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recognized in the parent company statements of comprehensive income in those expense categories

consistent with the function of the impaired asset.

Retention Payable

Retention payable represents the portion of contractor billings which will be paid upon satisfaction by

the contractors of the conditions specified in the contracts or until the defects have been corrected.

Deposit for Future Stock Subscription

Deposit for future stock subscription represents amounts received that will be applied as payment in

exchange for a fixed number of the Parent Company's own equity instruments, and presented in the

noncurrent liabilities section of the balance sheet. These are measured at cost and are reclassified to

capital stock upon issuance of shares.

In accordance with Financial Reporting Bulletin (FRB) No. 6 issued by the SEC, the following elements

should be present as of the reporting date in order for the deposits for future stock subscriptions to

qualify as equity:

• The unissued authorized capital stock of the entity is insufficient to cover the amount of shares

indicated in the contract;

• There is a BOD approval on the proposed increase in authorized capital stock (for which a deposit

was received by the corporation);

• There is stockholders' approval of said proposed increase; and

• The application for the approval ofthe proposed increase has been presented for filing or filed with

the Commission.

If any or all ofthe foregoing elements are not present, the transaction should be recognized as a liability.

Capital Stock

Capital stock is measured at par value for all shares issued. When the Parent Company issues more

than one class of stock, a separate account is maintained for each class of stock and the number of

shares issued. Incremental costs incurred that are directly attributable to the issuance ofnew shares are

shown in equity as a deduction from proceeds, net of tax.

Deficit

Deficit pertains to accumulated gains and losses, and may also include effect of changes in accounting

policies as may be required by the standards' transitional provisions.

Revenue Recognition

Revenue is recognized to the extent that it is probable that the economic benefits will flow to the Parent

Company and the revenue can be reliably measured, regardless ofwhen the payment is received. Revenue

is measured at the fair value ofthe consideration received or receivable, taking into account contractually

defined terms of payment and excluding taxes or duty. The Parent Company assesses its revenue

arrangements against specific criteria to determine whether it is acting as principal or agent.

The specific recognition criteria described below must also be met before revenue is recognized.

Revenue Share in Gaming Operations

Revenue share in gaming operations represents a certain percentage share of gross winnings after

deducting the players' winnings/prizes, franchise tax and applicable subsidies and rebates. The revenue

share in gaming operations comprise ofthe revenue from allowing PAGCOR to use the Parent Company's

gaming facilities and gaming equipment.

'1111111111111
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Hotel, Food and Beverage

Hotel, food and beverage are recognized when services are performed or the goods are soldo Deposits

received from customers in advance on raoms are recorded as "Unearned income" under "Accounts

payable and other current Iiabilities" until services are pravided to the customers.

Revenuefrom Bingo Operations

Revenue from bingo operations represents net sales from the conduct of bingo operations. Net sales is

defined as the total gross receipts from sale of bingo tickets and cards and daubers less prizes/winnings.

This is included at "Other revenue" in the parent company statements of comprehensive income.

Rentallncome

Rental revenue fram the leasing of certain areas of the hotel held under operating lease are recognized on

a straight line basis over the periods of the respective leases. This is included at "Other revenue" in the

parent company statements of comprehensive income.

Other Revenue

Other revenue consists oftobacco sales, laundry services, parking fees, charges for utilities consumed

by lessee and income fram junket operations.

Interest Income

Interest income is recognized as it accrues on a time praportion basis taking into account the principaj

amount outstanding and the effective interest rate (EIR). Interest income represents interest earned from

cash and cash equivalents and advances to related parties.

Point Loyalty Program

The Parent Company operates loyalty program to encourage repeat business mainly from loyal slot

machine customers and table game patrons. Members eam points primarily based on gaming activity and

such points can be redeemed for goods and services. The Parent Company recognized the award points

as a separately identifiable component of the initial sale transaction by allocating the fair value of the

consideration received between the award points and the other components of the sale such that the award

points are initially recognized as deferred income at their fair value. Revenue from the award points is

recognized when the points is redeemed. The amount of revenue is based on the number of points

redeemed relative to the total number expected to be redeemed.

Ooerating Costs and Expenses

Costs and expenses are recognized in the parent company statements of comprehensive income upon

utilization of the service ar at the date they are incurred.

GamingFees

As a grantee of PAGCOR, the Parent Company is required to pay PAGCOR a percentage of its gross

receipts from bingo operations. These fees are recorded as part of gaming fees under "Operating costs

and expenses."

Income Tax

Current Income Tax

Current income tax assets and liabilities are measured at the amount expected to be recovered fram or

paid to the taxation authorities. The tax rates and tax laws used to compute the amount are those that are

enacted or substantively enacted at the reporting date in the countries where the Parent Company operates

and generates taxable income.
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Current ineome tax relating to items reeognized directly in equity is reeognized in equity and not in the

parent company statements eomprehensive ineome. Management periodieally evaluates positions taken

in the tax returns with respeet to situations in whieh applieable tax regulations are subjeet to interpretation

and establishes provisions where appropriate.

Deferred Tax

Deferred tax is provided using the liability method on temporary differenees between the tax bases of

assets and liabilities and their earrying amounts for finaneial reporting purposes at the reporting date.

Deferred tax liabilities are reeognized for all taxable temporary differenees, except:

• When the deferred tax liability arises from the initia! reeognition of goodwill or an asset or liability

in a transaction that is not a business eombination and, at the time of the transaction, affeets neither

the aeeounting profit nor taxable profit or loss

• In respeet of taxable temporary differenees associated with investments in subsidiaries, assoeiates

and interests in joint arrangements, when the timing of the reversal of the temporary differenees ean

OO eontrolled and it is probable that the temporary differenees will not reverse in the foreseeable future

Deferred tax assets are reeognized for all deduetible temporary differenees, the earry forward of unusOO

tax eredits and any unused tax losses. Deferred tax assets are reeognized to the extent that it is probable

that taxable profit will be available against whieh the deduetible temporary differenees, and the earry

forward of unused tax eredits and unused tax losses ean oo utilized, except:

• When the deferred tax asset relating to the deduetible temporary differenee arises from the initia!

reeognition of an asset or liability in a transaetion that is not a business eombination and, at the time

of the transaction, affeets neither the aeeounting profit nor taxable profit or loss.

• In respect of deduetible temporary differences associated with investments in subsidiaries, associates

and interests in joint arrangements, deferred tax assets are reeognized only to the extent that it is

probable that the temporary differences will reverse in the foreseeable future and taxable profit will

be available against whieh the temporary differences can oo utilized.

The earrying amount of deferred tax assets is reviewed at each reporting date and reduced to the extent

that it is no longer probable that suffieient taxable profit will be available to allow all or part ofthe deferred

tax asset to oo utilized. Unrecognized deferred tax assets are re-assessOO at eaeh reporting date and are

reeognized to the extent that it has OOcome probable that future taxable profits will allow the deferred tax

asset to be recovered.

Deferred tax assets and liabilities are measured at the tax rates that are expected to apply in the year when

the asset is realized or the liability is settled, based on tax rates (and tax laws) that have OOen enacted or

substantively enacted at the reporting date.

Deferred tax relating to items recognized outside profit or loss is recognized outside profit or loss.

Deferred tax items are reeognized in correlation to the underlying transaction either in other

comprehensive ineome (OCI) or directly in equity.

Deferred tax assets and deferred tax liabilities are offset if and only if it has a legally enforeeable right

exists to set off eurrent tax assets against eurrent tax liabilities and the deferred taxes relate to the same

taxable entity and the same taxation authority.

Retirement Benefits Cost

The Parent Company does not have an established retirement plan and only conform with Republic Aet

(RA) 7641, Retirement Pay Law, whieh is a defined benefit type.
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The cost of providing benefits under the defined benefit plans is determined separately for each plan
using the projected unit credit actuarial valuation method. Projected unit credit method reflects services

rendered by employees to the date of valuation and incorporates assumptions concerning employees'
projected salaries.

Defined benefit costs comprise service cost, net interest on the net defined benefit liability or asset and

remeasurements of net defmed benefit liability or asset.

Service costs which include current service costs, past service costs and gains or losses on non-routine

settlements are recognized as expense in profit or loss. Past service costs are recognized when plan

amendment or curtailment occurs. These amounts are calculated periodically by independent qualified

actuaries.

Net interest on the net defined benefit liability or asset is the change during the period in the net defined

benefit liability or asset that arises from the passage of time which is determined by applying the

discount rate based on government bonds to the net defined benefit liability or asset. Net interest on

the net defined benefit liability or asset is recognized as expense or income in profit or loss.

Remeasurements comprising actuarial gains and losses, retum on plan assets and any change in the

effect ofthe asset ceiling (exc1uding net interest on defined benefit liability) are recognized immediately

in OC! in the period in which they arise. Remeasurements are not reclassified to profit or loss in

subsequent periods.

Leases

The determination of whether an arrangement is, or contains, a lease is based on the substance of the

arrangement at the inception of the \ease. The arrangement is, or contains, a lease if fulfilment of the

arrangement is dependent on the use of a specific asset or assets and the arrangement conveys a right to

use the asset or assets, even if that asset is or those assets are not explicitly specified in an arrangement.

Parent Company as a Lessee

Lease where the lessor retains substantially all the risks and benefits of ownership of the assets are

c1assified as operating leases. Operating lease payments are charged against profit or loss.

Parent Companyos a Lessor

Leases in which the Parent Company does not transfer substantially all the risks and benefits ofownership

ofthe assets are c1assified as operating leases. lnitial direct costs incurred in negotiating an operating lease

are added to the carrying arnount of the leased asset and recognized as an expense over the lease term on

the same basis as the lease income. Contingent rents are recognized as revenue in the period in which they

are earned.

VAT

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

When VAT from sales of goods and/or services (output VAT) exceeds VAT passed on from purchases

of goods or services (input VAT), the excess is recognized as payable in the parent company statements

of financial position. When VAT passed on from purchases of goods or services (input VAT) exceeds

VAT from sales of goods and/or services (output VAT), the excess is recognized as an asset in the parent

company statements of financial position to the extent of the recoverable amount.

The net amount ofVAT recoverable from, or payable to, the taxation authority is inc1uded as part of the

"Input VAT," "Deferred input VAT," or "Accounts payables and other current liabilities" accounts in the

parent company statements of financial position.

III11IIIII1IIIII





- 21 -

Judgments

In the process of app1ying the Parent Company's accounting policies, management has made the

followingjudgments, apart from those involving estimations, which have the most significant effect on

amounts recognized in the parent company financial statements.

Evaluating Lease Commitments

The evaluation of whether an arrangement contains alease is based on its substance. An arrangement

is, or contains, alease when the fulfilment ofthe arrangement depends on a specific asset or assets and

the arrangement conveys a right to use the asset.

Parent Company as the Lessor - Operating Lease Commitments

The Parent Company has entered into various operating 1ease agreements as a lessor. The Parent

Company has determined that it has retained substantially all the risks and benefits of ownership of the

assets. The ownership ofthe asset is not transferred to the 1essee by the end ofthe lease term, the 1essee

has no option to purchase the asset at a price that is expected to be sufficiently lower than the fair va1ue

at the date the option is exercisable, and, the lease term is not for the major part ofthe asset's economic

1ife. Accordingly, the lease is accounted for as an operating 1ease (see Note 17).

Recognition ofDeferred Tax Assets

The Parent Company makes an estimate and judgment of its future taxable income and reviews the

carrying amount of the deferred tax assets at each reporting date.

From its hotel operations as ofDecember 31,2017 and 2016, no deferred tax assets were recognized

as management believes that the Parent Company may not have sufficient future taxable income against

which the deferred tax asset may be applied (see Note 19).

From the casino operations, no deferred tax assets will be recognized since the Parent Company's

income from casino operations is exempt from income tax in accordance with Section 13 ofP.D. 1869,

as amended (see Note 2).

Estimates and Assumptions

The key assumptions concerning the future and other key sources of estimation uncertainty at the end

of reporting period that have a significant risk of causing a material adjustrnent to the carrying amounts

of assets and liabilities within the next financial years are discussed be10w.

Estimation ofthe Useful Lives ofProperty and Equipment

The useful lives of each ofthe Parent Company's property and equipment are estimated based on the

period over which the assets are expected to he availab1e for use. Such estimation is based on a

collective assessment of industry practice, internai technica1 evaluation and experience with similar

assets. The estimated usefu1 lives of each asset are reviewed periodically and updated if expectations

differ from previous estimates due to physical wear and tear, technical or commercia1 obsolescence and

legal or other limits on the use ofthe assets. It is possib1e, however, that future financial performance

could be materially affected by changes in the amounts and timing ofrecorded expenses brought about

by the changes in the factors mentioned above. A reduction in the estimated usefu1lives ofany property

and equipment would increase the recorded operating expenses and decrease noncurrent assets.

There were no changes in the estimated usefullives ofproperty and equipment in 2017, 2016 and 2015.

The carrying va1ue of property and equipment as of December 31, 2017 and 2016 are disclosed in

Note 12 to the parent company financial statements.
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Recoverability ofInput VAT

The Parent Company assesses the recoverability of input VAT based on the estimated sale of services

subject to VAT. Management has assessed that the recognized input VAT are recoverable. The carrying

amounts of input VAT as of December 31, 2017 and 2016 are disclosed in Note lOto the parent

company financial statements.

7. Cash and Cash Equivalents

This account consists of:

Cash on hand

Cash in banks

Cash equivalents

2017

P4,598,279

553,215,966

P557,814,245

2016

1'2,859,930

57,653,854

6,644,436

1'67,158,220

Cash in banks generally earns interest at the respective bank deposit rates. Cash equivalents are

short-term deposits made for varying periods of up to three months and earn interest at the respective

short-term deposit rates. Interest income eamed from cash in banks and short-term deposits amounted

to 1'0.3 million in 2017, 1'1.2 million in 2016 and 1'4.6 million in 2015.

8. Receivables

This account consists of:

2017

Trade:

Non-related parties

Related parties (Note 21)

Nontrade

Advances to related parties (Note 21)

Receivable from PAGCOR

Advances to employees (Note 21)

t'24,421,046

394,300

110,326,482

53,664,747

45,019,839

883,997

P234,710,411

2016

1'7,737,111

86,071

111,602,553

74,186,804

18,246,057

212,577

1'212,07\,173

Trade receivables from nonrelated parties consist of claims against the lessees of the building spaces

for commercial operations usually collected within 30 to 60 days and claims against the travel agencies

for the hotel accommodations.

Nontrade receivables mainly pertain to noninterest-bearing receivable from a third party for

consideration related to certain disposed assets.

Receivable from PAGCOR pertains to the outstanding balance of Parent Company's revenue share in

gaming operations after deducting the players' winnings and prizes, taxes that may be imposed on these

winnings!prizes, franchise tax, and applicable subsidies and rebates, which shall be remitted to the

Parent Company within 15 days of the following month in accordance with PTO.
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9. Inventories

This account consists of:

At cost:

Operating supplies

Food, beverage and tobacco

2017 2016

1'24,945,725

3,322,971

1'28,268,696

1'18,116,614

3,191,477

1'21,308,091

Operating supplies include cards, sea1s and dice.

No allowance for inventory obso1escence was recognized in 2017 and 2016.

10. InputVAT

Input VAT pertains mainly to the Parent Company's purchase of goods and services amounting to

1'345.9 million and 1'387.8 million as of December 31,2017 and 2016, respectively, which can be

claimed as credit against the future output VAT liabi1ities without prescription.

Deferred input VAT amountingto 1'16.7 million and 1'25.9 million as ofDecember 31,2017 and 2016,

respectively, pertains to the VAT related to certain retention payable and noncurrent portion of input

VAT related to acquisition of capital goods exceeding 1'1.0 million.

11. Prepayment and Other Current Assets

This account consists of:

Advances to contractors and suppliers

Prepaid taxes

Deposits

Prepayments

CWT

2017

1'62,750,524

29,598,205

7,488,371

3,881,956

1,009,868

1'104,728,924

2016

1'124,118,787

375,000

41,619

1'124,535,406

Prepaid taxes pertain to the real property tax paid for 2018.

Deposits pertains to deposit for electricity connection, security deposit for billboard, and advance

payments for television advertisements.
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12. Property and Equipment

This accounl consists of:

Land

Kitchen and bar

equipment,

computer

Gaming Non-gaming software and Construction in

Building Machioery equipment eQuipment hardware progress

2017

Total

Cost

Balance al beginning of year P600,800,OOO P3,87J,91l,663 Pl90,019,679 P310,230,879 11423,670,S52 P587,867,586 p- 115,986,soo,359

Additions - 282,241,016 17,328,908 20,190,340 8,294,399 33,054,452 - 361,109,115

Disposal - - - - (695,664) - (695,664)

Oalao.e al eod of,ear 600,800,000 4,156,152,679 207,348,587 330,421,219 431,964,951 620,226,374 - 6,346,913,810

Accumulated depreciation

Balance al beginning ofyear 93,440,349 1,562,485 35,778,249 33,277,437 68,526,922 - 232,585,442

Depreciation (No'e 24) - 136,167,053 19,850,267 39,704,860 83,970,481 205,037,180 - 484,729,841

Disposal - - - - - (695,664) - (695,664)

Balance ahnd ofyear - 229,607,402 21,412,752 75.483.109 117,247,918 272,868,438 - 716,619.619

Net book 'aloe 1'600,800,000 1'3,926,545,277 1'185,935,835 1'254,938,110 1'314,717,033 1'347,357,936 1'- 1'5,630,294,191

Land

Kitchen and bar

equipment,

computer

Gaming Non-gaming software and Construetion in

Building Machinery equipment equipment hardware progress

2016

Total

Cost

Balance at beginning ofyear 1'600,800,000 jL jL 1'203.095.681 1'102.527.807 1'152.601.300 1'2.799.184.871 1'3.858,209.659

Additions 234,685,850 2.521.448 107,072.824 83,304,270 27.401,147 1.674,331.053 2.129,316.592

Reclassifications - 3,639,225,813 187.498.231 62.374 238.864.367 407.865.139 (4,473,515.924)

Disposal - - - (1.025,892) - - (1,025.892)

Balance al end of,ear 600,800.000 3,873,911,663 190,019,679 310,230,879 423,670.552 587.867.586 5,986,500,359

Accumulated depreciation

Balance al beginning of year - - 732.238 442,679 - 1,174,917

Deprccialion (Note 24) 93,440,349 1.562.485 35.778.249 33,058.145 68.084.243 231.923.471

Disposal - (512,946) (512,946)

Balance al end ofyear 93,440.349 1,562,485 35,778.249 33,277.437 68,526,922 232,585,442

N.lbook ,aI"e 1'600.800.000 1'3,780,471,314 1'188,457.194 1'274,452,630 1'390,393,115 1'519.340.664 jL 1'5.753.914,917
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The construction of the Winford Hotel building in San Lazaro Tourism and Business Park in Sta. Cruz,

Manila was substantially completed in December 2016 and was reclassified to its appropriate property

and equipment account.

Land and building with an aggregate carrying values of I" 4.5 billion and I" 4.4 billion as of

December 31, 2017 and 2016, respectively, were pledged as collateral for the loan facility

(see Note IS).

The amount of borrowing cost capitalized for the year ended December 31, 2017 and 2016 was nil and

1"63.9 million, respectively (see Note IS). The rate used to determine the amount of borrowing cost

eligible for capitalization was 6.1 %.

Gain on sale ofnon-gaming equipment amounted to nil in 2017, 1"0.1 million in 2016 and nil in 2015.

13. Other Noncurrent Assets

This account consists of:

Operating equipment

Long-term deposits (Note 27)

2017

1155,682,994

6,161,000

1161,843,994

2016

1"86,826,374

6,976,249

1"93,802,623

Movements in operating equipment are as follows:

Cost

Balance at beginning of year

Additions

Balance at enrl of year

2017

Utensils Linens Uniform Total

1'23,562,076 1'69,952,228 1'3,559,949 1'97,074,253

714,994 807,134 1,522,128

23,562,076 70,667,222 4,367,083 98,596,381

4,883,688 5,175,753 188,438 10,247,879

7,854,025 23,582,061 1,229,422 32,665,508

12,737,713 28,757,814 1,417,860 42,913,387

1'10,824,363 1'41,909,408 1'2,949,223 1'55,682,994

2016

Utensils Linens Unifonn Total

p- I'- I'- I'-

23,562,076 69,952,228 3,559,949 97,074,253

23,562,076 69,952,228 3,559,949 97,074,253

Accumulated amortization

Balance at beginning of year

Amortization (Note 24)

Balance at end of year

Net Book Value

Cost

Balance at beginning of year

Additions

Balance at enrl of year

Accumulated amortization

Balance at beginning of year

Amortization (Note 24)

Balance at enrl of year

Net Book Value

4,883,688

4,883,688

1'18,678,388

5,175,753

5,175,753

1'64,776,475

188,438

188,438

1'3,371,511

10,247,879

10,247,879

1'86,826,374

Long-term deposits pertains to guarantee payment for utility bills.
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14. Accounts Payable and Other Current Liabilities

This account consists of:

Accounts payable

Accrued expenses

Gaming liabilities

Unearned income

Advances from related parties (Note 21)

Withholding tax payable

Others

2017

¥213,104,250

53,817,707

19,344,013

5,294,198

4,970,819

2,259,155

12,044,339

¥310,834,481

2016

1'264,484,809

11,291,676

1,669,510

4,970,819

2,335,136

2,639,862

1'287,391,812

Accounts payable are noninterest-bearing and are normally settled within one to lWo months after the

billing was received.

Accrued expenses pertain to accrual of payroll, other employee benefits, utilities, travel and

transportation, meeting and conferences, security services and service fees, among others, which are

normally settled in the next financial year.

Gaming liabilities include provision for progressive jackpot on slot machine and for points earned from

point loyalty programs.

Unearned income pertains to the deposits received from customers in advance on rooms until services

are provided to the customers.

Withholding tax payable pertains to taxes withheld by the Parent Company from its contractors and

suppliers from payments made mainly in relation to the construction of building.

Others include statutory liabilities and other various individually insignificant items.

15. Loans Payable

2017

¥3,500,000,000

(20,593,018)

3,479,406,982

(692,879,656)

¥2,786,527,326 1'3,471,974,747

"'Net ofunamortized debt discount ofP7.1 mi/lion and ni/ as ofDecember 31,2017 and 2016, respective/y.

This account consists of:

Principal

Less unamortized debt discount

Less current portion of long term debt*

2016

1'3,500,000,000

(28,025,253)

3,471,974,747
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- 27 -

The movements in unamortized debt discount follow:

2017

Unamortized debt discount at beginning ofyear 1'28,025,253

Additions

Less: amortization* (7,432,235)

Unamortized debt discount at end ofyear 1'20,593,018

*Included in "Interest expense " in the parent company statements 0/comprehensive income.

2016

1'24,548,140

10,000,000

(6,522,887)

1'28,025,253

Future repayment ofthe principal as folIows:

Within one year

After one year but not more than five years

2017

1'700,000,000

2,800,000,000

1'3,500,000,000

2016

1'­

3,500,000,000

1'3,500,000,000

In 2015, the Parent Company signed a 7-year loan agreement with a local bank for a 1'3.5 billion loan

facility with an interest rate of 7-year Philippine Dealing System Treasury Reference

Rates - 2 (PDST-R2) plus 125 basis points at drawdown date, plus gross receipts tax. Interest on the

outstanding principal amount shall be paid on each quarterly interest payment date. The proceeds from

the loan was initially availed of to fund the acquisition of gaming system and equipment, hotel

fumitures and equipment and permanent working capital ofthe Parent Company. In November 2015,

the Parent Company drew 1'2.5 billion from the loan facility, receiving proceeds of1'2.5 billion, net of

related debt issue cost 0[1'30.0 million. The debt issue cost includes documentary stamp tax amounting

to 1'12.5 million and upfront fees amounting to 1'17.5 million.

