cash

The credit risk for cash is considered negligible since the counterparties are reputzble banks with high
quality external credit ratings. The Company has not experienced any difficulty transacting through
these banks.

Trade Receivables

Trade receivables are calegorized based on tae Company’s collection experience and relationship with
the counterparties. Receivables from customers consistenily pay on or before the maturity date and
hence, considered high grade.

The table below summarizes the aging analysis of the Company’s trade receivables.

213 2012 2011

Current account 362,818,656 152,341,559 105,540,689
Past due but not impaired:

Less than 30 days 195,048,000 81,897,433 56,737,711

30 to 90 days 32,508,000 13,649,572 0,456,285

Morz than 91 days 46,147,292 45,390,426 45,347,426

636,521,948 293,278,990 217,082,111




Liguidity Risk

Liquidity risk arises from the possibility that the Company may encounter difficulties in raising funds
to meet comnitments from financial instruments or that a market for derivatives may nor exist in some
circumstances.

The Company maintains a balance between continuity of funding and flexibility of cash flows,

As part of irs overall liquidily management, the Company maintains sufficient levels of cash to meet

working capital requirements. The Company ava:ls of funds from related parties and from stockholders
when needed.

The table below summarizes the maturity profile of the Company’s financial liabilities as at December

31,2013 and 2012:

December 31,2013

Three to
On demund  twelve months Total
Due to foreign suppliers 7,655,670,968 - 7,65%,670,968
Due to local suppliers 875,531,971 - 875,581,971
Other pavables* - 130,351,575 130,351,575
Due to a related party 660,652,849 - 660,652,849
2,191,905,788 134,351,575 9,322,257,363
December 3. 2012
Three to twekve
On demand months Total
Due to foreign suppliers 7.284.912,905 - 7.284,912,905
Due to local suppliers 923,190,141 - 923,190.14]
Other payables* - 105,572,662 105,572,662
Due to a related party 660,632,849 - 660.652,84%
8.868,755,805 105,572,662 $.974,328 557
*hxeluding siatwiory payerbies.
December 31, 201 [
Three to twelve
On demand months Tolal
Due to foreign suppliers 6,066,487,001 - 6,066,487.001
Due e lgcal suppricrs 1.135,439,500 - 1,135,439,500
Other payables* - 100,954,316 100,954,314
Due to g related party 660,052,849 - 660,652,849
7.862.579,350 100,954,316 7.963,533,666

‘The above maturities reflect the gross cash flows, which may differ from the carrying values of the
liabilities at the veporting dates.

The following Lable shows the current ratio of the Company as al December 31:

2013 2012 2011

P

Current ratio 24% 30% 16%

Current ratio is a liquidity ratio that measures the Company's ability 1o pay shorl-term obligations, The
1able above shows that for every peso of currently maturing lishilities, the Company has inadequate
fund to settle its obligations. This liguidity risk is managed by availing funds from related parties when
needed.
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Foreign currency risk

The Company has transactional currency exposures arising from cash in banks, receivables and trade
and other payables in United States (US) dollars generated from normal operations of the Company. To
address the risk associated with the volatility of the foreign exchange rate, the Company aclively

monitors its currency exposurcs,

The following are the foreign currency denominated financial assets and financial Habilities of the

Company:
December 31, 2013:
Euro U8 dolar Philippine peso
equivalent
Financial assets;
Cash in banks €305 $E,708 106,548
Receivables - 13,572,754 591,131,521
€505 $13,574.462 591,238,069
Finaneial liabilities -
Trade and other payables - 189,431,162 7,655,670,968
Nel financial liabilities €505 ($145,443,280) (7,004,432,899)
December 31, 2012
Fura 118 doller Philippine peso
equivalent
Financial assets;
Cash in banks €6,498 $13.726 901,178
Receivables - 6,017,881 247,888,564
€6.498 $6.031,607 248,789,742
Financial Tiabilities -
Trade and other pavables - 176,818,274 7,284,912,905
Net fingnelal liabilities €6,498 {$170,786,667) {7.036,123,163)
December 31.20'1:
Eure US dollar Philippine peso
agquivalent
Financial assels:
Cash in banks €1,719 31,718 173,180
Receivables - 3,908.479 247.888.564
€6,498 $6,03 1,607 248,789,742
Financial Habilities -
Trade and other payables - 138,112,452 6.067,003,783
Net financial liabilities €6.498 {5132,080.845) (5,818.214,041)
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The following table demonstrates the sensitivity to a rezsonably possible change of Philippine peso to
US doliar and Euro exchange rates, with all other varizbles held constant, of the Company’s income
before tax due to change in the fair value of its foreign currency denominated financial assets and
liabilities:

December 31,2013;
Change in foreign Elfzet on income
exchange rate before income fax
US Dellar / Euro +5%% #353,221,645
-5% {353,221,645)
December 31, 2012:
Change in foreign Effeet an income
exchange rate before income tax
US Dollar/ Euro +5% $351,806,308
-5% {351,806,308)

There is 1o other effect on equity aside from those affecting the statement of comprehensive income.

Capital Management

The primary objective of the Company’s capital management is to safeguard the Company's ability to
continue as a going concern, so that it can continue to provide retums for shareholders end benefits for
other stakeholders and to maintain an optimal capital strecture to reduce the cost of capital,

The Company manages its capilal stricture and makes adjustments to it, in light of changes in
economic conditions. To maintain or adjust the capital structurg, the Company may recyire additional
capital from shareholders or issue new shares.

. FAIR VALUES OF FINANCIAL INSTRUMENTS

Set oul below is a comparison by class of carrying amounts and fair values of financial instruments that
are carried in the financial statements. The table does not include the (air values of nonfinancial assets
and nonfingncial labilities.

2013 2012 2011
Carrying Currying Carrying
Yalues Fair Yaluey Values Fair Valuzs Valucs Fair Values
Financial Assets
Loany and receivables
Cash?* 258,970,541 138,970,541 18642271 18.642.271 1582327 7.582 327
‘Frade receivables 636.521.948 636.521.048 263 278.9%0 203,278,990 217082111 21708211
§95 492 489 §95,492,459 311921268 301,921,261 224,604,438 224 664,438

Fipaneciat Liabitities
Trade and other
payahleg*s BGE1 614515 R661604515 8313675707 8313675707  7303397.590  7,303397,509

Ducto related purty  GEDGS2.849 660652840 660632840 60651840 660652810 GH0652.849
9,322,257.364  9,322,257,364 R 974328556  BYT4I28356  7IGLOS0A48  7964050.448

Eexefuding cash o homd
Mhexedudmg stattdtory paguliles
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The methods and assumptions used by the Company in estimating the fair value of the financial
instruments are;

Cash, Trade receivables, Trade and other payables

Due 1o the short-term nature of transactions, the fair value of the financial zssets and liabilities
approximates the carrying amourts as of the statement of financial position date.

Dte to veluted party

Due to related parly is payable on demand and have no fixed repayment dates. As such, their carrving
amounts approximaie their fair values.

Fair value hierarchy

The fair value measurements of the Company’s Enancial assets and financial liabilities have been made
under Level 2 of the fair value hierarchy, i.e., based on observable inputs for the financial assefs and
financial liabilities,

26.

APPROYAL OF FINANCIAL STATEMENTS

he financial statements of the Company as at and for the year ended Drecember 31, 2013 (inciuding its
comparatives, 2012 and 2011} were approved and authorized for issuance by the Boasd of Directurs
(BOD) on June 3, 2014,



SUPPLEMENTARY INFORMATION REQUIRED BY REVENUE REGULATIONS (].lR).lﬂ-ZOIO
AND RR 19-2011

The following information is presenied for parposes of filing with the BIR and s not & required part of the
basie financial statements.

Supplementary informution required by Revense Regulutions 15-2010

On November 25, 2010, the Bureau of Intemal Revenue (BIR) issued Revenue Regulations (RR) 13-
2010, which requires certain informaticn on taxes , duties, license fees paid or accrued during the
taxable vear to be disclosed as part of the notes fo financial statements. This supplemental information,
which is an addition to the disclosures mandated under PFRS, is presented as follows:

a.  Chaput Vafwe-Added Tax (VAT)

Net receipts and output VAT declared in the Company’s VAT refurns in 2013 and 2012 is as
follows:

2013 Net receipts  Oultput VAT

Y AT-able sales

Zero rated sales

2,779,938,983 -

2,779,938,983

2012 Net receipts Quiput VAT
VAT-ublc sales 5,826,507 099,181
Zero rated sales 2,737,519,743 -
2.743.346.250 699,181
b purt VAT

2013 2012
Beginning belance 554,884,685 474,778,996

Current year's domestic purchases/payments or

importations for:

Goods otherthan for resale 11,609,927 24,246,634
Services lodged under other accounts 40,883,200 56,558,230
607,377,812 555,583,806
Less: OQutput VAT - 699,181
NETINPUT VAT 607,377,812 554 884,685

¢ Taxes onimpuorlation

The Company paid custams duties and taxes amounting to 135,135 for the year ended December 31,
2013.

d  Excise tax (Not Applicable)
e. Documerntary stamp lax

None,
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Withholding traves

2013 2012
Withholding taxes oh compensation 4,200,126 4671777
Expanded withholding taxes 5,560,328 6,316,214

As at December 31, 2013, unpaid withholding taxes on compeasation and benefits and expanded
withholding taxes amounted o 281,395 and B534,074, respectively.