In April 2016, the Parent Company drew the remaining 1'1.0 billion from the loan facility, receiving

proceeds of1'995.0 million, net of documentary stamp lax amounting 1'5.0 million. Both loans will

mature on November 27, 2022.

The related interest recognized amounted to 1'209.3 million and 1'128.2 million in 2017 and 2016,

respectively. Total interest paid amounted to 1'201.9 million and 1'116.6 million in 2017 and 2016,

respectively. Capitalized bOITowing cost in relation to the construction of the building amounted to

1'63.9 million in 2016 (see Note 12).

The loan is seeured by the Parent Company's land and building with an aggregate carrying values of

1'4.5 billion and 1'4.4 billion as ofDecember 31,2017 and 2016, respectively (see Note 12).

Loan covenants

The loan imposes certain restrietions with respect to corporate reorganization, debt to equity ratio,

disposition of aH or substantial part of the Parent Company's assets, declaration or payments of

dividends to its shareholders (other than dividends payable solely in share of capital stock) and

payments of loans or advances from its shareholders, affiliates, subsidiaries or related entities when the

Parent Company is in default. As of December 31, 2017 and 2016, the Parent Company has complied

with the loan covenants.
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16. Retirement Benefits

The Parent Company does not have an estabIished retirement p1an and οηlΥ conforms to the minimum

regulatory benefit under the Retirement Pay Law (RA 7641) which is ofthe defined benefit type and

provides a retirement equal to 22.5 days pay for every year of credited serνice. The regulatory benefit

is paid ίη a 1ump sum υροη retirement. The Parent Company liability for retirement benefits is based

sole1y οη the requirement under RA 7641. Benefits are based οη the emp1oyee's fina1 salary and years

of serνice.

The tab1e below summarizes the components of retirement cost recognized ίη the parent company

statements of comprehensive income:

Cuπent serνice cost

Net interest cost

2017

1'1,588,272

47,625

1'1,635,897

2016

1"812,718

1"812,718

The components ofremeasurements ίη the parent company statements ofcomprehensive income are as

follows:

Actuaria1 gain ίn defined benefit obligation

Remeasurement gain ίη p1an asset

2017

Ι'­

688,566

1'688,566

2016

Ι'-

1"-

The movements ίη the retirement 1iability are as follows:

Balance at beginning of year

Total retirement benefits expense for the year

Defined benefit income recognized ίη οα

Balance at end of year

2017

1'812,718

1,635,897

(688,566)

1'1,760,049

2016

Ι'­

812,718

1"812,718

Movement ίn defined benefit obligation are as follows:

Balance at beginning ofyear

Cuπeηt serνice cost

Interest cost

Actuaria! l0ss (gain) οη:

Experience adjustments

Change ίη demographic assumptions

Changes ίη financial assumptions

Ba1ance at end of year

2017

1'812,718

1,588,272

47,625

2016

Ι'­

812,718

87,942

(1,277,912)

501,404

1'1,760,049 1"812,718

11111.�WIIIIII�IIII.IIIIU



- 29 -

The cost of the retirement plan and the present value of the defined benefit obligation are determined

using actuarial valuations. An actuarial valuation involves making various assumptions. The principal

assumptions used in determining the retirement liability of the Parent Company are shown below:

Discount rate

Salary Increase rate

Mortality rate

Disability rate

2017

5.80%

5.00%

2017PICM

1952 Disability

Study, Period 2,

Benefit 5

A scale ranging

from 9% at age 18

to 0% at age 60

2016

5.86%

3.00%

Turnover rate A scale ranging

from 7.5% at age

19 to 0% at age 45

The Parent Company does not maintain a fund for its retirement benefit obligation. While funding is

not a requirement of the law, there is a cash t10w risk that the Parent Company may be exposed to if

several employees retire within the same year.

Shown below are the maturity profile of the undiscounted benefit payments as of December 31, 2017

and 2016 are as folIows:

Less than one year

One to less than five years

Five to less than 10 years

10 to less than 15 years

15 to less than 20 years

20 years and above

2017

1'­

755,226

309,837

10,126,839

17,587,343

57,056,448

1'85,835,693

2016

1'-

1,050,071

1'1,050,071

The average duration ofthe expected benefit payments as ofDecember 31,2017 is 22.92 years.

The defined benefit obligation is subject to several key assumptions. The sensitivity analysis below has

been determined based on reasonably possible changes of each significant assumption on the defined

benefit obligation as of the end of the reporting period, assuming alI other assumptions were held

constant. Established on historical data, the behavior in error of the standard deviation is within the

range:

Effect on retirement Iiability

Discount rate

6.80% (Actual + 1.00%)

5.80% (Actual)

4.80% (Actual - 1.00%)

l' 1 ,502, 165

1,760,049

2,076,861

Salary increase rate

6.00% (Actual + 1.00%)

5.00% (Actual)

4.00% (Actual - 1.00%)

1'2,085,186

1,760,049

1,491,552
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17. Significant Commitments

Accounting treatmentfor the PTO

As discussed in Note 1 and 2, the Parent Company was granted a PTO by PAGCOR. In the accounting

treatment of the provisions of the PTO, management uses judgment in assessing the risk and rewards

related to the use of specific assets. Based on the applicable accounting standards, the arrangement

entered into by the Parent Company with PAGCOR is similar to an arrangement that entitles another

party to a right to use specific assets.

Under this arrangement, the Parent Company allowed PAGCOR, the following:

a. The use of certain floors in its building as gaming facility, and

b. The use of slot machines and gaming tables ("Gaming equipment").

Based on applicable accounting standards, the Parent Company retained substantially the risks and

rewards of the gaming facilities and gaming equipment. Accordingly, as of December 31, 2017, the

Parent Company continues to recognize these assets in the parent company statements of financial

position. The income received from PAGCOR for the use of these assets amounted to

1'283.2 million and 1'174.1 million in December 31, 2017 and 2016 respective1y, are presented as

"Revenue share in gaming operations" in the parent company statements ofcomprehensive income.

Operating Lease Commitment - the Parent Company as Lessor

a. The Parent Company entered into a lease contract with CBTC Bank (Philippines) Corp. to lease a

space in Winford Hotel, Ground floor with an area of3 square meter (sqm.). The lease terrn is for

a period of one year commencing on February 1,2016 and expiring on January 31, 2017 and was

subsequently renewed. The contract is renewed on January 31, 2018. The monthly payment

amounts to 1'30,000, inclusive of electrical consumption but exclusive ofVAT. The terrns ofthe

contract a1so states that rental payment shall escalate by 10% per annum.

b. The Parent Company entered into an agreement of lease with Ifoods Group, Inc. to lease a

315.5 sqm. area ofWinford Hotel and Casino for a lease terrn offive years from January 1,2016,

commencement of operations of the lessee, unless sooner terrninated in accordance with the

terrnination clause. Rental rates shall be 1'600 per sqm. per month exclusive ofVAT plus 10% of

gross sales for the period commencing from the execution of the lease agreement until completion

of all hotel rooms and 1'600 per sqm. per month exc1usive of VAT p1us 7% of gross sa1es upon

completion of all the hotel rooms. The contract a1so states that base rent shall escalate at a rate to

be agreed by both parties.

c. The Parent Company entered into a lease contract with Golden Arches Development Corporation

to lease a space in Winford Hotel and Casino with an area of 406.14 sqm. The lease terrn is upon

execution of the lease agreement unti1 10 years after the renta1 commencement date, November 21,

2016, un1ess sooner terrninated in accordance with terrnination clause. Renta1 rate is the higher

between base rental rate ofl'750 per sqm. per month, exc1usive ofVAT or a percentage rental rate

of 5% of gross sales, exclusive of VAT, whichever is higher. The lessee will pay an additional

1'13.78 for the common use service area. The contract a1so states that base rent shall escalate at a

rate to be agreed by both parties.

d. The Parent Company entered into a 1ease contract with Phi1ippine Seven Corporation for five years

commencing July 7,2016 to 1ease an area of 45.09 sqm. for a basic rent ofl'l,300 per sqm. p1us a

percentage of gross sales (1.5% of gross sa1es) or minimum guaranteed rent (1'1,500 per sqm. per

month), whichever is higher.
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Rent esealation shall separately apply to both basie rent and minimum guaranteed rent.

e. The Parent Company entered into an agreement of lease with SM Kenko Sauna Corporation for ten

years eommeneing September 18,2016 to lease a 390 sqm. area ofWinford Hotel and Casino to

be used for spa and salon serviees. Rental rates shall be 1"650 per sqm. per month exelusive of

VAT plus a pereentage rental whieh is 10% of gross revenue from the operations. Rent shall

esealate by 7.5% per annum eommeneing upon lapse ofthe first 2 years oflease.

f. The Parent Company entered into a lease eontraet with Baneo de Oro (BOO) Unibank Ine. to lease

a spaee in Winford Hotel and Casino, seeond floor with an area of 3 sqm. The lease term is for a

period oftwo years eommeneing on February 1,2016 and expiring on January 31, 2018. The

monthly payment amounts to 1"20,000, inclusive of eleetrieal eonsumption but exelusive ofVAT.

g. The Parent Company entered into an agreement of lease with Choi Garden Manila Corporation for

ten years eommeneing January 7, 2016 to lease a 927 sqm. area ofWinford Hotel and Casino to be

used for restaurant, dining and banqueting of Chinese food only serviees. The lessee is subjeet to

10% of gross sales exelusive of senior eitizen diseount and VAT.

h. The Parent Company entered into a lease eontraet with Maybank Philippines Ine.to lease a spaee

in Winford Hotel and Casino, seeond floor with an area of 3 sqm. The lease term is for a period of

two years eommeneing on Oeeember 1,2016 and expiring on November 30,2018. The monthly

payment amounts to 1"30,000, inclusive of eleetrieal eonsumption but exelusive ofVAT.

i. The Parent Company entered into an agreement oflease with Asian Intergrated Gaming Solutions,

Ine. to lease 81.28 sqm. area ofWinford Hotel and Casino to be used for poker table games at the

easino. Stated in the eontraet that the rental revenue basis would be 50% profit sharing or 1"200,000

minimum guaranteed fee per month, whiehever is higher. This eontraet was terminated on

November 2017 before the end ofthe eontraet.

j. The Parent Company entered into an agreement of lease with Orient Capital Venture for two years

starting Mareh 31, 2017 to lease a 10 sqm. area of Winford Hotel and Casino to be used for the

online sports betting. Stated in the eontraet that the rental revenue basis would be 50% profit

sharing or 1"1 00,000 minimum guaranteed fee per month, whiehever is higher.

The estimated fu!nre minimum lease payments for the above agreements are as follows:

Within one year

After one year but not more than five years

Five years onwards

2017

1"11,218,022

38,994,097

40,926,122

1>91,138,241

2016

1"3,214,955

51,588,468

47,835,873

1"102,639,296

Rent ineome amounted to 1" 22.3 million and 1" 2.8 million in 2017 and 2016, respeetively

(see Note 25).

Operating Lease Commitment - the Parent Company as Lessee

a. On July 15, 2014, the Parent Company entered into a lease agreement with EEG Oevelopment

Corporation to lease a property loeated at 1774 Consuelo Street, Sta. Cruz, Manila eonsisting of a

floor area of225 sqm. for the purposes ofthe moekup ofWinford Hotel and Casino projeet. The

lease term is for a period oftwo years eommeneing July 15,2014 and expiring on July 14,2016,

renewable under sueh terms and eonditions mutually agreed upon by the parties. The monthly rate
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for rental amounted to 1"45,000, exclusive ofVAT and subject to witbho]ding tax, which is payab]e

every 15'h day of each ca]endar month. No renewal was made on Ju]y 14, 2016.

Rent expense amounted to ni], 1"4.6 mi]lion, and 1"3.5 mi]lion in 20]7,20]6 and 20]5, respectively.

Service Agreements

a. The Parent Company also entered into an agreement with a service provider, engaging the latter to

provide consultancy, advisory and technica] services in re]ation to tbe operation, management and

development ofthe hote]. The agreement took effect on November 1, 2015 and will continue unti]

terminated in accordance with the provisions of the agreement.

b. The Parent Company a]so entered into an agreement with a service provider, engaging tbe latter to

provide consultancy, advisory, and technical services in re]ation to the operation, management and

deve]opment ofthe casino. The agreement took effect on November 1,20]5 and wi]l continue until

terminated in accordance with the provisions of the agreement.

Total service fees recognized in 2017 and 20]6 under tbese agreements amounted (01"25.7 million and

1"17.4 million, respectively (see Note 24).

Others

As discussed in Note 2, the Parent Company was granted by PAGCOR the right to operate the

traditional bingo operations.

]8. Deposit for Future Stock SUbscription

The Parent Company presented the deposit amounting to 1"].] billion and ni] as "Deposit for future

stock subscription" under noncurrent liability in tbe parent company statements offinancial position as

of December 31, 20] 7 and 2016, respective]y, in accordance with FRB No. 6 as issued by the SEC.

These deposits shal] be applied on tbe Parent Company's future stock rights offering (see Note 22).

19. Income Taxes

For income tax purposes, as the entity granted the permit to operate PAGCOR San Lazaro, tbe Parent

Company's income from casino operations is exempt from income tax in accordance witb

Section ]3 ofP.D. 1869, as amended, otherwise known as tbe PAGCOR Charter. Under P.D. 1869,

eamings derived from the operation of casinos shall be imposed a 5% franchise tax, in lieu of al] kinds

of taxes, levies, fees or assessments of any kind, nature or description, levied, established or collected

by any municipal, provincia], or national government autbority (see Note 2).

The provision for income tax consists of tbe following:

2017 20]6 20]5

Current:

Final

Minimum corporate income tax (MCIT)

1'54,252 1"237,563 1"924,825

3,3]8

1'928,]431'54,252 1"237,563
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As of Deeember 31, 2017 and 2016, no deferred tax assets were reeognized as management believes

that the Parent Company may not have suffieient future taxable ineome from its hotel operations against

whieh the deferred tax assets may be applied.

No deferred tax assets will be reeognized as it relates to the easino operations sinee the Parent

Company's ineome from easino operations is exempt from ineome tax in aeeordanee with Seetion 13

ofP.D. 1869, as amended (see Note 2).

As of Deeember 31, 2017 and 2016, !be net unreeognized deferred tax assets from the hotel operations

are eomposed of the following:

As of Deeember 31, 2017, !be details ofNOLCO and MCIT are as follows:

NOLCO

Year Beginning Ending Available

Incurred Balance Incurred Expired Balance Until

2014 1'32,053,407 I'- 1'32,053,407 I'- 2017

2015 57,532,611 57,532,611 2018

2016 405,982,377 405,982,377 2019

2017 762,029,320 762,029,320 2020

1'495,568,395 1'762,029,320 1'32,053,407 1'1,225,544,308

MCIT

Year Beginning Ending Available

Incurred Balance Incurred Expired Balance Until

2014 1'6,000 I'- 1'6,000 1'- 2017

2015 3,318 3,318 2018

1'9,318 1'- 1'6,000 1'3,318

2017

Deferred tax assets:

Net operating loss earry over (NOLCO)

Unearned ineome

Customer deposits

Serviee eharge payable

Retirement liability

Unrealized foreign exchange loss

Amortization of long-terrn deposit

MCIT

1'367,663,292

1,588,259

1,218,681

1,106,325

547,601

303,540

64,274

3,318

372,495,290

Deferred tax liabilities:

Deferred rent income

Unrealized foreign exehange gain

529,304

181,716

711,020

1'371,784,270Deferred tax assets - net

2016

I' 148,670,519

500,853

516,774

243,815

40,252

128,547

9,318

150,110,078

1'150,110,078
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The reconciliation of the benefit from income tax based on the accounting income and the actual

provision for income tax for years ended December 31 are as follows:

2017 2016 2015

Benefit from income tax based on

accounting income before income tax

Additions to (reductions in) income tax

resulting from tax effects of:

Movement in unrecognized deferred tax

assets

Expired NOLCO and Mcn

Income from gaming operations exempt

from income tax

Nondeductible expenses and others

Interest income subjected to final tax

Provision for income tax

(p227,018,790) (1'128,501,125) (1'15,903,500)

221,674,192

9,622,022

111,176,534

12,048,420

17,263,101

(7,066,562)

2,869,874

(26,484)

1'54,252

(5,632,300)

11,535,324

(389,290)

1'237,563

32,049

(463,507)

1'928,143

20. PEZA Registration

On February 10,2015, the Parent Company's registration as an Ecozone Tourism Enterprise for the

development and operation of tourist, leisure and entertainment facilities is approved by Philippine

Economic Zone Authority (PEZA).

As provided in its Registration Agreement dated February 24, 2015, the Parent Company shall be

entitled only to tax and duty-free importation and zero-VAT rating on local purchases of capital

equipment in accordance with PEZA Board Resolution No. 12-610 dated November 13, 2012, except

for casino operations and other gaming/gambling operations, if any, subject to ali evaluation and/or

processing requirements and procedures prescribed under PEZA Rules and Regulations, pertinent

circulars and directives.

21. Related Party Transactions

Entities and individuals that directly, or indirectly through one or more intermediaries, control or are

controlled by or under common control with the Parent Company, including holding companies,

subsidiaries and fellow subsidiaries, are related parties of the Parent Company. Entities and individuals

owning, directly or indirectly, an interest in the voting power of the Parent Company that gives them

significant inf1uence over the entity, key management personnel, including directors and officers of the

Parent Company and close members of the family of these individuals, and companies associated with

these individuals also constitute related parties. In considering each possible related entity relationship,

attention is directed to the substance of the relationship and not merely the legal form.
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Transactions with Related Parties

In the ordinary course of business, the Parent Company has significant transactions with related parties

as follows:

2017 2016

Receinble Receivable

Entíty Relationship Nature Amount (Payable) Amount (Payable) Tenns ConditiOD

Nonintercst-

Advances(') bearing; payable Unsecwed.

ISLe Subsidiary (Note 8) '24,477,943 P53,664,747 P127.303,173 P74, I 86.804 upon call unimpaired

Manila Jockey Deposit for future

Club, Inc. stack subscription Noninterest. Unsecured,

(MICI) Stockholder (Note 18) 152,254,429 (152,254,429) bearing unguaranteed

Noninterest-

Advances(�) bearíng; due and Unsecured,

(Note 14) (4,970,819) 873.853 (4,970,819) demandable unguaranteed

Commission from the Noninleresl-

off-traek bettingl') bearing; due and Unsecured,

(Nme 8) 293,%2 304,099 10.137 10,137 demandable unimpaired

Deposil for future

Various stock subscription Noninterest- Unsecured,

Shareholders Slockholder (Nole 18) 933,878,111 (933,878,111) bemog unguaranleed

Manilacockers Commission from the Noninterest.

Club, Inc off.track belting<d) hearing; due and Unsecured,

(Mcn Affilíate (Note 8) 701,543 90,101 75,934 75,934 demandable unimpaired

!lll Advonces ofthe Pannt Company la its subsidiary afa stockho/der, were provided tofimd Ihe paymenls officensefees la PAGCOR in consitkralion oflM grant gtven

by PAGCOR authorizing Ihe Porent Company to hring in pn-regisleredforeign players to play in the lksignaledjunkel gaming arear wilhin PAGCOR San f.az4ro.

� The Parenl Company oblaíns advancesJar expenses such as office nmal, utilities and other al/owances ofthe Pannt Company 's employees.

f<) Shore oflhe Pannl Company on horse racing gross betsfrom ofJlrack beiting sia/ian ofMJCJ located al WinfordHotel and Casino.

,� Shon oflhe Parent Company on cockfighling gross betsfrom ofJtrack belling station ofMCJ located at Winford Holel and Carino.

Key Management Personnel

Total key management personnel compensation of the Parent Company amounted to PI3.2 million,

PI 1.2 million, and P16.7 million as of December 3 1,2017,2016 and 2015, respectively.

The Parent Company has no standard arrangement with regard to the remuneration of its directors. In

2017,2016 and 2015, the BOD received directors' fees aggregating PO.8 million, PO.6 million and

POA million respectively (see Note 24).

The Parent Company's advances to its employees amounted to PO.9 million and PO.2 million as of

December 31, 2017 and 2016, respectively (see Note 8).

22. Equity

Capital Stock

Details of capital stock are as follows:

2017 2016 2015

Number of

shares Amount

Number of

shares Arnount

Number of

shares Amount

Common shares - Pl par value

Authorized - 5,000,000,000 shares

lssued and subscribed shares 3,174.405,821 PJ.174,405.821 3,174,405,821 P3,174,405,821

Additional subscriptian during the year

Subscriptions receivable

Total issued and outstanding and

subscribed capital (held by 446,

443 and 444 equity holders in

2017,2016 and 2015, respectivelY) 3.174.405,821 PJ.174.405,821 3,174,405,821 P3,174,405,821

2,500.614.159

673,791,662

P2,500,614,159

673,791,662

(38,739,719)

3,174,405,821 P3,135,666,102
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On January 23, 2009, MJCI executed a subscription agreement to subscribe to 107,360,137 shares out

of the unissued portion of the authorized capital stock of the Parent Company at the subscription price

ofl'1.0 per share. In 2013, MJCI has paid 1'64.6 million representing the initial and partial payments

of 60.13% of the subscription price. The remaining balance of1'42.8 mi1lion was paid by MJCI on

July 14,2015.

In 2010 and 2013, the Parent Company received series of additional subscription aggregating

83,652,958 shares from shareho1ders in which 1'20.9 million were paid up. In 2015, 1'24.0 million of

the subscription receivab1e was paid by the shareholder whi1e the remaining balance amounting to

1'38.7 million was collected on May 30, 2016.

On January 14,2015, the Parent Company received from a group of strategic investors the amount of

1'673.8 million, representing full payment ofthe subscription of673,791,662 shares to be taken from

the unsubscribed portion ofthe authorized capital stock at a subscription price ofl'1.0 per share. The

related documentary stamp tax on the issuance of capital stock amounting to 1'3.4 million was charged

to "Deficit" in the parent company statements of changes in equity.

On April 12, 2018, the BOD approved the conduct ofa stock rights offering in order to raise additional

capital for its debt servicing requirements. The total number of shares to be issued is 1,587,202,910

common shares and the stock offer price shall be at 1'1.00 per share. The entitlement ratio sha11 be one

(1) rights share for every two (2) common shares he1d as ofrecord date (see Note 18).

23. BasiclDiluted Loss Per Share

Net loss for the year

Divided by weighted average

number of outstanding common

shares

Basic/diluted losses per share

2017

1'756,783,553

2016

1'428,574,647

2015

1'53,939,809

3,174,405,821

1'0.24

3,174,405,821

1'0.14

3,146,331,168

1'0.02

The Parent Company has no potentia1 dilutive common shares as of December 31, 2017, 2016 and

2015. Therefore, the basic and diluted loss per share are the same as of those dates.

24. Operating Costs and Expenses

This account consists of:

Cost of Operations

Depreciation and amortization

(Notes 12 and 13)

Uti1ities

Advertising and marketing

Contracted services

Salaries and wages

Service fee (Note 17)

Food, beverage, and tobacco

(Forward)

2017 2016 2015

1'391,337,316 1'140,441,197

73,581,243 56,118,764

34,686,161 3,047,507

30,661,961 26,708,758

29,551,731 34,259,451

25,740,714 17,385,900

21,000,605 6,912,332
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2017 2016 2015

Gaming fees (Note 2) 1>16,755,105 1'8,210,403 1'-

Hotel room and supplies 16,523,870 6,075,570

Banquet expenses 16,241,552 2,931,745

Entertainment 12,691,651 2,242,280

Professional fees 7,234,228 9,545,332

Commission 3,754,417 376,053

Supp1ies 2,086,360 1,219,059

Transportation 1,553,402 1,446,416

Communication 1,402,487 5,381,984

Retirement (Note 16) 1,339,800 665,616

Security services 540,553 542,399

Repairs and maintenance 341,959 25,384

Meetings and conferences 210,268 188,618

Others 37,650,796 3,432,162

724,886,179 327,156,930

Operating Expenses

Depreciation and amortization

(Notes 12 and 13) 126,058,033 101,730,153 650,533

Repairs and maintenance 32,651,482 1,626,099

Contracted services 28,306,363 24,656,863 385,791

Security services 26,947,926 27,039,965

Salaries and wages 21,251,429 6,238,711 23,221,602

Utilities 12,984,925 9,903,311 4,617,872

Insurance 6,414,645 2,150,766 35,328

Communication 5,828,667 949,762 573,898

Rent 4,151,117 4,610,654 3,492,289

Taxes and 1icenses 3,675,868 5,767,596 496,453

Professiona1 fees 3,015,950 1,684,470 6,763,212

Advertising and marketing 2,985,992 3,492,113

Meetings and conferences 1,479,090 1,326,799 563,400

Directors' fees (Note 21) 776,000 553,000 449,000

Transportation and travel 698,683 650,563 353,881

Retirement (Note 16) 296,097 147,102

Entertainment 193,529 44,075

Representation 155,275 1,203,731 106,830

Supplies 52,386 30,609 152,906

Others 13,825,382 762,637 1,417,051

291,748,839 194,568,979 43,280,046

1>1,016,635,018 1'521,725,909 1'43,280,046

25. Other Revenue

This account consists of:

Revenue from bingo operations

Rent income (Note 17)

Miscellaneous

2017

1>25,940,208

22,274,636

11,289,431

1>59,504,275

2016

1'14,052,800

2,839,601

1,348,712

1'18,241,113

2015

1'-
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Revenue from bingo operations pertain to gross sales of bingo tickets and cards and daubers less

prizes/winnings.

Rent income pertains to the revenues from the lessees ofthe hotel and casino.

Miscellaneous revenue pertains to tobacco sales,laundry services, parking fees and charges for utilities

consumed by lessee.

26. Operating Segment Information

The Parent Company has two operating segments in 2017 and 2016 and only one operating segment in

2015. Gaming segment pertains to casino operations while non-gaming pertains to hotel operations.

Management monitors the operating results of its operating segment for the purpose of making

decisions ahout resource allocation and performance assessment. Segment performance is evaluated

based on net income or loss and is measured consistently with the total comprehensive income on the

financial statements. The Parent Company's asset-producing revenues are located in the Philippines

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

Segment Revenue and Exoenses

The segment results for the years ended December 31,2017,2016 and 2015 are as folIows:

2017

Gaming Non-gaming Total

1'309,136,298 1'160,243,331 1'469,379,629

(285,559,629) (731,075,389) (1,016,635,018)

(21,462) (209,452,450) (209,473,912)

(54,252) (54,252)

1'23,555,207 (1'780,338,760) (1'756,783,553)

2016

Gaming Non-gaming Total

I' 188, 138,088 1'32,507,068 1'220,645,156

(162,383,823) (359,342,086) (521,725,909)

(14,344) (127,241,987) (127,256,331)

(237,563) (237,563)

1'25,739,921 (1'454,314,568) (1'428,574,647)

2015

Gaming Non-gaming Total

I'- (1'43,280,046) (1'43,280,046)

(9,731,620) (9,731,620)

(928,143) (928,143)

I'- (1'53,939,809) (1'53,939,809)

Revenue

Operating costs and expenses

Other expenses - net

Provision from income tax

Net income (Ioss)

Revenue

Operating costs and expenses

Other expenses - net

Provision from income tax

Net income (loss)

Operating costs and expenses

Other expenses - net

Provision from income tax

Net loss
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Segment Assets and Liabi1ities and Otber Information

The segment assets, liabilities, capital expenditures and other information as ofand for the years ended

December 31, 2017 and 2016 are as follows:

2017

Gaming Non-gaming Total

1'1,650,042,062 1'5,350,186,673 1'7,000,228,735

147,612,586 5,032,572,616 5,180,185,202

102,682,870 258,426,245 361,109,115

324,559 324,559

144,427,766 372,967,583 517,395,349

2016

Gaming Non-gaming Total

l' 1,638,198,699 1'5,068,270,758 1'6,706,469,457

159,365,765 3,970,965,172 4,130,330,937

485,589,917 1,643,726,675 2,129,316,592

1,200,782 1,200,782

68,953,579 173,217,771 242,171,350

Assets

Liabi1ities

Capital expenditures

Interest income

Depreciation and amortization

Assets

Liabilities

Capital expenditures

Interest income

Depreciation and amortization

27. Financial Risk Management Objectives and Policies and Fair Value Measurement

The Parent Company's financial instruments comprise of cash and cash equivalents, receivables

(excluding advances to contractors and suppliers), deposits (presented as part of "O!ber current assets"

in tbe parent company financial statements), accounts payable and otber current liabilities (excluding

statutory payables) and loans payable. The main purpose of these financial instruments is to finance

the Parent Company's operations. The main risks arising from the use oftbese financial instruments

include credit risk and liquidity risk. The Parent Company's BOD reviews and approves the policies

for managing these risks and these are summarized below.

Credit Risk

Credit risk arises because the counterparty may fail to discharge its contractual obligations. As a matter

of policy, the Parent Company limits its maximum exposure to credit risk to the amount of carrying

value of the instruments. The Parent Company transacts only witb related parties and with recognized

and creditworthy tbird parties. Receivable balances are monitored on an ongoing basis. Further,

management intensifies its collection efforts to collect from defaulting third parties.

The table below shows tbe maximum exposure to credit risk of the Parent Company as at

December 31, 2017 and 2016 as follows:

Loans and receivables:

Cash and cash equivalents* (Note 7)

Receivables (Note 8)

Long-term deposits (Note 13)

2017 2016

1'553,215,966 1'64,298,290

234,710,411 212,071,173

6,161,000 6,976,249

1'794,087,377 1'283,345,712

*Excluding cash on handamoun/ing Io P4,598,279 and P2,859,930jor the years endedDecember 31, 2017 and 2016. respectively.
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As of December 31, 2017 and 2016, the aging analysis of receivables is as follows:

Past due but not implllired

Neithcr past Les. than 31 to 60 61 to 90 91 to 180 More than

due nor 30 days days days days 180 days

2017 Total impalred past dut past due pastdue pa'tdue past due Impaired

Trade"

Non.related parties 1124,421,046 1112,542,226 112,203,084 112,347,663 P2,465.559 Pl.695,201 P3,167,313 I'-

Related parties 394,300 394,300

Nontrade 110,326,482 55,435 - 110,271,047

Advances to related parties 53,664,747 53,664,747

Receivable from PAGCOR 45,019,839 44,112,866 599,500 6,000 18,000 283,473

Advances to employees 883,997 883,997

11234.710,411 PlI1.653.571 PZ,203,084 112,947,163 112,471,559 111.713,201 11113,721,833 I'-

Past due but not impaired

Neither past Less than 31 to 60 61 to 90 91 to 180 More than

due nor JO days days days days 180 days

2016 Total impaired past due past due past due past due past due Impaired

Trade:

Non-related parties P7,737,l11 P4,484,383 PI,269,417 PI,983,311 I'- p- I'- I'-

Related parties 86,071 86,071

Nontrade 111,602,553 - 111,602,553

Advances to related parties 74,186,804 74,186,804

Receivable from PAGCOR 18,246,057 18,246,057

Advances to employees 212,577 212,577

P212,071,173 1'97,215,892 PI,269,417 PI,983,311 I'- P- PI11,602,553 I'-

The credit quality of the financial assets was determined as follows:

• Grade A

This includes cash and cash equivalents deposited with banks having good reputation and bank

standing and receivables from related parties and employees that always pay on time or even before

the maturity date.
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• Grade B

This includes receivables that are collected on their due dates provided that they were reminded or

followed up by the Parent Company.

• Grade C

This includes receivables which are stili collected within their extended due dates.

Liquidity Risk

Liquidity risk is defined as the risk that the Parent Company would not be able to settle or meet its

obligations on time or at a reasonable price. The Parent Company's objective is to maintain a balance

between continuity offunding and flexibility by regularly evaluating its projected and actual cash flows

and through the use of bank loans and extension of suppliers' credit terrns. The Parent Company

maximizes the net cash inflows from operations to finance its working capitai requirements.

The tables below summarize the maturity profile of the Parent Company's financial liabilities as at

December 31,20\7 and 2016 based on contractual undiscounted payments:

2017

DueaDd Less than l year

Dema.dable I year or above Total

Loans payable* l'- 1'901,879,770 1'3,127,760,382 1'4,029,640,152

Accounts payable and other current

liabilities •• 112,185,117 196,390,209 308,575,326

Retention payable 279,174,193 279,174,193

Interest payable 19,055,836 19,055,836

1'391,359,310 1'1,117,325,815 1'3,127,760,382 1'4,636,445,507

*fncJuding inferesl.

"£XC/uding withho/ding taxes payable amounting lO /22,259,1 55.

2016

Due and Less than l year

Demandable I year or above Total

Loans payable* l'- P- 1'4.212,351,992 1'4,212,351,992

Accounts payable and other curreot

Iiabilities" 4,970,819 280,085,857 285,056,676

Retention payable 349,373,245 349,373,245

Interest payable 19,055,836 19,055,836

1'4,970,819 1'648,514,938 1'4,212,351,992 1'4,865,837,749

"'/nc/uding interesl.

"Excluding withholding taxes payab/e amounting lo 122,335, J 36.

The following tables show the profile of financial assets used by the Parent Company to manage its

liquidity risk:

Due aod

Dema.dable

2017

Less than 1 year

1 year or above Total

l'- 1'- 1'553,215,966

111,653,571 234,710,411

6,161,000 6,161,000

1'111,653,571 1'6,161,000 1'794,087,377

Loans and receivables:

Cash and cash equivalents'"

Receivables

Long-terro deposits

1'553,215,966

123,056,840

1'676,272,806

*Excluding cash on hand amounting 10 P4,598,279.
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2016

Due and

Demandable

Less白血

与�

1 year

or above Tolal

Loans and receivables

Cash and cash equivalents事

Receivables

Long-term deposits

1'64，298，290

114，855，281

1'­

97，215，892

手一 1'64，298，290

212，071，173

�些笠
1'283，345，712立与呈，571

*Excluding cash on hand amounting /0 P2，859，930

1'97，215，892

6，976，249

1'6，976，249

ChanlZes in 1iabilities arisinlZ from financinlZ恥tlvltles

December 31，

2016 C冶sh ßows Others*

Loans payable 1'3，471，974，747 1'- 1'7，432，235

Deposit白r future stock subscription - 1，086，132，641

In民間sl payable 19，055，836 (201，867，966) 2岬1，867，966

Total Jiabilities from fin田cing aclivilies 1'3，491，030，583 1'884，264，675 1'209，300，201

・印'hers inch時sα出rual ofinterestfrom inte即時bearing loans and acc同tion 0/loonsp骨'ab/e

December 31，

2017

1'3，479，406，982

1，086，132，641

笠占笠，836

1'4，584，595，459

Fair Valu田Measurement

The carrying va1ues of cash and cash equivalents (excluding cash on hand)， re氾eivables (excluding

advances to ∞n廿actors and suppliers)， accounts payable and other current Iiabilities (excluding

withho1ding taxes payable) approximate their fair values due to the short-term natu問。fthese aωoun臼.

The fair value of long-term deposits and loans payable was based on the present value of estimated

future cash flows using interest rates that approximate the interest rates prevai1ing at the reporting date.

The carrying values and fair value of loans payab1e and long-term deposits町e as follows:

2017 2016

CarryinE Value Fair Value carryIßE Value Fair Value

Financ阻I Assets

LonE-term dePosits 1'6，161，000 1'6，161，000 1'6，976，249 1'6，976，249

Financial L岨bilities

Loans payable 1'3，479，406，982 1'3，620，808，095 1'3，471，974，747 1'3，729，639，356

As ofDecember 31， 2017 and 2016， the Parent Company's financial田sets and liabilities are measured

at fair va1ue under the Level2 hierarchy. There were no financial instruments carried at fair value as of

December 31，2017 and 2016.
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28. Working Capital and Capital Management

The primary objective of the Parent Company's working capital and capital management is to ensure

that the Parent Company has sufficient funds in order to support its business, pay existing obligations

and maximize stockholders' value. The Parent Company considers its total equity, including deposit

for future subscription, arnounting to 1'2.9 billion and 1'2.6 billion as its capital as of December 31,

2017 and 2016, respectively.

The Parent Company maintains a capital base to cover risks inherent in the business. The Parent

Company manages its capital structure and makes adjustments to it in Iight of changes in economic

conditions and the risk characteristics of its activities. In order to maintain or adjust the capital

structure, the Parent Company may retum capital to shareholders or issue capital securities. No changes

were made in the objectives, policies and processes from the previous years.

The Parent Company monitors working capital and capital on the basis of current ratio and debt-to­

equity ratio in order to comply with debt covenants (see Note 15).

In computing the debt-to-equity ratio, the deposits' for future stock subscription' formed part of the

Consolidated Net Worth, as these deposits are considered as future additional shareholders' interest in

the Parent Company.

Current ratio and debt-to-equity ratio ofthe Parent Company are as follows:

Total current asset

Total current Iiabilities

Current ratio

2017

1'950,296,465

1,301,944,166

0.73

2016

1'812,868,629

655,820,893

1.24

Totalliabilities, excluding deposit for future stock

subscription

Total equity

Debt-to-equity ratio

1'4,094,052,561

2,906,176,174

1.41

1'4,130,330,937

2,576,138,520

1.60

The Parent Company's strategy is to maintain a sustainable current ratio and debt-to-equity ratio.

29. Note to Parent Company Statements of Cash Flows

Noncash investing activity for the years ended December 31, 2017, 2016 and 2015 pertains to the

construction of building on account amounting to 1'101.8 million in 2017 and capitalized borrowing

cost amounting to 1'63.9 million in 2016.

30. Supplementary Information Required Under Revenue Regulations (RR) 15-2010

On November 25, 2010, the Bureau oflntemal Revenue issued RR 15-2010 to arnend certain provisions

of RR 21-2002 prescribing the matter of compliance with any documentary and/or procedural

requirements in connection with the preparation and submission of financial statements accompanying

the tax retums. It requires the disclosure oftaxes, duties and licenses paid or accrued during the year.
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The Parent Company also reported and/or paid the following types of taxes for the year ended

December 31,2017.

a. The Parent Company has VAT output tax declaration of I' 17.4 million in 2017 based on the amount

retlected in the revenue from hotel, food and beverage and other income arising from sale of

tobacco amounting to 1'144.7 million.

The Parent Company's revenue share from gaming operation is exempt from VATas mentioned

in P.D. 1869. The Parent Company is subject to 5% franchise tax, which shall be in lieu of ali other

laxes, including income tax and value added tax.

The following table shows the sources of input VAT claimed:

Balance at beginning of the year

Purchases of:

Goods other than for resa1e

Services lodged under other accounts

Claims for tax credit/refund and other adjustments

Balance at end of the year

1'387,810,401

6,914,320

30,270,084

(79,996,134)

1'344,998,671

b. Other taxes and licenses

Details consist of the following:

National

PSE listing fee

Documentary stamp taxes

Public performance license

Custom duties and taxes

Optical Media Board license

Trademark fees

BIR registration

1'1,384,344

909,230

111,449

25,000

3,550

3,224

850

2,437,647

Local

Real propertY tax

Business permit

PEZA permit

Sanitary permit

Barangay clearance certificate

Hotel permit

Notarial services

Others

861,987

299,703

65,215

5,000

1,225

1,000

50

4,041

1,238,221

1'3,675,868Total

The Parent Company incurred franchise tax amounting to 1'18,442,999 from its gaming operations

and is offset against "Revenue share in gaming operations" account.
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The Parent Company did not have any importations or purchases of any products subject to excise

tax. Details ofthe Parent Company's withholding taxes in 2017 are as follows:

Expanded withholding taxes

Withholding taxes on compensation

Final withholding tax

Total

1'18,535,520

8,661,974

8,067,974

1'35,265,468

Tax Assessments or Tax Cases

The Parent Company is currently not involved in any tax cases, preliminary investigations,

litigations andlor prosecution in courts outside ofBIR.
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MJC
INVESTMENTScORP.

STATEMENT OF MANAGEMENT'S RESPONSIBILITY

FOR FINANCIAL STATEMENTS

The management of MJC Investments Corporation and its Subsidiary is responsible for the

preparation and fair presentation of the consolidated financial statements including the

schedules attached therein, for the year ended Decernber 31, 2017, in accordance with the

prescribed financial reporting framework indicated therein, and for such internal control as

management determines is necessary to enable the preparation of fmancial statements that are

free from material misstatement, whether due to fraud or error.

In preparing the consolidated financial statements, management is responsible for assessing

the Company's ability to continue as a going concern, disclosing, as applicable matters

related to going concern and using the going concern basis of accounting unless management

either intends to liquidate the Company or to cease operations, or has no realistic alternative

but to do so.

The Board of Directors is responsible for overseeing the Company's fmancial reporting

process.

The Board of Directors reviews and approves the financial statements including the schedules

attached therein, and submits the same to the stockholders or members.

SyCip, Gorres, Velayo & Co., the independent auditor appointed by the stockholders, has

audited the financial statements of the Company in accordance with Philippine Standard on

Auditing, and in its report to the stockholders or members, has expressed its opinion on the

fairness of presentation upon completion of such audit.
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INDEPENDENT AUDITOR'S REPORT

The Board of Direetors and Stoekholders

MJC INVESTMENTS CORPORATION

Doing business under the name and style ofWinford Leisure

And Entertainment Complex and Winford Hotel and Casino

(Formerly MJC Investments Corporation)

Winford Hotel and Casino, MJC Drive,

Sta. Cruz, Manila

Opinion

We have audited the eonsolidated finaneial statements ofMJC INVESTMENTS CORPORATION Doing

business under the name and style of Winford Leisure and Entertainment Complex and Winford Hotel

and Casino (Formerly MJC Investments Corporation) and Subsidiary (the Group), whieh eomprise the

eonsolidated statements offinaneial position as at Deeember 31, 2017 and 2016, and the eonsolidated

statements of eomprehensive ineome, eonsolidated statements of changes in equity and eonsolidated

statements of eash flows for eaeh of the three years in the period ended Deeember 31, 20 I 7, and notes to

the eonsolidated finaneial statements, ineluding a summary of signifieant aeeounting polieies.

In our opinion, the aeeompanying eonsolidated finaneial statements present fairly, in all material respeets,

the eonsolidated finaneial position of the Group as at Deeember 31, 2017 and 2016, and of its

eonsolidated finaneial performance and its eonsolidated eash flows for eaeh of the three years in the

period ended Deeember 31, 20 I 7 in aeeordanee with Philippine Finaneial Reporting Standards (PFRSs).

Basis for Opinion

We eondueted our audits in aeeordanee with Philippine Standards on Auditing (PSAs). Our

responsibitities under those staodards are further deseribed in the Auditor's Responsibilitiesfor the Audit

ofthe Consolidated Financial Statements seetion of our report. We are independent of the Group in

aeeordanee with the Code of Ethics for Professional Aeeountaots in the Philippines (Code of Ethics)

together with the ethieal requirements that are relevant to our audit of the eonsolidated finaneial

statements in the Philippines, and we have fulfilled our other ethieal responsibilities in aeeordanee with

these requirements and the Code of Ethics. We believe that the audit evidenee we have obtained is

suffieient and appropriate to provide a basis for our opinion.

Key Audit Matters

Keyaudit matters are those matters that, in our professional judgment, were of most signifieanee in our

audit ofthe eonsolidated finaneial statements Ofthe�en� '. rs were addressed in the
context of our audit of the eonsolidated finaneiat sta erij:W�' . ole :'iwjdjri',t'i� ing our opinion
thereon, and we do not provide a separate opinion 0 the aa r below, our

deseription ofhowour audit addressed the matter is pr d9\Ä\J t�abe�lJtt .

� -. �
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We have fulfilled the responsibilities described in the Auditor 's Responsibilities for the Audit ofthe

Consolidated Financial Statements section of our report, including in relation to these matters.

Accordingly, our audit included the performance ofprocedures designed to respond to our assessment of

the risks of material misstatement of the consolidated financial statements. The results of our audit

procedures, including the procedures performed to address the matters below, provide the basis for our

audit opinion on the accompanying consolidated financial statements.

Reassessment ofPamit to Operate granted by PAGCOR

As discussed in Notes I and 2 to the consolidated financial statements, the Group was granted aPermit to

Operate by PAGCOR for the establishment, maintenance and operation ofPAGCOR San Lazaro within

the San Lazaro Tourism and Business Park in Sta. Cruz, Manila. The Permit to Operate shall be for a

period of fifteen (J 5) years commencing on January 6, 2016, the date of actual operation ofPAGCOR

San Lazaro. The sarne agreement provides PAGCOR an exclusive and direct control to supervise and

manage PAGCOR San Lazaro's casino operation, on account ofPAGCOR's expertise, experience and

competence in garning operations. We considered this as a key audit matter because it requires

management to exercise significantjudgment in determining the accounting treatment.

Audit Response

We obtained an understanding of the terms and conditions of the Permit to Operate through inquiry with

management and their legal counsels. We also reviewed and evaluated the accounting treatment based on

the underlying relevant documents and applicable accounting standards.

Otber Information

Management is responsible for the other information. The other information comprises the SEC

Form 17-A for the year ended December 31, 2017 but does not include the consolidated financial

statements and our auditor's report thereon, which we obtained prior to the date of this auditor's report,

and the SEC Form 20-IS (Definitive Information Statement) and Annual Report for the year ended

December 31, 20 I 7, which is expected to be made available to us afterthat date.

Our opinion on the consolidated financial statements does not cover the other information and we do not

express any form of assurance conclusion thereon.

In connection with our audits of the consolidated financial statements, our responsibility is to read the

other information and, in doing so, consider whether the other information is materiaIly inconsistent with

the financial statements or our knowledge obtained in the audit or otherwise appears to be materiaIly

misstated.

If, based on the work we have performed on the other i

this auditor's report, we conclude that there is a materi

required to report that fact. We have nothing to report .

ti rmation that we obtained prior to the date of

'��'.. ''''', .. " this.other information, we are
�r�l ,;,��);;I 'I�_',,:,,,« .v.. ...
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• Evaluate the overall presentation, structure and content ofthe consolidated financial statements,

including the disclosures, and whether the consolidated financial statements represent the underlying

transactions and events in a manner that achieves fair presentation.