Taxes ond licenses

The components of “Taxes and licenses™ presented under the “General and administrative expenses”
account in the stataments of comprehensive income are as follows:

2013 2012
Property taxes 43,413,734 56,091,362
Permits and registrations 4,362,376 4,240,188
Other taxes and licenses 996,453 1,374,384

48,772,563 61,705,934




SUPPLEMENTARY INFORMATION UNDER REVENUE REGULATION 19-2011

Revenue Repulation No. 19-201 1 was issued to prescribe the new BIR forms that will be used for Income
Tax filing covering and starting with December 31, 2011 and 10 modify Revenue Memorandum Circular
No. 57-2¢1 1dated November 25, 2011,

The Company is registered with the Bureau of Investment (BOI) as a producer of Polyethylene Resins
pursuant ta the Qmnibus Investmment Code, entitled the Company to enjoy and avail of certain tax holidays
incentives and benefits from 2006 to 2012. On July 24, 2012, the Board of Investments approved the
application of the Company for the extension for one (1) year of the Company’s incoine tax holiday (ITH)
incentive. The approve bonus year under the Company's Certificate of Registration No. DP94-572 is for the
period July 1, 2012 to June 30, 2013.

The following are the schedules preseribed under existing revenues issuances applicable to the Company as
of December 31, 2012,

. Sales

RCIT

Exempt {July I to

(January 1 to December 31,
June 30, 2013) 2013) Total
Sale of goods 903,515,239 1,876,423,749 2,779,938,988

b, Cost of goods sold

RCIT For the year
Exempt {Tuly 1to ended
(January 1 to ecember 31, December 31,
June 30, 2013) 2013) 2013
Raw materials used - net 637,152,029 (,323,239,660 1,960,301,689
Add: Direct labor 4,275,550 8,879,479 13,155,029
Total Prime costs 641,427,579 £,332,119,13% 1,973,546,718
Add: Manufzcturing overhead 250,901,176 521,072,479 771,973,655
Total Manufacturing costs 892,328,755 1,853,191,618 2,745,520,373
Add; Work-in-process, beginning 171,713,211 76,528,703 171,713,211
Total Work placed ic process 1,064,041,966 1,929,720,320 2,917,233,583
Less: Work-in-process, cnd (76,528,703) (66,241,160) {66,241,160)
Total Cost of goods manufactured 087,513,263 1,863,479,160 2,550,992,423
Add: Finished goods, begimiing 370,418,122 328,557,653 370,418,122
Total Goods available for sale 1,357,931,385% 2,192,036,81% 3,221,410,545
Less: Finished goods, end (328,557,655) (54,229,692} {54,229,692)
1,029,373.,730 2,137,807,123 3,167,180,853

C.

Non-opararing and taxable other income

The Company’s non-operating ard taxable other income for the year is as follows:

Exempt RCIT Total

Interest income 128,923 - 128,923
Foreign exchange gain 41,916,017 41,916,018 83,832,035
42,044,240 41,916,017 £3,960,938




d

itemired deductions

Details of the Company’s itemized deductions for the vear are as follows:

RCIT
Exempt {July 1 to
{January 1 ta December 31,
June 30, 2013} 2013} Total
General and administrative expenscs
Taxes and licenses 24,386,281 24,386,282 48,772,563
Amortization of intangible asset 23,961,000 23,961,000 47,922 000
Salaries, wages and employee benefits 14,703,350 14,703,351 26,406,701
Depreciation 4,490,016 4490,015 8,980,031
Outsourced services 3,524,531 3,524,530 7,049,061
Security services 2,360,935 2,360,936 4,721,871
Travel and ransportation 2,210,230 2,218,230 4,420,460
Professional 1,996,128 1,996,129 3,991,257
Rent expense 1,831,762 1,831,762 3,663,524
insurance 1,499,085 1,499,086 2,998,171
Utilitles and communication 356,056 356,055 712,111
Retirement bencfit expense 552,756 . 552,756
Otkers 7,274.818 7.274,818 14,549,636
89,146,948 88.594,194 177,741,142
Selling and distribution expenses
Freight and handling 11,798,562 11,798,962 23,597,924
Inierest and bank charges 147,954 147,954 295,508
101,093,864 100,541,110 201,634,974
* 0k