• Obtain sufficient appropriate audit evidence regarding the financial information of the entities or

business activities within the Group to express an opinion on the consolidated financial statements.

We are responsible for the direction, supervision and performance ofthe group audit. We remain

solely responsible for our audit opinion.

We communicate with those charged with govemance regarding, among other matters, the planned scope

and timing ofthe audit and significant audit findings, including any significant deficiencies in internai

control that we identifY during our audit.

We also provide those charged with govemance with a statement that we have complied with relevant

ethical requirements regarding independence, and to communicate with them all relationships and other

matters that may reasonably be thought to bear on our independence, and where applicable, related

safeguards.

From the matters communicated with those charged with govemance, we determine those matters that

were of most significance in the audit of the consolidated financial statements of the current period and

are therefore the key audit matters. We describe these matters in our auditor's report unless law or

regulation precludes public disclosure about the matter or when, in extremely rare circumstances, we

determine that a matter should not be communicated in our report because the adverse consequences of

doing so would reasonably be expected to outweigh the public interest benefits of such communication.

Adeline D. Lumbres

Partner

CPA Certificate No. 0107241

SEC Accreditation No. 1555-A (Group A),

April14, 2016, valid until April14, 2019

Tax Identification No. 224-024-746

BIR Accreditation No. 08-001998-118-2016,

February 15,2016, valid until February 14,2019

PTR No. 6621279, January 9, 2018, Makati City

The engagement partner on the audit resulting in this independent auditor's report is Adeline D. Lumbres.
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MJC INVESTMENTS CORPORATION

Doing business under the name and style of Winford Leisure and Entertainment

Complex and Winford Hotel and Casino and Subsidiary

CONSOLIDATED STATEMENTS OF FINANCIAL POSITION

December31

2017 2016

ASSETS

Current Assets

Cash and cash equivalents (Note 7)

Receivables (Note 8)

Inventories (Note 9)

CUITent portion of input value-added tax (VAT) (Note 10)

Prepayments and other CUITent assets (Note 1 1)

Total Current Assets

1'558,855,778

181,045,664

28,268,696

24,777,789

104,971,061

897,918,988

Noncurrent Assets

Property and equipment (Notes 12 and 15)

Input VAT - net of CUITent portion (Note 10)

Other nonCUITent assets (Note 13)

Total Noncurrent Assets

5,630,328,456

337,794,085

82,983,233

6,051,105,774

1'6,949,024,762

LIABILITIES AND EQUITY

Current Liabilities

Accounts payable and other CUITent liabilities (Note 14)

Retention payable (Note 27)

Interest payable (Notes 15 and 27)

CUITent portion of loans payable (Note 15)

Total Current Liabilities

1'310,870,849

279,174,193

19,055,836

692,879,656

1,301,980,534

Noncurrent Liabilities

Loans payable - net of CUITent portion (Note 15)

Deposit for future stock subscliption (Note 18)

Retirement liability (Note 16)

Other nonCUITent liabilities

Total Noncurrent Liabilities

Total Liabilities

2,786,527,326

1,086,132,641

1,760,049

3,821,020

3,878,241,036

5,180,221,570

Equity

Capital stock (Note 22)

Deficit

Actuarial ains on retirement liabili

Total E ui

3,174,405,821

1,406,291,195)

688,566

1,768,803,192

6 949,024,762

1'124,984,895

137,884,968

21,308,091

387,795,739

124,535,406

796,509,099

5,753,968,763

25,883,288

115,049,638

5,894,901,689

1'6,691,410,788

1'290,121,862

349,373,245

19,055,836

658,550,943

3,471,974,747

812,718

1,722,579

3,474,510,044

4,133,060,987

3,174,405,821

(616,056,020)

2,558,349,801

1'6,691,410,788

1••1111111111.



MJC INVESTMENTS CORPORATION

Doing business under the name and style of Winford Leisure and Entertainment

Complex and Winford Hotel and Casino and Subsidiary

CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME

Years Ended December 31

2017 2016 2015

1'283,196,090 1'174,085,288

126,679,264 28,318,755

59,504,275 19,642,633

469,379,629 222,046,676

(1,050,101,324) (541,001,557) (43,280,046)

(580,721,695) (318,954,881) (43,280,046)

(209,300,201) (128,180,135) (14,499,279)

342,977 1,307,544 4,627,775

(498,320) (276,979) 139,884

(209,455,544) (127,149,570) (9,731,620)

REVENUE

Revenue share in gaming operations (Note 17)

Hotel, food and beverage

Other revenue (Note 25)

OPERATlNG COSTS AND EXPENSES (Note 24)

OPERATlNG LOSS

OTHER INCOME (EXPENSES)

Interest expense (Note 1 5)

Interest income (Note 7)

Miscellaneous income (expenses) - net

LOSS BEFORE INCOME TAX

PROVISION FOR INCOME TAX (Note 19)

(790,177,239) (446,104,451) (53,011,666)

(57,936) (258,915) (928,143)

NETLOSS (790,235,175) (446,363,366) (53,939,809)

OTHER COMPREHENSIVE INCOME

Item Ihal will "01 be reclassified 10 profil or loss in

subsequenl periods:

Remeasurement gain on defined benefit

obligation (Note 16) 688,566

BasicIDiluted Loss Per Share

(1'789,546,609) (1'446,363,366) (1'53,939,809)

�t' ",; .. ,.;." ,. 1'0,14 1'0.02

EIVE

tem /s.

• , APR 3 0 2018

TOTAL COMPREHENSIVE LOSS

See accompanying Notes /0 Consolidated Financial S

. , .•..
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MJC INVESTMENTS CORPORATION

Doing business under the name and style of Winford Leisure and Entertainment Complex and Winford Hotel and Casino and

Subsidiary

CONSOLIDATED STATEMENTS OF CHANGES IN EQUITY

FOR THE YEARS ENDED DECEMBER 31,2017,2016 AND 2015

Capital Stock (Note 22)

Issued and

subscribed

Subscription

receivables Net Deficit

Actuarial gains on

retirement liability

(Note 16) Total

BALANCES AT DECEMBER 31, 2016 1'3,174,405,821 1'- 1'3,174,405,821 (1'616,056,020) 1'- 1'2,558,349,801

Total eomprehensive loss for tbe year - - - (790,235,175) 688,566 (789,546,609)

BALANCES AT DECEMBER 31, 2017 1'3,174,405,821 1'- 1'3,174,405,821 11'1,406,291,195) 1'688,566 1'1,768,803,192

BALANCES AT DECEMBER 31, 2015 1'3,174,405,821 (1'38,739,719) 1'3,135,666,102 (PI69,692,654) 1'- 1'2,965,973,448

Collection ofsubseriptions reeeivable - 38,739,719 38,739,719 - - 38,739,719

Total eomprehensive 1055 for the year - - - (446,363,366) (446,363,366)

BALANCES AT DECEMBER 31, 2016 1'3,174,405,821 P- 1'3,174,405,821 (P616,056,020) 1'- 1'2,558,349,801

BALANCES AT DECEMBER 31, 2014 1'2,500,614,159 (1'105,548,554) 1'2,395,065,605 (1'112,383,887) 1'- 1'2,282,681,718

Subseription ofeapital stoek 673,791,662 - 673,791,662 - - 673,791,662

Colleetion of subseriptions reeeivable - 66,808,835 66,808,835 - 66,808,835

Transaetion eosts on issuanee ofcapital stoek (Note 22) - - - (3,368,958) - (3,368,958)

Total eomprehensive loss for tbe year - - (53,939,809) - (53,939,809)

BALANCES AT DECEMBER 31, 2015 1'3,174,405,821 (1'38,739,719) 1'3,135,666,102 (1'169,692,654) 1'- 1'2,965,973,448

See accompanying Noles 10 Consolidated Financial Statements.
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MJC INVESTMENTS CORPORATION

Doing business under the name and style of Winford Leisure and Entertainment

Complex and Winford Hotel and Casino and Subsidiary

CONSOLIDATED STATEMENTS OF CASH FLOWS

Years Ended Detember 31

2017 2016 2015

(1'790,177,239) (1'446,104,451 ) (1'53,011,666)

517,522,706 242,194,560 650,533

209,300,201 128,180,135 14,499,279

406,081 92,219

(342,977) (1,307,544) (4,627,775)

(137,054)

(63,291,228) (77,082,135) (42,489,629)

(43,160,696) (25,949,847) (333,132,773)

(6,960,605) (17,369,951) (44,744,841)

51,107,153 (55,158,352) (151,792,810)

(41,803,918) 311,631 (6,902,099)

20,748,987 (118,896,561 ) 252,771,070

2,098,441 1,722,579

1,635,897 812,718

(70,199,052) 147,212,285 147,190,256

(149,825,021) (144,397,633) (179,100,826)

(57,936) (262,233) (930,825)

342,977 1,307,544 4,627,775

(149,539,980) (143,352,322) (175,403,876)

(361,109,115) (1,963,671,966) (2,083,771,542)

61,368,263 357,617,555

(706,879) (117,911,092)

(165,703,369)

650,000

(300,447,731) (1,889,018,872) (2,083,771,542)

1,086,132,641

(201,867,966) (116,648,831)

995,000,000 2,470,000,000

38,739,719 66,808,835

673,791,662

(3,368,958)

1,317,166

884,264,675 917,090,888 3,208,548,705

(406,081) (92,219)

433,870,883 (1,115,372,525) 949,373,287

124,984,895 1,240,357,420 290,984,133

1'558,855,778 1'124,984,895 1'1,240,357,420

CASH FLOWS FROM OPERAT1NG ACTIVITlES

Loss before income tax

Adjustments for:

Depreciation and amortization (Notes 12,13 and 24)

Interest expense (Note 15)

Unrealized foreign exchange 1055

Interest income (Note 7)

Gaio on sale of disposal oftransportation eguipment (Note 12)

Operating 1055 before working capital changes

Decrease (increase) in:

Receivables (Note 8)

Inventories (Note 9)

Input VAT

Prepayment and other current assets (Note Il)

Increase (decrease) in:

Accounts payable and other current liabilities (Note 14)

Other noncurrent liabilities

Retirement benefit expense (Notes 16 and 24)

Retention payable

Net cash used in operations

Incorne taxes paid

Interest received

Net cash flows used in operating activities

CASH FLOWS FROM INVESTING ACTIVITlES

Additions to property and equipment (Note 12)

Decrease in advances to contractors and suppliers (Note Il)

Increase in other noncurrent assets (Note 13)

Payment ofaccounts payable for construction costs (Notes 12 and 29)

Proceeds from disposal of transportation eguipment

Net cash flows used in investing activities

CASH FLOWS FROM FINANCING ACTlVITIES

Collections of deposit for future stock subscription (Note 18)

Payment of interest (Note 15)

Proceeds from availment of loans (Note 15)

Collection of subscriptions receivable (Note 22)

Proceeds from subscription of capital stock (Note 22)

Transaction costs on issuance of capital stock (Note 22)

Advances received from a related party

Net cash flows provided by financing activities

EFFECT OF EXCHANGE RATE CHANGES ON

CASH AND CASH EQUIVALENTS

NET INCREASE (DECREASE) IN

CASH AND CASH EQUIVALENTS

CASH AND CASH EQUIVALENTS

AT BEGINNING OF YEAR

CASH AND CASH EQUlVALENTS

AT END OF YEAR (Note 7)

See accompanying Notes to Consolidated Financial Statements.
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MJC INVESTMENTS CORPORATION

Doing business under the name and style ofWinford Leisure and Entertainment

Complex and Winford Hotel and Casino and Subsidiary

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

l. Corporate Information

MJC INVESTMENTS CORPORATION Doing business under the name and style ofWinford Leisure

and Entertainment Complex and Winford Hotel and Casino (the Parent Company) and Trafalgar Square

Leisure Corporation (TSLC) (collectively referred to as the "Group") are incorporated in the

Philippines. The Parent Company was incorporated on July 15, 1955 as Palawan Consolidated Mining

Company, Inc. and was listed in the Philippine Stock Exchange (PSE) on November II, 1955.

The following are the series of changes in corporate name of the Parent Company and their effective

dates ofchange as approved by the Philippine Securities and Exchange Commission (SEC):

Date

February 12, 1997

September 25, 2003

September 30, 2008

October 15, 2009

June 29, 2015

Corporate Name

Ebecom Holdings, Inc.

Aries Prime Resources, !ne.

MJCI Investments, Inc.

MJC Investments Corporation

MJC INVESTMENTS CORPORATION

Doing business under the name and style of Winford Leisure

and Entertainment Complex and Winford Hotel and Casino

In 2005, the SEC approved the extension of the Parent Company's corporate Iife for another fifty (50)

years starting July 2005.

On January 19,2010, the SEC approved the amendment of the Parent Company's primary purpose

from engaging in mining operation to that of an investment holding company, which is to acquire by

purchase, lease or otherwise, lands or interest in lands and realty, and to own, hold, improve or develop

said land or real estate so acquired, and to build or cause to be built on any lands owned, held, occupied

or acquired, buildings, facilities, and other structures with their appurtenances, for residential,

commercial, mixed-use, leisure, gaming, amusement and entertainment purposes.

On March 18, 2010, the Parent Company was granted a permit to operate (PTO) by the Philippine

Amusement and Gaming Corporation (PAGCOR) for the establishment, maintenance and operation of

a casino, PAGCOR San Lazaro, within the San Lazaro Tourism and Business Park in Sta. Cruz, Manila.

The permit shal1 be for a period often (10) years, commencing on January 6, 2016, the date ofactual

operation of PAGCOR San Lazaro. On November 25, 2015, the Board of Directors of PAGCOR

approved the guidelines that shall govern the implementation ofthe PTO, which also extended the term

of the PTO to fifteen (15) years commencing from the star! ofcommercial operations ofPAGCOR San

Lazaro (see Note 2).

On April 21, 2016, the Parent Company incorporated its wholly owned subsidiary, TSLC, in the

Philippines and registered it with the SEC. The authorized and subscribed capital stock of TSLC is

1i'20.0 million with a par value of one peso per share. TSLC's primary purpose is to establish, engage,

operate and manage, gaming enterprises, amusement, entertainment and recreation centers, as well as

providing services including but not limited to business process outsourcing services to foreign c1ients,

support solutions, such as back office technology support, call or contact center activities, data entry

and encoding, data management, general human resource functions, business planning, accounts

receivable management, general fmancial support services, customer support services and customer
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relationship management, sales support and other industry specific purposes, and to companies and

operations, and other clients, and to do any and all things necessary for or conducive to the attainment

of such purposes, including, artieies of merchandise necessary or desirable in its operations, the

provision of professional, consulting and other related services, and the licensing of application,

software and other solutions required or related to the above services. The principal place ofbusiness

ofTSLC is at Winford Hotel and Casino, MJC Drive, Sta. Cruz, Manila. On May 16,2016, TSLC was

granted the authority by PAGCOR to bring in pre-registered foreign players to play in designatedjunket

gaming areas within PAGCOR San Lazaro (see Note 2).

The registered office address of the Parent Company is Winford Hotel and Casino, MJC Drive, Sta.

Cruz, Manila.

Authorization for the Issuance ofConsolidated financial statements

The consolidated financial statements were approved and authorized for issuance by the Board of

Directors (BOD) on April 20, 2018.

2. Agreements with PAGCOR

The following are the significant contracts entered by the Group with PAGCOR:

a. PTO granted to the Parent Company

As discussed in Note I to the consolidated financial statements, the Parent Company was granted

a PTO by PAGCOR for the establishment, maintenance and operation ofPAGCOR San Lazaro on

March 18,2010. The PTO shall be for aperiod offifteen (15) years commencing on January 6,

2016, the date of actual operation of PAGCOR San Lazaro. Management has assessed that the

Parent Company is the operator of PAGCOR San Lazaro, as embodied in the provisions of the

PTO.

As the operator ofPAGCOR San Lazaro, the Parent Company shall undertake the following:

a) Shoulder the cost of designing and furnishing the PAGCOR San Lazaro;

b) Shoulder the cost ofmaintaining PAGCOR San Lazaro, including the required major and minor

repairs to the gaming facility;

c) Acquire, instalI, maintain and upgrade to keep abreast with the worldwide industry of casino

gaming the following to be used for the operation of PAGCOR San Lazaro, as provided and

deemed necessary by PAGCOR:

At least ten (10) gaming tables, table layout, chairs and other equipment, and

paraphernalia. The number oftables maybe adjusted subject to PAGCOR's approval;

A minimum of two hundred (200) new slot machines and an online tokenless system of

linking and networking all slot machines. The Parent Company shall on its account train

the technical personnel ofPAGCOR for the operation, repair and maintenance ofthe slot

machine networking system and shall ensure the transfer of appropriate and necessary

technology, for this purpose;

Playing cards and playing chips, the design of which shall be separate and distinct from

PAGCOR's playing cards and chips;

Surveillance equipment and paraphernalia; and

All other capital expenditures such as treasury vaults, furniture and other office equipment

and paraphernalia, and other pre-operating requirements, necessary for the operation of

PAGCOR San Lazaro.
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d) Shoulder any illegitimate slot credit/payout of payers which may arise due Ιο malfunction or

eποr ίη the slot machine online tokenless system provided by the Parent Company for the

operations ofPAGCOR San Lazaro;

e) Bear the cost of maintenance and minor repairs of the equipment, furniture and fixtures

installed at PAGCOR San Lazaro, and shall be responsibIe for replacing such equipment,

fumiture and fixtures, which are deemed Ιο be beyond repair. The Parent Company shall also

make available Ιο PAGCOR, at any time ofthe day, repair and maintenance services, Ιο address

the immediate needs ofPAGCOR San Lazaro;

t) Shoulder the costs of all shipping and freight charges, as well as the covering marine insurance,

reIative Ιο all the gaming and non-gaming equipment, fumishing and fixtures Ιο be brought ίηΙο

the Philippines Ιο be installed at PAGCOR San Lazaro;

g) Shoulder the cost of insurance for loss or damaged gaming equipment, slot machines or other

gaming paraphemalia, and the network system, due Ιο force majeure including but not limited

to fire, typhoons, and other incidents and calamities;

h) Shoulder any restoration that maybe required by the buίlding owner after cessation ofthe casino

operation;

ί) Provide the required cash capital for PAGCOR San Lazaro;

j) Shoulder and provide for other operating expenses necessary ίη the operation of the casino

including but not limited Ιο space rental, utilities expenses;

k) Secure all necessary local permits required for the renovation ofPAGCOR San Lazaro;

Ι) Provide hotel accommodation for PAGCOR San Lazaro's guests;

m) Provide required communication facilities at the casino offices and gaming areas;

η) Hold PAGCOR free and harmless trom third party claims for injuries and damages suffered

within the premises resuIting from, or occasioned by any faulty construction, non-maintenance

or any defect that pertains Ιο the building, structural integrity or of the PAGCOR casino

premises, and to indemnifY and hold PAGCOR harmlesstrom and against costs of defending

any such action suit or proceedings including legal fees and other legal expenses incurred ίη

relation to such third party claims.

The same agreement provides that while the Parent Company is ίη the process of forming its own

management team and is cognizant ofPAGCOR's expertise, eΧΡeήeηce and competence ίη gaming

operations, the Parent Company requested PAGCOR Ιο manage PAGCOR San Lazaro by giving

PAGCOR an exclusive and direct control to supervise and manage PAGCOR San Lazaro's casino

operations.

For the duration of the agreement, the Parent Company shall receive forty percent (40%) of

PAGCOR San Lazaro's monthly gross revenues after deducting the players' winnings/ prizes, the

taxes that may be imposed οη these winnings/prizes, franchise tax, and applicable subsidies and

rebates.

υροη revocation or termination ofthe agreement for PAGCOR Ιο manage PAGCOR San Lazaro

and ifthe same is without fault ofthe Parent Company or PAGCOR, PAGCOR shall surrender to

the Parent Company PAGCOR San Lazaro's premises, fumishing and equipment without delay

subject to proper accounting and auditing ofliabilities ofPAGCOR and the Parent Company.

Should PAGCOR unreasonably delay or unjustifiabIy fail Ιο immediately surrender said

contributions, the Parent Company shall have the right Ιο take possession of PAGCOR San

Lazaro's premises, fumishing and equipment from PAGCOR. This is without prejudice Ιο

PAGCOR's right Ιο take possession ofthe properties trom the Parent Company and apply the same

for payment or satisfaction of its claims against the Parent Company.
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Furthennore, upon revocation, tennination or expiration of the PTO, the Parent Company

undertakes to ship out ofthe Philippine territory, the gaming equipment and gaming paraphernalia

in pursuance of Presidential Decree (p.D.) 519 and Letter of lnstruction 1176 within 60 calendar

days from the date of receipt or possession of the gaming equipment and gaming paraphernalia.

For income tax purposes, as the entity is granted the pennit to operate PAGCOR San Lazaro, the

Parent Company's income from casino operations is exempt from income tax in accordance with

Section 13 ofP.D. 1869, as amended, otherwise known as the PAGCOR Charter. Under P.D. 1869,

earnings derived from the operation of casinos shall be imposed a 5% franchise tax, in lieu of all

kinds of taxes, levies, fees or assessments of any kind, nature or description, levied, established or

collected by any municipal, provincial, or nationa1 government authority.

b. Traditional Bingo Operation 0/the Parent Company

On January 19,2016, the Group was granted by PAGCOR the right to operate a traditional bingo

operation at Winford Hote1 and Casino. The tenns of the bingo operation shall be cotenninous

with the tenn of the PTO. Under the agreement, the Parent Company shall remit month1y to

PAGCOR 15% of the total gross receipt from sale of bingo tickets and cards, including

electronically stored bingo cards played through an electronic device, instant game tickets and

bingo game variant cards (presented as "Gaming fees" under "Operating costs and expenses").

The agreement provides, among others, that all capital and operating expenditure (including the

prizes) related to the bingo operation shall be for the sole account ofthe Parent Company.

c. Junket Agreement granted to TSLC

On May 16,2016, TSLC was granted by PAGCOR the authority to bring in pre-registered foreign

p1ayers to play in designated junket gaming areas in Winford Hotel and Casino with an initial

Gaming Table Mix of four (4) junket gaming tables. Operation of gaming tables in excess of the

initia1 Gaming Table Mix shall be subject to PAGCOR's approval. The agreement is effective for

a period of three years, commencing on day 1 of the gaming operation at the junket area but not

1ater than six months from the date of the agreement.

In consideration ofthe grant by PAGCOR, the TSLC shall pay PAGCOR higher of(a) monthly

Minimum Guarantee Fee ofUS$10,000 per tab1e or (b) ten percent (10%) ofthe monthly gross

winnings generated from the junket gaming operations. The Group shall bear all salaries and other

benefits in full ofthejunket monitoring personne1 ofPAGCOR who will be assigned to monitor

the junket gaming operations. These expenses are presented as part of "Gaming fees" recorded

under "Operating costs and expenses" (see Note 24). In addition to the month1y fee, the TSLC shall

remit five percent (5%) of the Monthly Gross Winnings of the Junket Gaming Operations to

PAGCOR as Franchise Tax.

For the years ended December 31, 2017, 2016, and 2015, TSLC generated revenue of nil,

1'1.4 million, and nil, respectively (presented as Part of "Miscellaneous revenue") (see Note 25).

The TSLC shall also deposit to PAGCOR the following:

a) an amount equivalent to six (6) months ofthe Minimum Guarantee Fee ofthe Table Gaming

Mix in the Junket Gaming Operation ("gaming deposit") prior to the actual operation of the

junket tables amounting to 1'17.0 million, which are recorded as part of"Long-tenn deposits"

under "Other noncurrent assets" in the consolidated statements of financial position

(see Note 13).

b) an administrative charge deposit in the amount equivalent to six months manpower cost of

PAGCOR's Monitoring Team for the Junket Gaming Operation prior to the actual operation

amounting to 1'2.9 million, which shall be made to cover TSLC's share in the cost of salaries
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and benefits of PAGCOR personnel assigned at the junket area in case the junket operations

are suspended for reasons other than force majeure or fortuitous event. The Administrative

Charge Deposit is recorded as part ofthe "Long-term deposits" under Other Noncurrent Assets

in the consolidated statements offinancial position (see Note 13).

c) a cash bond in the amount ofl"1.0 million upon execution ofthe Junket Agreement in favor of

PAGCOR to ensure and secure TSLC's compliance with the terms and conditions of the

agreement and PAGCOR's pre-operating requirements (see Note 13).

Should TSLC cease operations, for reasons such as violation ofterms or conditions as stated in the

agreement with PAGCOR, one year or more after the commencement ofthe agreement but before

the end of its term, only TSLC's cash bond and administrative charge deposit shall be forfeited in

favor ofPAGCOR. The Gaming deposit shall be returned to TSLC after deducting any unpaid fees

owed by the TSLC to PAGCOR.

All interest income accruing out ofthe above deposits shall pertain to PAGCOR.

3. Basis of Preparation and Statement of Compliance

Basis of Preparation

The consolidated financial statements are prepared using the historical cost basis. The consolidated

financial statements are presented in Philippine Peso (Peso or 1"), which is the Group's functional and

presentation currency. All amounts are rounded off to the nearest Peso, except when otherwise

indicated.

Statement of Compliance

The consolidated financial statements have been prepared in compliance with Philippine Financial

Reporting Standards (PFRS). PFRS includes both standard titles PFRS and Philippine Accounting

Standards (PAS), and Philippine Interpretations based on equivalent interpretations from International

Financial Reporting Interpretations Committee (IFRIC) as issued by the Philippine Financial Reporting

Standards Council (FRSC).

4. Summary of Changes in Accounting Policies and DiscIosures

New and Amended Standards and Interpretation

The Group applied for the first time certain pronouncements, which are effective for annual periods

beginning on or after January 1,2017.

• Amendments to PFRS 12, Disclosure olInterests in Other Entities, Clarification 01 the Scope 01

the Standard (Part ofAnnual Improvements to PFRSs 2014 - 2016 Cycle)

The amendments clarifY that the disclosure requirements in PFRS 12, other than those relating to

summarized financial information, apply to an entity's interest in a subsidiary, ajoint venture or an

associate (or a portion of its interest in ajoint venture or an associate) that is classified (or inc1uded

in a disposal group that is c1assified) as held for sale.

Adoption ofthese amendments did not have any impact on the consolidated financial statements.
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• Amendments to PAS 7, Statement ofCash Flows, Disclosure Initiative

The amendments require entities to provide disclosure of changes in their liabilities arising from

financing activities, including both changes arising from cash flows and non-cash changes (such as

foreign exchange gains or 10sses).

The Group has provided !he required information in Note 27 to the consolidated financial

statements. As allowed under !he transition provisions of the standard, the Group did not present

comparative information for !he year ended December 31, 2016.

• Amendments to PAS 12, Income Taxes, Recognition ofDeferred Tax Assetsfor Unrealized Losses

The amendments clarifY that an entity needs to consider whether tax law restricts the sources of

taxab1e profits against which it may make deductions upon the reversal ofthe deductible temporary

difference re1ated to unrea1ized losses. Furthermore, the amendments provide guidance on how an

entity shou1d determine future taxable profits and explain the circumstances in which taxab1e profit

may include the recovery of some assets for more than their carrying amount.

The Group applied the amendments retrospectively. However, their application has no effect on

the Group's financial position and performance as the Group has no deductible temporary

differences or assets !hat are in !he scope of!he amendments.

Standards Issued But Not Yet Effective

Pronouncements issued but not yet effective are listed be10w. Unless otherwise indicated, !he Group

does not expect !hat the future adoption ofthe said pronouncements will have a significant impact on

its financial statements. The Group intends to adopt !he following pronouncements when they become

effective.

Effective beginning on or after January 1, 2018

• Amendments to PFRS 2, Share-based Payment, Classiftcation and Measurement ofShare-based

Payment Transactions

The amendments to PFRS 2 address three main areas: the effects of vesting conditions on the

measurement of a cash-settled share-based payment transaction; !he classification of a share-based

payment transaction with net settlement features for wi!hho1ding tax obligations; and the

accounting where a modification to !he terms and conditions of a share-hased payment transaction

changes its classification from cash settled to equity settled.

Qn adoption, entities are required to apply !he amendments without restating prior periods, but

retrospective application is permitted if elected for all three amendments and if other criteria are

meI. Early application ofthe amendments is permitted.

• PFRS 9, Financial Instruments

PFRS 9 reflects all phases of!he financial instruments project and rep1aces PAS 39, Financial

Instruments: Recognition and Measurement, and all previous versions of PFRS 9. The standard

introduces new requirements for classification and measurement, impairment, and hedge

accounting. Retrospective application is required but providing comparative information is not

compulsory. For hedge accounting, the requirements are generally applied prospective1y, wi!h

some limited exceptions.
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The adסptiסn fPFRSס 9 will have an effect nס the classificatiסn and measurement ftheס Grסup's

financial assets and impairment methסdסIסgy fסr financial assets, but will have nס impact nס the

classificatiסn and measurement ftheס Grסup's financialliabilities. The Grסup is cUחently assessing

the impact fס adסpting this standard.

• Amendments tס PFRS 4, Insurance Contracts, Applying PFRS 9, Financial Instruments, with

PFRS4

The amendments address cסncems anslng frסm implementing PFRS 9, the new financial

instruments standard befסre imp1ementing the new insurance cסntracts standard. The amendments

intrסduce twס nsסptiס for entities issuing insurance cסntracts: a temporary exemption from

applying PFRS 9 and an verlayס approach. The temporary exemption is first applied for reporting

periods beginning on or after January 1,2018. An entity may elect the overlay approach when it

first applies PFRS 9 and apply that approach retrospectively tס financial assets designated on

transitiסn to PFRS 9. The entity restates comparative information reflecting the overlay approach

if, and only if, the entity restates comparative information when applying PFRS 9.

• PFRS 15, Revenuejrom Contracts with Customers

PFRS 15 establishes a new five-step mode1 that wi11 app1y to revenue arising from contracts with

customers. Under PFRS 15, revenue is recognized at an amount that reflects the consideration to

which an entity expects to be entitled in exchange for transfeחing gסods or services to a customer.

The princip1es in PFRS 15 provide a more structured approach to measuring and recognizing

revenue.

The Group is assessing the potential effect of the amendments on its financial statements. In

addition, as the presentation and disclosure requirements in PFRS 15 are more detailed than under

current PFRSs, the Group is cUחently assessing what necessary changes it needs tס make on its

cUחent systems, intemal controls, policies and procedures to enable the Group to collect and

disclose the required information.

• Amendments to PAS 28, Measuring an Associate or Joint Venture at Fair Value (Part ofAnnual

Improvements to PFRSs 2014 - 2016 Cyc1eכ

The amendments clarif'y that an entity that is a venture capital organization, or other qualif'ying

entity, may e1ect, at initial recognition on an investrnent-by-investment basis, to measure its

investrnents in assסciates and joint ventures at fair value through profit or loss. They also clarif'y

that if an entity that is not itself an investrnent entity has an interest in an associate or joint venture

that is an investment entity, the entity may, when applying the equity methסd, elect to retain the

fair value measurement applied by that investment entity associate or joint venture to the

investment entity associate's or joint venture's interests in subsidiaries. This electiסn is made

separate1y for each investrnent entity associate or joint venture, at the later of the date on which

(aכ the investrnent entity associate or joint venture is initially recognized; (bכ the assסciate or joint

venture becomes an investrnent entity; and (cכ the investment entity associate or joint venture first

becomes a parent. The amendments should be applied retrospectively, with earlier application

permitted.

• Amendments to PAS 40, Investment Property, Transjers ojInvestment Property

The amendments clarif'y when an entity should transfer property, including property under

construction or development intס, or out of investrnent property. The amendments state that a

change in use occurs when the property meets, or ceases to meet, the definition of investrnent
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property and there is evidence ofthe change in use. A mere change in management's intentions for

the use of a property does not provide evidence of a change in use. The amendments should be

applied prospectively to changes in use that occur on or af'ter the beginning of the annual reporting

period in which the entity first applies the amendments. Retrospective application is only permitted

if this is possible without the use of hindsight.

• Philippine Interpretation IFRIC-22, Foreign Currency Transactions andAdvance Consideration

The interpretation clarifies that, in determining the spot exchange rate to use on initial recognition

of the related asset, expense or income (or part of it) on the derecognition of a non-monetary asset

or non-monetary liability relating to advance consideration, the date of the transaction is the date

on which an entity initially recognizes the nonmonetary asset or non-monetary liability arising from

the advance consideration. If there are multiple payments or receipts in advance, then the entity

must determine a date of the transactions for each payment or receipt of advance consideration.

Entities may apply the amendments on a fully retrospective basis. Alternatively, an entity may

apply the interpretation prospectively to all assets, expenses and income in its scope that are initially

recognized on or af'ter the beginning of the reporting period in which the entity first applies the

interpretation or the beginning of a prior reporting period presented as comparative information in

the financial statements of the reporting period in which the entity first applies the interpretation.

EjJective beginning on or afterJanuary 1,2019

• Amendments to PFRS 9, Prepayment Features with Negative Compensation

The amendments to PFRS 9 allow debt instruments with negative compensation prepayment

features to be measured at amortized cost or fair value through other comprehensive income. An

entity shall apply these amendments for annual reporting periods beginning on or af'ter

January 1,2019. Earlier application is permitted.

• PFRS 16, Leases

PFRS 16 sets out the principles for the recognition, measurement, presentation and disclosure of

leases and requires lessees to account for all leases under a single on-balance sheet model similar

to the accounting for finance leases under PAS 17, Leases. The standard includes two recognition

exemptions for lessees - leases of 'low-value' assets (e.g., personal computers) and short-term

leases (i.e., leases with a lease term of 12 months or less). At the commencement date of a lease, a

lessee will recognize a liability to make lease payments (i.e., the lease liability) and an asset

representing the right to use the underlying asset during the lease term (i.e., the right-of-use asset).

Lessees will be required to separately recognize the interest expense on the lease liability and the

depreciation expense on the right-of-use asset.

Lessees will be also required to remeasure the lease liability upon the occurrence of certain events

(e.g., a change in the lease term, a change in future lease payments resulting from a change in an

index or rate used to determine those payments). The lessee will generally recognize the amount of

the remeasurement of the lease liability as an adjustrnent to the right-of-use asset.

Lessor accounting under PFRS 16 is substantially unchanged from today's accounting under

PAS 17. Lessors will continue to classi/)' all leases using the same classification principle as in

PAS 17 and distinguish between two types ofleases: operating and finance leases.

PFRS 16 also requires lessees and lessors to make more extensive disclosures than under PAS 17.
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Earlyapplication is pennitted, but not before an entity applies PFRS 15. A lessee can choose to

apply the standard using either a full retrospective or a modified retrospective approach. The

standard' s transition provisions pennit certain reliefs.

The Group is currently assessing the impact of adopting PFRS 16.

• Amendments to PAS 28, Long-term Interests in Associates andJoint Ventures

The arnendments to PAS 28 clarify that entities should account for long-tenn interests in an

associate or joint venture to which the equity method is not applied using PFRS 9. An entity shaIl

apply these arnendments for annual reporting periods beginning on or after January 1,2019. Earlier

application is pennitted.

• Philippine Interpretation IFRlC-23, Uncertainty over Income Tax Treatments

The interpretation addresses the accounting for income taxes when tax treatrnents involve

uncertainty that affects the application of PAS 12 and does not apply to taxes or levies outside the

scope of PAS 12, nor does it specificaIly include requirements relating to interest and penalties

associated with uncertain tax treatments.

The interpretation specificaIly addresses the foIlowing:

• Whether an entity considers uncertain tax treatrnents separately

The assumptions an entity makes about the exarnination of tax treatrnents by taxation

authorities

How an entity detennines taxable profit (tax loss), tax bases, unused tax losses, unused tax

credits and tax rates

• How an entity considers changes in facts and circumstances

An entity must detennine whether to consider each uncertain tax treatrnent separately or together

with one or more other uncertain tax treatments. The approach that better predicts the resolution of

the uncertainty should be foIlowed.

The Group is currently assessing the impact of adopting this interpretation.

Deferred effectivity

• Amendments to PFRS 10 and PAS 28, Sale or Contribution ofAssets between an Investor and its

Associate or Joint Venture

The arnendments address the conflict between PFRS 10 and PAS 28 in dealing with the loss of

control of a subsidiary that is sold or contributed to an associate or joint venture. The arnendments

clarify that a full gain or loss is recognized when a transfer to an associate orjoint venture involves

a business as defined in PFRS 3, Business Combinations. Any gain or loss resulting from the sale

or contribution of assets that does not constitute a business, however, is recognized only to the

extent ofunrelated investors' interests in the associate or joint venture.

On January 13, 2016, the Financial Reporting Standards Council deferred the original effective

date ofJanuary 1,2016 ofthe said amendments untH the International Accounting Standards Board

(IASB) completes its broader review of the research project on equity accounting that may result

in the simplification of accounting for such transactions and of other aspects of accounting for

associates and joint ventures.

IIIIIII�IIIIIII



- 10 -

5. Summary of Significant Accounting and Financial Reporting Policies

Basis of Consolidation

The consolidated financial statements comprise the financial statements of the Parent Company and its

subsidiary where the parent has control. Control is achieved when the Group is exposed, or has rights,

to variable retums from its involvement with the investee and has the ability to affect those returns

through its power over the investee.

Specifically, the Group controls an investee if, and only if, the Group has:

• power over the investee (Le. existing rights that give it the current ability to direct the relevant

activities of the investee);

• exposure, or rights, to variable retums from its involvement with the investee; and

• the ability to use its power over the investee to affect its returns.

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

presumption and when the Group has less than a majority of the voting or similar rights ofan investee,

the Group considers all relevant facts and circumstances in assessing whether it has power over an

investee, including:

• the contractual arrangement with the other vote holders of the investee;

• rights arising from other contractual arrangements; and

• the Group' s voting rights and potential voting rights.

The Group re-assesses whether or not it controls an investee if facts and circumstances indicate that

there are changes to one or more of the three elements of control.

Subsidiary

Subsidiary is an entity controlIed by the Parent Company. Subsidiary is consolidated from the date of

acquisition or incorporation, being the date on which the Group obtains control, and continue to be

consolidated until the date such control ceases.

Transactions Eliminated on Consolidation

All intragroup transactions and balances including income and expenses, and unrealized gains and

losses are eliminated in full.

Accounting Policies ofSubsidiaries

The financial statements of subsidiary are prepared for the same reporting year using uniform

accounting policies as those of the Parent Company.

Functional and Presentation Currency

The consolidated financial statements are presented in Philippine Peso, which is the Group's functional

and presentation currency. Each entity in the Group determines its own functiona! currency, which is

the currency that best ref1ects the economic substance of the underlying transactions, events and

conditions relevant to that entity, and items included in the financial statements of each entity are

measured using that functional currency.

Current versus Noncurrent Classification

The Group presents assets and liabilities in the consolidated statements of financial position based on

current or noncurrent classification.

An asset is current when it is:

• expected to be realized or intended to be sold or consumed in the normal operating cycle;
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• held primarily for the purpose of trading;

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

• cash or cash equivalent unless restricted from being exchanged or used to settle a liability for at

least twelve months after the reporting period.

All other assets are classified as noncurrent.

A liability is current when:

• it is expected to be sett1ed in the norrnal operating cycle;

• it is held primarily for the purpose of trading;

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

• there is no unconditional right to defer the settlement ofthe liability for at least twelve months after

the reporting period.

The Group classifies all other liabilities as noncurrent.

Deferred tax assets and liabilities are classified as noncurrent assets and liabilities.

Fair Value Measurement

The Group measures financial instruments at each reporting date. Additional fair value related

disclosures including fair values of financial instruments measured at amortized cost are disclosed in

Note 27.

Fair value is the price that would be received to sell an asset or paid to transfer a liability in an orderly

transaction between market participants at the measurement date. The fair value measurement is based

on the presumption that the transaction to sell the asset or transfer the liability takes place either:

• in the principal market for the asset or liability, or

• in the absence of a principal market, in the most advantageous market for the asset or liability

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

The fair value ofan asset or a liability is measured using the assumptions that market participants would

use when pricing the asset or liability, assuming that market participants act in their economic best

interest.

A fair value measurement of a non-fmancial asset takes into account a market participant's ability to

generate economic benefits by using the asset in its highest and best use or by selling it to another market

participant that would use the asset in its highest and best use.

The Group uses valuation techniques that are appropriate in the circumstances and for which sufficient

data are available to measure fair value, maximizing the use of relevant observable inputs and

minimizing the use of unobservable inputs.

All assets and liabilities for which fair value is measured or disclosed in the conso1idated financial

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

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

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

• Level 2 - Valuation techniques for which the lowest level input that is significant to the fair value

measurement is directly or indirectly observable
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• Level 3 - Va1uation techniques for which the lowest 1eve1 input that is significant to the fair value

measurement is unobservable

For the purpose of fair value disclosures, the Group has determined c1asses of assets and Iiabilities on

the basis of the nature, characteristics and risks of the asset or Iiability and the leve1 of the fair value

hierarchy as exp1ained above.

Cash and Cash Equivalents

Cash and cash equivalents in the consolidated statements of financial position comprise of cash on hand

and in banks and on short-term deposits with a maturity ofthree months or 1ess, which are subject to an

insignificant risk of changes in value.

Financia1 Assets and Liabilities

Date 01Recognition

The Group recognizes a financia1 asset or a financia1 Iiability in the balance sheets when it becomes a

party to the contractua1 provisions of the instrument. In the case of a regular way purchase or sale of

financial assets, recognition and derecognition, as applicable, are done using trade date accounting.

Initial and Subsequent Recognition 01Financial Instruments

Financial instruments are recognized initially at fair va1ue, which is the fair value of the consideration

given (in case of an asset) or received (in case of a liability). The initia1 measurement of financial

instruments, except for those at fair value through profit or loss, inc1udes transaction cost.

The Group c1assifies its financial assets in the following categories: financia1 assets at fair va1ue through

profit or 10ss, 10ans and receivables, held-to-maturity investments and available-for-sale financia1

assets. Financial liabilities are classified as financia1 liabilities at fair va1ue through profit or loss or

other financial liabilities. The classification depends on the purpose for which the instruments were

acquired or liabilities incurred and whether they are quoted in an active market. Management

determines the classification at initial recognition and, where allowed and appropriate, re-eva1uates this

classification at every balance sheet date. The Group has no financial assets or Iiabilities at fair value

through profit or loss, held-to-maturity investments and availab1e-for-sale financial assets as of

December 31,2017 and 2016.

Determination 01Fair Value

Fair va1ue is the price that would be received to sell an asset or paid to transfer a Iiability in an order1y

transaction between market participants at the measurement date. The fair value measurement is based

on the presumption that the transaction to sell the asset or transfer the liability takes place either i) in

the principal market for the asset or 1iability; or ii) in the absence of a principal market, in the most

advantageous market for the asset or liability. The principa1 or the most advantageous market must be

accessible by the Group. The fair value of an asset or a Iiability is measured using the assumptions that

market participants would use when pricing the asset or Iiability, assuming that market participants act

in their economic best interest. The Group uses valuation techniques that are appropriate in the

circumstances and for which sufficient data are avai1able to measure fair value, maximizing the use of

re1evant observable inputs and minimizing the use of unobservable inputs.

"Day 1 " Profit

Where the transaction price in a non-active market is different from the fair value of other observable

current market transactions in the same instrument or based on a va1uation technique whose variables

include on1y data from observable markets, the Group recognizes the difference between the transaction

price and fair value (a "Day 1" profit) in the consolidated statements of comprehensive income unless

it qualifies for recognition as some other type of asset. In cases where unobservable data is used, the

difference between the transaction price and model value is only recognized in the consolidated
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statements of comprehensive income when the inputs become observable or when the instrument is

derecognized. For each transaction, the Group determines the appropriate method of recognizing the

"Day I" profit amount.

Loans and Receivables

Loans and receivables are non-derivative financial assets with fixed or determinable payments and

fixed maturities that are not quoted in an active market. After initial measurement, loans and receivables

are subsequently carried at amortized cost using the effective interest method, less any allowance for

impairment. Amortized cost is calculated by taking into account any discount or premium on

acquisition and includes fees and costs that are an integral part ofthe effective interest. Gains and losses

are recognized in the consolidated statements ofcomprehensive income when the loans and receivables

are derecognized or impaired, as well as through the amortization process. Loans and receivables are

included in current assets if maturity is within 12 months from the balance sheet date, otherwise, these

are c1assified as non-current assets.

This category includes cash in banks and receivables. The carrying values and fair values of loans and

receivables are disclosed in Notes 7, 8, and 27 to the consolidated financial statements.

Other Financial Liabilities

This category pertains to financial liabilities that are not held for trading or not designated as at fair

value through profit or loss upon the inception of the liability. These include liabilities arising from

operations and loans and borrowings.

After initial recognition, interest-hearing loans and borrowings are subsequently measured at amortized

cost using the effective interest method. Gains and losses are recognized in the consolidated statements

of comprehensive income when the liabilities are derecognized, as well as through the amortization

process. Other financial liabilities are included in current liabilities if maturity is within 12 months from

the balance sheet date, otherwise, these are classified as non-current liabilities.

This category includes accounts payable and other current liabilities, retention payabIe, interest

payable, loans payable (current and noncurrent portion) and deposit for future stock subscription as of

December 31, 2017 and 2016.

Impairment ofFinancial Assets

The Group assesses, at each balance sheet date, whether there is any objective evidence that a financial

asset or group of financial assets is impaired. A fmancial asset or a group of financial assets is deemed

to be impaired if, and only if, there is objective evidence ofimpairment as aresuit ofone or more events

that has occurred after the initial recognition of the asset (an incurred "Ioss event") and that loss event

has an impact on the estimated future cash flows of the financial asset or the group of financial assets

that can be reliably estimated. Objective evidence of impairment may include indications that the

debtors or a group of debtors is experiencing significant financial difficulty, default or delinquency in

interest or principal payments, the probability that they will enter bankruptcy or other financial

reorganization and where observable data indicate that there is a measurable decrease in the estimated

future cash flows, such as changes in arrears or economic conditions that correlate with defaults.

Assets Carried at Amortized Cost

Ifthere is objective evidence that an impairment loss on loans and receivables carried at amortized cost

has been incurred, the amount of the loss is measured as the difference hetween the assefs carrying

amount and the present value ofestimated future cash flows discounted at the financial asset's original

effective interest rate. The carrying amount of the asset shall be reduced either directly or through the

use ofan allowance account. The amount of loss shall he charged to current operations. Interest income

continues to be accrued on the reduced carrying amount based on the original effective interest rate of
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the asset. Loans and receivables togetber witb the associated allowance are written off at each balance

sheet date when there is no realistic prospect of future recovery and all collateral has been realized or

has been transferred to tbe Group. The Group first assesses whetber an objective evidence of

impairment exists individually for financial assets that are individually significant, or collectively for

financial assets that are not individually significant. If it is determined that no objective evidence of

impairment exists for an individually assessed financial asset, whether significant or not, tbe asset is

included in a group of financial assets with similar credit risk characteristics and tbat group of financial

assets is collectively assessed for impairment. Assets tbat are individually assessed for impairment and

for which an impairment loss is or continues to be recognized are not included in a collective assessment

ofimpairment. If, in a subsequent period, the amount oftbe impairment loss decreases and tbe decrease

can be related objectively to an event occurring af1:er tbe impairment was recognized, the previously

recognized impairment 10ss is reversed. Any subsequent reversal of an impairment loss is recognized

in tbe consolidated statements of comprehensive income to the extent that the carrying value of the

asset does not exceed its amortized cost at tbe reversal date.

Derecognition of Financial Assets and Liabilities

Financial Assets

A financial asset (or, where applicab1e, a part of a financial asset or part of a group of similar financial

assets) is derecognized when:

• tbe rights to receive cash f10ws from the asset have expired;

• tbe Group retains tbe right to receive cash f10ws from tbe asset, but has assumed an obligation to

pay tbem in full without material delay to a tbird party under a "pass-tbrough" arrangement; or

• the Group has transferred its rights to receive cash f10ws from the asset and either (a) has transferred

substantially all tbe risks and rewards of tbe asset, or (b) has neither transferred nor retained

substantially all tbe risks and rewards of the asset, but has transferred control of tbe asset.

When tbe Group has transferred its rights to receive cash f10ws from an asset and has neither transferred

nor retained substantially all tbe risks and rewards of tbe asset nor transferred control of tbe asset, tbe

asset is recognized to the extent of the Group's continuing involvement in the asset.

Continuing involvement that takes tbe form of a guarantee over tbe transferred asset is measured at the

lower of the original carrying amount of tbe asset and tbe maximum amount of consideration that tbe

Group could be required to repay.

Financial Liabilities

A financial liability is derecognized when tbe obligation under the liability is discharged, canceled or

expired. When an existing financial liability is replaced by anotber from the same lender on

substantially different terms, or tbe terms of an existing liability are substantially modified, such an

exchange or modification is treated as a derecognition of tbe originalliability and tbe recognition of a

new liability, and the difference in tbe respective carrying amounts is recognized in the consolidated

statements of comprehensive income.

Offsetting of Financial Instruments

Financial assets and liabilities are offset and tbe net amount is reported in the consolidated statement

of financial position if, and only if, there is currently enforceable legal right to offset tbe recognized

amounts and tbere is an intention to settle on a net basis, or to realize the asset and settle the liability

simultaneously. The Group assesses that it has a currently enforceable right of offset ifthe right is not

contingent on a future event, and is legally enforceable in the normal course of business, event of

default, and event ofinsolvency or bankruptcy oftbe Group and all of the counterparties.
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Inventories

Inventories are valued at the lower of cost and net realizable value (NRV). Costs incurred in bringing

each product to its present location and condition are accounted for using the first-in/first-out basis. NRV

is the estimated selling price in the ordinary course of business, less estimated costs necessary to make

the sale.

Prepayments

Prepayments are carried at cost and are amortized on a straight-line basis, over the period of intended

usage, which is equal to or less than 12 months ofwithin the normal operating cycle.

Advances to Contractors and Suppliers

Advances to contractors and suppliers are noninterest-bearing down payments which are applied

against final billings by the contractors and suppliers.

Creditable Withholding Taxes (CWT)

CWT represents the amount of tax withheld by counterparties from the Group. These are recognized

upon collection and are utilized as tax credits against income tax due as allowed by the Philippine

taxation laws and regulations. CWT is presented under the "Prepayment and other current assets"

account in the consolidated statements of financial position. CWT is stated at its estimated NRV.

Propertv and Equipment

Property and equipment, except land, are stated at cost, less accumulated depreciation and accumulated

impairment losses, if any. Such cost includes the cost of replacing part of the equipment and borrowing

costs for long-term construction projects if the recognition criteria are met. When significant parts of

equipment are required to be replaced at intervals, the Group depreciates them separately based on their

specific usefullives. Likewise, when a major inspection is performed, its cost is recognized in the carrying

amount of the equipment as a replacement if the recognition criteria are satisfied. All other repair and

maintenance costs are recognized in the consolidated statements of comprehensive income as incurred

and is stated at cost less accumulated impairment losses.

Depreciation is calculated on a straight-line basis over the estimated usefullives of the assets as follows:

Building

Machinery

Gaming equipment

Non-gaming equipment

Kitchen and bar equipment, computer software and hardware

30 years

lO years

8 years

S years

3 years

The residual values, usefullives and methods of depreciation of property and equipment are reviewed at

each financial year end and adjusted prospectively, if appropriate.

An item of property and equipment and any significant part initially recognized is derecognized upon

disposal or when no future economic benefits are expected from its use or disposal. Any gain or loss

arising on derecognition of the asset (calculated as the difference between the net disposal proceeds and

the carrying amount of the asset) is included in the consolidated statements of comprehensive income

when the asset is derecognized.

Construction in progress is stated at cost, net of accumulated impairment losses, if any. This includes

cost of construction, borrowing costs incurred during the development or construction phase and other

direct costs. Borrowing costs are capitalized until the property is completed and becomes available for

use. Construction in progress is not depreciated until such time as the relevant assets are completed and
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are available for use. The capitalized interest is amortized over the estimated useful life of the related

assets.

Borrowing Costs

Borrowing costs directly attributable to the acquisition, construction or production of an asset that

necessarily takes a substantial period of time to get ready for its intended use or sale are capitalized as

part of the cost of the asset. Ali other borrowing costs are expensed in the period in which they occur.

Borrowing costs consist of interest and other costs that an entity incurs in connection with the borrowing

offunds.

Operating Equipment

Operating equipment (shown as part of"Other noncurrent assets" account) includes linens uniforrns, and

utensils, which are carried at costo Bulk purchases of items of operating equipment with expected usage

period of beyond I year are classified as noncurrent assets and are amortized over three years.

Impairrnent ofNon-financial Assets

The Group assesses, at each reporting date, whether there is an indication that the non-financial assets

may be impaired or whether there is an indication that a previously recognized impairrnent loss may no

longer exist or may have decreased. Ifsuch indications exist, the Group makes an estimate ofthe asset's

recoverable amount. An assets' recoverable amount is the higher ofthe assets' or cash generating unit's

fair value less costs to sell and its value in use. It is deterrnined for an individuai asset, unless the asset

does not generate cash inflows that are largely independent of those from other assets or group of assets.

In assessing value in use, the estimated future cash flows are discounted to their present value using a pre­

tax discount rate that reflects current market assessments ofthe time value ofmoney and the risks specific

to the asset.

When the carrying amount of an asset exceeds its recoverable amount, the asset is considered impaired

and is written down to its recoverable amount. In cases where the impairrnent loss no longer exists or may

have decreased due to a change in estimates, the carrying amount ofan asset is increased to its recoverable

amount to the extent that the amount cannot exceed the carrying amount, net of depreciation or

amortization, had no impairrnent loss been recognized in prior years. Impairrnent loss or its reversal is

recognized in the consolidated statements of comprehensive income in those expense categories

consistent with the function ofthe impaired asset.

Retention Payable

Retention payable represents the portion of contractor billings which will be paid upon satisfaction by

the contractors of the conditions specified in the contracts or until the defects have been corrected.

Deposit for Future Stock Subscription

Deposit for future stock subscription represents amounts received that will be applied as payment in

exchange for a fixed number of the Group's own equity instruments, and presented in the noncurrent

liabilities section ofthe balance sheet. Tbese are measured at cost and are reclassified to capitai stock

upon issuance of shares.

In accordance with Financial Reporting Bulletin (FRB) No.6 issued by the SEC, the following elements

should be present as of the reporting date in order for the deposits for future stock subscriptions to

quali/)' as equity:

• The unissued authorized capitai stock of the entity is insufficient to cover the amount of shares

indicated in the contract;

• There is a BOD approvaI on the proposed increase in authorized capitaI stock (for which a deposit

was received by the corporation);
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• There is stockho1ders' approval ofsaid proposed incre田町佃d

• The application for the approval ofthe proposed increase has been presented for filing or filed with

the Commission.

Ifany or al1 ofthe foregoing elements are not present， the transaction should be recognized as a Iiability

C銀血凶並些
Capita1 stock is measured at p町value for al1 sh町田issued. When the Group issues more白四one class

of stock， a sep町ate account is maintained for each class of stock and the number of shares issued

Incremental costs incurred that are directly at仕ibutable to the issuance of new shares are shown in

equity as a deduction 企om proceeds， net of tax.

Defi旦1

Deficit pe此ains to accumulated gains and losses， and may a1so include effect of changes in accounting

policies田may be required by出es同ndards'甘剖sitional provisions.

Revenue Reco四ition

Revenue is recognized to白e extent that it is probable白at the economic benefits wil1 flo明to the Group

叩d the reve羽田can be reliably measured， regardless of when出e payment is問問ived. Reven山崎lS

measured at出e fair value of the consideration向田ived or receivab1e， t冶king into account con仕actual1y

defined旬rms of payment and excluding taxes or duty. The Group田sesses its間四nue arrangements

agamst spe明日ic criteria to determine whe白er it is acting as principal or agent.

ηle specific reco伊ition criteria described below must also be met before revenue is re∞gnized.

Reνenue Share in Gamingじゅerations

Revenue share in gaming operations represen包a certain percentage share of gross winnings after

deducting白e players' winnings/prizes， franchise tax and applicable subsidies and rebates. The revenue

share in伊ming operations comprise of the revenue合om a110wingPAGCOR to use the Group's gaming

facilities and gaming equipment目

Hotel， Food and Beverage

Hote1， food and beverage町e recognized when services are performed or the goods are sold. Depos俗

received from customers in advance on rooms are recorded田“Unearned inc沌)me" under “Accounts

payable and other current liabi1ities" until services are provided to the customers

Revenuefrom Bingo Operαttons

Revenue 合om bingo operations represents net sa1es from the conduct of bingo operations. Net sales is

defined酪白e tota1 gross re四lp飽食om sale of bingo ticke白and cards and daubers less prizes/winnings.

This is included at “Other revenue" in the consolidated statements ofcomprehensive income

Rentallncome

Rental revenue from the leasing of certain町e田ofthe hotel held under operating lease are recognized on

a straight line basis over the periods of the respective leases. This is included at “0出er revenue" in the

consolidated statements of comprehensive income.

Other Revenue

Other revenue consists oftobacco sales， laundry services， parking fees， charges for utilities consumed

by lessee and income仕om junket operations.
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lnterest lncome

Interest income is recognized as it accrues on a time proportion basis taking into account the principal

amount outstanding and the effective interest rate (EIR). Interest income represents interest earned from

cash and cash equivalents and advances to related parties.

Point Loyalty Program

The Group operates loyalty program to encourage repeat business mainly from loyal slot machine

customers and table game patrons. Members eam points primari1y based on gaming activities and such

points can be redeemed for goods and services. The Group recognized the award points as a separately

identifiable component of the initial sale transaction by allocating the fair value of the

consideration received between the award points and the other components ofthe sale such that the award

points are initially recognized as deferred income at their fair value. Revenue from the award points is

recognized when the points is redeemed. The amount of revenue is based on the number of points

redeemed relative to the total number expected to be redeemed.

Ooerating Costs and Expenses

Costs and expenses are recognized in the consolidated statements of comprehensive income upon

utilization of the service or at the date they are incurred.

GamingFees

As a grantee ofPAGCOR, the Group is required to pay PAGCOR a percentage ofits gross receipts from

bingo operations. These fees are recorded as part of gaming fees under "Operating costs and expenses."

Income Tax

Current Income Tax

Current income tax assets and liabi1ities are measured at the amount expected to be recovered from or

paid to the taxation authorities. The tax rates and tax laws used to compute the amount are those that are

enacted or substantively enacted at the reporting date in the countries where the Group operates and

generates taxable income.

Current income tax relating to items recognized directly in equity is recognized in equity and not in the

consolidated statements comprehensive income. Management periodically evaluates positions taken in

the tax retums with respect to situations in which applicable tax regulations are subject to interpretation

and establishes provisions where appropriate.

Deferred Tax

Deferred tax is provided using the liability method on temporary differences between the tax bases of

assets and Iiabilities and their carrying amounts for financial reporting purposes at the reporting date.

Deferred tax liabilities are recognized for all taxable temporary differences, except:

• When the deferred tax liability arises from the initial recognition of goodwi1l or an asset or liabi1ity

in a transaction that is not a business combination and, at the time of the transaction, affects neither

the accounting profit nor taxable profit or loss

• In respect of taxable temporary differences associated with investrnents in subsidiaries, associates

and interests in joint arrangements, when the timing of the reversal of the temporary differences can

be controlled and it is probable that the temporary differences wi1l not reverse in the foreseeable future

111111111111111
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Deferred tax assets are recognized for ali deductible temporary differences, the carry forward of unused

tax credits and any unused tax losses. Deferred tax assets are recognized to the extent that it is probable

that taxable profit will be available against which the deductible temporary differences, and the carry

forward ofunused tax credits and unused tax losses can be utilized, except:

• When the deferred tax asset relaling to the deductible temporary difference arises from the initial

recognition of an asset or 1iability in a transaction that is not a business combination and, at the time

of the transaction, affects neither the accounling profit nor taxable profit or loss.

• In respect of deductible temporary differences associated with investrnents in subsidiaries, associates

and interests in joint arrangements, deferred tax assets are recognized only to the extent that it is

probable that the temporary differences will reverse in the foreseeable future and taxable profit will

be available against which the temporary differences can be utilized.

The carrying amount of deferred tax assets is reviewed at each reporting date and reduced to the extent

that it is no longer probable that sufficient taxable profit will be available to allow ali or part ofthe deferred

tax asset to be utilized. Unrecognized deferred tax assets are re-assessed at each reporting date and are

recognized to the extent that it has become probable that future taxable profits will allow the deferred tax

asset to be recovered.

Deferred tax assets and 1iabilities are measured at the tax rates that are expected to apply in the year when

the asset is rea1ized or the 1iability is settled, based on tax rates (and tax laws) that have been enacted or

substantively enacted at the reporting date.

Deferred tax relating to items recognized outside profit or loss is recognized outside profit or loss.

Deferred tax items are recognized in correlation to the underlying transaction either in other

comprehensive income (OCI) or directly in equity.

Deferred tax assets and deferred tax 1iabilities are offset if and only if a legally enforceable right exists to

set off current tax assets against current tax 1iabi1ities and the deferred taxes relate to the same taxable

entity and the same taxation authority.

Retirement Benefits Cost

The Group does not have an established retirement plan and only conforrn with Republic Act (RA)

7641, Retirement Pay Law, which is a defined benefit type.

The cost of providing benefits under the defined benefit plans is deterrnined separately for each plan

using the projected unit credit actuarial valuation method. Projected unit credit method ref1ects services

rendered by employees to the date of valuation and incorporates assumptions concerning employees'

projected salaries.

Defined benefit costs comprise service cost, net interest on the net defined benefit 1iability or asset and

remeasurements of net defmed benefit 1iability or asset.

Service costs which include current service costs, past service costs and gains or losses on non-routine

settlements are recognized as expense in profit or loss. Past service costs are recognized when plan

amendment or curtailment occurs. These amounts are calculated periodically by independent qua1ified

actuaries.

Net interest on the net defined benefit liability or asset is the change during the period in the net defined

benefit 1iability or asset that arises from the passage of time which is deterrnined by applying the

discount rate based on government bonds to the net defined benefit 1iability or asset. Net interest on

the net defined benefit liability or asset is recognized as expense or income in profit or loss.
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Remeasurements comprising actuarial gains and losses, return on p1an assets and any change in the

effect ofthe asset ceiling (excluding net interest on defined benefit liability) are recognized immediately

in OCI in the period in which they arise. Remeasurements are not rec1assified to profit or 10ss in

subsequent periods.

Leases

The determination of whether an arrangement is, or contains, a lease is based on the substance of the

arrangement at the inception of the lease. The arrangement is, or contains, a lease if fulfilment of the

arrangement is dependent on the use of a specific asset or assets and the arrangement conveys a right to

use the asset or assets, even if that asset is or those assets are not explicit1y specified in an arrangement.

Parent Company as a Lessee

Lease where the lessor retains substantially all the risks and benefits of ownership of the assets are

classified as operating leases. Operating lease payments are charged against profit or loss.

Parent Company as a Lessor

Leases in which the Parent Company does not transfer substantially a11 the risks and benefits ofownership

ofthe assets are c1assified as operating leases. Initial direct costs incurred in negotiating an operating lease

are added to the carrying amount of the leased asset and recognized as an expense over the lease term on

the same basis as the lease income. Contingent rents are recognized as revenue in the period in which they

are eamed.

VAT

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

When VAT from sa1es of goods and/or services (output VAT) exceeds VAT passed on from purchases

of goods or services (input VAT), the excess is recognized as payable in the consolidated statements of

financial position. When VAT passed on from purchases of goods or services (input VAT) exceeds VAT

from sales ofgoods and/or services (output VAT), the excess is recognized as an asset in the consolidated

statements of fmancial position to the extent of the recoverable amount.

The net amount ofVAT recoverab1e from, or payable to, the taxation authority is included as part of the

"Input VAT," "Deferred input VAT," or "Accounts payables and other current liabilities" accounts in the

conso1idated statements of financial position.

Provisions

Provisions are recognized when the Group has a present obligation (legal or constructive) as a result of a

past event, it is probable that an outf1ow of resources embodying economic benefits will be required to

settle the obligation and a reliable estimate can be made ofthe amount ofthe obligation. When the Group

expects some or al1 of a provision to be reimbursed, for example, under an insurance contract, the

reimbursement is recognized as a separate asset, but only when the reimbursement is virtually certain.

The expense relating to a provision is presented in the consolidated statements of comprehensive income

net of any reimbursement.

If the effect of the time value of money is material, provisions are discounted using a current pre-tax rate

that ref1ects, when appropriate, the risks specific to the liability. When discounting is used, the increase

in the provision due to the passage oftime is recognized as a finance cost.
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Earnings (Loss) Per Share

Eamings (loss) per share is computed by dividing net income (loss) for the year by the weighted average

number of shares outstanding during the year adjusted to give retroactive effect to any stock dividends

declared during the year.

Basic earnings (loss) per share is calculated by dividing net income (Ioss) for the year by the weighted

average number ofshares outstanding during the year.

Diluted earnings (loss) per share is computed by dividing net income (loss) for the year by the weighted

average number of shares taking into account the effects of all potential dilutive common shares.

Segment Reporting

For management purposes, the Group is organized and managed separately according to the nature ofthe

business. These operating businesses are the basis upon which the Group reports its segment information

presented in Note 26.

An operating segment is a component ofan entity:

a. that engages in business activities from which it may earn revenues and incur expenses (including

revenues and expenses relating to transactions with other components ofthe same entity);

b. with operating results regularly reviewed by the entity's chief of operating decision maker to make

decisions about resources to be allocated to the segment and to assess its performance; and

c. for which discrete financial information is available.

6. Significant Accounting Judgments, Estimates and Assumptions

The preparation ofthe consolidated financial statements in accordance with PFRS requires the Group

to make estimates and assumptions that affect the amounts reported in the consolidated financial

statements and accompanying notes. The judgments, estimates and assumptions used are based on

management's evaluation ofrelevant facts and circumstances as ofthe date ofthe consolidated financial

statements. Actual results could differ from the estimates and assumptions used. The effects of any

change in estimates or assumptions are reflected in the consolidated fmancial statements when these

become reasonably determinable.

Estimates and judgments are continually evaluated and are based on historical experience and other

factors, including expectations of future events that are believed to be reasonable under the

circumstances.

Judgments

In the process of applying the Group's accounting policies, management has made the following

judgments, apart from those involving estimations, which have the most significant effect on amounts

recognized in the consolidated financial statements.

Evaluating Lease Commitments

The evaluation of whether an arrangement contains a lease is based on its substance. An arrangement

is, or contains, a lease when the fulfilment ofthe arrangement depends on a specific asset or assets and

the arrangement conveys a right to use the asset.

Parent Company as the Lessor - Operating Lease Commitments

The Parent Company has entered into various operating lease agreements as a lessor. The Parent

Company has determined that it has retained substantially all the risks and benefits ofownership of the
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assets. The ownership ofthe asset is not σansfeπed to the 1essee by the end ofthe lease term， the lessee

has no option to purchase the asset at a price that is expected to be sufficiently lower than the fair value

at the date the option is exercisable， and， the lease term is not for the major part ofthe asset’s economlc

1ife. Accordingly， the lease is accounted for as an operating lease (see Note 17).

Recognition 01D야rred Tax Assets

The Group makes an estimate and judgment of its future taxable income and reviews the carrying

amount of the deferred tax assets at each reporting date

From its hotel operations as of December 31， 2017 뻐d 2016， nO defeπed tax assets were recognized

as management believes that the Group may not have sufficient future taxable income against which

the deferred tax asset may be applied (see Note 19).

From the casino operations， no deferred tax assets will be recognized since the Group’s income from

casino operations is exempt from income tax in accordance with Section 13 ofP.D. 1869， as amended

(see Note 2)

Estimates and Assumo‘lons

The key assumptions conceming the future and other key sources of estimation uncertainty at the end

ofreporting period that have a significant risk of causing a material adjustment to the carrying amounts

of assets and liabilities within the next financial years are discussed below.

Estimation 01the Uselul Lives 01Property and Equψ'ment

The useful1ives of each of the Group’s property and equipment are estimated based on the period over

which the assets are expected to be available for use. Such estimation is based on a c이lective

assessment of industry practice， intemal technical evaluation and experience with similar assets 까le

estimated useful lives of each asset are reviewed periodically and updated if expectations differ from

previous estimates due to physical wear and tear， technical or commercial obsolescence and legal or

other limits on the use of the assets. It is possible， however， that future financial performance could be

materially affected by changes in the amounts and timing of recorded expenses brought about by the

changes in the factors mentioned above. A reduction in the estimated usefullives of any prope며I and

equipment would increase the recorded operating expenses and decrease noncurrent assets

There were no changes in the estimated usefullives ofpropεrty and equipment in 2017， 2016 and 2015.

The carrying value of property and equipment as of December 31， 2017 and 2016 are disclosed in

Note 12 to the consolidated financial statements.

Recoverability olInput ι4T

The Group assesses the recoverability of input VAT based on the estimated sale of services subject to

VAT. Management has assessed that the recognized input VAT are recoverable. The carrying amounts

ofinput VAT as ofDecember 31，2017 and 2016 are disclosed in Note 10 to the consolidated financial

statements
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7. Cash and Cash Equivalents

This account consists of:

Cash on hand

Cash in banks

Cash equivalents

2017

1'4,598,279

554,257,499

1'558,855,778

2016

1'7,859,930

110,480,529

6,644,436

1'124,984,895

Cash in banks generally earns interest at the respective bank deposit rates. Cash equivalents are

short-term deposits made for varying periods of up to three months and earn interest at the respective

short-term deposit rates. Total interest income earned from cash in banks and short-term deposits

amounted to 1'0.3 million in 2017, IOU million in 2016 and 1'4.6 million in 2015.

8. Receivables

This account consists of:

2017 2016

Trade:

Non-related parties

Related parties (Note 21)

Nontrade

Receivable from PAGCOR

Advances to employees (Note 21)

1'24,421,046

394,300

110,326,482

45,019,839

883,997

1'181,045,664

1'7,737,111

86,071

111,602,553

18,246,057

213,176

1'137,884,968

Trade receivables consist mainly of claims against the lessees of the building spaces for commercial

operations usually collected within 30 to 60 days and claims against the travel agencies for the hotel

accommodations.

Nontrade receivables mainly pertain to noninterest-bearing receivable from a third party for

consideration related to certain disposed assets.

Receivable from PAGCOR pertains to the outstanding balance of the Group's revenue share in gaming

operations after deducting the players' winnings and prizes, the taxes that may be imposed on these

winnings/prizes, franchise tax, and applicable subsidies and rebates, which shall be remitted to the

Group within 15 days of the following month in accordance with PTO.
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9. Inventories

This account consists of:

2017 2016

At cost:

Operating supplies

Food, beverage, and tobacco

1'24,945,725

3,322,971

1'28,268,696

1'18,116,614

3,191,477

1'21,308,091

Operating supplies include cards, seals and dice.

No allowance for inventory obsolescence was recognized in 2017 and 2016.

10. InputVAT

Input VAT pertains mainly to the Group's purchase ofgoods and services amounting to 1'345.9 million

and 1'387.8 million as of December 31,2017 and 2016, respective1y, which can be claimed as credit

against the future output VAT liabilities without prescription.

Deferred input VAT amounting to 1'16.7 million and 1'25.9 million as of December 31,2017 and 2016,

respectively, pertains to the VAT related to certain retention payab1e and noncurrent portion of input

VAT related to acquisition of capital goods exceeding 1'1.0 million.

Il. Prepayments and Other Current Assets

This account consists of:

Advances to contractors and suppliers

Prepaid taxes

Deposits

Prepayments

CWT

2017

1'62,750,524

29,598,205

7,488,371

4,124,093

1,009,868

1'104,971,061

2016

1'124,118,787

375,000

41,619

1'124,535,406

Prepaid taxes pertain to the rea1 property tax paid for 2018.

Deposits pertain to deposit for electricity connection, security deposit for billboard, and advance

payments for television advertisements.
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12. Property and Equipment

This accoun! consists of:

Laod

Kiteben and bu

Gaming Non-gaming equipment, computer ConstructioD io

Building Machincry equipment egaipment software and hardware progress

2017

Tomi

Cost

Balance at beginning ofy"", P6OO,800,OOO P3,873,911,66J PI9O,019,679 P310,230,879 P423,670,552 P587,926,327 p- P5,986,559,100

Additinns - 282,241,016 17,328,908 20,190,340 8,294,399 33,054,452 - 361,109,115

Dispasal - - - - - (695,664) - (695,664)

Billn" "' end olyelr 600,800,000 4,156,152,679 207,348,587 330,421,219 431,964,951 620,285,115 - 6,346,972,551

Aecumulaltd deprtciatioD

Balance at beginning oly"", - 93,440,349 1,562,485 35,778,249 33,277,437 68,531,817 - 232,590,337

Depreciation (NOIe 24) - 136,167,053 19,850,267 39,704,860 83,970,481 205,ll56,761 - 484,749,422

Dispasai - - - - - (695,664) - (695,664)

Billnee "' end olye,r - 229,607,402 21,412,752 75,483,109 117,247,918 272,892,914 - 716,644,095

Net bonk vllne P600,800,OOO P3,926,545,277 PI85,935,835 P254,938,110 P314,717,033 P347,392,201 P- P5,630,328,456

Laod

Kilehen and bar

Gaming Non-gaming equipment, computer ConStnleljon in

Building Machincry equipmeot eguipment software and hardware progress

2016

Tolal

Cost

Ba1ance at beginning ofyeat 1'600,800,000 p- I'- P203.095,681 PI02,527,807 P152,601.3OO P2,799,I84,871 P3,858,209,659

Additions 234,685,850 2,521,448 107,072,824 83,304,270 27,459,888 1,674,331,053 2,129,375,333

Reclassifications 3,639,225,813 187,498,231 62,374 238,864,367 407,865,139 (4,473,515,924)

Dispasal - - - (1,025,892) - (1,025,892)

Balance at end oly"", 600,800,000 3,873,911,663 190,019,679 310,230,879 423,670,552 587,926,327 - 5,986,559,100

Accumulated depreciation

Balanceat beginningofyear - 732,238 442,679 1,174,917

Depreciation (NOIe 24) 93,440,349 1,562,485 35,778,249 33,058,145 68,089,138 231,928,366

Di,pa,aI - - (512,946) (512,946)

Balance at end ofyeat 93,440,349 1,562,485 35,778,249 33,277,437 68,531,817 232,590,337

Net bonk value 1'600,800,000 P3,780,471,314 PI88,457,194 P274,452,630 P390,393,115 P519,394,51O I'- P5,753,968,763
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The construction of the Winford Hotel building in San Lazaro Tourism and Business Park in Sta. Cruz,

Manila was substantially completed in December 2016 and was reclassified to its appropriate property

and equipment account.

Land and building with an aggregate carrying values of I> 4.5 billion and I> 4.4 billion as of

December 31, 2017 and 2016, respectively, were pledged as collateral for the loan facility
(see Note 15).

The amount of borrowing cost capitalized for the year ended December 31, 2017 and 2016 was nil and

1>63.9 million, respectively (see Note 15). The rate used to deterrnine the amount of borrowing cost

eligible for capitalization was 6.1 %.

Gain on sale ofnon-gaming equipment amounted to nil in 2017, 1>0.1 million in 2016 and nil in 2015.

13. Other Noncurrent Assets

This account consists of:

Operating equipment

Long-terrn deposits (Note 27)

2017

tt55,880,233

27,103,000

tt82,983,233

2016

1>87,131,389

27,918,249

1>115,049,638

Movements in operating equipment are as follows:

2017

Utensils Linens Uniforms Total

P23,562,076 1'69,952,228 1'3,883,279 1'97,397,583

714,994 807,134 1,522,128

23,562,076 70,667,222 4,690,413 98,919,711

4,883,688 5,175,753 206,753 10,266,194

7,854,025 23,582,061 1,337,198 32,773,284

12,737,713 28,757,814 1,543,951 43,039,478

1'10,824,363 1'41,909,408 1'3,146,462 1'55,880,233

2016

Utensils Linens Uniforms Total

I'- I'- I'- I'-

23,562,076 69,952,228 3,883,279 97,397,583

23,562,076 69,952,228 3,883,279 97,397,583

Cost

Balance at beginning of year

Additions

Bal.net at end of year

Accumulated amortization

Balance at beginning of year

Amortization (Note 24)

Balanee at end of year

Net book value

eost

Balance at beginning of year

Additions

Balance at end of year

Accumulated depreciation

Balance at beginning of year

Amortization (Note 24)

Balance at end of year

Net book value

4,883,688

4,883,688

1'18,678,388

5,175,753

5,175,753

1'64,776,475

206,753

206,753

1'3,676,526

10,266,194

10,266,194

1'87,131,389

Long-terrn deposits pertains to guarantee payment for utility bills and deposits by TSLC to PAGCOR

under the Junket Agreement (see Note 2).
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The movements in unamortized debt discount follow:

2017

Unamortized debt discount at beginning ofyear 1128,025,253

Additions

Less: amortization* (7,432,235)

Unamortized debt discount at end ofyear 1120,593,018

.!nc!uded in "Jnterest expense" in lhe consolidaled sta/ements 0/comprehensive income.

2016

1'24,548,140

10,000,000

(6,522,887)

1'28,025,253

Future repayment ofthe principal as follows:

Within one year

After one year but not more than five years

2017

11700,000,000

2,800,000,000

113,500,000,000

2016

1'­

3,500,000,000

1'3,500,000,000

In 2015, the Parent Company signed a 7-year loan agreement with a local bank for a 1'3.5 billion loan

facility with an interest rate of 7-year Philippine Dealing System Treasury Reference

Rates - 2 (PDST-R2) plus 125 basis points at drawdown date, plus gross receipts tax. Interest on the

outstanding principal amount shall be paid on each quarterly interest payment date. The proceeds from

the loan was initially availed of to fund the acquisition of gaming system and equipment, hotel

furnitures and equipment and permanent working capital ofthe Parent Company. In November 2015,

the Parent Company drew 1'2.5 billion from the loan facility, receiving proceeds of1'2.5 billion, net of

related debt issue cost of1'30.0 million. The debt issue cost includes documentary stamp tax amounting

to 1'12.5 million and upfront fees amounting to 1'17.5 million.

In April 2016, the Parent Company drew the remaining 1'1.0 billion from the loan facility, receiving

proceeds of1'995.0 million, net of documentary stamp tax amounting 1'5.0 million. Both loans will

mature on November 27,2022.

The related interest recognized amounted to 1'209.3 million and 1'128.2 million in 2017 and 2016,

respectively. Total interest paid amounted to 1'201.9 million and 1'116.6 million in 2017 and 2016,

respectively. Capitalized borrowing cost in relation to the construction of the building amounted to

1'63.9 million in 2016 (see Note 12).

The loan is secured by the Parent Company' s land and building with an aggregate carrying value of

1'4.5 billion and 1'4.4 billion as ofDecember 31, 2017 and 2016, respectively (see Note 12).

Loan covenants

The loan imposes certain restrictions with respect to corporate reorganization, debt to equity ratio,

disposition of all or substantial part of the Parent Company's assets, declaration or payments of

dividends to its shareholders (other than dividends payable solely in share of capital stock) and

payments ofloans or advances from its shareholders, affiliates, subsidiaries or related entities when the

Parent Company is in default. As of December 31, 2017 and 2016, the Parent Company has complied

with the loan covenants.
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16. Retirement Renefits

The Group does not have an established retirement plan and only conforms to the minimum regulatory

benefit under the Retirement Pay Law (RA 7641) which is of the defined benefit type and provides a

retirement equal to 22.5 days pay for every year of credited service. The regulatory benefit is paid in a

lump sum upon retirement. The Group Iiability for retirement benefits is based solely on the

requirement under RA 7641. Benefits are based on the employee's final salary and years of service.

The table below summarizes the components of retirement cost recognized in the consolidated

statements of comprehensive income:

CUITent service cost

Net interest cost

2017

1'1,588,272

47,625

1'1,635,897

2016

1'812,718

P812,718

The components of remeasurements in the consolidated statements of comprehensive income are as

follows:

Actuarial gain due to liability experience

Gain on return on plan asset

2017

1'688,566

2016

i'-

1'688,566 P-

The movements in the retirement Iiability are as follows:

Balance at beginning of year

Total retirement expense for the year

Defined benefit income recognized in OCI

Balance at end ofyear

2017

1'812,718

1,635,897

(688,566)

1'1,760,049

2016

i'­

812,718

1'812,718

Movement in defined benefit obligation are as follows:

Balance at beginning ofyear

CUITent service cost

Interest cost

Actuarialloss (gain) on:

Experience adjustments

Change in demographic assumptions

Changes in financial assumptions

Balance at end of year

2017

1'812,718

1,588,272

47,625

2016

i'­

812,718

87,942

(1,277,912)

501,404

1'1,760,049 P812,718
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The cost of the retirement plan and the present value of the defined benefit obligation are determined

using actuarial valuations. An actuarial valuation involves making various assumptions. The principal

assumptions used in determining the retirement liability ofthe Group are shown below:

Discount rate

Salary Increase rate

Mortality rate

Disability rate

2017

5.80%

5.00%

2017PICM

1952 Disability

Study, Period 2,

Benefit 5

A scale ranging

from 9% at age 18

to 0% at age 60

2016

5.86%

3.00%

Tumover rate A scale ranging

from 7.5% at age

19 to 0% at age 45

The Group does not maintain a fund for its retirement benefit obligation. While funding is not a

requirement ofthe 1aw, there is a cash f10w risk that the Group may be exposed to ifseveral employees

retire within the same year.

Shown be10w are the maturity profile of the undiscounted benefit payments as of December 31, 2017

and 2016 are as follows:

Less than one year

One to less than five years

Five to less than 10 years

10 to less than 15 years

15 to less than 20 years

20 years and above

2017

1'­

755,226

309,837

10,126,839

17,587,343

57,056,448

1'85,835,693

2016

t'-

1,050,071

1'1,050,071

The average duration ofthe expected benefit payments as ofDecember 31, 2017 is 22.92 years.

The defined benefit obligation is subject to several key assumptions. The sensitivity analysis below has

been determined based on reasonably possible changes of each significant assumption on the defined

benefit obligation as of the end of the reporting period, assuming all other assumptions were held

constant. Established on historical data, the behavior in error of the standard deviation is within the

range:

Effect on retirement Iiability

Discount rate

6.80% (Actual + 1.00%)

5.80% (Actual)

4.80% (Actual - 1.00%)

1'1,502,165

1,760,049

2,076,861

Salary increase rate

6.00% (Actual + 1.00%)

5.00% (Actual)

4.00% (Actual - 1.00%)

1'2,085,186

1,760,049

1,491,552
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17. Significant Commitments

Accounting treatmentfor the PTO

As discussed in Notes 1 and 2, the Parent Company was granted aPTO by PAGCOR. In the accounting

treatment of the provisions of the PTO, management uses judgment in assessing the risk and rewards

related to the use of specific assets. Based on the applicable accounting standards, the arrangement

entered into by the Parent Company with PAGCOR is simi1ar to an arrangement that entitles another

party to a right to use specific assets.

Under this arrangement, the Parent Company al!owed PAGCOR, the fol!owing:

a. The use of certain floors in its bui1ding as gaming facility, and

b. The use of slot machines and gaming tables ("Gaming equipment").

Based on applicab1e accounting standards, the Group retained substantial!y the risks and rewards ofthe

gaming faci1ities and gaming equipment. Accordingly, as ofDecember 31,2017 and 2016, the Parent

Company continues to recognize these assets in the consolidated statements of financial position.

The income received from PAGCOR for the use of these assets amounted to 1'283.2 mi1lion and

1'174.1 mi1lion in December 31, 2017 and 2016 respectively, are presented as "Revenue share in gaming

operations" in the consolidated statements of comprehensive income.

Operating Lease Commitment - the Parent Company as Lessor

a. The Parent Company entered into a lease contract with CBTC Bank (Philippines) Corp. to lease a

space in Winford Hotel, Ground floor with an area of3 square meter (sqm.). The lease term is for

a period of one year commencing on February 1,2016 and expiring on January 31, 20\7 and

was subsequent1y renewed. The monthly payment amounts to 1'30,000, inclusive of electrical

consumption but exclusive ofVAT. The terms ofthe contract also states that renta1 payment shal!

escalate by 10% per annum.

b. The Parent Company also entered into an agreement of lease with Ifoods Group Inc. to lease a

315.5 sqm. area ofWinford Hotel and Casino for a 1ease term offive years from the commencement

of operations of the lessee, unless sooner terminated in accordance with the termination clause.

Rental rates shal! be 1'600 per sqm. per month exclusive of VAT plus 10% of gross sales for the

period commencing from the execution of the 1ease agreement until completion of al! hotel rooms

and 1'600 per sqm. per month exclusive of VAT p1us 7% of gross sales upon completion of al! the

hotel rooms. The contract also states that base rent shall escalate at a rate to be agreed by both

parties.

c. The Parent Company entered into a lease contract with Golden Arches Deve10pment Corporation

to lease a space in Winford Hotel and Casino with an area of 406.14 sqm. The lease term is upon

execution of the 1ease agreement unti11 O years after the renta1 commencement date, unless sooner

terminated in accordance with termination clause. Base rental rate is 1'750 per sqm. per month,

exclusive of VAT, but subject to 5% withho1ding tax, or a percentage rental rate at the rate of 5%

ofgross sales, exclusive ofVAT but subject to 5% withholding tax, whichever is higher. The 1essee

wil1 pay an additiona11' 13.78 for the common use service area. The contract also states that base

rent shall escalate at a rate to be agreed by both parties.

d. The Parent Company entered into a 1ease contract with Phi1ippine Seven Corporation for five years

commencing Ju1y 7, 2016 to 1ease an area of 45.09 sqm. for a basic rent ofl'l,300 per sqm. p1us a

percentage of gross sa1es (1.5% of gross sales) or minimum guaranteed rent (1'1,500 per sqm. per

month), whichever is higher.

Rent escalation shal1 separately apply to both basic rent and minimum guaranteed rent.

111111111111111



- 32 -

e. The Parent Company also entered into an agreement of lease with SM Kenko Sauna Corporation

(the lessee) to lease a 390 sqm. area of Winford Hotel and Casino to be used for spa and salon

services. Rental rates shall be 1"650 per sqm. per month exclusive ofVAT plus a percentage rental

which is 10% of gross revenue from the operations. Rent shall escalate by 7.5% per annum

commencing upon lapse of the first 2 years of lease.

f. The Parent Company entered into a lease contract with Banco de Oro (BOO) Unibank Inc. to lease

a space in Winford Hotel, second f100r with an area oO sqm. The lease term is for a period oftwo

years commencing on February 1,2016 and expiring on January 31, 2018. The monthly payment

amounts to 1"20,000, inclusive of electrical consumption but exclusive ofVAT.

g. The Parent Company also entered into an agreement of lease with Choi Garden Manila Corporation

for ten years commencing January 7, 2016 to lease a 927 sqm. area ofWinford Hotel and Casino

to be used for restaurant, dining and banqueting ofChinese food only services. The lessee is subject

to 10% of gross sales exclusive of senior citizen discount and VAT.

h. The Parent Company entered into a lease contract with Maybank Philippines Inc.to lease a space

in Winford Hotel and Casino, second f100r with an area of 3 sqm. The lease term is for a period of

two years commencing on Oecember 1, 2016 and expiring on November 30, 2018. The monthly

payment amounts to 1"30,000, inclusive of electrical consumption but exclusive ofVAT.

i. The Parent Company also entered into an agreement of lease with Asian Intergrated Gaming

Solutions, Inc. to lease 81.28 sqm. area of Winford Hotel and Casino to be used for poker table

games at the casino. Stated in the contract that the rental revenue basis would be 50% profit sharing

or 1"200,000 minimum guaranteed fee per month, whichever is higher. This contract was terminated

on November 2017 before the end of the contracto

j. The Parent Company also entered into an agreement oflease with Orient Capital Venture for two

years starting March 31, 2017 to lease a 10 sqm. area of Winford Hotel and Casino to be used for

online sports betting. Stated in the contract that the rental revenue basis would be 50% profit

sharing or 1"100,000 minimum guaranteed fee per month, whichever is higher.

The estimated future minimum lease payments for the above agreements are as follows:

Within one year

After one year but not more than five years

Five years onwards

2017

11'11,218,022

38,994,097

40,926,122

11'91,138,241

2016

1"3,214,955

51,588,468

47,835,873

PI02,639,296

Rent income amounted to I" 18.7 million and I" 2.8 million in 2017 and 2016, respectively

(see Note 25).

Operating Lease Commitment - the Parent Company as Lessee

a. On July 15,2014, the Parent Company entered into a lease agreement with EEG Oevelopment

Corporation to lease a property located at 1774 Consuelo Street, Sta. Cruz, Manila consisting of a

f100r area of225 sqm. for the purposes of the mockup ofWinford Hotel and Casino project. The

lease term is for a period oftwo years commencing July 15,2014 and expiring on July 14,2016,

renewable under such terms and conditions mutually agreed upon by the parties. The monthly rate

for rental amounted to 1"45,000, exclusive ofVAT and subject to withholding tax, which is payable

every 15th day of each calendar month. No renewal was made on July 14, 2016.
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Rent expense amounted to nil, 1'4.6 million, and 1'3.5 million in 2017, 2016 and 2015, respectively.

Service Agreements

a. The Parent Company also entered into an agreement with a service provider, engaging the latter to

provide consultancy, advisory and technical services in relation to the operation, management and

development ofthe hotel. The agreement took effect on November I, 2015 and will continue until

terminated in accordance with the provisions of the agreement.

b. The Parent Company also entered into an agreement with a service provider, engaging the latter to

provide consultancy, advisory, and technical services in relation to the operation, management and

development of the casino. The agreement took effect on November I, 2015 and will continue until

terminated in accordance with the provisions ofthe agreement.

Total service fees recognized in 2017 and 2016 under these agreements amounted to 1'25.7 million and

1'17.4 million, respectively (see Note 24).

Others

As discussed in Note 2, the Group was granted by PAGCOR the right to operate the traditional bingo

and junket operations.

18. Deposit for Future Stock Subscription

The Group presented the deposit amounting to I' 1.1 billion and nil as "Deposit for future stock

subscription" under noncurrent liability in the consolidated statements of financial position as of

December 31, 2017 and 2016, respectively, in accordance with FRB No. 6 as issued by the SEC. These

deposits shall be applied on the Parent Company's future stock rights offering (see Note 22).

19. Income Taxes

For income tax purposes, as the entity granted the permit to operate PAGCOR San Lazaro, the Parent

Company's income from casino operations is exempt from income tax in accordance with Section 13

of P.D. 1869, as amended, otherwise known as the PAGCOR Charter. Under P.D. 1869, earnings

derived from the operation of casinos shall be imposed a 5% franchise tax, in lieu of ali kinds of taxes,

levies, fees or assessments of any kind, nature or description, levied, established or collected by any

municipal, provincial, or national government authority (see Note 2).

The provision for income tax consists of the following:

Current:

Final

Minimum corporate income tax (MCIT)

2017 2016 2015

1'57,936 1'258,915 1'924,825

3,318

1'928,1431'57,936 1'258,915

As of December 31, 2017 and 2016, no deferred tax assets were recognized as management believes

that the Group may not have sufficient future taxable income from its hotel operations against which

the deferred tax assets may be applied.
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No deferred lax assets will be recognized as it relates to the casino operations since the Group's income

!Tom casino operations is exempt !Tom income lax in accordance with Section 13 of P.D. 1869, as
amended (see Note 2).

As ofDecember 31, 2017 and 2016, net unrecognized deferred tax assets !Tom its hotel operations are

composed ofthe following:

As of December 31, 2017, the details ofNOLCO and MCIT are as folIows:

NOLCO

Year Beginning Ending Ayailable

Incurred Balance Incurred Expired Balance Until

2014 1'32,053,407 P-- 1'32,053,407 1'- 2017

2015 57,532,611 57,532,611 2018

2016 405,982,377 405,982,377 2019

2017 762,029,320 762,029,320 2020

1'495,568,395 1'762,029,320 1'32,053,407 1'1,225,544,308

MCIT

Year Beginning Ending Ayailable

Incurred Balance Incurred Expired Balance Until

2014 1'6,000 I'- 1'6,000 1'- 2017

2015 3,318 3,318 2018

1'9,318 I'- 1'6,000 1'3,318

2017

Deferred tax assets:

Net operating loss carry oyer (NOLCO)

Uneamed income

Customer deposits

Service charge payable

Retirement liability

Unrealized foreign exchange loss

Amortization of long term deposit

MCIT

1'367,663,292

1,588,259

1,218,681

1,106,325

547,601

303,540

64,274

3,318

372,495,290

Deferred lax liabilities:

Deferred rent income

Unrealized foreign exchange gain

529,304

181,716

711,020

1'371,784,270Deferred lax assets - net

2016

1'148,670,519

500,853

516,774

243,815

40,252

128,547

9,318

150,110,078

1'150,110,078
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The reconciliation of the benefit fi-om income !aχ based οη the accounting income and the actual

provision for income ιaχ for years ended December 31 are as folIows:

2017 2016 2015

Benefit from income !aχ based οη accounting

income before income tax

Additions ιο (reductions ίη) income Ιaχ

resulting from !aχ effects of:

Movement ίη unrecognized defeπed tax

assets

Expired NOLCO and MCIT

Income fi-om gaming operations exempt

fi-om income tax

Nondeductib1e expenses and others

Interest income subjected Ιο final !aχ

Provision for income !aχ

(1'237,053,172) (1'133,133,619) (1'15,903,500)

221,674,192

9,622,022

111,634,426

12,048,420

17,263,101

2,973,345

2,869,874

(28,325)

1'57,936

(728,253)

10,837,907

(399,966)

1'258,915

32,049

(463,507)

1'928,143

20. ΡΕΖΑ Reglstratlon

Οη February 10,2015, the Parent Company's registration as an Ecozone Tourism Enterprise for the

development and operation of tourist, leisure and entertainment faciIities is approved by Philippine

Economic Zone Authority (ΡΕΖΑ).

As provided ίη its Registration Agreement dated February 24, 2015, the Parent Company shalI be

entitled οηlΥ Ιο Ιaχ and duty-free importation and zero-VΑΤ rating οη local purchases of capital

equipment ίη accordance with ΡΕΖΑ Board Reso1ution Νο. 12-610 dated November 13,2012, except

for casino operations and other gaming/gamb1ing operations, if any, subject Ιο alI evaluation andJor

processing requirements and procedures prescribed under ΡΕΖΑ Rules and Regulations, pertinent

circulars and directives.

21. Related Party Transactions

Entities and individuals that directly, ΟΓ indirectly through one ΟΓ more ίηtermedίaήes, control ΟΓ are

controIIed by ΟΓ under common control with the Group, inc1uding ho1ding companies, subsidiaήes and

feIlow subsidiaries, are related parties ofthe Group. Entities and individuals owning, directly ΟΓ indirectly,

an interest ίη the voting power of the Group that gives them significant infJuence over the entity, key

management personnel, including directors and officers ofthe Group and close members ofthe famiIy of

these individua1s, and companies associated with these individua1s also constitute related parties. ln

considering each possible re1ated entity reIationship, attention is directed Ιο the substance of the

relationship and not merely the lega1 form.
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Transactions with Related Parties

In the ordinary course of business, the Group has significant transactions with related parties as follows:

ConditionEntity Relationship Nature

Deposit for

future stock

Manila Jockey Club. subscription

Inc, (MJCI) Stockholder (Notc 18)

2017 2016

Receinble ReceivabJc

Amount (P.yablel Amount {p8yablc) Terms

Noninterest.

P151,254,429 (1'152,254,429) p- p- bearing

Noninterest-

bearing; due

Md

(4,970.819) 873,853 (4,970,819) demandable

Noninterest-

bearing; duc

Md

293.'62 304,099 10,137 10.137 demandable

Advances(a)

(Nole 14)

Various Shareholders Slockholder

Commission from

the off-track

bettinflj (Notc 8)

Deposit for

future stock

subscriptioD

(Note 18) (933.878.212)

Noninterest.

bearing

Noninterest-

Commission from bearing; due

Manilacockers Club. the off-track and

Inc. (MCI) Affiliate bettin(C) (Note 8) 101,543 90.201 75,934 75,934 demandable

(<t) The Parent CQlffpony Qbla;ns advancesfor expemes such as oif1ce rental, IIIi1ities tmd olher allowQnces ofthe Parent Company's emp/oyees.

(1)) Share 0/fhe Parenl Company 0'1 horse raclng grO$S betsfrom offfrad befflng slalion o/MJCllocQled af Wlnford Holef tmd Casino.

(c) Share o/fhe Parent Company 0'1 codcjighflng gross betsfrom offlrad be'fing stalion 0/MCllocaled al Winford HOlel tmd Caslno.

'33,878,212

UnsecW"ed,

unguaranteed

Unsecured,

unguaranleed

UnsecW"ed,

unimpaired

Unsecured,

unguaranteed

Unsecured,

unimpaired

Key Management Personnel

Total key management personnel compensation ofthe Group amounted to 1'13.2 million, 1'11.2 million,

and 1'16.7 million as ofDecember 31, 2017, 2016 and 2015, respectively.

The Group has no standard arrangement with regard to the remuneration of its directors. In 2017, 2016

and 2015, the BOD received directors' fees aggregating 1'0.8 million, 1'0.6 million and 1'0.4 million

respectively (Note 24).

The Group's advances to its employees amounted to 1'0.9 million and 1'0.2 million as ofDecember 31,

2017 and 2016, respectively (see Note 8).

22. Equity

Capital Stock

Details of capital stock are as follows:

2017 2016

Number of

shares

Number of

shares Amount

Number of

sharesAmount

Common shares - Pl par value

Authorized - 5,000,000,000 shares

Issued and subscribed shares 3,174,405,821 P3,174,405,821 3,174,405,821

Additional subscription during the year

Subscriptions receivable

Total issued and outstanding and

subscribed capital (held by 446,

443, and 444 equity holders in

2017,2016, and 2015,

respectivelY) 3,174,405,821 P3,174,40S,821 3,174,405,821

2015

Amount

'3,174,405,821 2,500,614,159 P2,500,614,159

673,791,662 673,791,662

(38.739.719)

P3,174,405,821 3,174,405,821 P3,135,666,102

On January 23, 2009, MJCI executed a subscription agreement to subscribe to 107,360,137 shares out

of the unissued portion of the authorized capital stock of the Parent Company at the subscription price

ofl'l.0 per share. In 2013, MJCI has paid 1'64.6 million representing the initial and partial payments
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of60.13% ofthe subscription price. The remaining balance of1'42.8 million was paid by MJCI on
Ju1y 14,2015.

In 2010 and 20\3, the Parent Company received series of additiona1 subscription aggregating

83,652,958 shares from shareholders in which 1'20.9 million were paid up. In 2015, 1'24.0 million of

the subscription receivable was paid by the shareholder whi1e the remaining ba1ance amounting to

1'38.7 million was collected on May 30, 2016.

On January 14,2015, the Parent Company received from a group ofstrategic investors the amount of

1'673.8 million, representing full payment of the subscription of 673,791,662 shares to be taken from

the unsubscribed portion ofthe authorized capital stock at a subscription price ofl'1.0 per share. The

related documentary stamp tax on the issuance of capital stock amounting to 1'3.4 million was charged

to "Deficit" in the consolidated statements of changes in equity.

On April12, 2018, the BOD approved the conduct ofa stock rights offering in order to raise additional

capital for its debt servicing requirements. The total number of shares to be issued is 1,587,202,910

common shares and the stock offer price shall be at 1'1.00 per share. The entitlement ratio shall be one

(1) rights share for every two (2) common shares held as of record date (see Note 18).

23. BasicIDiluted Loss Per Share

Net loss for the year

Divided by weighted average number

of outstanding common shares

Basic/diluted losses per share

2017

1>790,235,175

3,174,405,821

1>0.25

2016

1'446,363,366

2015

1'53,939,809

3,174,405,821

1'0.14

3,146,331,168

1'0.02

The Group has no potential dilutive common shares as of December 31 2017, 2016 and 2015.

Therefore, the basic and diluted loss per share are the same as of those dates.

24. Operating Costs and Expenses

This account consists o£:

2017

Cost of Operations

Depreciation and amortization

(Notes 12and 13)

Utilities

Gaming fees (Note 2)

Advertising and marketing

Salaries and wages

Contracted services

Service fee (Note 17)

Food, beverage,andtobacco

Hotel room and supplies

Banquet expenses

Entertainment

(Forward)

1>391,464,673

73,581,243

48,131,185

34,686,161

31,036,449

30,661,961

25,740,714

21,000,605

16,523,870

16,241,552

12,691,651

2016 2015

l' 140,464,407

56,118,764

22,820,092

3,047,507

37,775,585

26,708,758

17,385,900

6,912,332

6,075,570

2,931,745

2,242,280
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2017 2016 2015

Professional fees 117,234,228 1"9,545,332 1'--

Commission 3,754,417 376,053

Supplies 2,088,360 1,219,059

Transportation and Travel 1,553,922 1,446,416

Communieation 1,402,487 5,381,984

Retirement (Note 16) 1,339,800 665,616

Seeurity serviees 540,553 542,399

Repairs and maintenanee 341,959 25,384

Meetings and eonferenees 210,268 188,618

Others 37,650,796 3,432,162

757,876,854 345,305,963

Operating Expenses

Depreeiation and amortization

(Notes 12 and 13) 126,058,033 101,730,153 650,533

Repairs and maintenanee 32,651,482 1,626,099

Contraeted serviees 28,306,363 24,656,863 385,791

Seeurity serviees 26,947,926 27,039,965

Salaries and wages 21,251,429 6,238,711 23,221,602

Utilities 12,984,925 9,903,311 4,617,872

Insuranee 6,414,645 2,150,766 35,328

Communieation 5,828,667 949,762 573,898

Rent 4,151,117 4,610,654 3,492,289

Taxes and lieenses 3,710,892 5,983,506 496,453

Professional fees 3,045,950 2,369,675 6,763,212

Advertising and marketing 2,985,992 3,492,113

Meetings and eonferenees 1,479,090 1,326,799 563,400

Direetors' fees (Note 21) 776,000 553,000 449,000

Transportation and travel 698,683 650,563 353,881

Retirement (Note 16) 296,097 147,102

Entertainment 193,529 44,075

Representation 155,275 1,203,731 106,830

Supplies 52,386 30,609 152,906

Others 14,235,989 988,137 1,417,051

292,224,470 195,695,594 43,280,046

111,050,101,324 1"541,001,557 1"43,280,046

25. Other Revenue

This aeeount eonsists of:

2017 2016 2015

Revenue from bingo operations 1125,940,208 1"14,052,800 1"-

Rent ineome (Note 17) 18,650,247 2,839,601

Miseellaneous (Note 2) 14,913,820 2,750,232

1159,504,275 1"19,642,633 1"-

Revenue from bingo operations pertains to gross sales of bingo tiekets and eards and daubers less

prizeslwinnings.
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Rent income pertains to the revenues from the lessees ofthe hote1 and casino.

Misce11aneous revenue pertains to tobacco sales, laundry services, parking fees, charges for utilities
consumed by lessee and income from junket operations.

26. Operating Segment Information

The Group has !wo operating segments in 2017 and 2016 and on1y one operating segment in 2015.

Gaming segment pertains to casino operations while non-gaming pertains to hotel operations.

Management monitors the operating resu1ts of its operating segments for the purpose of making

decisions about resource a110cation and performance assessment. Segment performance is evaluated

based on net income or loss and is measured consistently with the tota1 comprehensive 10ss on the

consolidated financial statements. The Group's asset-producing revenues are located in the Philippines

(i.e., one geographicallocation). Therefore, geographical segment information is no 10nger presented.

Segment Revenue and Expenses

The segment results for the years ended December 31, 2017, 2016 and 2015 are as fo110ws:

Revenue

Operating costs and expenses

Other expenses - net

Provision from income tax

Net loss

Gaming

1'309,136,298

(319,025,935)

(3,094)

(3,684)

(1'9,896,415)

Revenue

Operating costs and expenses

Other income (expenses) - net

Provision from income tax

Net income (Ioss)

Gaming

1'189,539,608

(181,659,471)

92,417

(21,352)

1'7,951,202

Operating costs and expenses

Other expenses - net

Provision from income tax

Net loss

Gaming

1'-

1'-

2017

Non-gaming

1'160,243,331

(731,075,389)

(209,452,450)

(54,252)

(1'780,338,760)

2016

Non-gaming

1'32,507,068

(359,342,086)

(127,241,987)

(237,563)

(1'454,314,568)

2015

Non-gaming

(1'43,280,046)

(9,731,620)

(928,143)

(1'53,939,809)

Total

1'469,379,629

(1,050,101,324)

(209,455,544)

(57,936)

(1'790,235,175)

Tota1

1'222,046,676

(541,001,557)

(127,149,570)

(258,915)

(1'446,363,366)

Tota1

(1'43,280,046)

(9,731,620)

(928,143)

(1'53,939,809)

IIIIOOMIIIIIIIIIII�1111



- 40 -

Segment Assets and Liabilities and Otber Information

The segment assets, liabilities, capital expenditures and other information as ofand for the years ended

December 3 I, 20 17 and 2016 are as follows:

Assets

Liabilities

Capital expenditures

Interest income

Depreciation and amortization

Assets

Liabilities

Capital expenditures

Interest income

Depreciation and amortization

Gaming

Pl,598,838,089

147,648,954

102,682,870

18,418

144,555,123

Gaming

1'1,623,140,030

162,095,815

485,648,658

106,762

68,976,789

2017

Non-gaming

1'5,350,186,673

5,032,572,616

258,426,245

324,559

372,967,583

2016

Non-gaming

1'5,068,270,758

3,970,965,172

1,643,726,675

1,200,782

173,217,771

Total

1'6,949,024,762

5,180,221,570

361,109,115

342,977

517,522,706

Total

1'6,691,410,788

4,133,060,987

2,129,375,333

1,307,544

242,194,560

27. Financial Risk Management Objectives and Policies and Fair Valne Measurement

The Group's financial instruments comprise of cash and cash equivalents, receivables (excluding

advances to contractors and suppliers), depositsladvances (presented as part of "Otber current assets" in

the consolidated financial statements), accounts payable and other current liabilities (excluding statutory

payables) and loans payable. The main purpose ofthese financial instruments is to finance the Group's

operations. The main risks arising ITom the use of these financial instruments include credit risk and

liquidity risk. The Group's BOD reviews and approves the policies for managing these risks and these

are summarized below.

Credit Risk

Credit risk arises because the counterparty may fail to discharge its contractual obligations. As a matter

of policy, the Group limits its maximum exposure to credit risk to the amount of carrying value of the

instruments. The Group transacts only with related parties and with recognized and creditworthy third

parties. Receivable balances are monitored on an ongoing basis. Further, management intensifies its

collection efforts to collect from defaulting third parties.

The table below shows the maximum exposure to credit risk ofthe Group as at December 31, 20 17 and

2016 as follows:

Loans and receivables:

Cash and cash equivalents* (Note 7)

Receivables (Note 8)

Long-term deposits (Note 13)

2017

1'554,257,499

181,045,664

27,103,000

1'762,406,163

2016

1'117,124,965

137,884,968

27,918,249

1'282,928,182

.Excludingcash on hand amounting to P4,598,279 and P7,859,930jor the years endedDecember 31,20/7 and 2016. respecttvely.
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As of December 31, 2017 and 2016, the aging analysis ofreceivables is as follows:

Past due but not impaired

Neither past Less than 31 to 60 61 to 90 91 to 180 More than

duc nor 30 days days days days 180 d_ys

2017 Total impRired past duc past due past due past due past duc Impairetl

Trade:

Non-related parties P24,421,046 P12,542,225 P2,203,OS4 P2,347,663 P2,465,559 111,695,201 P3,167,314 I'-
Related parties 394,300 394,300

Nontrade 110,326.482 55,435 1]0,271,847

Receivable from PAGCOR 45,019,839 44,112,866 599,500 6,000 18,000 183,473

Advances to employees 883,997 883,997

PI81,045,664 P57,988,823 P2,802,S84 Pl,347,663 P2.471,559 Pl,713.201 11113,'21,834 I'-

Past due but not impaired

Neither past Less than 31t060 61t090 91 to 180 More than

due nor 30 days days days days 180 days

2016 Total impaired past due past due past due past due past duc Impaired

Trade:

Non.related partíes P7,737,lll 1'4,484,383 PI,269,417 PI,983,lll I'- I'- I'- I'-

Related parties 86,071 86,071

Nontrade 111,602,553 111,602,553

Receivable from PAGCOR 18,246,057 18,246,057

Advances to employees 213,176 213,176

P137,884,968 P23,029,687 PI,269,417 PI,983,311 p- p- PI I 1,602,553 I'-

The table below shows the credit quality of the Group's neither past due nor impaired receivables as of

December 31, 2017 and 2016, based on the Group's experience with its debtor's ability to pay:

Gr.deA

2017

Gnde B Gr.de C Total

Trade:

Non-related parties

Related parties

ReceivabJe from PAGCOR

Advances 10 employees

Nontrade

1'4,509,546

394,300

44,112,866

883,997

55,435

1'49,956,144

1'2,198,162 1'5,834,517 1'12,542,225

394,300

44,112,866

883,997

55,435

1'57,988,8231'2,198,162 1'5,834,517

GradeA

2016

Grade B Grade C Total

Trade:

Non-related parties

Related parties

Receivable from PAGCOR

Advances to employees

1'2,584,076

86,071

18,246,057

213,176

1'21,129,380

1'741,619 1'1,158,688 1'4,484,383

86,071

18,246,057

213,176

1'23,029,6871'741,619 1'1,158,688
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The credit quality of the financial assets was determined as follows:

• Grade A

This includes cash and cash equivalents deposited with banks having good reputation and bank

standing and receivables from customers or affiliates that always pay on time or even before the
maturity date.

• Grade B

This includes receivables that are collected on their due dates provided that they were reminded or

followed up by the Group.

• Grade e

This includes receivables which are still collected within their extended due dates.

Liquiditv Risk

Liquidity risk is defined as the risk that the Group would not be able to settle or meet its obligations on

time or at a reasonable price. The Group's objective is to maintain a balance between continuity of

funding and f1exibility by regularly evaluating its projected and actual cash f10ws and through the use

ofbank loans and extension of suppliers' credit terms. The Group maximizes the net cash inflows from

operations to finance its working capital requirements.

The tables below summarize the maturity profile of the Group's financialliabilities as at December 31,

2017 and 2016 based on contractual undiscounted payments.

2017

Due and Less than 1 year

Demandable I year or above Total

Loans payable" I'- 1'901,879,770 1'3,127,760,382 1'4,029,640,152

Accounts payable and other current

liabilities .... 4,970,819 303,640,875 308,611,694

Retention payable 279,174,193 279,174,193

Interest payable 19,055,836 19,055,836

P284,145,OI2 1'1,224,576,481 1'3,127,760,382 1'4,636,481,875

*/ncluding interes!.

uExcJuding wilhholding taxes payable amounling to 122,259,155.

2016

DueOlld Less than I year

DemOlldable I year or above Total

Looll' payable' I'- I'- 1'4.212.351,992 1'4,212,351,992

Accounts payable and other current

liahilities•• 4,970,819 282,958,530 287,929,349

Retention payable 349,373,245 349,373,245

Interest payable 19,055,836 19,055,836

1'4,970,819 1'651,387,611 1'4,212,351,992 1'4,868,710,422

*/ncluding inlerest.

••Excluding withholding taxes payable amounting to Pl,J92.513.
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The following tab1es show the profile of financial assets used by the Group to manage its liquidity risk:

2017

Dueand Less than 1 year

Demandable 1 year or above Total

Loans and receivables:

Cash and cash equivalents* 1'554,257,499 1'- 1'- 1'554,257,499
Receivables 123,056,841 57,988,823 181,045,664

Long-term deposits 27,103,000 27,103,000

1'677,314,340 1'57,988,823 1'27,103,000 1'762,406,163

*Excluding cash on hand amounting 10 fii4,598,279.

2016

Dueand Less than 1 year

Demandable 1 year or above Total

Loans and receivables:

Cash and cash equivalents* 1'117,124,965 1'- 1'- 1'117,124,965

Receivables 114,855,281 23,029,687 137,884,968

Long-term deposits 27,918,249 27,918,249

1'231,980,246 1'23,029,687 1'27,918,249 1'282,928,182

*Excludingcash 0" hand anwunting 10 P7,859,930.

Changes in Iiabilities arising from financing activities

December 31,

2016 Cash Oows

Loans payable 1'3,471,974,747 1'-

Deposit for future stock subscription 1,086,132,641

Interest payable 19,055,836 (201,867,966)

Totalliabilities from financing activities 113,49],030,583 P884,264,675

.Others inc/udes accrua/ 0/interestfrom ;nterest-bearing loan.r and accretion o/Ioons payab/e.

Others*

1'7,432,235

December 31,

2017

1'3,479,406,982

1,086,132,641

19,055,836

1'4,584,595,459

201,867,966

1'209,300,201

Fair Value Measurement

The carrying values of cash and cash equivalents (exc1uding cash on hand), receivables (exc1uding

advances to contractors and suppliers), accounts payab1e and other current Iiabilities (excluding

withholding taxes payable) approximate their fair values due to the short-term nature ofthese accounts.

The fair va1ues of long-term deposits and 10ans payab1e were based on the present value of estimated

future cash flows using interest rates that approximate the interest rates prevailing at the reporting date.

The carrying values and fair value of loans payable and 10ng-term deposits are as follows:

2017 2016

Carrying Value Fair Value Carrying Value Fair Value

Financial Assets

Long-term deposits 1'27,103,000 1'27,103,000 1'27,918,249 1'27,918,249

Financial Liabilities

Loans payable 1'3,479,406,982 1'3,620,808,095 1'3,471,974,747 1'3,729,639,356

As of December 31, 2017 and 2016, the Group's financial assets and liabilities are measured at fair

value under the Level 2 hierarchy. There were no financial instruments carried at fair value as of

December 31, 2017 and 2016.
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28. Working Capital and Capital Management

The primary objective of the Group's working capital and capital m30agement is to ensure that the

Group has sufficient funds in order to support its business, pay existing obligation and maximize

stockho1ders' value. The Group considers its total equity, including deposit for future stock

subscription, amounting to 1'2.8 billion and 1'2.6 billion as its capital as of December 31, 2017 and

2016, respectively.

The Group maintains a capital base to cover risks inherent in the business. The Group manages its

capital structure 30d makes adjustments to it in light of ch30ges in economic conditions and the risk

characteristics of its activities. In order to maintain or adjust the capital structure, the Group may retum

capital to shareho1ders or issue capital securities. No ch30ges were made in the objectives, policies 30d

processes from the previous years.

The Group monitors working capital and capital on the basis of current ratio and debt-to-equity ratio in

order to comp1y with 1030 covenants (see Note 15).

In computing the debt-to-equity ratio, the 'deposits for future stock subscription' formed part of the

Consolidated Net Worth, as the deposits are considered as future additional shareholders' interest in

the Group.

Current ratio 30d debt-to-equity ratio ofthe Group are as follows:

Total current assets

Total current liabilities

Current ratio

2017

1'897,918,988

1,301,980,534

0.69

2016

1'796,509,099

658,550,943

1.21

Totalliabilities, excluding deposit for future

stock subscription

Total equity

Debt-to-equity ratio

1'4,094,088,929

2,854,935,833

1.43

1'4,133,060,987

2,558,349,801

1.62

The Group's strategy is to maintain a sustainable current ratio 30d debt-to-equity ratio.

29. Note to Consolidated Statements ofCash Flows

Noncash investing activity forthe years ended December 31, 2017 30d 2016 pertains tothe construction

ofbuilding on account amounting to 1'101.8 million in 2017 30d capitalized borrowing cost amounting

to 1'63.9 million in 2016.
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